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Preface 

Financial statements are prepared and presented for external users by many entities around 

the world.  Although such financial statements may appear similar from country to country, 

there are differences which have probably been caused by a variety of social, economic 

and legal circumstances and by different countries having in mind the needs of different 

users of financial statements when setting national requirements.   

These different circumstances have led to the use of a variety of definitions of the 

elements of financial statements; that is, for example, assets, liabilities, equity, income and 

expenses.  They have also resulted in the use of different criteria for the recognition of 

items in the financial statements and in a preference for different bases of measurement.  

The scope of the financial statements and the disclosures made in them have also been 

affected. 

The Myanmar Accountancy Council (MAC) is committed to narrowing these differences 

by seeking to harmonise regulations, accounting standards and procedures relating to the 

preparation and presentation of financial statements.  It believes that further harmonisation 

can best be pursued by focusing on financial statements that are prepared for the purpose 

of providing information that is useful in making economic decisions. 

MAC believes that financial statements prepared for this purpose meet the common needs 

of most users.  This is because nearly all users are making economic decisions, for 

example, to: 

(a) decide when to buy, hold or sell an equity investment; 

(b) assess the stewardship or accountability of management; 

(c) assess the ability of the entity to pay and provide other benefits to its employees; 

(d) assess the security for amounts lent to the entity; 

(e) determine taxation policies; 

(f) determine distributable profits and dividends; 

(g) prepare and use national income statistics; or 

(h) regulate the activities of entities. 

MAC recognises, however, that governments, in particular, may specify different or 

additional requirements for their own purposes.  These requirements should not, however, 

affect financial statements published for the benefit of other users unless they also meet 

the needs of those other users.  

Financial statements are most commonly prepared in accordance with an accounting 

model based on recoverable historical cost and the nominal financial capital maintenance 

concept.  Other models and concepts may be more appropriate in order to meet the 
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objective of providing information that is useful for making economic decisions although 

there is presently no consensus for change.  This Framework has been developed so that it 

is applicable to a range of accounting models and concepts of capital and capital 

maintenance.   

Introduction 

Purpose and Status 

1. This Framework sets out the concepts that underlie the preparation and presentation 

of financial statements for external users.  The purpose of the Framework is to:   

(a) assist MAC in the development of future Myanmar Accounting Standards and 

in its review of existing Myanmar Accounting Standards; 

(b) assist MAC in promoting harmonisation of regulations, accounting standards 

and procedures relating to the presentation of financial statements by 

providing a basis for reducing the number of alternative accounting treatments 

permitted by Myanmar Accounting Standards; 

(c) assist national standard-setting bodies in developing national standards; 

(d) assist preparers of financial statements in applying Myanmar Accounting 

Standards and in dealing with topics that have yet to form the subject of an 

Myanmar Accounting Standard; 

(e) assist auditors in forming an opinion as to whether financial statements 

conform with Myanmar Accounting Standards; 

(f) assist users of financial statements in interpreting the information contained in 

financial statements prepared in conformity with Myanmar Accounting 

Standards; and 

(g) provide those who are interested in the work of MAC with information about 

its approach to the formulation of Myanmar Accounting Standards. 

2. This Framework is not an Myanmar Accounting Standard and hence does not 

define standards for any particular measurement or disclosure issue.  Nothing in 

this Framework overrides any specific Myanmar Accounting Standard. 

3. MAC recognises that in a limited number of cases there may be a conflict between 

the Framework and an Myanmar Accounting Standard.  In those cases where there 

is a conflict, the requirements of the Myanmar Accounting Standard prevail over 

those of the Framework.  As, however, MAC will be guided by the Framework in 

the development of future Standards and in its review of existing Standards, the 

number of cases of conflict between the Framework and Myanmar Accounting 

Standards will diminish through time.   
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4. The Framework will be revised from time to time on the basis of the MAC's 

experience of working with it. 

Scope 

5. The Framework deals with: 

(a) the objective of financial statements; 

(b) the qualitative characteristics that determine the usefulness of information in 

financial statements; 

(c) the definition, recognition and measurement of the elements from which 

financial statements are constructed; and 

(d) concepts of capital and capital maintenance. 

6. The Framework is concerned with general purpose financial statements (hereafter 

referred to as “financial statements”) including consolidated financial statements.  

Such financial statements are prepared and presented at least annually and are 

directed toward the common information needs of a wide range of users.  Some of 

these users may require, and have the power to obtain, information in addition to 

that contained in the financial statements.  Many users, however, have to rely on 

the financial statements as their major source of financial information and such 

financial statements should, therefore, be prepared and presented with their needs 

in view.  Special purpose financial reports, for example, prospectuses and 

computations prepared for taxation purposes, are outside the scope of this 

Framework.  Nevertheless, the Framework may be applied in the preparation of 

such special purpose reports where their requirements permit. 

7. Financial statements form part of the process of financial reporting.  A complete set 

of financial statements normally includes a balance sheet, an income statement, a 

statement of changes in financial position (which may be presented in a variety of 

ways, for example, as a statement of cash flows or a statement of funds flow), and 

those notes and other statements and explanatory material that are an integral part 

of the financial statements.  They may also include supplementary schedules and 

information based on or derived from, and expected to be read with, such 

statements.  Such schedules and supplementary information may deal, for example, 

with financial information about industrial and geographical segments and 

disclosures about the effects of changing prices.  Financial statements do not, 

however, include such items as reports by directors, statements by the chairman, 

discussion and analysis by management and similar items that may be included in a 

financial or annual report. 

8. The Framework applies to the financial statements of all commercial, industrial and 

business reporting entities, whether in the public or the private sectors.  A reporting 
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entity is an entity for which there are users who rely on the financial statements as 

their major source of financial information about the entity. 

Users and Their Information Needs 

9. The users of financial statements include present and potential investors, employees, 

lenders, suppliers and other trade creditors, customers, governments and their 

agencies and the public.  They use financial statements in order to satisfy some of 

their different needs for information.  These needs include the following: 

(a) Investors.  The providers of risk capital and their advisers are concerned with 

the risk inherent in, and return provided by, their investments.  They need 

information to help them determine whether they should buy, hold or sell.  

Shareholders are also interested in information which enables them to assess 

the ability of the entity to pay dividends.  

(b) Employees.  Employees and their representative groups are interested in 

information about the stability and profitability of their employers.  They are 

also interested in information which enables them to assess the ability of the 

entity to provide remuneration, retirement benefits and employment 

opportunities.   

(c) Lenders.  Lenders are interested in information that enables them to determine 

whether their loans, and the interest attaching to them, will be paid when due.  

(d) Suppliers and other trade creditors.  Suppliers and other creditors are 

interested in information that enables them to determine whether amounts 

owing to them will be paid when due.  Trade creditors are likely to be 

interested in an entity over a shorter period than lenders unless they are 

dependent upon the continuation of the entity as a major customer. 

(e) Customers.  Customers have an interest in information about the continuance 

of an entity, especially when they have a long-term involvement with, or are 

dependent on, the entity. 

(f) Governments and their agencies.  Governments and their agencies are 

interested in the allocation of resources and, therefore, the activities of entities.  

They also require information in order to regulate the activities of entities, 

determine taxation policies and as the basis for national income and similar 

statistics.   

(g) Public.  Entities affect members of the public in a variety of ways.  For 

example, entities may make a substantial contribution to the local economy in 

many ways including the number of people they employ and their patronage 

of local suppliers.  Financial statements may assist the public by providing 

information about the trends and recent developments in the prosperity of the 

entity and the range of its activities.  
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10. While all of the information needs of these users cannot be met by financial 

statements, there are needs which are common to all users.  As investors are 

providers of risk capital to the entity, the provision of financial statements that meet 

their needs will also meet most of the needs of other users that financial statements 

can satisfy. 

11. The management of an entity has the primary responsibility for the preparation and 

presentation of the financial statements of the entity.  Management is also 

interested in the information contained in the financial statements even though it 

has access to additional management and financial information that helps it carry 

out its planning, decision-making and control responsibilities.  Management has the 

ability to determine the form and content of such additional information in order to 

meet its own needs.  The reporting of such information, however, is beyond the 

scope of this Framework. Nevertheless, published financial statements are based on 

the information used by management about the financial position, performance and 

changes in financial position of the entity.   
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The Objective of Financial Statements 

12. The objective of financial statements is to provide information about the financial 

position, performance and changes in financial position of an entity that is useful to 

a wide range of users in making economic decisions.  

13. Financial statements prepared for this purpose meet the common needs of most 

users.  However, financial statements do not provide all the information that users 

may need to make economic decisions since they largely portray the financial 

effects of past events and do not necessarily provide non-financial information.   

14. Financial statements also show the results of the stewardship of management, or the 

accountability of management for the resources entrusted to it.  Those users who 

wish to assess the stewardship or accountability of management do so in order that 

they may make economic decisions; these decisions may include, for example, 

whether to hold or sell their investment in the entity or whether to reappoint or 

replace the management. 

Financial Position, Performance and Changes in Financial Position 

15. The economic decisions that are taken by users of financial statements require an 

evaluation of the ability of an entity to generate cash and cash equivalents and of 

the timing and certainty of their generation.  This ability ultimately determines, for 

example, the capacity of an entity to pay its employees and suppliers, meet interest 

payments, repay loans and make distributions to its owners.  Users are better able to 

evaluate this ability to generate cash and cash equivalents if they are provided with 

information that focuses on the financial position, performance and changes in 

financial position of an entity. 

16. The financial position of an entity is affected by the economic resources it controls, 

its financial structure, its liquidity and solvency, and its capacity to adapt to 

changes in the environment in which it operates.  Information about the economic 

resources controlled by the entity and its capacity in the past to modify these 

resources is useful in predicting the ability of the entity to generate cash and cash 

equivalents in the future.  Information about financial structure is useful in 

predicting future borrowing needs and how future profits and cash flows will be 

distributed among those with an interest in the entity; it is also useful in predicting 

how successful the entity is likely to be in raising further finance.  Information 

about liquidity and solvency is useful in predicting the ability of the entity to meet 

its financial commitments as they fall due.  Liquidity refers to the availability of 

cash in the near future after taking account of financial commitments over this 

period.  Solvency refers to the availability of cash over the longer term to meet 

financial commitments as they fall due.   
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17. Information about the performance of an entity, in particular its profitability, is 

required in order to assess potential changes in the economic resources that it is 

likely to control in the future.  Information about variability of performance is 

important in this respect.  Information about performance is useful in predicting the 

capacity of the entity to generate cash flows from its existing resource base.  It is 

also useful in forming judgements about the effectiveness with which the entity 

might employ additional resources. 

18. Information concerning changes in the financial position of an entity is useful in 

order to assess its investing, financing and operating activities during the reporting 

period.  This information is useful in providing the user with a basis to assess the 

ability of the entity to generate cash and cash equivalents and the needs of the 

entity to utilise those cash flows.  In constructing a statement of changes in 

financial position, funds can be defined in various ways, such as all financial 

resources, working capital, liquid assets or cash.  No attempt is made in this 

Framework to specify a definition of funds.   

19. Information about financial position is primarily provided in a balance sheet.  

Information about performance is primarily provided in an income statement.  

Information about changes in financial position is provided in the financial 

statements by means of a separate statement. 

20. The component parts of the financial statements interrelate because they reflect different 

aspects of the same transactions or other events.  Although each statement provides 

information that is different from the others, none is likely to serve only a single 

purpose or provide all the information necessary for particular needs of users.  For 

example, an income statement provides an incomplete picture of performance unless it 

is used in conjunction with the balance sheet and the statement of changes in financial 

position. 

Notes and Supplementary Schedules 

21. The financial statements also contain notes and supplementary schedules and other 

information.  For example, they may contain additional information that is relevant 

to the needs of users about the items in the balance sheet and income statement.  

They may include disclosures about the risks and uncertainties affecting the entity 

and any resources and obligations not recognised in the balance sheet (such as 

mineral reserves).  Information about geographical and industry segments and the 

effect on the entity of changing prices may also be provided in the form of 

supplementary information.   

Underlying Assumptions 

Accrual Basis 
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22. In order to meet their objectives, financial statements are prepared on the accrual 

basis of accounting.  Under this basis, the effects of transactions and other events 

are recognised when they occur (and not as cash or its equivalent is received or 

paid) and they are recorded in the accounting records and reported in the financial 

statements of the periods to which they relate.  Financial statements prepared on the 

accrual basis inform users not only of past transactions involving the payment and 

receipt of cash but also of obligations to pay cash in the future and of resources that 

represent cash to be received in the future.  Hence, they provide the type of 

information about past transactions and other events that is most useful to users in 

making economic decisions. 

Going Concern 

23. The financial statements are normally prepared on the assumption that an entity is a 

going concern and will continue in operation for the foreseeable future.  Hence, it is 

assumed that the entity has neither the intention nor the need to liquidate or curtail 

materially the scale of its operations; if such an intention or need exists, the 

financial statements may have to be prepared on a different basis and, if so, the 

basis used is disclosed.  

Qualitative Characteristics of Financial Statements 

24. Qualitative characteristics are the attributes that make the information provided in 

financial statements useful to users.  The four principal qualitative characteristics 

are understandability, relevance, reliability and comparability. 

Understandability 

25. An essential quality of the information provided in financial statements is that it is 

readily understandable by users.  For this purpose, users are assumed to have a 

reasonable knowledge of business and economic activities and accounting and a 

willingness to study the information with reasonable diligence.  However, 

information about complex matters that should be included in the financial 

statements because of its relevance to the economic decision-making needs of users 

should not be excluded merely on the grounds that it may be too difficult for certain 

users to understand. 

Relevance 

26. To be useful, information must be relevant to the decision-making needs of users.  

Information has the quality of relevance when it influences the economic decisions 

of users by helping them evaluate past, present or future events or confirming, or 

correcting, their past evaluations. 
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27. The predictive and confirmatory roles of information are interrelated.  For example, 

information about the current level and structure of asset holdings has value to 

users when they endeavour to predict the ability of the entity to take advantage of 

opportunities and its ability to react to adverse situations.  The same information 

plays a confirmatory role in respect of past predictions about, for example, the way 

in which the entity would be structured or the outcome of planned operations. 

28. Information about financial position and past performance is frequently used as the 

basis for predicting future financial position and performance and other matters in 

which users are directly interested, such as dividend and wage payments, security 

price movements and the ability of the entity to meet its commitments as they fall 

due.  To have predictive value, information need not be in the form of an explicit 

forecast.  The ability to make predictions from financial statements is enhanced, 

however, by the manner in which information on past transactions and events is 

displayed.  For example, the predictive value of the income statement is enhanced 

if unusual, abnormal and infrequent items of income or expense are separately 

disclosed. 

Materiality 

29. The relevance of information is affected by its nature and materiality.  In some 

cases, the nature of information alone is sufficient to determine its relevance.  For 

example, the reporting of a new segment may affect the assessment of the risks and 

opportunities facing the entity irrespective of the materiality of the results achieved 

by the new segment in the reporting period.  In other cases, both the nature and 

materiality are important, for example, the amounts of inventories held in each of 

the main categories that are appropriate to the business.   

30. Information is material if its omission or misstatement could influence the 

economic decisions of users taken on the basis of the financial statements.  

Materiality depends on the size of the item or error judged in the particular 

circumstances of its omission or misstatement.  Thus, materiality provides a 

threshold or cut-off point rather than being a primary qualitative characteristic 

which information must have if it is to be useful.   

Reliability 

31. To be useful, information must also be reliable.  Information has the quality of 

reliability when it is free from material error and bias and can be depended upon by 

users to represent faithfully that which it either purports to represent or could 

reasonably be expected to represent. 

32. Information may be relevant but so unreliable in nature or representation that its 

recognition may be potentially misleading.  For example, if the validity and amount 

of a claim for damages under a legal action are disputed, it may be inappropriate for 
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the entity to recognise the full amount of the claim in the balance sheet, although it 

may be appropriate to disclose the amount and circumstances of the claim. 

Faithful Representation 

33. To be reliable, information must represent faithfully the transactions and other 

events it either purports to represent or could reasonably be expected to represent.  

Thus, for example, a balance sheet should represent faithfully the transactions and 

other events that result in assets, liabilities and equity of the entity at the reporting 

date which meet the recognition criteria. 

34. Most financial information is subject to some risk of being less than a faithful 

representation of that which it purports to portray.  This is not due to bias, but 

rather to inherent difficulties either in identifying the transactions and other events 

to be measured or in devising and applying measurement and presentation 

techniques that can convey messages that correspond with those transactions and 

events.  In certain cases, the measurement of the financial effects of items could be 

so uncertain that entities generally would not recognise them in the financial 

statements; for example, although most entities generate goodwill internally over 

time, it is usually difficult to identify or measure that goodwill reliably.  In other 

cases, however, it may be relevant to recognise items and to disclose the risk of 

error surrounding their recognition and measurement. 

Substance Over Form 

35. If information is to represent faithfully the transactions and other events that it 

purports to represent, it is necessary that they are accounted for and presented in 

accordance with their substance and economic reality and not merely their legal 

form.  The substance of transactions or other events is not always consistent with 

that which is apparent from their legal or contrived form.  For example, an entity 

may dispose of an asset to another party in such a way that the documentation 

purports to pass legal ownership to that party; nevertheless, agreements may exist 

that ensure that the entity continues to enjoy the future economic benefits embodied 

in the asset.  In such circumstances, the reporting of a sale would not represent 

faithfully the transaction entered into (if indeed there was a transaction). 

Neutrality 

36. To be reliable, the information contained in financial statements must be neutral, 

that is, free from bias.  Financial statements are not neutral if, by the selection or 

presentation of information, they influence the making of a decision or judgement 

in order to achieve a predetermined result or outcome. 

Prudence 
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37. The preparers of financial statements do, however, have to contend with the 

uncertainties that inevitably surround many events and circumstances, such as the 

collectability of doubtful receivables, the probable useful life of plant and 

equipment and the number of warranty claims that may occur.  Such uncertainties 

are recognised by the disclosure of their nature and extent and by the exercise of 

prudence in the preparation of the financial statements.  Prudence is the inclusion of 

a degree of caution in the exercise of the judgements needed in making the 

estimates required under conditions of uncertainty, such that assets or income are 

not overstated and liabilities or expenses are not understated.  However, the 

exercise of prudence does not allow, for example, the creation of hidden reserves or 

excessive provisions, the deliberate understatement of assets or income, or the 

deliberate overstatement of liabilities or expenses, because the financial statements 

would not be neutral and, therefore, not have the quality of reliability. 

Completeness 

38. To be reliable, the information in financial statements must be complete within the 

bounds of materiality and cost.  An omission can cause information to be false or 

misleading and thus unreliable and deficient in terms of its relevance.   
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Comparability 

39. Users must be able to compare the financial statements of an entity through time in 

order to identify trends in its financial position and performance.  Users must also 

be able to compare the financial statements of different entities in order to evaluate 

their relative financial position, performance and changes in financial position.  

Hence, the measurement and display of the financial effect of like transactions and 

other events must be carried out in a consistent way throughout an entity and over 

time for that entity and in a consistent way for different entities. 

40. An important implication of the qualitative characteristic of comparability is that 

users be informed of the accounting policies employed in the preparation of the 

financial statements, any changes in those policies and the effects of such changes.  

Users need to be able to identify differences between the accounting policies for 

like transactions and other events used by the same entity from period to period and 

by different entities.  Compliance with Myanmar Accounting Standards, including 

the disclosure of the accounting policies used by the entity, helps to achieve 

comparability.   

41. The need for comparability should not be confused with mere uniformity and 

should not be allowed to become an impediment to the introduction of improved 

accounting standards.  It is not appropriate for an entity to continue accounting in 

the same manner for a transaction or other event if the policy adopted is not in 

keeping with the qualitative characteristics of relevance and reliability.  It is also 

inappropriate for an entity to leave its accounting policies unchanged when more 

relevant and reliable alternatives exist.   

42. Because users wish to compare the financial position, performance and changes in 

financial position of an entity over time, it is important that the financial statements 

show corresponding information for the preceding periods. 

Constraints on Relevant and Reliable Information 

Timeliness 

43. If there is undue delay in the reporting of information it may lose its relevance.  

Management may need to balance the relative merits of timely reporting and the 

provision of reliable information.  To provide information on a timely basis it may 

often be necessary to report before all aspects of a transaction or other event are 

known, thus impairing reliability.  Conversely, if reporting is delayed until all 

aspects are known, the information may be highly reliable but of little use to users 

who have had to make decisions in the interim.  In achieving a balance between 

relevance and reliability, the overriding consideration is how best to satisfy the 

economic decision-making needs of users.   
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Balance between Benefit and Cost 

44. 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 judgemental process.  Furthermore, the costs do not necessarily fall on those users 

who enjoy the benefits.  Benefits may also be enjoyed by users other than those for 

whom the information is prepared; for example, the provision of further 

information to lenders may reduce the borrowing costs of an entity.  For these 

reasons, it is difficult to apply a cost-benefit test in any particular case.  

Nevertheless, standard-setters in particular, as well as the preparers and users of 

financial statements, should be aware of this constraint.   

Balance between Qualitative Characteristics 

45. In practice a balancing, or trade-off, between qualitative characteristics is often 

necessary.  Generally the aim is to achieve an appropriate balance among the 

characteristics in order to meet the objective of financial statements.  The relative 

importance of the characteristics in different cases is a matter of professional 

judgement. 

True and Fair View/Fair Presentation 

46. Financial statements are frequently described as showing a true and fair view of, or 

as presenting fairly, the financial position, performance and changes in financial 

position of an entity.  Although this Framework does not deal directly with such 

concepts, the application of the principal qualitative characteristics and of 

appropriate accounting standards normally results in financial statements that 

convey what is generally understood as a true and fair view of, or as presenting 

fairly such information.   

The Elements of Financial Statements 

47. Financial statements portray the financial effects of transactions and other events 

by grouping them into broad classes according to their economic characteristics.  

These broad classes are termed the elements of financial statements.  The elements 

directly related to the measurement of financial position in the balance sheet are 

assets, liabilities and equity.  The elements directly related to the measurement of 

performance in the income statement are income and expenses.  The statement of 

changes in financial position usually reflects income statement elements and 

changes in balance sheet elements; accordingly, this Framework identifies no 

elements that are unique to this statement. 

48. The presentation of these elements in the balance sheet and the income statement 

involves a process of sub-classification.  For example, assets and liabilities may be 
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classified by their nature or function in the business of the entity in order to display 

information in the manner most useful to users for purposes of making economic 

decisions.  

Financial Position 

49. The elements directly related to the measurement of financial position are assets, 

liabilities and equity.  These are defined as follows: 

(a) An asset is a resource controlled by the entity as a result of past events and 

from which future economic benefits are expected to flow to the entity. 

(b) A liability is a present obligation of the entity arising from past events, the 

settlement of which is expected to result in an outflow from the entity of 

resources embodying economic benefits.  

(c) Equity is the residual interest in the assets of the entity after deducting all its 

liabilities. 

50. The definitions of an asset and a liability identify their essential features but do not 

attempt to specify the criteria that need to be met before they are recognised in the 

balance sheet.  Thus, the definitions embrace items that are not recognised as assets or 

liabilities in the balance sheet because they do not satisfy the criteria for recognition 

discussed in paragraphs 82 to 98.  In particular, the expectation that future economic 

benefits will flow to or from an entity must be sufficiently certain to meet the 

probability criterion in paragraph 83 before an asset or liability is recognised. 

51. In assessing whether an item meets the definition of an asset, liability or equity, 

attention needs to be given to its underlying substance and economic reality and not 

merely its legal form.  Thus, for example, in the case of finance leases, the substance 

and economic reality are that the lessee acquires the economic benefits of the use of the 

leased asset for the major part of its useful life in return for entering into an obligation to 

pay for that right an amount approximating to the fair value of the asset and the related 

finance charge.  Hence, the finance lease gives rise to items that satisfy the definition of 

an asset and a liability and are recognised as such in the lessee's balance sheet. 

52. Balance sheets drawn up in accordance with current Myanmar Accounting 

Standards may include items that do not satisfy the definitions of an asset or 

liability and are not shown as part of equity.  The definitions set out in paragraph 

49 will, however, underlie future reviews of existing Myanmar Accounting 

Standards and the formulation of further Standards. 

Assets 

53. The future economic benefit embodied in an asset is the potential to contribute, 

directly or indirectly, to the flow of cash and cash equivalents to the entity.  The 

potential may be a productive one that is part of the operating activities of the entity.  

It may also take the form of convertibility into cash or cash equivalents or a 
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capability to reduce cash outflows, such as when an alternative manufacturing 

process lowers the costs of production. 

54. An entity usually employs its assets to produce goods or services capable of 

satisfying the wants or needs of customers; because these goods or services can 

satisfy these wants or needs, customers are prepared to pay for them and hence 

contribute to the cash flow of the entity.  Cash itself renders a service to the entity 

because of its command over other resources. 

55. The future economic benefits embodied in an asset may flow to the entity in a 

number of ways.  For example, an asset may be: 

(a) used singly or in combination with other assets in the production of goods or 

services to be sold by the entity; 

(b) exchanged for other assets;  

(c) used to settle a liability; or 

(d) distributed to the owners of the entity. 

56. Many assets, for example, property, plant and equipment, have a physical form.  

However, physical form is not essential to the existence of an asset; hence patents 

and copyrights, for example, are assets if future economic benefits are expected to 

flow from them to the entity and if they are controlled by the entity.  

57. Many assets, for example, receivables and property, are associated with legal rights, 

including the right of ownership.  In determining the existence of an asset, the right 

of ownership is not essential; thus, for example, property held on a lease is an asset 

if the entity controls the benefits which are expected to flow from the property.  

Although the capacity of an entity to control benefits is usually the result of legal 

rights, an item may nonetheless satisfy the definition of an asset even when there is 

no legal control.  For example, know-how obtained from a development activity 

may meet the definition of an asset when, by keeping that know-how secret, an 

entity controls the benefits that are expected to flow from it. 

58. The assets of an entity result from past transactions or other past events.  Entities 

normally obtain assets by purchasing or producing them, but other transactions or 

events may generate assets; examples include property received by an entity from 

government as part of a programme to encourage economic growth in an area and 

the discovery of mineral deposits.  Transactions or events expected to occur in the 

future do not in themselves give rise to assets; hence, for example, an intention to 

purchase inventory does not, of itself, meet the definition of an asset.  

59. There is a close association between incurring expenditure and generating assets 

but the two do not necessarily coincide.  Hence, when an entity incurs expenditure, 

this may provide evidence that future economic benefits were sought but is not 

conclusive proof that an item satisfying the definition of an asset has been obtained.  
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Similarly the absence of a related expenditure does not preclude an item from 

satisfying the definition of an asset and thus becoming a candidate for recognition 

in the balance sheet; for example, items that have been donated to the entity may 

satisfy the definition of an asset. 

Liabilities 

60. An essential characteristic of a liability is that the entity has a present obligation.  

An obligation is a duty or responsibility to act or perform in a certain way.  

Obligations may be legally enforceable as a consequence of a binding contract or 

statutory requirement.  This is normally the case, for example, with amounts 

payable for goods and services received.  Obligations also arise, however, from 

normal business practice, custom and a desire to maintain good business relations 

or act in an equitable manner.  If, for example, an entity decides as a matter of 

policy to rectify faults in its products even when these become apparent after the 

warranty period has expired, the amounts that are expected to be expended in 

respect of goods already sold are liabilities. 

61. A distinction needs to be drawn between a present obligation and a future 

commitment.  A decision by the management of an entity to acquire assets in the 

future does not, of itself, give rise to a present obligation.  An obligation normally 

arises only when the asset is delivered or the entity enters into an irrevocable 

agreement to acquire the asset.  In the latter case, the irrevocable nature of the 

agreement means that the economic consequences of failing to honour the 

obligation, for example, because of the existence of a substantial penalty, leave the 

entity with little, if any, discretion to avoid the outflow of resources to another 

party.  

62. The settlement of a present obligation usually involves the entity giving up 

resources embodying economic benefits in order to satisfy the claim of the other 

party.  Settlement of a present obligation may occur in a number of ways, for 

example, by: 

(a) payment of cash; 

(b) transfer of other assets; 

(c) provision of services; 

(d) replacement of that obligation with another obligation; or 

(e) conversion of the obligation to equity. 

An obligation may also be extinguished by other means, such as a creditor waiving 

or forfeiting its rights. 

63. Liabilities result from past transactions or other past events.  Thus, for example, the 

acquisition of goods and the use of services give rise to trade payables (unless paid 

for in advance or on delivery) and the receipt of a bank loan results in an obligation 
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to repay the loan.  An entity may also recognise future rebates based on annual 

purchases by customers as liabilities; in this case, the sale of the goods in the past is 

the transaction that gives rise to the liability.   

64. Some liabilities can be measured only by using a substantial degree of estimation.  

Some entities describe these liabilities as provisions.  In some countries, such 

provisions are not regarded as liabilities because the concept of a liability is defined 

narrowly so as to include only amounts that can be established without the need to 

make estimates.  The definition of a liability in paragraph 49 follows a broader 

approach.  Thus, when a provision involves a present obligation and satisfies the 

rest of the definition, it is a liability even if the amount has to be estimated.  

Examples include provisions for payments to be made under existing warranties 

and provisions to cover pension obligations. 

Equity 

65. Although equity is defined in paragraph 49 as a residual, it may be sub-classified in 

the balance sheet.  For example, in a corporate entity, funds contributed by 

shareholders, retained earnings, reserves representing appropriations of retained 

earnings and reserves representing capital maintenance adjustments may be shown 

separately.  Such classifications can be relevant to the decision-making needs of the 

users of financial statements when they indicate legal or other restrictions on the 

ability of the entity to distribute or otherwise apply its equity.  They may also 

reflect the fact that parties with ownership interests in an entity have differing 

rights in relation to the receipt of dividends or the repayment of contributed equity. 

66. The creation of reserves is sometimes required by statute or other law in order to 

give the entity and its creditors an added measure of protection from the effects of 

losses.  Other reserves may be established if national tax law grants exemptions 

from, or reductions in, taxation liabilities when transfers to such reserves are made.  

The existence and size of these legal, statutory and tax reserves is information that 

can be relevant to the decision-making needs of users.  Transfers to such reserves 

are appropriations of retained earnings rather than expenses. 

67. The amount at which equity is shown in the balance sheet is dependent on the 

measurement of assets and liabilities.  Normally, the aggregate amount of equity 

only by coincidence corresponds with the aggregate market value of the shares of 

the entity or the sum that could be raised by disposing of either the net assets on a 

piecemeal basis or the entity as a whole on a going concern basis. 

68. Commercial, industrial and business activities are often undertaken by means of 

entities such as sole proprietorships, partnerships and trusts and various types of 

government business undertakings.  The legal and regulatory framework for such 

entities is often different from that applying to corporate entities.  For example, 

there may be few, if any, restrictions on the distribution to owners or other 
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beneficiaries of amounts included in equity.  Nevertheless, the definition of equity 

and the other aspects of this Framework that deal with equity are appropriate for 

such entities. 

Performance 

69. Profit is frequently used as a measure of performance or as the basis for other 

measures, such as return on investment or earnings per share.  The elements 

directly related to the measurement of profit are income and expenses.  The 

recognition and measurement of income and expenses, and hence profit, depends in 

part on the concepts of capital and capital maintenance used by the entity in 

preparing its financial statements.  These concepts are discussed in paragraphs 102 

to 110. 

70. The elements of income and expenses are defined as follows: 

(a) Income is increases in economic benefits during the accounting period in the 

form of inflows or enhancements of assets or decreases of liabilities that result 

in increases in equity, other than those relating to contributions from equity 

participants. 

(b) Expenses are decreases in economic benefits during the accounting period in 

the form of outflows or depletions of assets or incurrences of liabilities that 

result in decreases in equity, other than those relating to distributions to equity 

participants. 

71. The definitions of income and expenses identify their essential features but do not 

attempt to specify the criteria that would need to be met before they are recognised 

in the income statement.  Criteria for the recognition of income and expenses are 

discussed in paragraphs 82 to 98.   

72. Income and expenses may be presented in the income statement in different ways 

so as to provide information that is relevant for economic decision-making.  For 

example, it is common practice to distinguish between those items of income and 

expenses that arise in the course of the ordinary activities of the entity and those 

that do not.  This distinction is made on the basis that the source of an item is 

relevant in evaluating the ability of the entity to generate cash and cash equivalents 

in the future; for example, incidental activities such as the disposal of a long-term 

investment are unlikely to recur on a regular basis.  When distinguishing between 

items in this way consideration needs to be given to the nature of the entity and its 

operations.  Items that arise from the ordinary activities of one entity may be 

unusual in respect of another.   

73. Distinguishing between items of income and expense and combining them in 

different ways also permits several measures of entity performance to be displayed.  

These have differing degrees of inclusiveness.  For example, the income statement 
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could display gross margin, profit or loss from ordinary activities before taxation, 

profit or loss from ordinary activities after taxation, and profit or loss. 

Income 

74. The definition of income encompasses both revenue and gains.  Revenue arises in 

the course of the ordinary activities of an entity and is referred to by a variety of 

different names including sales, fees, interest, dividends, royalties and rent.  

75. Gains represent other items that meet the definition of income and may, or may not, 

arise in the course of the ordinary activities of an entity.  Gains represent increases 

in economic benefits and as such are no different in nature from revenue.  Hence, 

they are not regarded as constituting a separate element in this Framework.   

76. Gains include, for example, those arising on the disposal of non-current assets.  The 

definition of income also includes unrealised gains; for example, those arising on 

the revaluation of marketable securities and those resulting from increases in the 

carrying amount of long-term assets.  When gains are recognised in the income 

statement, they are usually displayed separately because knowledge of them is 

useful for the purpose of making economic decisions.  Gains are often reported net 

of related expenses. 

77. Various kinds of assets may be received or enhanced by income; examples include 

cash, receivables and goods and services received in exchange for goods and 

services supplied.  Income may also result from the settlement of liabilities.  For 

example, an entity may provide goods and services to a lender in settlement of an 

obligation to repay an outstanding loan. 

Expenses 

78. The definition of expenses encompasses losses as well as those expenses that arise 

in the course of the ordinary activities of the entity.  Expenses that arise in the 

course of the ordinary activities of the entity include, for example, cost of sales, 

wages and depreciation.  They usually take the form of an outflow or depletion of 

assets such as cash and cash equivalents, inventory, property, plant and equipment.   

79. Losses represent other items that meet the definition of expenses and may, or may 

not, arise in the course of the ordinary activities of the entity.  Losses represent 

decreases in economic benefits and as such they are no different in nature from 

other expenses.  Hence, they are not regarded as a separate element in this 

Framework.   

80. Losses include, for example, those resulting from disasters such as fire and flood, 

as well as those arising on the disposal of non-current assets.  The definition of 

expenses also includes unrealised losses, for example, those arising from the effects 

of increases in the rate of exchange for a foreign currency in respect of the 
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borrowings of an entity in that currency.  When losses are recognised in the income 

statement, they are usually displayed separately because knowledge of them is 

useful for the purpose of making economic decisions.  Losses are often reported net 

of related income. 

Capital Maintenance Adjustments 

81. The revaluation or restatement of assets and liabilities gives rise to increases or 

decreases in equity.  While these increases or decreases meet the definition of 

income and expenses, they are not included in the income statement under certain 

concepts of capital maintenance.  Instead these items are included in equity as 

capital maintenance adjustments or revaluation reserves.  These concepts of capital 

maintenance are discussed in paragraphs 102 to 110 of this Framework.  

Recognition of the Elements of Financial Statements 

82. Recognition is the process of incorporating in the balance sheet or income 

statement an item that meets the definition of an element and satisfies the criteria 

for recognition set out in paragraph 83.  It involves the depiction of the item in 

words and by a monetary amount and the inclusion of that amount in the balance 

sheet or income statement totals.  Items that satisfy the recognition criteria should 

be recognised in the balance sheet or income statement.  The failure to recognise 

such items is not rectified by disclosure of the accounting policies used nor by 

notes or explanatory material. 

83. An item that meets the definition of an element should be recognised if: 

(a) it is probable that any future economic benefit associated with the item will 

flow to or from the entity; and 

(b) the item has a cost or value that can be measured with reliability.  

84. In assessing whether an item meets these criteria and therefore qualifies for 

recognition in the financial statements, regard needs to be given to the materiality 

considerations discussed in paragraphs 29 and 30.  The interrelationship between 

the elements means that an item that meets the definition and recognition criteria 

for a particular element, for example, an asset, automatically requires the 

recognition of another element, for example, income or a liability. 

The Probability of Future Economic Benefit 

85. The concept of probability is used in the recognition criteria to refer to the degree 

of uncertainty that the future economic benefits associated with the item will flow 

to or from the entity.  The concept is in keeping with the uncertainty that 

characterises the environment in which an entity operates.  Assessments of the 

degree of uncertainty attaching to the flow of future economic benefits are made on 
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the basis of the evidence available when the financial statements are prepared.  For 

example, when it is probable that a receivable owed to an entity will be paid, it is 

then justifiable, in the absence of any evidence to the contrary, to recognise the 

receivable as an asset.  For a large population of receivables, however, some degree 

of non-payment is normally considered probable; hence an expense representing 

the expected reduction in economic benefits is recognised. 

Reliability of Measurement 

86. The second criterion for the recognition of an item is that it possesses a cost or 

value that can be measured with reliability as discussed in paragraphs 31 to 38 of 

this Framework.  In many cases, cost or value must be estimated; the use of 

reasonable estimates is an essential part of the preparation of financial statements 

and does not undermine their reliability.  When, however, a reasonable estimate 

cannot be made the item is not recognised in the balance sheet or income statement.  

For example, the expected proceeds from a lawsuit may meet the definitions of 

both an asset and income as well as the probability criterion for recognition; 

however, if it is not possible for the claim to be measured reliably, it should not be 

recognised as an asset or as income; the existence of the claim, however, would be 

disclosed in the notes, explanatory material or supplementary schedules.   

87. An item that, at a particular point in time, fails to meet the recognition criteria in 

paragraph 83 may qualify for recognition at a later date as a result of subsequent 

circumstances or events.   

88. An item that possesses the essential characteristics of an element but fails to meet 

the criteria for recognition may nonetheless warrant disclosure in the notes, 

explanatory material or in supplementary schedules.  This is appropriate when 

knowledge of the item is considered to be relevant to the evaluation of the financial 

position, performance and changes in financial position of an entity by the users of 

financial statements. 
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Recognition of Assets 

89. An asset is recognised in the balance sheet when it is probable that the future 

economic benefits will flow to the entity and the asset has a cost or value that can 

be measured reliably. 

90. An asset is not recognised in the balance sheet when expenditure has been incurred 

for which it is considered improbable that economic benefits will flow to the entity 

beyond the current accounting period.  Instead such a transaction results in the 

recognition of an expense in the income statement.  This treatment does not imply 

either that the intention of management in incurring expenditure was other than to 

generate future economic benefits for the entity or that management was misguided.  

The only implication is that the degree of certainty that economic benefits will flow 

to the entity beyond the current accounting period is insufficient to warrant the 

recognition of an asset.  

Recognition of Liabilities 

91. A liability is recognised in the balance sheet when it is probable that an outflow of 

resources embodying economic benefits will result from the settlement of a present 

obligation and the amount at which the settlement will take place can be measured 

reliably.  In practice, obligations under contracts that are equally proportionately 

unperformed (for example, liabilities for inventory ordered but not yet received) are 

generally not recognised as liabilities in the financial statements.  However, such 

obligations may meet the definition of liabilities and, provided the recognition 

criteria are met in the particular circumstances, may qualify for recognition.  In 

such circumstances, recognition of liabilities entails recognition of related assets or 

expenses. 

Recognition of Income 

92. Income is recognised in the income statement when an increase in future economic 

benefits related to an increase in an asset or a decrease of a liability has arisen that 

can be measured reliably.  This means, in effect, that recognition of income occurs 

simultaneously with the recognition of increases in assets or decreases in liabilities 

(for example, the net increase in assets arising on a sale of goods or services or the 

decrease in liabilities arising from the waiver of a debt payable).   

93. The procedures normally adopted in practice for recognising income, for example, 

the requirement that revenue should be earned, are applications of the recognition 

criteria in this Framework.  Such procedures are generally directed at restricting the 

recognition as income to those items that can be measured reliably and have a 

sufficient degree of certainty.   
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Recognition of Expenses 

94. Expenses are recognised in the income statement when a decrease in future 

economic benefits related to a decrease in an asset or an increase of a liability has 

arisen that can be measured reliably.  This means, in effect, that recognition of 

expenses occurs simultaneously with the recognition of an increase in liabilities or 

a decrease in assets (for example, the accrual of employee entitlements or the 

depreciation of equipment).   

95. Expenses are recognised in the income statement on the basis of a direct association 

between the costs incurred and the earning of specific items of income.  This 

process, commonly referred to as the matching of costs with revenues, involves the 

simultaneous or combined recognition of revenues and expenses that result directly 

and jointly from the same transactions or other events; for example, the various 

components of expense making up the cost of goods sold are recognised at the 

same time as the income derived from the sale of the goods.  However, the 

application of the matching concept under this Framework does not allow the 

recognition of items in the balance sheet which do not meet the definition of assets 

or liabilities. 

96. When economic benefits are expected to arise over several accounting periods and 

the association with income can only be broadly or indirectly determined, expenses 

are recognised in the income statement on the basis of systematic and rational 

allocation procedures.  This is often necessary in recognising the expenses 

associated with the using up of assets such as property, plant, equipment, goodwill, 

patents and trademarks; in such cases the expense is referred to as depreciation or 

amortisation.  These allocation procedures are intended to recognise expenses in the 

accounting periods in which the economic benefits associated with these items are 

consumed or expire. 

97. An expense is recognised immediately in the income statement when an 

expenditure produces no future economic benefits or when, and to the extent that, 

future economic benefits do not qualify, or cease to qualify, for recognition in the 

balance sheet as an asset. 

98. An expense is also recognised in the income statement in those cases when a 

liability is incurred without the recognition of an asset, as when a liability under a 

product warranty arises. 

Measurement of the Elements of Financial Statements 

99. Measurement is the process of determining the monetary amounts at which the 

elements of the financial statements are to be recognised and carried in the balance 

sheet and income statement.  This involves the selection of the particular basis of 

measurement. 
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100. A number of different measurement bases are employed to different degrees and in 

varying combinations in financial statements.  They include the following: 

(a) Historical cost.  Assets are recorded at the amount of cash or cash equivalents 

paid or the fair value of the consideration given to acquire them at the time of 

their acquisition.  Liabilities are recorded at the amount of proceeds received 

in exchange for the obligation, or in some circumstances (for example, income 

taxes), at the amounts of cash or cash equivalents expected to be paid to 

satisfy the liability in the normal course of business. 

(b) Current cost.  Assets are carried at the amount of cash or cash equivalents that 

would have to be paid if the same or an equivalent asset was acquired 

currently.  Liabilities are carried at the undiscounted amount of cash or cash 

equivalents that would be required to settle the obligation currently. 

(c) Realisable (settlement) value.  Assets are carried at the amount of cash or cash 

equivalents that could currently be obtained by selling the asset in an orderly 

disposal.  Liabilities are carried at their settlement values; that is, the 

undiscounted amounts of cash or cash equivalents expected to be paid to 

satisfy the liabilities in the normal course of business. 

(d) Present value.  Assets are carried at the present discounted value of the future 

net cash inflows that the item is expected to generate in the normal course of 

business.  Liabilities are carried at the present discounted value of the future 

net cash outflows that are expected to be required to settle the liabilities in the 

normal course of business. 

101. The measurement basis most commonly adopted by entities in preparing their 

financial statements is historical cost.  This is usually combined with other 

measurement bases.  For example, inventories are usually carried at the lower of 

cost and net realisable value, marketable securities may be carried at market value 

and pension liabilities are carried at their present value.  Furthermore, some entities 

use the current cost basis as a response to the inability of the historical cost 

accounting model to deal with the effects of changing prices of non-monetary 

assets.  

Concepts of Capital and Capital Maintenance 

Concepts of Capital 

102. A financial concept of capital is adopted by most entities in preparing their 

financial statements.  Under a financial concept of capital, such as invested money 

or invested purchasing power, capital is synonymous with the net assets or equity 

of the entity.  Under a physical concept of capital, such as operating capability, 

capital is regarded as the productive capacity of the entity based on, for example, 

units of output per day.   
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103. The selection of the appropriate concept of capital by an entity should be based on 

the needs of the users of its financial statements.  Thus, a financial concept of 

capital should be adopted if the users of financial statements are primarily 

concerned with the maintenance of nominal invested capital or the purchasing 

power of invested capital.  If, however, the main concern of users is with the 

operating capability of the entity, a physical concept of capital should be used.  The 

concept chosen indicates the goal to be attained in determining profit, even though 

there may be some measurement difficulties in making the concept operational. 

Concepts of Capital Maintenance and the Determination of Profit 

104. The concepts of capital in paragraph 102 give rise to the following concepts of 

capital maintenance: 

(a) Financial capital maintenance.  Under this concept a profit is earned only if 

the financial (or money) amount of the net assets at the end of the period 

exceeds the financial (or money) amount of net assets at the beginning of the 

period, after excluding any distributions to, and contributions from, owners 

during the period.  Financial capital maintenance can be measured in either 

nominal monetary units or units of constant purchasing power.  

(b) Physical capital maintenance.  Under this concept a profit is earned only if the 

physical productive capacity (or operating capability) of the entity (or the 

resources or funds needed to achieve that capacity) at the end of the period 

exceeds the physical productive capacity at the beginning of the period, after 

excluding any distributions to, and contributions from, owners during the 

period. 

105. The concept of capital maintenance is concerned with how an entity defines the 

capital that it seeks to maintain.  It provides the linkage between the concepts of 

capital and the concepts of profit because it provides the point of reference by 

which profit is measured; it is a prerequisite for distinguishing between an entity's 

return on capital and its return of capital; only inflows of assets in excess of 

amounts needed to maintain capital may be regarded as profit and therefore as a 

return on capital.  Hence, profit is the residual amount that remains after expenses 

(including capital maintenance adjustments, where appropriate) have been deducted 

from income.  If expenses exceed income the residual amount is a loss. 

106. The physical capital maintenance concept requires the adoption of the current cost 

basis of measurement.  The financial capital maintenance concept, however, does 

not require the use of a particular basis of measurement.  Selection of the basis 

under this concept is dependent on the type of financial capital that the entity is 

seeking to maintain.   

107. The principal difference between the two concepts of capital maintenance is the 

treatment of the effects of changes in the prices of assets and liabilities of the entity.  
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In general terms, an entity has maintained its capital if it has as much capital at the 

end of the period as it had at the beginning of the period.  Any amount over and 

above that required to maintain the capital at the beginning of the period is profit. 

108. Under the concept of financial capital maintenance where capital is defined in 

terms of nominal monetary units, profit represents the increase in nominal money 

capital over the period.  Thus, increases in the prices of assets held over the period, 

conventionally referred to as holding gains, are, conceptually, profits.  They may 

not be recognised as such, however, until the assets are disposed of in an exchange 

transaction.  When the concept of financial capital maintenance is defined in terms 

of constant purchasing power units, profit represents the increase in invested 

purchasing power over the period.  Thus, only that part of the increase in the prices 

of assets that exceeds the increase in the general level of prices is regarded as profit.  

The rest of the increase is treated as a capital maintenance adjustment and, hence, 

as part of equity. 

109. Under the concept of physical capital maintenance when capital is defined in terms 

of the physical productive capacity, profit represents the increase in that capital 

over the period.  All price changes affecting the assets and liabilities of the entity 

are viewed as changes in the measurement of the physical productive capacity of 

the entity; hence, they are treated as capital maintenance adjustments that are part 

of equity and not as profit. 

110. The selection of the measurement bases and concept of capital maintenance will 

determine the accounting model used in the preparation of the financial statements.  

Different accounting models exhibit different degrees of relevance and reliability 

and, as in other areas, management must seek a balance between relevance and 

reliability.  This Framework is applicable to a range of accounting models and 

provides guidance on preparing and presenting the financial statements constructed 

under the chosen model.  At the present time, it is not the intention of MAC to 

prescribe a particular model other than in exceptional circumstances, such as for 

those entities reporting in the currency of a hyperinflationary economy.  This 

intention will, however, be reviewed in the light of world developments. 
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Myanmar Financial Reporting Standard 1  

First-time Adoption of Myanmar Financial Reporting Standards  

Objective  

1  The objective of this MFRS is to ensure that an entity’s first MFRS financial statements, and its interim 

financial reports for part of the period covered by those financial statements, contain high quality 
information that:  

(a)  is transparent for users and comparable over all periods presented;  

(b)  provides a suitable starting point for accounting in accordance with Myanmar Financial 

Reporting Standards (MFRSs); and  

(c)  can be generated at a cost that does not exceed the benefits.  

Scope  

2  An entity shall apply this MFRS in:  

(a)  its first MFRS financial statements; and  

(b)  each interim financial report, if any, that it presents in accordance with MAS 34 Interim 

Financial Reporting for part of the period covered by its first MFRS financial statements.  

3  An entity’s first MFRS financial statements are the first annual financial statements in which the entity 

adopts MFRSs, by an explicit and unreserved statement in those financial statements of compliance with 
MFRSs. Financial statements in accordance with MFRSs are an entity’s first MFRS financial statements if, 

for example, the entity:  

(a)  presented its most recent previous financial statements:  

(i)  in accordance with national requirements that are not consistent with MFRSs in all 
respects;  

(ii)  in conformity with MFRSs in all respects, except that the financial statements did not 

contain an explicit and unreserved statement that they complied with MFRSs;  

(iii)  containing an explicit statement of compliance with some, but not all, MFRSs;  

(iv)  in accordance with national requirements inconsistent with MFRSs, using some 

individual MFRSs to account for items for which national requirements did not exist; 

or  

(v)  in accordance with national requirements, with a reconciliation of some amounts to the 

amounts determined in accordance with MFRSs;  

(b)  prepared financial statements in accordance with MFRSs for internal use only, without making 
them available to the entity’s owners or any other external users;  

(c)  prepared a reporting package in accordance with MFRSs for consolidation purposes without 

preparing a complete set of financial statements as defined in MAS 1 Presentation of Financial 
Statements; or  

(d)  did not present financial statements for previous periods.  

4  This MFRS applies when an entity first adopts MFRSs. It does not apply when, for example, an entity:  

(a)  stops presenting financial statements in accordance with national requirements, having 

previously presented them as well as another set of financial statements that contained an explicit 
and unreserved statement of compliance with MFRSs;  
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(b)  presented financial statements in the previous year in accordance with national requirements and 

those financial statements contained an explicit and unreserved statement of compliance with 

MFRSs; or  

(c)  presented financial statements in the previous year that contained an explicit and unreserved 
statement of compliance with MFRSs, even if the auditors qualified their audit report on those 
financial statements.  

5  This MFRS does not apply to changes in accounting policies made by an entity that already applies 
MFRSs. Such changes are the subject of:  

(a)  requirements on changes in accounting policies in MAS 8 Accounting Policies, Changes in 

Accounting Estimates and Errors; and  

(b)  specific transitional requirements in other MFRSs.  

Recognition and measurement  

Opening MFRS statement of financial position  

6  An entity shall prepare and present an opening MFRS statement of financial position at the date of 
transition to MFRSs. This is the starting point for its accounting in accordance with MFRSs.  

Accounting policies  

7  An entity shall use the same accounting policies in its opening MFRS statement of financial position 

and throughout all periods presented in its first MFRS financial statements. Those accounting 
policies shall comply with each MFRS effective at the end of its first MFRS reporting period, except 

as specified in paragraphs 13–19 and Appendices B–E.  

8  An entity shall not apply different versions of MFRSs that were effective at earlier dates. An entity may 

apply a new MFRS that is not yet mandatory if that MFRS permits early application. 

Example: Consistent application of latest version of MFRSs  

Background  

The end of entity A’s first MFRS reporting period is 31 December 20X5. Entity A decides to present comparative 

information in those financial statements for one year only (see paragraph 21). Therefore, its date of transition to MFRSs is 

the beginning of business on 1 January 20X4 (or, equivalently, close of business on 31 December 20X3). Entity A presented 
financial statements in accordance with its previous GAAP annually to 31 December each year up to, and including, 31 

December 20X4.  

Application of requirements  

Entity A is required to apply the MFRSs effective for periods ending on 31 December 20X5 in:  

(a)  preparing and presenting its opening MFRS statement of financial position at 1 January 20X4; and  

(b)  preparing and presenting its statement of financial position for 31 December 20X5 (including comparative amounts 
 for  20X4), statement of comprehensive income, statement of changes in equity and statement of cash flows for the 

 year to 31 December 20X5 (including comparative amounts for 20X4) and disclosures (including comparative 

 information for 20X4).  

If a new MFRS is not yet mandatory but permits early application, entity A is permitted, but not required, to apply that 
MFRS in its first MFRS financial statements.  
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9  The transitional provisions in other MFRSs apply to changes in accounting policies made by an entity that 

already uses MFRSs; they do not apply to a first-time adopter’s transition to MFRSs, except as specified in 

Appendices B–E.  

10  Except as described in paragraphs 13–19 and Appendices B–E, an entity shall, in its opening MFRS 
statement of financial position:  

(a)  recognise all assets and liabilities whose recognition is required by MFRSs;  

(b)  not recognise items as assets or liabilities if MFRSs do not permit such recognition;  

(c)  reclassify items that it recognised in accordance with previous GAAP as one type of asset, 

liability or component of equity, but are a different type of asset, liability or component of equity 

in accordance with MFRSs; and  

(d)  apply MFRSs in measuring all recognised assets and liabilities.  

11  The accounting policies that an entity uses in its opening MFRS statement of financial position may differ 

from those that it used for the same date using its previous GAAP. The resulting adjustments arise from 
events and transactions before the date of transition to MFRSs. Therefore, an entity shall recognise those 

adjustments directly in retained earnings (or, if appropriate, another category of equity) at the date of 

transition to MFRSs.  

12  This MFRS establishes two categories of exceptions to the principle that an entity’s opening MFRS 

statement of financial position shall comply with each MFRS:  

(a)  Appendix B prohibits retrospective application of some aspects of other MFRSs.  

(b)  Appendices C–E grant exemptions from some requirements of other MFRSs.  

Exceptions to the retrospective application of other MFRSs  

13  This MFRS prohibits retrospective application of some aspects of other MFRSs. These exceptions are set 
out in paragraphs 14–17 and Appendix B.  

Estimates  

14  An entity’s estimates in accordance with MFRSs at the date of transition to MFRSs shall be 

consistent with estimates made for the same date in accordance with previous GAAP (after 

adjustments to reflect any difference in accounting policies), unless there is objective evidence that 
those estimates were in error.  

15  An entity may receive information after the date of transition to MFRSs about estimates that it had made 
under previous GAAP. In accordance with paragraph 14, an entity shall treat the receipt of that 

information in the same way as non-adjusting events after the reporting period in accordance with MAS 10 

Events after the Reporting Period. For example, assume that an entity’s date of transition to MFRSs is 1 
January 20X4 and new information on 15 July 20X4 requires the revision of an estimate made in 

accordance with previous GAAP at 31 December 20X3. The entity shall not reflect that new information 

in its opening MFRS statement of position (unless the estimates need adjustment for any differences in 

accounting policies or there is objective evidence that the estimates were in error). Instead, the entity shall 
reflect that new information in profit or loss (or, if appropriate, other comprehensive income) for the year 
ended 31 December 20X4.  

16  An entity may need to make estimates in accordance with MFRSs at the date of transition to MFRSs that 

were not required at that date under previous GAAP. To achieve consistency with MAS 10, those 

estimates in accordance with MFRSs shall reflect conditions that existed at the date of transition to MFRSs. 
In particular, estimates at the date of transition to MFRSs of market prices, interest rates or foreign 

exchange rates shall reflect market conditions at that date.  
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17  Paragraphs 14–16 apply to the opening MFRS statement of financial position. They also apply to a 

comparative period presented in an entity’s first MFRS financial statements, in which case the references 

to the date of transition to MFRSs are replaced by references to the end of that comparative period.  

Exemptions from other MFRSs  

18  An entity may elect to use one or more of the exemptions contained in Appendices C–E. An entity shall 

not apply these exemptions by analogy to other items.  

19  Some exemptions in Appendices C–E refer to fair value. In determining fair values in accordance with this 

MFRS, an entity shall apply the definition of fair value in Appendix A and any more specific guidance in 

other MFRSs on the determination of fair values for the asset or liability in question. Those fair values 

shall reflect conditions that existed at the date for which they were determined.  

Presentation and disclosure  

20  This MFRS does not provide exemptions from the presentation and disclosure requirements in other 
MFRSs.  

Comparative information  

21  To comply with MAS 1, an entity’s first MFRS financial statements shall include at least three statements 

of financial position, two statements of comprehensive income, two separate income statements (if 
presented), two statements of cash flows and two statements of changes in equity and related notes, 

including comparative information.  

Non-MFRS comparative information and historical summaries  

22  Some entities present historical summaries of selected data for periods before the first period for which 

they present full comparative information in accordance with MFRSs. This MFRS does not require such 
summaries to comply with the recognition and measurement requirements of MFRSs. Furthermore, some 
entities present comparative information in accordance with previous GAAP as well as the comparative 

information required by MAS 1. In any financial statements containing historical summaries or 

comparative information in accordance with previous GAAP, an entity shall:  

(a)  label the previous GAAP information prominently as not being prepared in accordance with 
MFRSs; and  

(b)  disclose the nature of the main adjustments that would make it comply with MFRSs. An entity 
need not quantify those adjustments.  

Explanation of transition to MFRSs  

23  An entity shall explain how the transition from previous GAAP to MFRSs affected its reported 

financial position, financial performance and cash flows.  

Reconciliations  

24  To comply with paragraph 23, an entity’s first MFRS financial statements shall include:  

(a)  reconciliations of its equity reported in accordance with previous GAAP to its equity in 
accordance with MFRSs for both of the following dates:  

(i)  the date of transition to MFRSs; and  
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(ii)  the end of the latest period presented in the entity’s most recent annual financial 

statements in accordance with previous GAAP.  

(b)  a reconciliation to its total comprehensive income in accordance with MFRSs for the latest 

period in the entity’s most recent annual financial statements. The starting point for that 
reconciliation shall be total comprehensive income in accordance with previous GAAP for the 
same period or, if an entity did not report such a total, profit or loss under previous GAAP.  

(c)  if the entity recognised or reversed any impairment losses for the first-time in preparing its 
opening MFRS statement of financial position, the disclosures that MAS 36 Impairment of 

Assets would have required if the entity had recognised those impairment losses or reversals in 

the period beginning with the date of transition to MFRSs.  

25  The reconciliations required by paragraph 24(a) and (b) shall give sufficient detail to enable users to 

understand the material adjustments to the statement of financial position and statement of comprehensive 
income. If an entity presented a statement of cash flows under its previous GAAP, it shall also explain the 

material adjustments to the statement of cash flows.  

26  If an entity becomes aware of errors made under previous GAAP, the reconciliations required by 

paragraph 24(a) and (b) shall distinguish the correction of those errors from changes in accounting policies.  

27  MAS 8 does not deal with changes in accounting policies that occur when an entity first adopts MFRSs. 

Therefore, MAS 8’s requirements for disclosures about changes in accounting policies do not apply in an 

entity’s first MFRS financial statements.  

28  If an entity did not present financial statements for previous periods, its first MFRS financial statements 

shall disclose that fact.  

Designation of financial assets or financial liabilities  

29  An entity is permitted to designate a previously recognised financial asset or financial liability as a 

financial asset or financial liability at fair value through profit or loss or a financial asset as available for 

sale in accordance with paragraph D19. The entity shall disclose the fair value of financial assets or 
financial liabilities designated into each category at the date of designation and their classification and 

carrying amount in the previous financial statements.  

Use of fair value as deemed cost  

30  If an entity uses fair value in its opening MFRS statement of financial position as deemed cost for an item 
of property, plant and equipment, an investment property or an intangible asset (see paragraphs D5 and 

D7), the entity’s first MFRS financial statements shall disclose, for each line item in the opening MFRS 

statement of financial position:  

 (a)  the aggregate of those fair values; and  

(b)  the aggregate adjustment to the carrying amounts reported under previous GAAP.  

Use of deemed cost for investments in subsidiaries, jointly controlled entities and associates  

31  Similarly, if an entity uses a deemed cost in its opening MFRS statement of financial position for an 

investment in a subsidiary, jointly controlled entity or associate in its separate financial statements (see 
paragraph D15), the entity’s first MFRS separate financial statements shall disclose:  

(a)  the aggregate deemed cost of those investments for which deemed cost is their previous GAAP 

carrying amount;  

(b)  the aggregate deemed cost of those investments for which deemed cost is fair value; and  

(c)  the aggregate adjustment to the carrying amounts reported under previous GAAP.  
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Interim financial reports  

32  To comply with paragraph 23, if an entity presents an interim financial report in accordance with MAS 34 

for part of the period covered by its first MFRS financial statements, the entity shall satisfy the following 
requirements in addition to the requirements of MAS 34:  

(a)  Each such interim financial report shall, if the entity presented an interim financial report for the 
comparable interim period of the immediately preceding financial year, include:  

(i)  a reconciliation of its equity in accordance with previous GAAP at the end of that 

comparable interim period to its equity under MFRSs at that date; and  

(ii)  a reconciliation to its total comprehensive income in accordance with MFRSs for that 

comparable interim period (current and year to date). The starting point for that 

reconciliation shall be total comprehensive income in accordance with previous GAAP 

for that period or, if an entity did not report such a total, profit or loss in accordance 
with previous GAAP.  

(b)  In addition to the reconciliations required by (a), an entity’s first interim financial report in 

accordance with MAS 34 for part of the period covered by its first MFRS financial statements 

shall include the reconciliations described in paragraph 24(a) and (b) (supplemented by the 

details required by paragraphs 25 and 26) or a cross-reference to another published document 
that includes these reconciliations.  

33  MAS 34 requires minimum disclosures, which are based on the assumption that users of the interim 
financial report also have access to the most recent annual financial statements. However, MAS 34 also 

requires an entity to disclose ‘any events or transactions that are material to an understanding of the 

current interim period’. Therefore, if a first-time adopter did not, in its most recent annual financial 
statements in accordance with previous GAAP, disclose information material to an understanding of the 

current interim period, its interim financial report shall disclose that information or include a cross-

reference to another published document that includes it.  
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Appendix A  

Defined terms  

This appendix is an integral part of the MFRS. 

date of transition to 

MFRSs  

The beginning of the earliest period for which an entity presents full comparative 

information under MFRSs in its first MFRS financial statements.  

deemed cost  An amount used as a surrogate for cost or depreciated cost at a given date. Subsequent 

depreciation or amortisation assumes that the entity had initially recognised the asset 

or liability at the given date and that its cost was equal to the deemed cost.  

fair value  The amount for which an asset could be exchanged, or a liability settled, between 

knowledgeable, willing parties in an arm’s length transaction.  

first MFRS financial 

statements  

The first annual financial statements in which an entity adopts Myanmar Financial 

Reporting Standards (MFRSs), by an explicit and unreserved statement of 

compliance with MFRSs.  

first MFRS reporting 

period  

The latest reporting period covered by an entity’s first MFRS financial statements.  

first-time adopter  An entity that presents its first MFRS financial statements.  

Myanmar Financial 

Reporting Standards 

(MFRSs)  

Standards and Interpretations adopted by the MAC. They comprise:  

(a) Myanmar Financial Reporting Standards; 

 (b) Myanmar Accounting Standards; and  

(c) Interpretations developed by the MAC .  

opening MFRS 

statement of financial 

position  

An entity’s statement of financial position at the date of transition to MFRSs.  

previous GAAP  The basis of accounting that a first-time adopter used immediately before adopting 

MFRSs.  

 

 

 

 

 

 

 

Appendix B 
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 Exceptions to the retrospective application of other MFRSs  

This appendix is an integral part of the MFRS.  

B1  An entity shall apply the following exceptions:  

(a)  derecognition of financial assets and financial liabilities (paragraphs B2 and B3);  

(b)  hedge accounting (paragraphs B4–B6), and  

(c)  non-controlling interests (paragraph B7).  

Derecognition of financial assets and financial liabilities  

B2  Except as permitted by paragraph B3, a first-time adopter shall apply the derecognition requirements in 

MAS 39 Financial Instruments: Recognition and Measurement prospectively for transactions occurring on 

or after 1 January 2004. In other words, if a first-time adopter derecognised non-derivative financial assets 
or non-derivative financial liabilities in accordance with its previous GAAP as a result of a transaction that 

occurred before 1 January 2004, it shall not recognise those assets and liabilities in accordance with 

MFRSs (unless they qualify for recognition as a result of a later transaction or event).  

B3  Notwithstanding paragraph B2, an entity may apply the derecognition requirements in MAS 39 
retrospectively from a date of the entity’s choosing, provided that the information needed to apply MAS 
39 to financial assets and financial liabilities derecognised as a result of past transactions was obtained at 

the time of initially accounting for those transactions.  

Hedge accounting  

B4  As required by MAS 39, at the date of transition to MFRSs, an entity shall:  

(a)  measure all derivatives at fair value; and  

(b)  eliminate all deferred losses and gains arising on derivatives that were reported in accordance 

with previous GAAP as if they were assets or liabilities.  

B5  An entity shall not reflect in its opening MFRS statement of financial position a hedging relationship of a 

type that does not qualify for hedge accounting in accordance with MAS 39 (for example, many hedging 

relationships where the hedging instrument is a cash instrument or written option; where the hedged item 
is a net position; or where the hedge covers interest risk in a held-to-maturity investment). However, if an 

entity designated a net position as a hedged item in accordance with previous GAAP, it may designate an 

individual item within that net position as a hedged item in accordance with MFRSs, provided that it does 
so no later than the date of transition to MFRSs.  

B6  If, before the date of transition to MFRSs, an entity had designated a transaction as a hedge but the hedge 
does not meet the conditions for hedge accounting in MAS 39 the entity shall apply paragraphs 91 and 101 
of MAS 39 to discontinue hedge accounting. Transactions entered into before the date of transition to 

MFRSs shall not be retrospectively designated as hedges.  

Non-controlling interests  

B7  A first-time adopter shall apply the following requirements of MAS 27 prospectively from the date of 

transition to MFRSs:  

(a)  the requirement in paragraph 28 that total comprehensive income is attributed to the owners of 

the parent and to the non-controlling interests even if this results in the non-controlling interests 

having a deficit balance;  

(b)  the requirements in paragraphs 30 and 31 for accounting for changes in the parent’s ownership 

interest in a subsidiary that do not result in a loss of control; and  
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(c)  the requirements in paragraphs 34–37 for accounting for a loss of control over a subsidiary, and 

the related requirements of paragraph 8A of MFRS 5 Non-current Assets Held for Sale and 

Discontinued Operations.  

However, if a first-time adopter elects to apply MFRS 3 retrospectively to past business 
combinations, it shall also apply MAS 27 in accordance with paragraph C1 of this MFRS.  

 

 

Appendix C Exemptions for business combinations  

This appendix is an integral part of the MFRS. An entity shall apply the following requirements to business 
combinations that the entity recognised before the date of transition to MFRSs.  

C1  A first-time adopter may elect not to apply MFRS 3 retrospectively to past business combinations 

(business combinations that occurred before the date of transition to MFRSs). However, if a first-time 

adopter restates any business combination to comply with MFRS 3, it shall restate all later business 

combinations and shall also apply MAS 27 from that same date. For example, if a first-time adopter elects 
to restate a business combination that occurred on 30 June 20X6, it shall restate all business combinations 
that occurred between 30 June 20X6 and the date of transition to MFRSs, and it shall also apply MAS 27 

from 30 June 20X6.  

C2  An entity need not apply MAS 21 The Effects of Changes in Foreign Exchange Rates retrospectively to 

fair value adjustments and goodwill arising in business combinations that occurred before the date of 
transition to MFRSs. If the entity does not apply MAS 21 retrospectively to those fair value adjustments 

and goodwill, it shall treat them as assets and liabilities of the entity rather than as assets and liabilities of 

the acquiree. Therefore, those goodwill and fair value adjustments either are already expressed in the 

entity’s functional currency or are non-monetary foreign currency items, which are reported using the 
exchange rate applied in accordance with previous GAAP.  

C3  An entity may apply MAS 21 retrospectively to fair value adjustments and goodwill arising in either:  

(a)  all business combinations that occurred before the date of transition to MFRSs; or  

(b)  all business combinations that the entity elects to restate to comply with MFRS 3, as permitted 

by paragraph C1 above.  

C4  If a first-time adopter does not apply MFRS 3 retrospectively to a past business combination, this has the 
following consequences for that business combination:  

(a)  The first-time adopter shall keep the same classification (as an acquisition by the legal acquirer, a 
reverse acquisition by the legal acquiree, or a uniting of interests) as in its previous GAAP 

financial statements.  

(b)  The first-time adopter shall recognise all its assets and liabilities at the date of transition to 

MFRSs that were acquired or assumed in a past business combination, other than:  

(i)  some financial assets and financial liabilities derecognised in accordance with previous 

GAAP (see paragraph B2); and  

(ii)  assets, including goodwill, and liabilities that were not recognised in the acquirer’s 

consolidated statement of financial position in accordance with previous GAAP and 
also would not qualify for recognition in accordance with MFRSs in the separate 

statement of financial position of the acquiree (see (f)–(i) below).  

The first-time adopter shall recognise any resulting change by adjusting retained earnings (or, if 
appropriate, another category of equity), unless the change results from the recognition of an 

intangible asset that was previously subsumed within goodwill (see (g)(i) below).  
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(c)  The first-time adopter shall exclude from its opening MFRS statement of financial position any 

item recognised in accordance with previous GAAP that does not qualify for recognition as an 

asset or liability under MFRSs. The first-time adopter shall account for the resulting change as 

follows:  

(i)  the first-time adopter may have classified a past business combination as an acquisition 
and recognised as an intangible asset an item that does not qualify for recognition as an 

asset in accordance with MAS 38 Intangible Assets. It shall reclassify that item (and, if 

any, the related deferred tax and non-controlling interests) as part of goodwill (unless it 

deducted goodwill directly from equity in accordance with previous GAAP, see (g)(i) 
and (i) below).  

(ii)  the first-time adopter shall recognise all other resulting changes in retained earnings.*  
* 

Such changes include reclassifications from or to intangible assets if goodwill was not recognised in accordance with previous GAAP as an asset. 

This arises if, in accordance with previous GAAP, the entity (a) deducted goodwill directly from equity or (b) did not treat the business 

combination as an acquisition.  

 

(d)  MFRSs require subsequent measurement of some assets and liabilities on a basis that is not based 

on original cost, such as fair value. The first-time adopter shall measure these assets and liabilities 
on that basis in its opening MFRS statement of financial position, even if they were acquired or 

assumed in a past business combination. It shall recognise any resulting change in the carrying 

amount by adjusting retained earnings (or, if appropriate, another category of equity), rather than 

goodwill.  

(e)  Immediately after the business combination, the carrying amount in accordance with previous 
GAAP of assets acquired and liabilities assumed in that business combination shall be their 

deemed cost in accordance with MFRSs at that date. If MFRSs require a cost-based 

measurement of those assets and liabilities at a later date, that deemed cost shall be the basis for 

cost-based depreciation or amortisation from the date of the business combination.  

(f)  If an asset acquired, or liability assumed, in a past business combination was not recognised in 

accordance with previous GAAP, it does not have a deemed cost of zero in the opening MFRS 
statement of financial position. Instead, the acquirer shall recognise and measure it in its 

consolidated statement of financial position on the basis that MFRSs would require in the 

statement of financial position of the acquiree. To illustrate: if the acquirer had not, in 
accordance with its previous GAAP, capitalised finance leases acquired in a past business 

combination, it shall capitalise those leases in its consolidated financial statements, as MAS 17 

Leases would require the acquiree to do in its MFRS statement of financial position. Similarly, if 

the acquirer had not, in accordance with its previous GAAP, recognised a contingent liability that 
still exists at the date of transition to MFRSs, the acquirer shall recognise that contingent liability 

at that date unless MAS 37 Provisions, Contingent Liabilities and Contingent Assets would 

prohibit its recognition in the financial statements of the acquiree. Conversely, if an asset or 
liability was subsumed in goodwill in accordance with previous GAAP but would have been 

recognised separately under MFRS 3, that asset or liability remains in goodwill unless MFRSs 
would require its recognition in the financial statements of the acquiree.  

(g)  The carrying amount of goodwill in the opening MFRS statement of financial position shall be 

its carrying amount in accordance with previous GAAP at the date of transition to MFRSs, after 

the following two adjustments:  

(i)  If required by (c)(i) above, the first-time adopter shall increase the carrying amount of 
goodwill when it reclassifies an item that it recognised as an intangible asset in 

accordance with previous GAAP. Similarly, if (f) above requires the first-time adopter 
to recognise an intangible asset that was subsumed in recognised goodwill in 

accordance with previous GAAP, the first-time adopter shall decrease the carrying 
amount of goodwill accordingly (and, if applicable, adjust deferred tax and non-

controlling interests).  
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(ii)  Regardless of whether there is any indication that the goodwill may be impaired, the 

first-time adopter shall apply MAS 36 in testing the goodwill for impairment at the 

date of transition to MFRSs and in recognising any resulting impairment loss in 

retained earnings (or, if so required by MAS 36, in revaluation surplus). The 
impairment test shall be based on conditions at the date of transition to MFRSs.  

(h)  No other adjustments shall be made to the carrying amount of goodwill at the date of transition 

to MFRSs. For example, the first-time adopter shall not restate the carrying amount of goodwill:  

(i)  to exclude in process research and development acquired in that business combination 

(unless the related intangible asset would qualify for recognition in accordance with 

MAS 38 in the statement of financial position of the acquiree);  

(ii)  to adjust previous amortisation of goodwill;  

(iii)  to reverse adjustments to goodwill that MFRS 3 would not permit, but were made in 

accordance with previous GAAP because of adjustments to assets and liabilities 

between the date of the business combination and the date of transition to MFRSs.  

(i)  If the first-time adopter recognised goodwill in accordance with previous GAAP as a deduction 
from equity:  

(i)  it shall not recognise that goodwill in its opening MFRS statement of financial position. 
Furthermore, it shall not reclassify that goodwill to profit or loss if it disposes of the 
subsidiary or if the investment in the subsidiary becomes impaired.  

(ii)  adjustments resulting from the subsequent resolution of a contingency affecting the 

purchase consideration shall be recognised in retained earnings.  

(j)  In accordance with its previous GAAP, the first-time adopter may not have consolidated a 

subsidiary acquired in a past business combination (for example, because the parent did not 

regard it as a subsidiary in accordance with previous GAAP or did not prepare consolidated 
financial statements). The first-time adopter shall adjust the carrying amounts of the subsidiary’s 
assets and liabilities to the amounts that MFRSs would require in the subsidiary’s statement of 

financial position. The deemed cost of goodwill equals the difference at the date of transition to 
MFRSs between:  

(i)  the parent’s interest in those adjusted carrying amounts; and  

(ii)  the cost in the parent’s separate financial statements of its investment in the subsidiary.  

(k)  The measurement of non-controlling interests and deferred tax follows from the measurement of 
other assets and liabilities. Therefore, the above adjustments to recognised assets and liabilities 
affect non-controlling interests and deferred tax.  

C5  The exemption for past business combinations also applies to past acquisitions of investments in associates 
and of interests in joint ventures. Furthermore, the date selected for paragraph C1 applies equally for all 

such acquisitions.  
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Appendix D Exemptions from other MFRSs  

This appendix is an integral part of the MFRS.  

D1  An entity may elect to use one or more of the following exemptions:  

(a)  share-based payment transactions (paragraphs D2 and D3);  

(b)  insurance contracts (paragraph D4);  

(c)  fair value or revaluation as deemed cost (paragraphs D5–D8);  

(d)  leases (paragraph D9);  

(e)  employee benefits (paragraphs D10 and D11);  

(f)  cumulative translation differences (paragraphs D12 and D13);  

(g)  investments in subsidiaries, jointly controlled entities and associates (paragraphs D14 and D15);  

(h)  assets and liabilities of subsidiaries, associates and joint ventures (paragraphs D16 and D17);  

(i)  compound financial instruments (paragraph D18);  

(j)  designation of previously recognised financial instruments (paragraph D19);  

(k)  fair value measurement of financial assets or financial liabilities at initial recognition (paragraph D20);  

(l)  decommissioning liabilities included in the cost of property, plant and equipment (paragraph D21);  

(m)  financial assets or intangible assets accounted for in accordance with MFRIC 12 Service Concession 

Arrangements (paragraph D22); and  

(n)  borrowing costs (paragraph D23).  

An entity shall not apply these exemptions by analogy to other items.  

Share-based payment transactions  

D2  A first-time adopter is encouraged, but not required, to apply MFRS 2 Share-based Payment to equity 
instruments that were granted on or before 7 November 2002. A first-time adopter is also encouraged, but not 
required, to apply MFRS 2 to equity instruments that were granted after 7 November 2002 and vested before the 

later of (a) the date of transition to MFRSs and (b) 1 January 2005. However, if a first-time adopter elects to 
apply MFRS 2 to such equity instruments, it may do so only if the entity has disclosed publicly the fair value of 

those equity instruments, determined at the measurement date, as defined in MFRS 2. For all grants of equity 
instruments to which MFRS 2 has not been applied (eg equity instruments granted on or before 7 November 

2002), a first-time adopter shall nevertheless disclose the information required by paragraphs 44 and 45 of 
MFRS 2. If a first-time adopter modifies the terms or conditions of a grant of equity instruments to which 

MFRS 2 has not been applied, the entity is not required to apply paragraphs 26–29 of MFRS 2 if the 
modification occurred before the date of transition to MFRSs.  

D3  A first-time adopter is encouraged, but not required, to apply MFRS 2 to liabilities arising from share-based 
payment transactions that were settled before the date of transition to MFRSs. A first-time adopter is also 

encouraged, but not required, to apply MFRS 2 to liabilities that were settled before 1 January 2005. For 
liabilities to which MFRS 2 is applied, a first-time adopter is not required to restate comparative information to 

the extent that the information relates to a period or date that is earlier than 7 November 2002.  

Insurance contracts  

D4  A first-time adopter may apply the transitional provisions in MFRS 4 Insurance Contracts. MFRS 4 restricts 
changes in accounting policies for insurance contracts, including changes made by a first-time adopter.  
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Fair value or revaluation as deemed cost  

D5  An entity may elect to measure an item of property, plant and equipment at the date of transition to MFRSs at its 
fair value and use that fair value as its deemed cost at that date.  

D6  A first-time adopter may elect to use a previous GAAP revaluation of an item of property, plant and equipment 
at, or before, the date of transition to MFRSs as deemed cost at the date of the revaluation, if the revaluation was, 

at the date of the revaluation, broadly comparable to:  

(a)  fair value; or  

(b)  cost or depreciated cost in accordance with MFRSs, adjusted to reflect, for example, changes in a 
general or specific price index.  

D7  The elections in paragraphs D5 and D6 are also available for:  

(a)  investment property, if an entity elects to use the cost model in MAS 40 Investment Property and  

(b)  intangible assets that meet:  

(i)  the recognition criteria in MAS 38 (including reliable measurement of original cost); and  

(ii)  the criteria in MAS 38 for revaluation (including the existence of an active market).  

(b)  An entity shall not use these elections for other assets or for liabilities.  

D8  A first-time adopter may have established a deemed cost in accordance with previous GAAP for some or all of 

its assets and liabilities by measuring them at their fair value at one particular date because of an event such as a 
privatisation or initial public offering. It may use such event-driven fair value measurements as deemed cost for 
MFRSs at the date of that measurement.  

Leases  

D9  A first-time adopter may apply the transitional provisions in MFRIC 4 Determining whether an Arrangement 
contains a Lease. Therefore, a first-time adopter may determine whether an arrangement existing at the date of 

transition to MFRSs contains a lease on the basis of facts and circumstances existing at that date.  

Employee benefits  

D10  In accordance with MAS 19 Employee Benefits, an entity may elect to use a ‘corridor’ approach that leaves 
some actuarial gains and losses unrecognised. Retrospective application of this approach requires an entity to 

split the cumulative actuarial gains and losses from the inception of the plan until the date of transition to 
MFRSs into a recognised portion and an unrecognised portion. However, a first-time adopter may elect to 

recognise all cumulative actuarial gains and losses at the date of transition to MFRSs, even if it uses the corridor 
approach for later actuarial gains and losses. If a first-time adopter uses this election, it shall apply it to all plans.  

D11  An entity may disclose the amounts required by paragraph 120A(p) of MAS 19 as the amounts are determined 
for each accounting period prospectively from the date of transition to MFRSs.  

Cumulative translation differences  

D12  MAS 21 requires an entity:  

(a)  to recognise some translation differences in other comprehensive income and accumulate these in a 
separate component of equity; and  

(b)  on disposal of a foreign operation, to reclassify the cumulative translation difference for that foreign 

operation (including, if applicable, gains and losses on related hedges) from equity to profit or loss as 
part of the gain or loss on disposal.  

D13  However, a first-time adopter need not comply with these requirements for cumulative translation differences 
that existed at the date of transition to MFRSs. If a first-time adopter uses this exemption:  
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(a) the cumulative translation differences for all foreign operations are deemed to be zero at the date of 

transition to MFRSs; and  

(b) the gain or loss on a subsequent disposal of any foreign operation shall exclude translation differences 
that arose before the date of transition to MFRSs and shall include later translation differences.  

Investments in subsidiaries, jointly controlled entities and associates  

D14  When an entity prepares separate financial statements, MAS 27 (as amended in 2008) requires it to account for 
its investments in subsidiaries, jointly controlled entities and associates either:  

(a)  at cost or  

(b)  in accordance with MAS 39.  

D15  If a first-time adopter measures such an investment at cost in accordance with paragraph D14, it shall measure 
that investment at one of the following amounts in its separate opening MFRS statement of financial position:  

(a)  cost determined in accordance with MAS 27 or  

(b)  deemed cost. The deemed cost of such an investment shall be its:  

(i)  fair value (determined in accordance with MAS 39) at the entity’s date of transition to 

MFRSs in its separate financial statements; or  

(ii)  previous GAAP carrying amount at that date.  

A first-time adopter may choose either (i) or (ii) above to measure its investment in each subsidiary, 

jointly controlled entity or associate that it elects to measure using a deemed cost.  

Assets and liabilities of subsidiaries, associates and joint ventures  

D16  If a subsidiary becomes a first-time adopter later than its parent, the subsidiary shall, in its financial statements, 
measure its assets and liabilities at either:  

(a)  the carrying amounts that would be included in the parent’s consolidated financial statements, based 
on the parent’s date of transition to MFRSs, if no adjustments were made for consolidation procedures 

and for the effects of the business combination in which the parent acquired the subsidiary; or  

(b) the carrying amounts required by the rest of this MFRS, based on the subsidiary’s date of transition to 
MFRSs. These carrying amounts could differ from those described in (a):  

(i)  when the exemptions in this MFRS result in measurements that depend on the date of 
transition to MFRSs.  

(ii)  when the accounting policies used in the subsidiary’s financial statements differ from those 
in the consolidated financial statements. For example, the subsidiary may use as its 

accounting policy the cost model in MAS 16 Property, Plant and Equipment, whereas the 
group may use the revaluation model.  

A similar election is available to an associate or joint venture that becomes a first-time adopter later 
than an entity that has significant influence or joint control over it.  

D17  However, if an entity becomes a first-time adopter later than its subsidiary (or associate or joint venture) the 

entity shall, in its consolidated financial statements, measure the assets and liabilities of the subsidiary (or 
associate or joint venture) at the same carrying amounts as in the financial statements of the subsidiary (or 
associate or joint venture), after adjusting for consolidation and equity accounting adjustments and for the 

effects of the business combination in which the entity acquired the subsidiary. Similarly, if a parent becomes a 
first-time adopter for its separate financial statements earlier or later than for its consolidated financial 

statements, it shall measure its assets and liabilities at the same amounts in both financial statements, except for 
consolidation adjustments.  
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Compound financial instruments  

D18  MAS 32 Financial Instruments: Presentation requires an entity to split a compound financial instrument at 
inception into separate liability and equity components. If the liability component is no longer outstanding, 

retrospective application of MAS 32 involves separating two portions of equity. The first portion is in retained 

earnings and represents the cumulative interest accreted on the liability component. The other portion represents 
the original equity component. However, in accordance with this MFRS, a first-time adopter need not separate 

these two portions if the liability component is no longer outstanding at the date of transition to MFRSs.  

Designation of previously recognised financial instruments  

D19  MAS 39 permits a financial asset to be designated on initial recognition as available for sale or a financial 
instrument (provided it meets certain criteria) to be designated as a financial asset or financial liability at fair 
value through profit or loss. Despite this requirement exceptions apply in the following circumstances:  

(a) an entity is permitted to make an available-for-sale designation at the date of transition to MFRSs.  

(b)  an entity is permitted to designate, at the date of transition to MFRSs, any financial asset or financial 
liability as at fair value through profit or loss provided the asset or liability meets the criteria in 

paragraph 9(b)(i), 9(b)(ii) or 11A of MAS 39 at that date.  

Fair value measurement of financial assets or financial liabilities at 
initial recognition  

D20  Notwithstanding the requirements of paragraphs 7 and 9, an entity may apply the requirements in the last 

sentence of MAS 39 paragraph AG76 and in paragraph AG76A, in either of the following ways:  

(a)  prospectively to transactions entered into after 25 October 2002; or  

(b)  prospectively to transactions entered into after 1 January 2004.  

Decommissioning liabilities included in the cost of property, plant 
and equipment  

D21  MFRIC 1 Changes in Existing Decommissioning, Restoration and Similar Liabilities requires specified changes 
in a decommissioning, restoration or similar liability to be added to or deducted from the cost of the asset to 
which it relates; the adjusted depreciable amount of the asset is then depreciated prospectively over its 
remaining useful life. A first-time adopter need not comply with these requirements for changes in such 

liabilities that occurred before the date of transition to MFRSs. If a first-time adopter uses this exemption, it 
shall:  

(a)  measure the liability as at the date of transition to MFRSs in accordance with MAS 37;  

(b)  to the extent that the liability is within the scope of MFRIC 1, estimate the amount that would have 
been included in the cost of the related asset when the liability first arose, by discounting the liability 

to that date using its best estimate of the historical risk-adjusted discount rate(s) that would have 
applied for that liability over the intervening period; and  

(c)  calculate the accumulated depreciation on that amount, as at the date of transition to MFRSs, on the 
basis of the current estimate of the useful life of the asset, using the depreciation policy adopted by the 
entity in accordance with MFRSs.  

Financial assets or intangible assets accounted for in accordance 
with MFRIC 12  

D22  A first-time adopter may apply the transitional provisions in MFRIC 12.  
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Borrowing costs  

D23  A first-time adopter may apply the transitional provisions set out in paragraphs 27 and 28 of MAS 23, as revised 
in 2007. In those paragraphs references to the effective date shall be interpreted as 1 July 2009 or the date of 

transition to MFRSs, whichever is later.  
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Appendix E Short-term exemptions from MFRSs  

This appendix is an integral part of the MFRS.  

[Appendix reserved for future possible short-term exemptions].  
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Myanmar Financial Reporting Standard 2  

Share-based Payment  

Objective  

1  The objective of this MFRS is to specify the financial reporting by an entity when it undertakes a share-

based payment transaction. In particular, it requires an entity to reflect in its profit or loss and financial 

position the effects of share-based payment transactions, including expenses associated with transactions 

in which share options are granted to employees.  

Scope  

2  An entity shall apply this MFRS in accounting for all share-based payment transactions including:  

(a)  equity-settled share-based payment transactions, in which the entity receives goods or services 

as consideration for equity instruments of the entity (including shares or share options),  

(b)  cash-settled share-based payment transactions, in which the entity acquires goods or services by 
incurring liabilities to the supplier of those goods or services for amounts that are based on the 

price (or value) of the entity’s shares or other equity instruments of the entity, and  

(c)  transactions in which the entity receives or acquires goods or services and the terms of the 

arrangement provide either the entity or the supplier of those goods or services with a choice of 

whether the entity settles the transaction in cash (or other assets) or by issuing equity instruments,  

except as noted in paragraphs 5 and 6.  

3  For the purposes of this MFRS, transfers of an entity’s equity instruments by its shareholders to parties 

that have supplied goods or services to the entity (including employees) are share-based payment 

transactions, unless the transfer is clearly for a purpose other than payment for goods or services supplied 
to the entity. This also applies to transfers of equity instruments of the entity’s parent, or equity 
instruments of another entity in the same group as the entity, to parties that have supplied goods or 

services to the entity.  

4  For the purposes of this MFRS, a transaction with an employee (or other party) in his/her capacity as a 

holder of equity instruments of the entity is not a share-based payment transaction. For example, if an 
entity grants all holders of a particular class of its equity instruments the right to acquire additional equity 

instruments of the entity at a price that is less than the fair value of those equity instruments, and an 

employee receives such a right because he/she is a holder of equity instruments of that particular class, the 

granting or exercise of that right is not subject to the requirements of this MFRS.  

5  As noted in paragraph 2, this MFRS applies to share-based payment transactions in which an entity 
acquires or receives goods or services. Goods includes inventories, consumables, property, plant and 

equipment, intangible assets and other non-financial assets. However, an entity shall not apply this MFRS 

to transactions in which the entity acquires goods as part of the net assets acquired in a business 

combination to which MFRS 3 Business Combinations applies. Hence, equity instruments issued in a 
business combination in exchange for control of the acquiree are not within the scope of this MFRS. 

However, equity instruments granted to employees of the acquiree in their capacity as employees (eg in 

return for continued service) are within the scope of this MFRS. Similarly, the cancellation, replacement or 
other modification of share-based payment arrangements because of a business combination or other 

equity restructuring shall be accounted for in accordance with this MFRS. MFRS 3 provides guidance on 

determining whether equity instruments issued in a business combination are part of the consideration 
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transferred in exchange for control of the acquiree (and therefore within the scope of MFRS 3) or are in 

return for continued service to be recognised in the post-combination period (and therefore within the 

scope of this MFRS).  

6  This MFRS does not apply to share-based payment transactions in which the entity receives or acquires 
goods or services under a contract within the scope of paragraphs 8–10 of MAS 32 Financial Instruments: 
Presentation or paragraphs 5–7 of MAS 39 Financial Instruments: Recognition and Measurement. 

Recognition  

7  An entity shall recognise the goods or services received or acquired in a share-based payment 

transaction when it obtains the goods or as the services are received. The entity shall recognise a 

corresponding increase in equity if the goods or services were received in an equity-settled share-

based payment transaction, or a liability if the goods or services were acquired in a cash-settled 

share-based payment transaction.  

8  When the goods or services received or acquired in a share-based payment transaction do not 

qualify for recognition as assets, they shall be recognised as expenses.  

9  Typically, an expense arises from the consumption of goods or services. For example, services are 
typically consumed immediately, in which case an expense is recognised as the counterparty renders 

service. Goods might be consumed over a period of time or, in the case of inventories, sold at a later date, 

in which case an expense is recognised when the goods are consumed or sold. However, sometimes it is 
necessary to recognise an expense before the goods or services are consumed or sold, because they do not 

qualify for recognition as assets. For example, an entity might acquire goods as part of the research phase 

of a project to develop a new product. Although those goods have not been consumed, they might not 

qualify for recognition as assets under the applicable MFRS.  

Equity-settled share-based payment transactions  

Overview  

10  For equity-settled share-based payment transactions, the entity shall measure the goods or services 

received, and the corresponding increase in equity, directly, at the fair value of the goods or services 

received, unless that fair value cannot be estimated reliably. If the entity cannot estimate reliably the 

fair value of the goods or services received, the entity shall measure their value, and the 

corresponding increase in equity, indirectly, by reference to* the fair value of the equity instruments 
granted.  

11  To apply the requirements of paragraph 10 to transactions with employees and others providing similar 
services,† the entity shall measure the fair value of the services received by reference to the fair value of 

the equity instruments granted, because typically it is not possible to estimate reliably the fair value of the 

services received, as explained in paragraph 12. The fair value of those equity instruments shall be 
measured at grant date.  

12  Typically, shares, share options or other equity instruments are granted to employees as part of their 
remuneration package, in addition to a cash salary and other employment benefits. Usually, it is not 
possible to measure directly the services received for particular components of the employee’s 

remuneration package. It might also not be possible to measure the fair value of the total remuneration 
package independently, without measuring directly the fair value of the equity instruments granted. 

Furthermore, shares or share options are sometimes granted as part of a bonus arrangement, rather than as 

a part of basic remuneration, eg as an incentive to the employees to remain in the entity’s employ or to 
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reward them for their efforts in improving the entity’s performance. By granting shares or share options, in 

addition to other remuneration, the entity is paying additional remuneration to obtain additional benefits. 

Estimating the fair value of those additional benefits is likely to be difficult. Because of the difficulty of 

measuring directly the fair value of the services received, the entity shall measure the fair value of the 
employee services received by reference to the fair value of the equity instruments granted.  

13  To apply the requirements of paragraph 10 to transactions with parties other than employees, there shall be 

a rebuttable presumption that the fair value of the goods or services received can be estimated reliably. 

That fair value shall be measured at the date the entity obtains the goods or the counterparty renders 

service. In rare cases, if the entity rebuts this presumption because it cannot estimate reliably the fair value 
of the goods or services received, the entity shall measure the goods or services received, and the 

corresponding increase in equity, indirectly, by reference to the fair value of the equity instruments granted, 

measured at the date the entity obtains the goods or the counterparty renders service.  

Transactions in which services are received  

14  If the equity instruments granted vest immediately, the counterparty is not required to complete a specified 

period of service before becoming unconditionally entitled to those equity instruments. In the absence of 

evidence to the contrary, the entity shall presume that services rendered by the counterparty as 
consideration for the equity instruments have been received. In this case, on grant date the entity shall 

recognise the services received in full, with a corresponding increase in equity.  

15  If the equity instruments granted do not vest until the counterparty completes a specified period of service, 

the entity shall presume that the services to be rendered by the counterparty as consideration for those 

equity instruments will be received in the future, during the vesting period. The entity shall account for 
those services as they are rendered by the counterparty during the vesting period, with a corresponding 
increase in equity. For example:  

(a)  if an employee is granted share options conditional upon completing three years’ service, then 

the entity shall presume that the services to be rendered by the employee as consideration for the 

share options will be received in the future, over that three-year vesting period.  

(b)  if an employee is granted share options conditional upon the achievement of a performance 

condition and remaining in the entity’s employ until that performance condition is satisfied, and 
the length of the vesting period varies depending on when that performance condition is satisfied, 
the entity shall presume that the services to be rendered by the employee as consideration for the 

share options will be received in the future, over the expected vesting period. The entity shall 
estimate the length of the expected vesting period at grant date, based on the most likely outcome 

of the performance condition. If the performance condition is a market condition, the estimate of 

the length of the expected vesting period shall be consistent with the assumptions used in 

estimating the fair value of the options granted, and shall not be subsequently revised. If the 
performance condition is not a market condition, the entity shall revise its estimate of the length 

of the vesting period, if necessary, if subsequent information indicates that the length of the 

vesting period differs from previous estimates.  

Transactions measured by reference to the fair value of the equity instruments granted  

Determining the fair value of equity instruments granted  

16  For transactions measured by reference to the fair value of the equity instruments granted, an entity shall 
measure the fair value of equity instruments granted at the measurement date, based on market prices if 

available, taking into account the terms and conditions upon which those equity instruments were granted 

(subject to the requirements of paragraphs 19–22).  
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17  If market prices are not available, the entity shall estimate the fair value of the equity instruments granted 

using a valuation technique to estimate what the price of those equity instruments would have been on the 

measurement date in an arm’s length transaction between knowledgeable, willing parties. The valuation 

technique shall be consistent with generally accepted valuation methodologies for pricing financial 
instruments, and shall incorporate all factors and assumptions that knowledgeable, willing market 

participants would consider in setting the price (subject to the requirements of paragraphs 19–22).  

18  Appendix B contains further guidance on the measurement of the fair value of shares and share options, 

focusing on the specific terms and conditions that are common features of a grant of shares or share 

options to employees.  

 

 

Treatment of vesting conditions  

19  A grant of equity instruments might be conditional upon satisfying specified vesting conditions. For 

example, a grant of shares or share options to an employee is typically conditional on the employee 

remaining in the entity’s employ for a specified period of time. There might be performance conditions 

that must be satisfied, such as the entity achieving a specified growth in profit or a specified increase in the 
entity’s share price. Vesting conditions, other than market conditions, shall not be taken into account when 

estimating the fair value of the shares or share options at the measurement date. Instead, vesting conditions 
shall be taken into account by adjusting the number of equity instruments included in the measurement of 
the transaction amount so that, ultimately, the amount recognised for goods or services received as 

consideration for the equity instruments granted shall be based on the number of equity instruments that 

eventually vest. Hence, on a cumulative basis, no amount is recognised for goods or services received if 

the equity instruments granted do not vest because of failure to satisfy a vesting condition, eg the 
counterparty fails to complete a specified service period, or a performance condition is not satisfied, 

subject to the requirements of paragraph 21.  

20  To apply the requirements of paragraph 19, the entity shall recognise an amount for the goods or services 

received during the vesting period based on the best available estimate of the number of equity instruments 
expected to vest and shall revise that estimate, if necessary, if subsequent information indicates that the 
number of equity instruments expected to vest differs from previous estimates. On vesting date, the entity 

shall revise the estimate to equal the number of equity instruments that ultimately vested, subject to the 

requirements of paragraph 21.  

21  Market conditions, such as a target share price upon which vesting (or exercisability) is conditioned, shall 

be taken into account when estimating the fair value of the equity instruments granted. Therefore, for 
grants of equity instruments with market conditions, the entity shall recognise the goods or services 

received from a counterparty who satisfies all other vesting conditions (eg services received from an 

employee who remains in service for the specified period of service), irrespective of whether that market 

condition is satisfied.  

Treatment of non-vesting conditions  

21 A Similarly, an entity shall take into account all non-vesting conditions when estimating the fair value of 
the equity instruments granted. Therefore, for grants of equity instruments with non-vesting conditions, the 

entity shall recognise the goods or services received from a counterparty that satisfies all vesting 
conditions that are not market conditions (eg services received from an employee who remains in service 

for the specified period of service), irrespective of whether those non-vesting conditions are satisfied.  
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Treatment of a reload feature  

22  For options with a reload feature, the reload feature shall not be taken into account when estimating the 

fair value of options granted at the measurement date. Instead, a reload option shall be accounted for as a 
new option grant, if and when a reload option is subsequently granted.  

After vesting date  

23  Having recognised the goods or services received in accordance with paragraphs 10–22, and a 

corresponding increase in equity, the entity shall make no subsequent adjustment to total equity after 

vesting date. For example, the entity shall not subsequently reverse the amount recognised for services 
received from an employee if the vested equity instruments are later forfeited or, in the case of share 

options, the options are not exercised. However, this requirement does not preclude the entity from 

recognising a transfer within equity, ie a transfer from one component of equity to another.  

 

 

If the fair value of the equity instruments cannot be estimated reliably  

24  The requirements in paragraphs 16–23 apply when the entity is required to measure a share-based payment 

transaction by reference to the fair value of the equity instruments granted. In rare cases, the entity may be 

unable to estimate reliably the fair value of the equity instruments granted at the measurement date, in 

accordance with the requirements in paragraphs 16–22. In these rare cases only, the entity shall instead:  

(a)  measure the equity instruments at their intrinsic value, initially at the date the entity obtains the 

goods or the counterparty renders service and subsequently at the end of each reporting period 
and at the date of final settlement, with any change in intrinsic value recognised in profit or loss. 

For a grant of share options, the share-based payment arrangement is finally settled when the 

options are exercised, are forfeited (eg upon cessation of employment) or lapse (eg at the end of 
the option’s life).  

(b)  recognise the goods or services received based on the number of equity instruments that 
ultimately vest or (where applicable) are ultimately exercised. To apply this requirement to share 

options, for example, the entity shall recognise the goods or services received during the vesting 

period, if any, in accordance with paragraphs 14 and 15, except that the requirements in 

paragraph 15(b) concerning a market condition do not apply. The amount recognised for goods 
or services received during the vesting period shall be based on the number of share options 

expected to vest. The entity shall revise that estimate, if necessary, if subsequent information 

indicates that the number of share options expected to vest differs from previous estimates. On 
vesting date, the entity shall revise the estimate to equal the number of equity instruments that 

ultimately vested. After vesting date, the entity shall reverse the amount recognised for goods or 

services received if the share options are later forfeited, or lapse at the end of the share option’s 

life.  

25  If an entity applies paragraph 24, it is not necessary to apply paragraphs 26–29, because any modifications 
to the terms and conditions on which the equity instruments were granted will be taken into account when 

applying the intrinsic value method set out in paragraph 24. However, if an entity settles a grant of equity 

instruments to which paragraph 24 has been applied:  
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(a)  if the settlement occurs during the vesting period, the entity shall account for the settlement as an 

acceleration of vesting, and shall therefore recognise immediately the amount that would 

otherwise have been recognised for services received over the remainder of the vesting period.  

(b)  any payment made on settlement shall be accounted for as the repurchase of equity instruments, 
ie as a deduction from equity, except to the extent that the payment exceeds the intrinsic value of 
the equity instruments, measured at the repurchase date. Any such excess shall be recognised as 

an expense.  

Modifications to the terms and conditions on which equity instruments were granted, including 

cancellations and settlements  

26  An entity might modify the terms and conditions on which the equity instruments were granted. For 
example, it might reduce the exercise price of options granted to employees (ie reprice the options), which 

increases the fair value of those options. The requirements in paragraphs 27–29 to account for the effects 

of modifications are expressed in the context of share-based payment transactions with employees. 
However, the requirements shall also be applied to share-based payment transactions with parties other 

than employees that are measured by reference to the fair value of the equity instruments granted. In the 

latter case, any references in paragraphs 27–29 to grant date shall instead refer to the date the entity obtains 

the goods or the counterparty renders service.  

27  The entity shall recognise, as a minimum, the services received measured at the grant date fair value of the 

equity instruments granted, unless those equity instruments do not vest because of failure to satisfy a 
vesting condition (other than a market condition) that was specified at grant date. This applies irrespective 

of any modifications to the terms and conditions on which the equity instruments were granted, or a 

cancellation or settlement of that grant of equity instruments. In addition, the entity shall recognise the 
effects of modifications that increase the total fair value of the share-based payment arrangement or are 

otherwise beneficial to the employee. Guidance on applying this requirement is given in Appendix B.  

28  If a grant of equity instruments is cancelled or settled during the vesting period (other than a grant 
cancelled by forfeiture when the vesting conditions are not satisfied):  

(a)  the entity shall account for the cancellation or settlement as an acceleration of vesting, and shall 

therefore recognise immediately the amount that otherwise would have been recognised for 

services received over the remainder of the vesting period.  

(b)  any payment made to the employee on the cancellation or settlement of the grant shall be 
accounted for as the repurchase of an equity interest, ie as a deduction from equity, except to the 

extent that the payment exceeds the fair value of the equity instruments granted, measured at the 

repurchase date. Any such excess shall be recognised as an expense. However, if the share-based 
payment arrangement included liability components, the entity shall remeasure the fair value of 
the liability at the date of cancellation or settlement. Any payment made to settle the liability 

component shall be accounted for as an extinguishment of the liability.  

(c)  if new equity instruments are granted to the employee and, on the date when those new equity 

instruments are granted, the entity identifies the new equity instruments granted as replacement 

equity instruments for the cancelled equity instruments, the entity shall account for the granting 
of replacement equity instruments in the same way as a modification of the original grant of 

equity instruments, in accordance with paragraph 27 and the guidance in Appendix B. The 

incremental fair value granted is the difference between the fair value of the replacement equity 

instruments and the net fair value of the cancelled equity instruments, at the date the replacement 
equity instruments are granted. The net fair value of the cancelled equity instruments is their fair 

value, immediately before the cancellation, less the amount of any payment made to the 

employee on cancellation of the equity instruments that is accounted for as a deduction from 
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equity in accordance with (b) above. If the entity does not identify new equity instruments 

granted as replacement equity instruments for the cancelled equity instruments, the entity shall 

account for those new equity instruments as a new grant of equity instruments.  

28A  If an entity or counterparty can choose whether to meet a non-vesting condition, the entity shall treat the 
entity’s or counterparty’s failure to meet that non-vesting condition during the vesting period as a 
cancellation.  

29  If an entity repurchases vested equity instruments, the payment made to the employee shall be accounted 
for as a deduction from equity, except to the extent that the payment exceeds the fair value of the equity 

instruments repurchased, measured at the repurchase date. Any such excess shall be recognised as an 

expense.  

Cash-settled share-based payment transactions  

30  For cash-settled share-based payment transactions, the entity shall measure the goods or services 

acquired and the liability incurred at the fair value of the liability. Until the liability is settled, the 

entity shall remeasure the fair value of the liability at the end of each reporting period and at the 

date of settlement, with any changes in fair value recognised in profit or loss for the period.  

31  For example, an entity might grant share appreciation rights to employees as part of their remuneration 

package, whereby the employees will become entitled to a future cash payment (rather than an equity 

instrument), based on the increase in the entity’s share price from a specified level over a specified period 
of time. Or an entity might grant to its employees a right to receive a future cash payment by granting to 

them a right to shares (including shares to be issued upon the exercise of share options) that are 

redeemable, either mandatorily (eg upon cessation of employment) or at the employee’s option.  

32  The entity shall recognise the services received, and a liability to pay for those services, as the employees 
render service. For example, some share appreciation rights vest immediately, and the employees are 
therefore not required to complete a specified period of service to become entitled to the cash payment. In 

the absence of evidence to the contrary, the entity shall presume that the services rendered by the 

employees in exchange for the share appreciation rights have been received. Thus, the entity shall 

recognise immediately the services received and a liability to pay for them. If the share appreciation rights 
do not vest until the employees have completed a specified period of service, the entity shall recognise the 

services received, and a liability to pay for them, as the employees render service during that period.  

33  The liability shall be measured, initially and at the end of each reporting period until settled, at the fair 

value of the share appreciation rights, by applying an option pricing model, taking into account the terms 
and conditions on which the share appreciation rights were granted, and the extent to which the employees 
have rendered service to date.  

Share-based payment transactions with cash alternatives  

34  For share-based payment transactions in which the terms of the arrangement provide either the 

entity or the counterparty with the choice of whether the entity settles the transaction in cash (or 

other assets) or by issuing equity instruments, the entity shall account for that transaction, or the 

components of that transaction, as a cash-settled share-based payment transaction if, and to the 

extent that, the entity has incurred a liability to settle in cash or other assets, or as an equity-settled 

share-based payment transaction if, and to the extent that, no such liability has been incurred.  

Share-based payment transactions in which the terms of the arrangement provide the counterparty 

with a choice of settlement  
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35  If an entity has granted the counterparty the right to choose whether a share-based payment transaction is 

settled in cash* or by issuing equity instruments, the entity has granted a compound financial instrument, 

which includes a debt component (ie the counterparty’s right to demand payment in cash) and an equity 

component (ie the counterparty’s right to demand settlement in equity instruments rather than in cash). For 
transactions with parties other than employees, in which the fair value of the goods or services received is 

measured directly, the entity shall measure the equity component of the compound financial instrument as 
the difference between the fair value of the goods or services received and the fair value of the debt 
component, at the date when the goods or services are received.  

36  For other transactions, including transactions with employees, the entity shall measure the fair value of the 
compound financial instrument at the measurement date, taking into account the terms and conditions on 

which the rights to cash or equity instruments were granted.  

37  To apply paragraph 36, the entity shall first measure the fair value of the debt component, and then 

measure the fair value of the equity component—taking into account that the counterparty must forfeit the 

right to receive cash in order to receive the equity instrument. The fair value of the compound financial 
instrument is the sum of the fair values of the two components. However, share-based payment 

transactions in which the counterparty has the choice of settlement are often structured so that the fair 

value of one settlement alternative is the same as the other. For example, the counterparty might have the 

choice of receiving share options or cash-settled share appreciation rights. In such cases, the fair value of 
the equity component is zero, and hence the fair value of the compound financial instrument is the same as 

the fair value of the debt component. Conversely, if the fair values of the settlement alternatives differ, the 

fair value of the equity component usually will be greater than zero, in which case the fair value of the 
compound financial instrument will be greater than the fair value of the debt component.  

38  The entity shall account separately for the goods or services received or acquired in respect of each 
component of the compound financial instrument. For the debt component, the entity shall recognise the 
goods or services acquired, and a liability to pay for those goods or services, as the counterparty supplies 

goods or renders service, in accordance with the requirements applying to cash-settled share-based 

payment transactions (paragraphs 30–33). For the equity component (if any), the entity shall recognise the 
goods or services received, and an increase in equity, as the counterparty supplies goods or renders service, 

in accordance with the requirements applying to equity-settled share-based payment transactions 

(paragraphs 10–29).  

39  At the date of settlement, the entity shall remeasure the liability to its fair value. If the entity issues equity 

instruments on settlement rather than paying cash, the liability shall be transferred direct to equity, as the 
consideration for the equity instruments issued.  

40  If the entity pays in cash on settlement rather than issuing equity instruments, that payment shall be 

applied to settle the liability in full. Any equity component previously recognised shall remain within 

equity. By electing to receive cash on settlement, the counterparty forfeited the right to receive equity 

instruments. However, this requirement does not preclude the entity from recognising a transfer within 
equity, ie a transfer from one component of equity to another.  

Share-based payment transactions in which the terms of the arrangement provide the entity with a 

choice of settlement  

41  For a share-based payment transaction in which the terms of the arrangement provide an entity with the 
choice of whether to settle in cash or by issuing equity instruments, the entity shall determine whether it 

has a present obligation to settle in cash and account for the share-based payment transaction accordingly. 

The entity has a present obligation to settle in cash if the choice of settlement in equity instruments has no 

commercial substance (eg because the entity is legally prohibited from issuing shares), or the entity has a 
past practice or a stated policy of settling in cash, or generally settles in cash whenever the counterparty 

asks for cash settlement.  
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42  If the entity has a present obligation to settle in cash, it shall account for the transaction in accordance with 

the requirements applying to cash-settled share-based payment transactions, in paragraphs 30–33.  

43  If no such obligation exists, the entity shall account for the transaction in accordance with the requirements 

applying to equity-settled share-based payment transactions, in paragraphs 10–29. Upon settlement:  

(a) if the entity elects to settle in cash, the cash payment shall be accounted for as the repurchase of 

an equity interest, ie as a deduction from equity, except as noted in (c) below.  

(b)  if the entity elects to settle by issuing equity instruments, no further accounting is required (other 

than a transfer from one component of equity to another, if necessary), except as noted in (c) 
below.  

(c)  if the entity elects the settlement alternative with the higher fair value, as at the date of settlement, 
the entity shall recognise an additional expense for the excess value given, ie the difference 

between the cash paid and the fair value of the equity instruments that would otherwise have 

been issued, or the difference between the fair value of the equity instruments issued and the 

amount of cash that would otherwise have been paid, whichever is applicable.  

Disclosures  

44  An entity shall disclose information that enables users of the financial statements to understand the 

nature and extent of share-based payment arrangements that existed during the period.  

45  To give effect to the principle in paragraph 44, the entity shall disclose at least the following:  

(a)  a description of each type of share-based payment arrangement that existed at any time during 
the period, including the general terms and conditions of each arrangement, such as vesting 

requirements, the maximum term of options granted, and the method of settlement (eg whether in 

cash or equity). An entity with substantially similar types of share-based payment arrangements 

may aggregate this information, unless separate disclosure of each arrangement is necessary to 
satisfy the principle in paragraph 44.  

(b)  the number and weighted average exercise prices of share options for each of the following 

groups of options:  

(i)  outstanding at the beginning of the period;  

 (ii)  granted during the period;  

(iii)  forfeited during the period;  

(iv)  exercised during the period;  

(v)  expired during the period;  

(vi)  outstanding at the end of the period; and  

(vii)  exercisable at the end of the period.  

(c)  for share options exercised during the period, the weighted average share price at the date of 
exercise. If options were exercised on a regular basis throughout the period, the entity may 
instead disclose the weighted average share price during the period.  

(d)  for share options outstanding at the end of the period, the range of exercise prices and weighted 

average remaining contractual life. If the range of exercise prices is wide, the outstanding options 

shall be divided into ranges that are meaningful for assessing the number and timing of 
additional shares that may be issued and the cash that may be received upon exercise of those 

options.  
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46  An entity shall disclose information that enables users of the financial statements to understand how 

the fair value of the goods or services received, or the fair value of the equity instruments granted, 

during the period was determined.  

47  If the entity has measured the fair value of goods or services received as consideration for equity 
instruments of the entity indirectly, by reference to the fair value of the equity instruments granted, to give 
effect to the principle in paragraph 46, the entity shall disclose at least the following:  

(a)  for share options granted during the period, the weighted average fair value of those options at 
the measurement date and information on how that fair value was measured, including:  

(i)  the option pricing model used and the inputs to that model, including the weighted 

average share price, exercise price, expected volatility, option life, expected dividends, 

the risk-free interest rate and any other inputs to the model, including the method used 

and the assumptions made to incorporate the effects of expected early exercise;  

(ii)  how expected volatility was determined, including an explanation of the extent to 

which expected volatility was based on historical volatility; and  

(iii)  whether and how any other features of the option grant were incorporated into the 
measurement of fair value, such as a market condition.  

(b)  for other equity instruments granted during the period (ie other than share options), the number 
and weighted average fair value of those equity instruments at the measurement date, and 
information on how that fair value was measured, including:  

(i)  if fair value was not measured on the basis of an observable market price, how it was 

determined;  

(ii)  whether and how expected dividends were incorporated into the measurement of fair 

value; and  

(iii)  whether and how any other features of the equity instruments granted were 
incorporated into the measurement of fair value.  

(c)  for share-based payment arrangements that were modified during the period:  

(i)  an explanation of those modifications;  

(ii)  the incremental fair value granted (as a result of those modifications); and  

(iii)  information on how the incremental fair value granted was measured, consistently with 

the requirements set out in (a) and (b) above, where applicable.  

48  If the entity has measured directly the fair value of goods or services received during the period, the entity 

shall disclose how that fair value was determined, eg whether fair value was measured at a market price for 

those goods or services.  

49  If the entity has rebutted the presumption in paragraph 13, it shall disclose that fact, and give an 

explanation of why the presumption was rebutted.  

50  An entity shall disclose information that enables users of the financial statements to understand the 

effect of share-based payment transactions on the entity’s profit or loss for the period and on its 

financial position.  

51  To give effect to the principle in paragraph 50, the entity shall disclose at least the following:  

(a)  the total expense recognised for the period arising from share-based payment transactions in which 
the goods or services received did not qualify for recognition as assets and hence were recognised 
immediately as an expense, including separate disclosure of that portion of the total expense that 

arises from transactions accounted for as equity-settled share-based payment transactions;  
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(b)  for liabilities arising from share-based payment transactions:  

(i)  the total carrying amount at the end of the period; and  

(ii)  the total intrinsic value at the end of the period of liabilities for which the 
counterparty’s right to cash or other assets had vested by the end of the period (eg 

vested share appreciation rights).  

52  If the information required to be disclosed by this MFRS does not satisfy the principles in paragraphs 44, 

46 and 50, the entity shall disclose such additional information as is necessary to satisfy them.  

Transitional provisions  

53  For equity-settled share-based payment transactions, the entity shall apply this MFRS to grants of shares, 

share options or other equity instruments that were granted after 7 November 2002 and had not yet vested 

at the effective date of this MFRS.  

54  The entity is encouraged, but not required, to apply this MFRS to other grants of equity instruments if the 

entity has disclosed publicly the fair value of those equity instruments, determined at the measurement 
date.  

55  For all grants of equity instruments to which this MFRS is applied, the entity shall restate comparative 

information and, where applicable, adjust the opening balance of retained earnings for the earliest period 

presented.  

56  For all grants of equity instruments to which this MFRS has not been applied (eg equity instruments 
granted on or before 7 November 2002), the entity shall nevertheless disclose the information required by 
paragraphs 44 and 45.  

57  If, after the MFRS becomes effective, an entity modifies the terms or conditions of a grant of equity 
instruments to which this MFRS has not been applied, the entity shall nevertheless apply paragraphs 26–29 

to account for any such modifications.  

58  For liabilities arising from share-based payment transactions existing at the effective date of this MFRS, 

the entity shall apply the MFRS retrospectively. For these liabilities, the entity shall restate comparative 
information, including adjusting the opening balance of retained earnings in the earliest period presented 
for which comparative information has been restated, except that the entity is not required to restate 

comparative information to the extent that the information relates to a period or date that is earlier than 7 

November 2002.  

59  The entity is encouraged, but not required, to apply retrospectively the MFRS to other liabilities arising 

from share-based payment transactions, for example, to liabilities that were settled during a period for 
which comparative information is presented.  
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Appendix A Defined terms  

This appendix is an integral part of the MFRS. 

* 

The Framework defines a liability as a present obligation of the entity arising from past events, the settlement of 
which is expected to result in an outflow from the entity of resources embodying economic benefits (ie an 
outflow of cash or other assets of the entity).  

† 

In this appendix, monetary amounts are denominated in ‘currency units (CU)’.  

cash-settled share-based payment transaction  A share-based payment transaction in which the 
entity acquires goods or services by incurring a liability 

to transfer cash or other assets to the supplier of those 
goods or services for amounts that are based on the 
price (or value) of the entity’s shares or other equity 

instruments of the entity.  

employees and others providing similar services  Individuals who render personal services to the entity 
and either (a) the individuals are regarded as 

employees for legal or tax purposes, (b) the individuals 

work for the entity under its direction in the same way 
as individuals who are regarded as employees for legal 
or tax purposes, or (c) the services rendered are similar 

to those rendered by employees. For example, the term 

encompasses all management personnel, ie those 

persons having authority and responsibility for 
planning, directing and controlling the activities of the 

entity, including non-executive directors.  

equity instrument  A contract that evidences a residual interest in the 
assets of an entity after deducting all of its liabilities.*  

equity instrument granted  The right (conditional or unconditional) to an equity 

instrument of the entity conferred by the entity on 
another party, under a share-based payment 

arrangement.  

equity-settled share-based payment transaction  A share-based payment transaction in which the 
entity receives goods or services as consideration for 

equity instruments of the entity (including shares or 

share options).  

fair value  The amount for which an asset could be exchanged, a 

liability settled, or an equity instrument granted 

could be exchanged, between knowledgeable, willing 

parties in an arm’s length transaction.  

grant date  The date at which the entity and another party 

(including an employee) agree to a share-based 

payment arrangement, being when the entity and the 
counterparty have a shared understanding of the terms 
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and conditions of the arrangement. At grant date the 

entity confers on the counterparty the right to cash, 

other assets, or equity instruments of the entity, 

provided the specified vesting conditions, if any, are 
met. If that agreement is subject to an approval process 

(for example, by shareholders), grant date is the date 
when that approval is obtained.  

intrinsic value  The difference between the fair value of the shares to 

which the counterparty has the (conditional or 

unconditional) right to subscribe or which it has the 
right to receive, and the price (if any) the counterparty 

is (or will be) required to pay for those shares. For 

example, a share option with an exercise price of 

CU15,† on a share with a fair value of CU20, has an 
intrinsic value of CU5.  

market condition  A condition upon which the exercise price, vesting or 

exercisability of an equity instrument depends that is 
related to the market price of the entity’s equity 

instruments, such as attaining a specified share price 

or a specified amount of intrinsic value of a share 

option, or achieving a specified target that is based on 
the market price of the entity’s equity instruments 

relative to an index of market prices of equity 

instruments of other entities.  

measurement date  The date at which the fair value of the equity 

instruments granted is measured for the purposes of 

this MFRS. For transactions with employees and 

others providing similar services, the measurement 
date is grant date. For transactions with parties other 
than employees (and those providing similar services), 

the measurement date is the date the entity obtains the 
goods or the counterparty renders service.  

 reload feature  A feature that provides for an automatic grant of 

additional share options whenever the option holder 
exercises previously granted options using the entity’s 

shares, rather than cash, to satisfy the exercise price. 

 

reload option  A new share option granted when a share is used to 

satisfy the exercise price of a previous share option.  

share-based payment arrangement  An agreement between the entity and another party 

(including an employee) to enter into a share-based 

payment transaction, which thereby entitles the other 

party to receive cash or other assets of the entity for 

amounts that are based on the price of the entity’s 
shares or other equity instruments of the entity, or to 
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receive equity instruments of the entity, provided the 

specified vesting conditions, if any, are met.  

share-based payment transaction  A transaction in which the entity receives goods or 
services as consideration for equity instruments of the 

entity (including shares or share options), or acquires 

goods or services by incurring liabilities to the supplier 

of those goods or services for amounts that are based 
on the price of the entity’s shares or other equity 

instruments of the entity.  

share option  A contract that gives the holder the right, but not the 
obligation, to subscribe to the entity’s shares at a fixed 

or determinable price for a specified period of time.  

vest  To become an entitlement. Under a share-based 
payment arrangement, a counterparty’s right to 

receive cash, other assets or equity instruments of the 

entity vests when the counterparty’s entitlement is no 

longer conditional on the satisfaction of any vesting 

conditions.  

vesting conditions  The conditions that determine whether the entity 
receives the services that entitle the counterparty to 
receive cash, other assets or equity instruments of the 

entity, under a share-based payment arrangement. 

Vesting conditions are either service conditions or 

performance conditions. Service conditions require the 
counterparty to complete a specified period of service. 

Performance conditions require the counterparty to 

complete a specified period of service and specified 
performance targets to be met (such as a specified 

increase in the entity’s profit over a specified period of 

time). A performance condition might include a 
market condition.  

vesting period  The period during which all the specified vesting 

conditions of a share-based payment arrangement 

are to be satisfied.  
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Appendix B Application guidance  

This appendix is an integral part of the MFRS.  

Estimating the fair value of equity instruments granted  

B1  Paragraphs B2–B41 of this appendix discuss measurement of the fair value of shares and share options 

granted, focusing on the specific terms and conditions that are common features of a grant of shares or 
share options to employees. Therefore, it is not exhaustive. Furthermore, because the valuation issues 

discussed below focus on shares and share options granted to employees, it is assumed that the fair value 

of the shares or share options is measured at grant date. However, many of the valuation issues discussed 

below (eg determining expected volatility) also apply in the context of estimating the fair value of shares 
or share options granted to parties other than employees at the date the entity obtains the goods or the 
counterparty renders service.  

Shares  

B2  For shares granted to employees, the fair value of the shares shall be measured at the market price of the 
entity’s shares (or an estimated market price, if the entity’s shares are not publicly traded), adjusted to take 

into account the terms and conditions upon which the shares were granted (except for vesting conditions 

that are excluded from the measurement of fair value in accordance with paragraphs 19–21).  

B3  For example, if the employee is not entitled to receive dividends during the vesting period, this factor shall 

be taken into account when estimating the fair value of the shares granted. Similarly, if the shares are 
subject to restrictions on transfer after vesting date, that factor shall be taken into account, but only to the 

extent that the post-vesting restrictions affect the price that a knowledgeable, willing market participant 

would pay for that share. For example, if the shares are actively traded in a deep and liquid market, post-

vesting transfer restrictions may have little, if any, effect on the price that a knowledgeable, willing market 
participant would pay for those shares. Restrictions on transfer or other restrictions that exist during the 

vesting period shall not be taken into account when estimating the grant date fair value of the shares 

granted, because those restrictions stem from the existence of vesting conditions, which are accounted for 

in accordance with paragraphs 19–21.  

Share options  

B4  For share options granted to employees, in many cases market prices are not available, because the options 

granted are subject to terms and conditions that do not apply to traded options. If traded options with 

similar terms and conditions do not exist, the fair value of the options granted shall be estimated by 
applying an option pricing model.  

B5  The entity shall consider factors that knowledgeable, willing market participants would consider in 
selecting the option pricing model to apply. For example, many employee options have long lives, are 
usually exercisable during the period between vesting date and the end of the options’ life, and are often 

exercised early. These factors should be considered when estimating the grant date fair value of the 
options. For many entities, this might preclude the use of the Black-Scholes-Merton formula, which does 

not allow for the possibility of exercise before the end of the option’s life and may not adequately reflect 

the effects of expected early exercise. It also does not allow for the possibility that expected volatility and 

other model inputs might vary over the option’s life. However, for share options with relatively short 
contractual lives, or that must be exercised within a short period of time after vesting date, the factors 



18 

 

Myanmar Financial Reporting Standards/MFRS2 

\ 

 

identified above may not apply. In these instances, the Black-Scholes-Merton formula may produce a 

value that is substantially the same as a more flexible option pricing model.  

B6  All option pricing models take into account, as a minimum, the following factors:  

(a) the exercise price of the option;  

(b) the life of the option;  

(c) the current price of the underlying shares;  

(d) the expected volatility of the share price;  

(e) the dividends expected on the shares (if appropriate); and  

(f) the risk-free interest rate for the life of the option.  

B7  Other factors that knowledgeable, willing market participants would consider in setting the price shall also 

be taken into account (except for vesting conditions and reload features that are excluded from the 

measurement of fair value in accordance with paragraphs 19–22).  

B8  For example, a share option granted to an employee typically cannot be exercised during specified periods 

(eg during the vesting period or during periods specified by securities regulators). This factor shall be 

taken into account if the option pricing model applied would otherwise assume that the option could be 
exercised at any time during its life. However, if an entity uses an option pricing model that values options 

that can be exercised only at the end of the options’ life, no adjustment is required for the inability to 

exercise them during the vesting period (or other periods during the options’ life), because the model 
assumes that the options cannot be exercised during those periods.  

B9  Similarly, another factor common to employee share options is the possibility of early exercise of the 
option, for example, because the option is not freely transferable, or because the employee must exercise 

all vested options upon cessation of employment. The effects of expected early exercise shall be taken into 
account, as discussed in paragraphs B16–B21.  

B10  Factors that a knowledgeable, willing market participant would not consider in setting the price of a share 

option (or other equity instrument) shall not be taken into account when estimating the fair value of share 
options (or other equity instruments) granted. For example, for share options granted to employees, factors 

that affect the value of the option from the individual employee’s perspective only are not relevant to 

estimating the price that would be set by a knowledgeable, willing market participant.  

Inputs to option pricing models  

B11  In estimating the expected volatility of and dividends on the underlying shares, the objective is to 

approximate the expectations that would be reflected in a current market or negotiated exchange price for 

the option. Similarly, when estimating the effects of early exercise of employee share options, the 

objective is to approximate the expectations that an outside party with access to detailed information about 
employees’ exercise behaviour would develop based on information available at the grant date.  

B12  Often, there is likely to be a range of reasonable expectations about future volatility, dividends and 
exercise behaviour. If so, an expected value should be calculated, by weighting each amount within the 

range by its associated probability of occurrence.  

B13  Expectations about the future are generally based on experience, modified if the future is reasonably 

expected to differ from the past. In some circumstances, identifiable factors may indicate that unadjusted 

historical experience is a relatively poor predictor of future experience. For example, if an entity with two 
distinctly different lines of business disposes of the one that was significantly less risky than the other, 
historical volatility may not be the best information on which to base reasonable expectations for the future.  
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B14  In other circumstances, historical information may not be available. For example, a newly listed entity will 

have little, if any, historical data on the volatility of its share price. Unlisted and newly listed entities are 

discussed further below.  

B15  In summary, an entity should not simply base estimates of volatility, exercise behaviour and dividends on 
historical information without considering the extent to which the past experience is expected to be 
reasonably predictive of future experience.  

Expected early exercise  

B16  Employees often exercise share options early, for a variety of reasons. For example, employee share 

options are typically non-transferable. This often causes employees to exercise their share options early, 

because that is the only way for the employees to liquidate their position. Also, employees who cease 
employment are usually required to exercise any vested options within a short period of time, otherwise 

the share options are forfeited. This factor also causes the early exercise of employee share options. Other 

factors causing early exercise are risk aversion and lack of wealth diversification.  

B17  The means by which the effects of expected early exercise are taken into account depends upon the type of 

option pricing model applied. For example, expected early exercise could be taken into account by using 
an estimate of the option’s expected life (which, for an employee share option, is the period of time from 
grant date to the date on which the option is expected to be exercised) as an input into an option pricing 

model (eg the Black-Scholes-Merton formula). Alternatively, expected early exercise could be modelled in 

a binomial or similar option pricing model that uses contractual life as an input.  

B18  Factors to consider in estimating early exercise include:  

(a)  the length of the vesting period, because the share option typically cannot be exercised until the 

end of the vesting period. Hence, determining the valuation implications of expected early 
exercise is based on the assumption that the options will vest. The implications of vesting 

conditions are discussed in paragraphs 19–21.  

(b)  the average length of time similar options have remained outstanding in the past.  

(c)  the price of the underlying shares. Experience may indicate that the employees tend to exercise 

options when the share price reaches a specified level above the exercise price.  

(d)  the employee’s level within the organisation. For example, experience might indicate that higher-

level employees tend to exercise options later than lower-level employees (discussed further in 
paragraph B21).  

(e)  expected volatility of the underlying shares. On average, employees might tend to exercise 

options on highly volatile shares earlier than on shares with low volatility.  

B19  As noted in paragraph B17, the effects of early exercise could be taken into account by using an estimate 
of the option’s expected life as an input into an option pricing model. When estimating the expected life of 

share options granted to a group of employees, the entity could base that estimate on an appropriately 

weighted average expected life for the entire employee group or on appropriately weighted average lives 

for subgroups of employees within the group, based on more detailed data about employees’ exercise 
behaviour (discussed further below).  

B20  Separating an option grant into groups for employees with relatively homogeneous exercise behaviour is 
likely to be important. Option value is not a linear function of option term; value increases at a decreasing 

rate as the term lengthens. For example, if all other assumptions are equal, although a two-year option is 

worth more than a one-year option, it is not worth twice as much. That means that calculating estimated 
option value on the basis of a single weighted average life that includes widely differing individual lives 

would overstate the total fair value of the share options granted. Separating options granted into several 
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groups, each of which has a relatively narrow range of lives included in its weighted average life, reduces 

that overstatement.  

B21  Similar considerations apply when using a binomial or similar model. For example, the experience of an 

entity that grants options broadly to all levels of employees might indicate that top-level executives tend to 
hold their options longer than middle-management employees hold theirs and that lower-level employees 
tend to exercise their options earlier than any other group. In addition, employees who are encouraged or 

required to hold a minimum amount of their employer’s equity instruments, including options, might on 

average exercise options later than employees not subject to that provision. In those situations, separating 

options by groups of recipients with relatively homogeneous exercise behaviour will result in a more 
accurate estimate of the total fair value of the share options granted.  

Expected volatility  

B22  Expected volatility is a measure of the amount by which a price is expected to fluctuate during a period. 

The measure of volatility used in option pricing models is the annualised standard deviation of the 
continuously compounded rates of return on the share over a period of time. Volatility is typically 

expressed in annualised terms that are comparable regardless of the time period used in the calculation, for 

example, daily, weekly or monthly price observations.  

B23  The rate of return (which may be positive or negative) on a share for a period measures how much a 

shareholder has benefited from dividends and appreciation (or depreciation) of the share price.  

B24  The expected annualised volatility of a share is the range within which the continuously compounded 

annual rate of return is expected to fall approximately two-thirds of the time. For example, to say that a 
share with an expected continuously compounded rate of return of 12 per cent has a volatility of 30 per 

cent means that the probability that the rate of return on the share for one year will be between –18 per 

cent (12% – 30%) and 42 per cent (12% + 30%) is approximately two-thirds. If the share price is CU100 at 

the beginning of the year and no dividends are paid, the year-end share price would be expected to be 

between CU83.53 (CU100 × e
–0.18

) and CU152.20 (CU100 × e
0.42

) approximately two-thirds of the time.  

B25  Factors to consider in estimating expected volatility include:  

(a)  implied volatility from traded share options on the entity’s shares, or other traded instruments of 
the entity that include option features (such as convertible debt), if any.  

(b)  the historical volatility of the share price over the most recent period that is generally 

commensurate with the expected term of the option (taking into account the remaining 

contractual life of the option and the effects of expected early exercise).  

 (c)  the length of time an entity’s shares have been publicly traded. A newly listed entity might have 
a high historical volatility, compared with similar entities that have been listed longer. Further 

guidance for newly listed entities is given below.  

(d)  the tendency of volatility to revert to its mean, ie its long-term average level, and other factors 

indicating that expected future volatility might differ from past volatility. For example, if an 

entity’s share price was extraordinarily volatile for some identifiable period of time because of a 

failed takeover bid or a major restructuring, that period could be disregarded in computing 
historical average annual volatility.  

(e)  appropriate and regular intervals for price observations. The price observations should be 

consistent from period to period. For example, an entity might use the closing price for each 

week or the highest price for the week, but it should not use the closing price for some weeks and 

the highest price for other weeks. Also, the price observations should be expressed in the same 
currency as the exercise price.  
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Newly listed entities  

B26  As noted in paragraph B25, an entity should consider historical volatility of the share price over the most 

recent period that is generally commensurate with the expected option term. If a newly listed entity does 
not have sufficient information on historical volatility, it should nevertheless compute historical volatility 

for the longest period for which trading activity is available. It could also consider the historical volatility 

of similar entities following a comparable period in their lives. For example, an entity that has been listed 

for only one year and grants options with an average expected life of five years might consider the pattern 
and level of historical volatility of entities in the same industry for the first six years in which the shares of 

those entities were publicly traded.  

Unlisted entities  

B27  An unlisted entity will not have historical information to consider when estimating expected volatility. 
Some factors to consider instead are set out below.  

B28  In some cases, an unlisted entity that regularly issues options or shares to employees (or other parties) 
might have set up an internal market for its shares. The volatility of those share prices could be considered 
when estimating expected volatility.  

B29  Alternatively, the entity could consider the historical or implied volatility of similar listed entities, for 

which share price or option price information is available, to use when estimating expected volatility. This 

would be appropriate if the entity has based the value of its shares on the share prices of similar listed 
entities.  

B30  If the entity has not based its estimate of the value of its shares on the share prices of similar listed entities, 
and has instead used another valuation methodology to value its shares, the entity could derive an estimate 

of expected volatility consistent with that valuation methodology. For example, the entity might value its 
shares on a net asset or earnings basis. It could consider the expected volatility of those net asset values or 
earnings.  

Expected dividends  

B31  Whether expected dividends should be taken into account when measuring the fair value of shares or 

options granted depends on whether the counterparty is entitled to dividends or dividend equivalents.  

B32  For example, if employees were granted options and are entitled to dividends on the underlying shares or 

dividend equivalents (which might be paid in cash or applied to reduce the exercise price) between grant 
date and exercise date, the options granted should be valued as if no dividends will be paid on the 

underlying shares, ie the input for expected dividends should be zero.  

B33  Similarly, when the grant date fair value of shares granted to employees is estimated, no adjustment is 

required for expected dividends if the employee is entitled to receive dividends paid during the vesting 

period.  

B34  Conversely, if the employees are not entitled to dividends or dividend equivalents during the vesting 

period (or before exercise, in the case of an option), the grant date valuation of the rights to shares or 
options should take expected dividends into account. That is to say, when the fair value of an option grant 

is estimated, expected dividends should be included in the application of an option pricing model. When 

the fair value of a share grant is estimated, that valuation should be reduced by the present value of 

dividends expected to be paid during the vesting period.  

B35  Option pricing models generally call for expected dividend yield. However, the models may be modified 
to use an expected dividend amount rather than a yield. An entity may use either its expected yield or its 

expected payments. If the entity uses the latter, it should consider its historical pattern of increases in 
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dividends. For example, if an entity’s policy has generally been to increase dividends by approximately 3 

per cent per year, its estimated option value should not assume a fixed dividend amount throughout the 

option’s life unless there is evidence that supports that assumption.  

B36  Generally, the assumption about expected dividends should be based on publicly available information. An 
entity that does not pay dividends and has no plans to do so should assume an expected dividend yield of 
zero. However, an emerging entity with no history of paying dividends might expect to begin paying 

dividends during the expected lives of its employee share options. Those entities could use an average of 

their past dividend yield (zero) and the mean dividend yield of an appropriately comparable peer group.  

Risk-free interest rate  

B37  Typically, the risk-free interest rate is the implied yield currently available on zero-coupon government 
issues of the country in whose currency the exercise price is expressed, with a remaining term equal to the 

expected term of the option being valued (based on the option’s remaining contractual life and taking into 

account the effects of expected early exercise). It may be necessary to use an appropriate substitute, if no 
such government issues exist or circumstances indicate that the implied yield on zero-coupon government 

issues is not representative of the risk-free interest rate (for example, in high inflation economies). Also, an 

appropriate substitute should be used if market participants would typically determine the risk-free interest 

rate by using that substitute, rather than the implied yield of zero-coupon government issues, when 
estimating the fair value of an option with a life equal to the expected term of the option being valued.  
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Capital structure effects  

B38  Typically, third parties, not the entity, write traded share options. When these share options are exercised, 

the writer delivers shares to the option holder. Those shares are acquired from existing shareholders. 
Hence the exercise of traded share options has no dilutive effect.  

B39  In contrast, if share options are written by the entity, new shares are issued when those share options are 

exercised (either actually issued or issued in substance, if shares previously repurchased and held in 

treasury are used). Given that the shares will be issued at the exercise price rather than the current market 

price at the date of exercise, this actual or potential dilution might reduce the share price, so that the option 
holder does not make as large a gain on exercise as on exercising an otherwise similar traded option that 

does not dilute the share price.  

B40  Whether this has a significant effect on the value of the share options granted depends on various factors, 

such as the number of new shares that will be issued on exercise of the options compared with the number 

of shares already issued. Also, if the market already expects that the option grant will take place, the 
market may have already factored the potential dilution into the share price at the date of grant.  

B41  However, the entity should consider whether the possible dilutive effect of the future exercise of the share 
options granted might have an impact on their estimated fair value at grant date. Option pricing models can 
be adapted to take into account this potential dilutive effect.  

Modifications to equity-settled share-based payment arrangements  

B42  Paragraph 27 requires that, irrespective of any modifications to the terms and conditions on which the 
equity instruments were granted, or a cancellation or settlement of that grant of equity instruments, the 

entity should recognise, as a minimum, the services received measured at the grant date fair value of the 

equity instruments granted, unless those equity instruments do not vest because of failure to satisfy a 

vesting condition (other than a market condition) that was specified at grant date. In addition, the entity 
should recognise the effects of modifications that increase the total fair value of the share-based payment 

arrangement or are otherwise beneficial to the employee.  

B43  To apply the requirements of paragraph 27:  

(a)  if the modification increases the fair value of the equity instruments granted (eg by reducing the 

exercise price), measured immediately before and after the modification, the entity shall include 

the incremental fair value granted in the measurement of the amount recognised for services 

received as consideration for the equity instruments granted. The incremental fair value granted 
is the difference between the fair value of the modified equity instrument and that of the original 

equity instrument, both estimated as at the date of the modification. If the modification occurs 

during the vesting period, the incremental fair value granted is included in the measurement of 
the amount recognised for services received over the period from the modification date until the 

date when the modified equity instruments vest, in addition to the amount based on the grant date 

fair value of the original equity instruments, which is recognised over the remainder of the 

original vesting period. If the modification occurs after vesting date, the incremental fair value 
granted is recognised immediately, or over the vesting period if the employee is required to 

complete an additional period of service before becoming unconditionally entitled to those 

modified equity instruments.  

(b)  similarly, if the modification increases the number of equity instruments granted, the entity shall 

include the fair value of the additional equity instruments granted, measured at the date of the 
modification, in the measurement of the amount recognised for services received as 

consideration for the equity instruments granted, consistently with the requirements in (a) above. 

For example, if the modification occurs during the vesting period, the fair value of the additional 
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equity instruments granted is included in the measurement of the amount recognised for services 

received over the period from the modification date until the date when the additional equity 

instruments vest, in addition to the amount based on the grant date fair value of the equity 

instruments originally granted, which is recognised over the remainder of the original vesting 
period.  

(c)  if the entity modifies the vesting conditions in a manner that is beneficial to the employee, for 

example, by reducing the vesting period or by modifying or eliminating a performance condition 

(other than a market condition, changes to which are accounted for in accordance with (a) above), 

the entity shall take the modified vesting conditions into account when applying the requirements 
of paragraphs 19–21.  

B44  Furthermore, if the entity modifies the terms or conditions of the equity instruments granted in a manner 

that reduces the total fair value of the share-based payment arrangement, or is not otherwise beneficial to 

the employee, the entity shall nevertheless continue to account for the services received as consideration 

for the equity instruments granted as if that modification had not occurred (other than a cancellation of 
some or all the equity instruments granted, which shall be accounted for in accordance with paragraph 28). 

For example:  

(a)  if the modification reduces the fair value of the equity instruments granted, measured 

immediately before and after the modification, the entity shall not take into account that decrease 

in fair value and shall continue to measure the amount recognised for services received as 
consideration for the equity instruments based on the grant date fair value of the equity 

instruments granted.  

(b)  if the modification reduces the number of equity instruments granted to an employee, that 
reduction shall be accounted for as a cancellation of that portion of the grant, in accordance with 

the requirements of paragraph 28.  

(c)  if the entity modifies the vesting conditions in a manner that is not beneficial to the employee, 

for example, by increasing the vesting period or by modifying or adding a performance condition 
(other than a market condition, changes to which are accounted for in accordance with (a) above), 

the entity shall not take the modified vesting conditions into account when applying the 

requirements of paragraphs 19–21.  
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Myanmar Financial Reporting Standard 3 Business Combinations  

Objective  

1  The objective of this MFRS is to improve the relevance, reliability and comparability of the information 

that a reporting entity provides in its financial statement about a business combination and its effects. To 
accomplish that, this MFRS establishes principles and requirements for how the acquirer:  

(a)  recognises and measures in its financial statements the identifiable assets acquired, the liabilities 
assumed and any non-controlling interest in the acquiree;  

(b)  recognises and measures the goodwill acquired in the business combination or a gain from a 

bargain purchase; and  

(c)  determines what information to disclose to enable users of the financial statements to evaluate 
the nature and financial effects of the business combination.  

Scope  

2  This MFRS applies to a transaction or other event that meets the definition of a business combination. This 

MFRS does not apply to:  

(a)  the formation of a joint venture.  

(b)  the acquisition of an asset or a group of assets that does not constitute a business. In such cases 

the acquirer shall identify and recognise the individual identifiable assets acquired (including 

those assets that meet the definition of, and recognition criteria for, intangible assets in MAS 38 
Intangible Assets) and liabilities assumed. The cost of the group shall be allocated to the 

individual identifiable assets and liabilities on the basis of their relative fair values at the date of 

purchase. Such a transaction or event does not give rise to goodwill.  

(c)  a combination of entities or businesses under common control (paragraphs B1–B4 provide 

related application guidance).  

Identifying a business combination  

3  An entity shall determine whether a transaction or other event is a business combination by 

applying the definition in this MFRS, which requires that the assets acquired and liabilities assumed 

constitute a business. If the assets acquired are not a business, the reporting entity shall account for 

the transaction or other event as an asset acquisition. Paragraphs B5–B12 provide guidance on 

identifying a business combination and the definition of a business.  

The acquisition method  

4  An entity shall account for each business combination by applying the acquisition method.  

5  Applying the acquisition method requires:  

(a)  identifying the acquirer;  

(b)  determining the acquisition date;  

(c)  recognising and measuring the identifiable assets acquired, the liabilities assumed and any non-
controlling interest in the acquiree; and  
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(d)  recognising and measuring goodwill or a gain from a bargain purchase.  

 

Identifying the acquirer  

6  For each business combination, one of the combining entities shall be identified as the acquirer.  

7  The guidance in MAS 27 Consolidated and Separate Financial Statements shall be used to identify the 

acquirer—the entity that obtains control of the acquiree. If a business combination has occurred but 

applying the guidance in MAS 27 does not clearly indicate which of the combining entities is the acquirer, 
the factors in paragraphs B14–B18 shall be considered in making that determination.  

Determining the acquisition date  

8  The acquirer shall identify the acquisition date, which is the date on which it obtains control of the 

acquiree.  

9  The date on which the acquirer obtains control of the acquiree is generally the date on which the acquirer 
legally transfers the consideration, acquires the assets and assumes the liabilities of the acquiree—the 
closing date. However, the acquirer might obtain control on a date that is either earlier or later than the 

closing date. For example, the acquisition date precedes the closing date if a written agreement provides 

that the acquirer obtains control of the acquiree on a date before the closing date. An acquirer shall 

consider all pertinent facts and circumstances in identifying the acquisition date.  

Recognising and measuring the identifiable assets acquired, the liabilities assumed and any non-
controlling interest in the acquiree  

Recognition principle  

10  As of the acquisition date, the acquirer shall recognise, separately from goodwill, the identifiable 

assets acquired, the liabilities assumed and any non-controlling interest in the acquiree. Recognition 

of identifiable assets acquired and liabilities assumed is subject to the conditions specified in 

paragraphs 11 and 12.  

Recognition conditions  

11  To qualify for recognition as part of applying the acquisition method, the identifiable assets acquired and 

liabilities assumed must meet the definitions of assets and liabilities in the Framework for the Preparation 
and Presentation of Financial Statements at the acquisition date. For example, costs the acquirer expects 

but is not obliged to incur in the future to effect its plan to exit an activity of an acquiree or to terminate 

the employment of or relocate an acquiree’s employees are not liabilities at the acquisition date. Therefore, 
the acquirer does not recognise those costs as part of applying the acquisition method. Instead, the acquirer 

recognises those costs in its post-combination financial statements in accordance with other MFRSs.  

12  In addition, to qualify for recognition as part of applying the acquisition method, the identifiable assets 

acquired and liabilities assumed must be part of what the acquirer and the acquiree (or its former owners) 

exchanged in the business combination transaction rather than the result of separate transactions. The 

acquirer shall apply the guidance in paragraphs 51–53 to determine which assets acquired or liabilities 
assumed are part of the exchange for the acquiree and which, if any, are the result of separate transactions 

to be accounted for in accordance with their nature and the applicable MFRSs.  
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13  The acquirer’s application of the recognition principle and conditions may result in recognising some 

assets and liabilities that the acquiree had not previously recognised as assets and liabilities in its financial 

statements. For example, the acquirer recognises the acquired identifiable intangible assets, such as a 

brand name, a patent or a customer relationship, that the acquiree did not recognise as assets in its financial 
statements because it developed them internally and charged the related costs to expense.  

14  Paragraphs B28–B40 provide guidance on recognising operating leases and intangible assets. Paragraphs 

22–28 specify the types of identifiable assets and liabilities that include items for which this MFRS 

provides limited exceptions to the recognition principle and conditions.  

Classifying or designating identifiable assets acquired and liabilities assumed in a business combination  

15  At the acquisition date, the acquirer shall classify or designate the identifiable assets acquired and 

liabilities assumed as necessary to apply other MFRSs subsequently. The acquirer shall make those 

classifications or designations on the basis of the contractual terms, economic conditions, its 

operating or accounting policies and other pertinent conditions as they exist at the acquisition date. 

16  In some situations, MFRSs provide for different accounting depending on how an entity classifies or 

designates a particular asset or liability. Examples of classifications or designations that the acquirer shall 
make on the basis of the pertinent conditions as they exist at the acquisition date include but are not 
limited to:  

(a)  classification of particular financial assets and liabilities as a financial asset or liability at fair 

value through profit or loss, or as a financial asset available for sale or held to maturity, in 

accordance with MAS 39 Financial Instruments: Recognition and Measurement;  

(b)  designation of a derivative instrument as a hedging instrument in accordance with MAS 39; and  

(c)  assessment of whether an embedded derivative should be separated from the host contract in 
accordance with MAS 39 (which is a matter of ‘classification’ as this MFRS uses that term).  

17  This MFRS provides two exceptions to the principle in paragraph 15:  

(a)  classification of a lease contract as either an operating lease or a finance lease in accordance with 

MAS 17 Leases; and  

(b)  classification of a contract as an insurance contract in accordance with MFRS 4 Insurance 
Contracts.  

The acquirer shall classify those contracts on the basis of the contractual terms and other factors at the 

inception of the contract (or, if the terms of the contract have been modified in a manner that would 
change its classification, at the date of that modification, which might be the acquisition date).  

Measurement principle  

18  The acquirer shall measure the identifiable assets acquired and the liabilities assumed at their 

acquisition-date fair values.  

19  For each business combination, the acquirer shall measure any non-controlling interest in the acquiree 

either at fair value or at the non-controlling interest’s proportionate share of the acquiree’s identifiable net 
assets.  

20  Paragraphs B41–B45 provide guidance on measuring the fair value of particular identifiable assets and a 

non-controlling interest in an acquiree. Paragraphs 24–31 specify the types of identifiable assets and 

liabilities that include items for which this MFRS provides limited exceptions to the measurement 

principle.  
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Exceptions to the recognition or measurement principles  

21  This MFRS provides limited exceptions to its recognition and measurement principles. Paragraphs 22–31 

specify both the particular items for which exceptions are provided and the nature of those exceptions. The 
acquirer shall account for those items by applying the requirements in paragraphs 22–31, which will result 

in some items being:  

(a)  recognised either by applying recognition conditions in addition to those in paragraphs 11 and 12 

or by applying the requirements of other MFRSs, with results that differ from applying the 

recognition principle and conditions.  

(b)  measured at an amount other than their acquisition-date fair values.  

 

Exception to the recognition principle  

Contingent liabilities  

22  MAS 37 Provisions, Contingent Liabilities and Contingent Assets defines a contingent liability as:  

(a)  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 entity; or  

(b)  a present obligation that arises from past events but is not recognised because:  

(i)  it is not probable that an outflow of resources embodying economic benefits will be 
required to settle the obligation; or  

(ii)  the amount of the obligation cannot be measured with sufficient reliability.  

23  The requirements in MAS 37 do not apply in determining which contingent liabilities to recognise as of 

the acquisition date. Instead, the acquirer shall recognise as of the acquisition date a contingent liability 
assumed in a business combination if it is a present obligation that arises from past events and its fair value 

can be measured reliably. Therefore, contrary to MAS 37, the acquirer recognises a contingent liability 

assumed in a business combination at the acquisition date even if it is not probable that an outflow of 
resources embodying economic benefits will be required to settle the obligation. Paragraph 56 provides 

guidance on the subsequent accounting for contingent liabilities.  

Exceptions to both the recognition and measurement principles  

Income taxes  

24  The acquirer shall recognise and measure a deferred tax asset or liability arising from the assets acquired 

and liabilities assumed in a business combination in accordance with MAS 12 Income Taxes.  

25  The acquirer shall account for the potential tax effects of temporary differences and carryforwards of an 

acquiree that exist at the acquisition date or arise as a result of the acquisition in accordance with MAS 12.  

Employee benefits  

26  The acquirer shall recognise and measure a liability (or asset, if any) related to the acquiree’s employee 
benefit arrangements in accordance with MAS 19 Employee Benefits.  

Indemnification assets  
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27  The seller in a business combination may contractually indemnify the acquirer for the outcome of a 

contingency or uncertainty related to all or part of a specific asset or liability. For example, the seller may 

indemnify the acquirer against losses above a specified amount on a liability arising from a particular 

contingency; in other words, the seller will guarantee that the acquirer’s liability will not exceed a 
specified amount. As a result, the acquirer obtains an indemnification asset. The acquirer shall recognise 

an indemnification asset at the same time that it recognises the indemnified item measured on the same 
basis as the indemnified item, subject to the need for a valuation allowance for uncollectible amounts. 
Therefore, if the indemnification relates to an asset or a liability that is recognised at the acquisition date 

and measured at its acquisition-date fair value, the acquirer shall recognise the indemnification asset at the 

acquisition date measured at its acquisition-date fair value. For an indemnification asset measured at fair 

value, the effects of uncertainty about future cash flows because of collectibility considerations are 
included in the fair value measure and a separate valuation allowance is not necessary (paragraph B41 

provides related application guidance).  

28  In some circumstances, the indemnification may relate to an asset or a liability that is an exception to the 

recognition or measurement principles. For example, an indemnification may relate to a contingent 

liability that is not recognised at the acquisition date because its fair value is not reliably measurable at that 
date. Alternatively, an indemnification may relate to an asset or a liability, for example, one that results 

from an employee benefit, that is measured on a basis other than acquisition-date fair value. In those 

circumstances, the indemnification asset shall be recognised and measured using assumptions consistent 

with those used to measure the indemnified item, subject to management’s assessment of the collectibility 
of the indemnification asset and any contractual limitations on the indemnified amount. Paragraph 57 

provides guidance on the subsequent accounting for an indemnification asset.  

Exceptions to the measurement principle  

Reacquired rights  

29  The acquirer shall measure the value of a reacquired right recognised as an intangible asset on the basis of 

the remaining contractual term of the related contract regardless of whether market participants would 
consider potential contractual renewals in determining its fair value. Paragraphs B35 and B36 provide 
related application guidance.  

Share-based payment awards  

30  The acquirer shall measure a liability or an equity instrument related to the replacement of an acquiree’s 

share-based payment awards with share-based payment awards of the acquirer in accordance with the 

method in MFRS 2 Share-based Payment. (This MFRS refers to the result of that method as the ‘market-
based measure’ of the award.)  

Assets held for sale  

31  The acquirer shall measure an acquired non-current asset (or disposal group) that is classified as held for 

sale at the acquisition date in accordance with MFRS 5 Non-current Assets Held for Sale and Discontinued 
Operations at fair value less costs to sell in accordance with paragraphs 15–18 of that MFRS.  

Recognising and measuring goodwill or a gain from a bargain purchase  

32  The acquirer shall recognise goodwill as of the acquisition date measured as the excess of (a) over (b) 
below:  

(a)  the aggregate of:  

(i)  the consideration transferred measured in accordance with this MFRS, which 

generally requires acquisition-date fair value (see paragraph 37);  
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(ii)  the amount of any non-controlling interest in the acquiree measured in 

accordance with this MFRS; and  

(iii)  in a business combination achieved in stages (see paragraphs 41 and 42), the 

acquisition-date fair value of the acquirer’s previously held equity interest in the 

acquiree.  

(b)  the net of the acquisition-date amounts of the identifiable assets acquired and the liabilities 

assumed measured in accordance with this MFRS.  

33  In a business combination in which the acquirer and the acquiree (or its former owners) exchange only 
equity interests, the acquisition-date fair value of the acquiree’s equity interests may be more reliably 

measurable than the acquisition-date fair value of the acquirer’s equity interests. If so, the acquirer shall 

determine the amount of goodwill by using the acquisition-date fair value of the acquiree’s equity interests 

instead of the acquisition-date fair value of the equity interests transferred. To determine the amount of 
goodwill in a business combination in which no consideration is transferred, the acquirer shall use the 

acquisition-date fair value of the acquirer’s interest in the acquiree determined using a valuation technique 

in place of the acquisition-date fair value of the consideration transferred (paragraph 32(a)(i)). Paragraphs 

B46–B49 provide related application guidance.  

Bargain purchases  

34  Occasionally, an acquirer will make a bargain purchase, which is a business combination in which the 

amount in paragraph 32(b) exceeds the aggregate of the amounts specified in paragraph 32(a). If that 

excess remains after applying the requirements in paragraph 36, the acquirer shall recognise the resulting 
gain in profit or loss on the acquisition date. The gain shall be attributed to the acquirer.  

35  A bargain purchase might happen, for example, in a business combination that is a forced sale in which 
the seller is acting under compulsion. However, the recognition or measurement exceptions for particular 

items discussed in paragraphs 22–31 may also result in recognising a gain (or change the amount of a 
recognised gain) on a bargain purchase.  

36  Before recognising a gain on a bargain purchase, the acquirer shall reassess whether it has correctly 

identified all of the assets acquired and all of the liabilities assumed and shall recognise any additional 
assets or liabilities that are identified in that review. The acquirer shall then review the procedures used to 

measure the amounts this MFRS requires to be recognised at the acquisition date for all of the following:  

(a)  the identifiable assets acquired and liabilities assumed;  

(b)  the non-controlling interest in the acquiree, if any;  

(c)  for a business combination achieved in stages, the acquirer’s previously held equity interest in 
the acquiree; and  

(d)  the consideration transferred.  

The objective of the review is to ensure that the measurements appropriately reflect consideration of all 
available information as of the acquisition date.  

Consideration transferred  

37  The consideration transferred in a business combination shall be measured at fair value, which shall be 

calculated as the sum of the acquisition-date fair values of the assets transferred by the acquirer, the 
liabilities incurred by the acquirer to former owners of the acquiree and the equity interests issued by the 

acquirer. (However, any portion of the acquirer’s share-based payment awards exchanged for awards held 

by the acquiree’s employees that is included in consideration transferred in the business combination shall 
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be measured in accordance with paragraph 30 rather than at fair value.) Examples of potential forms of 

consideration include cash, other assets, a business or a subsidiary of the acquirer, contingent 

consideration, ordinary or preference equity instruments, options, warrants and member interests of 

mutual entities.  

38  The consideration transferred may include assets or liabilities of the acquirer that have carrying amounts 
that differ from their fair values at the acquisition date (for example, non-monetary assets or a business of 

the acquirer). If so, the acquirer shall remeasure the transferred assets or liabilities to their fair values as of 

the acquisition date and recognise the resulting gains or losses, if any, in profit or loss. However, 

sometimes the transferred assets or liabilities remain within the combined entity after the business 
combination (for example, because the assets or liabilities were transferred to the acquiree rather than to its 

former owners), and the acquirer therefore retains control of them. In that situation, the acquirer shall 

measure those assets and liabilities at their carrying amounts immediately before the acquisition date and 
shall not recognise a gain or loss in profit or loss on assets or liabilities it controls both before and after the 

business combination.  

Contingent consideration  

39  The consideration the acquirer transfers in exchange for the acquiree includes any asset or liability 

resulting from a contingent consideration arrangement (see paragraph 37). The acquirer shall recognise the 
acquisition-date fair value of contingent consideration as part of the consideration transferred in exchange 
for the acquiree.  

40  The acquirer shall classify an obligation to pay contingent consideration as a liability or as equity on the 

basis of the definitions of an equity instrument and a financial liability in paragraph 11 of MAS 32 

Financial Instruments: Presentation, or other applicable MFRSs. The acquirer shall classify as an asset a 
right to the return of previously transferred consideration if specified conditions are met. Paragraph 58 

provides guidance on the subsequent accounting for contingent consideration.  

 

Additional guidance for applying the acquisition method to particular types of business 

combinations  

A business combination achieved in stages  

41  An acquirer sometimes obtains control of an acquiree in which it held an equity interest immediately 
before the acquisition date. For example, on 31 December 20X1, Entity A holds a 35 per cent non-

controlling equity interest in Entity B. On that date, Entity A purchases an additional 40 per cent interest in 

Entity B, which gives it control of Entity B. This MFRS refers to such a transaction as a business 

combination achieved in stages, sometimes also referred to as a step acquisition.  

42  In a business combination achieved in stages, the acquirer shall remeasure its previously held equity 
interest in the acquiree at its acquisition-date fair value and recognise the resulting gain or loss, if any, in 

profit or loss. In prior reporting periods, the acquirer may have recognised changes in the value of its 

equity interest in the acquiree in other comprehensive income (for example, because the investment was 

classified as available for sale). If so, the amount that was recognised in other comprehensive income shall 
be recognised on the same basis as would be required if the acquirer had disposed directly of the 
previously held equity interest.  

A business combination achieved without the transfer of consideration  
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43  An acquirer sometimes obtains control of an acquiree without transferring consideration. The acquisition 

method of accounting for a business combination applies to those combinations. Such circumstances 

include:  

(a)  The acquiree repurchases a sufficient number of its own shares for an existing investor (the 
acquirer) to obtain control.  

(b)  Minority veto rights lapse that previously kept the acquirer from controlling an acquiree in which 

the acquirer held the majority voting rights.  

(c)  The acquirer and acquiree agree to combine their businesses by contract alone. The acquirer 
transfers no consideration in exchange for control of an acquiree and holds no equity interests in 

the acquiree, either on the acquisition date or previously. Examples of business combinations 

achieved by contract alone include bringing two businesses together in a stapling arrangement or 

forming a dual listed corporation.  

44  In a business combination achieved by contract alone, the acquirer shall attribute to the owners of the 

acquiree the amount of the acquiree’s net assets recognised in accordance with this MFRS. In other words, 
the equity interests in the acquiree held by parties other than the acquirer are a non-controlling interest in 

the acquirer’s post-combination financial statements even if the result is that all of the equity interests in 

the acquiree are attributed to the non-controlling interest.  

Measurement period  

45  If the initial accounting for a business combination is incomplete by the end of the reporting period 

in which the combination occurs, the acquirer shall report in its financial statements provisional 

amounts for the items for which the accounting is incomplete. During the measurement period, the 

acquirer shall retrospectively adjust the provisional amounts recognised at the acquisition date to 

reflect new information obtained about facts and circumstances that existed as of the acquisition 

date and, if known, would have affected the measurement of the amounts recognised as of that date. 

During the measurement period, the acquirer shall also recognise additional assets or liabilities if 

new information is obtained about facts and circumstances that existed as of the acquisition date 

and, if known, would have resulted in the recognition of those assets and liabilities as of that date. 

The measurement period ends as soon as the acquirer receives the information it was seeking about 

facts and circumstances that existed as of the acquisition date or learns that more information is not 

obtainable. However, the measurement period shall not exceed one year from the acquisition date.  

46  The measurement period is the period after the acquisition date during which the acquirer may adjust the 

provisional amounts recognised for a business combination. The measurement period provides the acquirer 

with a reasonable time to obtain the information necessary to identify and measure the following as of the 
acquisition date in accordance with the requirements of this MFRS:  

(a)  the identifiable assets acquired, liabilities assumed and any non-controlling interest in the 

acquiree;  

(b)  the consideration transferred for the acquiree (or the other amount used in measuring goodwill);  

(c)  in a business combination achieved in stages, the equity interest in the acquiree previously held 
by the acquirer; and  

(d)  the resulting goodwill or gain on a bargain purchase.  

47 The acquirer shall consider all pertinent factors in determining whether information obtained after the 
acquisition date should result in an adjustment to the provisional amounts recognised or whether that 

information results from events that occurred after the acquisition date. Pertinent factors include the date 

when additional information is obtained and whether the acquirer can identify a reason for a change to 

provisional amounts. Information that is obtained shortly after the acquisition date is more likely to reflect 
circumstances that existed at the acquisition date than is information obtained several months later. For 
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example, unless an intervening event that changed its fair value can be identified, the sale of an asset to a 

third party shortly after the acquisition date for an amount that differs significantly from its provisional fair 

value determined at that date is likely to indicate an error in the provisional amount.  

48  The acquirer recognises an increase (decrease) in the provisional amount recognised for an identifiable 
asset (liability) by means of a decrease (increase) in goodwill. However, new information obtained during 
the measurement period may sometimes result in an adjustment to the provisional amount of more than 

one asset or liability. For example, the acquirer might have assumed a liability to pay damages related to 

an accident in one of the acquiree’s facilities, part or all of which are covered by the acquiree’s liability 

insurance policy. If the acquirer obtains new information during the measurement period about the 
acquisition-date fair value of that liability, the adjustment to goodwill resulting from a change to the 

provisional amount recognised for the liability would be offset (in whole or in part) by a corresponding 

adjustment to goodwill resulting from a change to the provisional amount recognised for the claim 
receivable from the insurer.  

49  During the measurement period, the acquirer shall recognise adjustments to the provisional amounts as if 
the accounting for the business combination had been completed at the acquisition date. Thus, the acquirer 

shall revise comparative information for prior periods presented in financial statements as needed, 

including making any change in depreciation, amortisation or other income effects recognised in 

completing the initial accounting.  

50  After the measurement period ends, the acquirer shall revise the accounting for a business combination 
only to correct an error in accordance with MAS 8 Accounting Policies, Changes in Accounting Estimates 

and Errors.  

Determining what is part of the business combination transaction  

51  The acquirer and the acquiree may have a pre-existing relationship or other arrangement before 

negotiations for the business combination began, or they may enter into an arrangement during the 

negotiations that is separate from the business combination. In either situation, the acquirer shall 

identify any amounts that are not part of what the acquirer and the acquiree (or its former owners) 

exchanged in the business combination, ie amounts that are not part of the exchange for the 

acquiree. The acquirer shall recognise as part of applying the acquisition method only the 

consideration transferred for the acquiree and the assets acquired and liabilities assumed in the 

exchange for the acquiree. Separate transactions shall be accounted for in accordance with the 

relevant MFRSs.  

52  A transaction entered into by or on behalf of the acquirer or primarily for the benefit of the acquirer or the 
combined entity, rather than primarily for the benefit of the acquiree (or its former owners) before the 

combination, is likely to be a separate transaction. The following are examples of separate transactions that 

are not to be included in applying the acquisition method:  

(a)  a transaction that in effect settles pre-existing relationships between the acquirer and acquiree;  

(b)  a transaction that remunerates employees or former owners of the acquiree for future services; 

and  

(c)  a transaction that reimburses the acquiree or its former owners for paying the acquirer’s 

acquisition-related costs.  

Paragraphs B50–B62 provide related application guidance.  

Acquisition-related costs  
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53  Acquisition-related costs are costs the acquirer incurs to effect a business combination. Those costs 

include finder’s fees; advisory, legal, accounting, valuation and other professional or consulting fees; 

general administrative costs, including the costs of maintaining an internal acquisitions department; and 

costs of registering and issuing debt and equity securities. The acquirer shall account for acquisition-
related costs as expenses in the periods in which the costs are incurred and the services are received, with 

one exception. The costs to issue debt or equity securities shall be recognised in accordance with MAS 32 
and MAS 39.  

Subsequent measurement and accounting  

54  In general, an acquirer shall subsequently measure and account for assets acquired, liabilities 

assumed or incurred and equity instruments issued in a business combination in accordance with 

other applicable MFRSs for those items, depending on their nature. However, this MFRS provides 

guidance on subsequently measuring and accounting for the following assets acquired, liabilities 

assumed or incurred and equity instruments issued in a business combination:  

(a)  reacquired rights;  

(b)  contingent liabilities recognised as of the acquisition date;  

(c)  indemnification assets; and  

(d)  contingent consideration.  

Paragraph B63 provides related application guidance.  

Reacquired rights  

55  A reacquired right recognised as an intangible asset shall be amortised over the remaining contractual 

period of the contract in which the right was granted. An acquirer that subsequently sells a reacquired right 

to a third party shall include the carrying amount of the intangible asset in determining the gain or loss on 
the sale.  

Contingent liabilities  

56  After initial recognition and until the liability is settled, cancelled or expires, the acquirer shall measure a 

contingent liability recognised in a business combination at the higher of:  

(a)  the amount that would be recognised in accordance with MAS 37; and  

(b)  the amount initially recognised less, if appropriate, cumulative amortisation recognised in 

accordance with MAS 18 Revenue.  

This requirement does not apply to contracts accounted for in accordance with MAS 39.  

Indemnification assets  

57  At the end of each subsequent reporting period, the acquirer shall measure an indemnification asset that 
was recognised at the acquisition date on the same basis as the indemnified liability or asset, subject to any 

contractual limitations on its amount and, for an indemnification asset that is not subsequently measured at 

its fair value, management’s assessment of the collectibility of the indemnification asset. The acquirer 

shall derecognise the indemnification asset only when it collects the asset, sells it or otherwise loses the 
right to it.  

Contingent consideration  
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58  Some changes in the fair value of contingent consideration that the acquirer recognises after the 

acquisition date may be the result of additional information that the acquirer obtained after that date about 

facts and circumstances that existed at the acquisition date. Such changes are measurement period 

adjustments in accordance with paragraphs 45–49. However, changes resulting from events after the 
acquisition date, such as meeting an earnings target, reaching a specified share price or reaching a 

milestone on a research and development project, are not measurement period adjustments. The acquirer 
shall account for changes in the fair value of contingent consideration that are not measurement period 
adjustments as follows:  

(a)  Contingent consideration classified as equity shall not be remeasured and its subsequent 
settlement shall be accounted for within equity.  

(b)  Contingent consideration classified as an asset or a liability that:  

(i)  is a financial instrument and is within the scope of MAS 39 shall be measured at fair 
value, with any resulting gain or loss recognised either in profit or loss or in other 

comprehensive income in accordance with that MFRS.  

(ii)  is not within the scope of MAS 39 shall be accounted for in accordance with MAS 37 

or other MFRSs as appropriate.  

Disclosures  

59  The acquirer shall disclose information that enables users of its financial statements to evaluate the 

nature and financial effect of a business combination that occurs either:  

(a) during the current reporting period; or  

(b) after the end of the reporting period but before the financial statements are authorised for issue.  

60  To meet the objective in paragraph 59, the acquirer shall disclose the information specified in paragraphs 

B64—B66.  

61  The acquirer shall disclose information that enables users of its financial statements to evaluate the 

financial effects of adjustments recognised in the current reporting period that relate to business 

combinations that occurred in the period or previous reporting periods.  

62  To meet the objective in paragraph 61, the acquirer shall disclose the information specified in paragraph 

B67.  

63  If the specific disclosures required by this and other MFRSs do not meet the objectives set out in 
paragraphs 59 and 61, the acquirer shall disclose whatever additional information is necessary to meet 

those objectives.  
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Appendix A Defined terms  

This appendix is an integral part of the MFRS. 

acquiree  The business or businesses that the acquirer obtains 
control of in a business combination.  

acquirer  The entity that obtains control of the acquiree.  

acquisition date  The date on which the acquirer obtains control of the 
acquiree.  

business  An integrated set of activities and assets that is capable 

of being conducted and managed for the purpose of 
providing a return in the form of dividends, lower 

costs or other economic benefits directly to investors 

or other owners, members or participants.  

business combination  A transaction or other event in which an acquirer 

obtains control of one or more businesses. 

Transactions sometimes referred to as ‘true mergers’ 

or ‘mergers of equals’ are also business combinations 

as that term is used in this MFRS.  

contingent consideration  Usually, an obligation of the acquirer to transfer 
additional assets or equity interests to the former 
owners of an acquiree as part of the exchange for 

control of the acquiree if specified future events 

occur or conditions are met. However, contingent 

consideration also may give the acquirer the right to 
the return of previously transferred consideration if 

specified conditions are met.  

control  The power to govern the financial and operating 
policies of an entity so as to obtain benefits from its 

activities.  

equity interests  For the purposes of this MFRS, equity interests is used 
broadly to mean ownership interests of investor-owned 

entities and owner, member or participant interests of 

mutual entities.  

fair value  The amount for which an asset could be exchanged, or 

a liability settled, between knowledgeable, willing 

parties in an arm’s length transaction.  

goodwill  An asset representing the future economic benefits 

arising from other assets acquired in a business 

combination that are not individually identified and 

separately recognised.  
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identifiable  An asset is identifiable if it either:  

(a) is separable, ie capable of being separated or divided from 

the entity and sold, transferred, licensed, rented or 
exchanged, either individually or together with a 

related contract, identifiable asset or liability, 

regardless of whether the entity intends to do so; or  

(b) arises from contractual or other legal rights, regardless of 

whether those rights are transferable or separable from 
the entity or from other rights and obligations.  

intangible asset  An identifiable non-monetary asset without physical 
substance.  

mutual entity  An entity, other than an investor-owned entity, that 

provides dividends, lower costs or other economic 

benefits directly to its owners, members or 

participants. For example, a mutual insurance 
company, a credit union and a co-operative entity are 
all mutual entities.  

non-controlling interest  The equity in a subsidiary not attributable, directly or 
indirectly, to a parent.  

owners  For the purposes of this MFRS, owners is used 
broadly to include holders of equity interests of 
investor-owned entities and owners or members of, or 

participants in, mutual entities.  
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Appendix B Application guidance  

This appendix is an integral part of the MFRS.  

Business combinations of entities under common control (application of paragraph 2(c))  

B1  This MFRS does not apply to a business combination of entities or businesses under common control. A 

business combination involving entities or businesses under common control is a business combination in 

which all of the combining entities or businesses are ultimately controlled by the same party or parties 

both before and after the business combination, and that control is not transitory.  

B2  A group of individuals shall be regarded as controlling an entity when, as a result of contractual 

arrangements, they collectively have the power to govern its financial and operating policies so as to 
obtain benefits from its activities. Therefore, a business combination is outside the scope of this MFRS 

when the same group of individuals has, as a result of contractual arrangements, ultimate collective power 

to govern the financial and operating policies of each of the combining entities so as to obtain benefits 
from their activities, and that ultimate collective power is not transitory.  

B3  An entity may be controlled by an individual or by a group of individuals acting together under a 
contractual arrangement, and that individual or group of individuals may not be subject to the financial 

reporting requirements of MFRSs. Therefore, it is not necessary for combining entities to be included as 
part of the same consolidated financial statements for a business combination to be regarded as one 
involving entities under common control.  

B4  The extent of non-controlling interests in each of the combining entities before and after the business 
combination is not relevant to determining whether the combination involves entities under common 

control. Similarly, the fact that one of the combining entities is a subsidiary that has been excluded from 

the consolidated financial statements is not relevant to determining whether a combination involves 
entities under common control.  

Identifying a business combination (application of paragraph 3)  

B5  This MFRS defines a business combination as a transaction or other event in which an acquirer obtains 
control of one or more businesses. An acquirer might obtain control of an acquiree in a variety of ways, for 

example:  

(a) by transferring cash, cash equivalents or other assets (including net assets that constitute a 

business);  

(b)  by incurring liabilities;  

(c)  by issuing equity interests;  

(d)  by providing more than one type of consideration; or  

(e)  without transferring consideration, including by contract alone (see paragraph 43).  

B6  A business combination may be structured in a variety of ways for legal, taxation or other reasons, which 
include but are not limited to:  

(a)  one or more businesses become subsidiaries of an acquirer or the net assets of one or more 
businesses are legally merged into the acquirer;  

(b)  one combining entity transfers its net assets, or its owners transfer their equity interests, to 
another combining entity or its owners;  
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(c)  all of the combining entities transfer their net assets, or the owners of those entities transfer their 

equity interests, to a newly formed entity (sometimes referred to as a roll-up or put-together 

transaction); or  

(d)  a group of former owners of one of the combining entities obtains control of the combined entity.  
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Definition of a business (application of paragraph 3)  

B7  A business consists of inputs and processes applied to those inputs that have the ability to create outputs. 

Although businesses usually have outputs, outputs are not required for an integrated set to qualify as a 

business. The three elements of a business are defined as follows:  

(a)  Input: Any economic resource that creates, or has the ability to create, outputs when one or 

more processes are applied to it. Examples include non-current assets (including intangible assets 
or rights to use non-current assets), intellectual property, the ability to obtain access to necessary 

materials or rights and employees.  

(b)  Process: Any system, standard, protocol, convention or rule that when applied to an input or 

inputs, creates or has the ability to create outputs. Examples include strategic management 

processes, operational processes and resource management processes. These processes typically 
are documented, but an organised workforce having the necessary skills and experience 

following rules and conventions may provide the necessary processes that are capable of being 

applied to inputs to create outputs. (Accounting, billing, payroll and other administrative systems 

typically are not processes used to create outputs.)  

(c)  Output: The result of inputs and processes applied to those inputs that provide or have the 

ability to provide a return in the form of dividends, lower costs or other economic benefits 
directly to investors or other owners, members or participants.  

B8  To be capable of being conducted and managed for the purposes defined, an integrated set of activities and 

assets requires two essential elements—inputs and processes applied to those inputs, which together are or 

will be used to create outputs. However, a business need not include all of the inputs or processes that the 

seller used in operating that business if market participants are capable of acquiring the business and 
continuing to produce outputs, for example, by integrating the business with their own inputs and 

processes.  

B9  The nature of the elements of a business varies by industry and by the structure of an entity’s operations 

(activities), including the entity’s stage of development. Established businesses often have many different 

types of inputs, processes and outputs, whereas new businesses often have few inputs and processes and 
sometimes only a single output (product). Nearly all businesses also have liabilities, but a business need 

not have liabilities.  

B10  An integrated set of activities and assets in the development stage might not have outputs. If not, the 

acquirer should consider other factors to determine whether the set is a business. Those factors include, but 
are not limited to, whether the set:  

(a)  has begun planned principal activities;  

(b)  has employees, intellectual property and other inputs and processes that could be applied to those 

inputs;  

(c)  is pursuing a plan to produce outputs; and  

(d)  will be able to obtain access to customers that will purchase the outputs.  

Not all of those factors need to be present for a particular integrated set of activities and assets in the 

development stage to qualify as a business.  

B11  Determining whether a particular set of assets and activities is a business should be based on whether the 

integrated set is capable of being conducted and managed as a business by a market participant. Thus, in 

evaluating whether a particular set is a business, it is not relevant whether a seller operated the set as a 
business or whether the acquirer intends to operate the set as a business.  
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B12  In the absence of evidence to the contrary, a particular set of assets and activities in which goodwill is 

present shall be presumed to be a business. However, a business need not have goodwill.  

Identifying the acquirer (application of paragraphs 6 and 7)  

B13  The guidance in MAS 27 Consolidated and Separate Financial Statements shall be used to identify the 

acquirer—the entity that obtains control of the acquiree. If a business combination has occurred but 

applying the guidance in MAS 27 does not clearly indicate which of the combining entities is the acquirer, 
the factors in paragraphs B14─B18 shall be considered in making that determination.  

B14  In a business combination effected primarily by transferring cash or other assets or by incurring liabilities, 
the acquirer is usually the entity that transfers the cash or other assets or incurs the liabilities.  

B15  In a business combination effected primarily by exchanging equity interests, the acquirer is usually the 

entity that issues its equity interests. However, in some business combinations, commonly called ‘reverse 

acquisitions’, the issuing entity is the acquiree. Paragraphs B19─B27 provide guidance on accounting for 

reverse acquisitions. Other pertinent facts and circumstances shall also be considered in identifying the 
acquirer in a business combination effected by exchanging equity interests, including:  

(a)  the relative voting rights in the combined entity after the business combination—The acquirer is 
usually the combining entity whose owners as a group retain or receive the largest portion of the 

voting rights in the combined entity. In determining which group of owners retains or receives 

the largest portion of the voting rights, an entity shall consider the existence of any unusual or 
special voting arrangements and options, warrants or convertible securities.  

(b)  the existence of a large minority voting interest in the combined entity if no other owner or 
organised group of owners has a significant voting interest—The acquirer is usually the 

combining entity whose single owner or organised group of owners holds the largest minority 
voting interest in the combined entity.  

(c)  the composition of the governing body of the combined entity—The acquirer is usually the 

combining entity whose owners have the ability to elect or appoint or to remove a majority of the 
members of the governing body of the combined entity.  

(d)  the composition of the senior management of the combined entity—The acquirer is usually the 

combining entity whose (former) management dominates the management of the combined 

entity.  

(e)  the terms of the exchange of equity interests—The acquirer is usually the combining entity that 

pays a premium over the pre-combination fair value of the equity interests of the other 

combining entity or entities.  

B16  The acquirer is usually the combining entity whose relative size (measured in, for example, assets, 
revenues or profit) is significantly greater than that of the other combining entity or entities.  

B17  In a business combination involving more than two entities, determining the acquirer shall include a 
consideration of, among other things, which of the combining entities initiated the combination, as well as 

the relative size of the combining entities.  

B18  A new entity formed to effect a business combination is not necessarily the acquirer. If a new entity is 

formed to issue equity interests to effect a business combination, one of the combining entities that existed 

before the business combination shall be identified as the acquirer by applying the guidance in paragraphs 
B13–B17. In contrast, a new entity that transfers cash or other assets or incurs liabilities as consideration 

may be the acquirer.  
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Reverse acquisitions  

B19  A reverse acquisition occurs when the entity that issues securities (the legal acquirer) is identified as the 

acquiree for accounting purposes on the basis of the guidance in paragraphs B13–B18. The entity whose 
equity interests are acquired (the legal acquiree) must be the acquirer for accounting purposes for the 

transaction to be considered a reverse acquisition. For example, reverse acquisitions sometimes occur 

when a private operating entity wants to become a public entity but does not want to register its equity 

shares. To accomplish that, the private entity will arrange for a public entity to acquire its equity interests 
in exchange for the equity interests of the public entity. In this example, the public entity is the legal 

acquirer because it issued its equity interests, and the private entity is the legal acquiree because its 

equity interests were acquired. However, application of the guidance in paragraphs B13–B18 results in 
identifying:  

(a)  the public entity as the acquiree for accounting purposes (the accounting acquiree); and  

(b)  the private entity as the acquirer for accounting purposes (the accounting acquirer).  

The accounting acquiree must meet the definition of a business for the transaction to be accounted for as a 

reverse acquisition, and all of the recognition and measurement principles in this MFRS, including the 
requirement to recognise goodwill, apply.  

Measuring the consideration transferred  

B20  In a reverse acquisition, the accounting acquirer usually issues no consideration for the acquiree. Instead, 

the accounting acquiree usually issues its equity shares to the owners of the accounting acquirer. 

Accordingly, the acquisition-date fair value of the consideration transferred by the accounting acquirer for 
its interest in the accounting acquiree is based on the number of equity interests the legal subsidiary would 

have had to issue to give the owners of the legal parent the same percentage equity interest in the 
combined entity that results from the reverse acquisition. The fair value of the number of equity interests 
calculated in that way can be used as the fair value of consideration transferred in exchange for the 

acquiree.  

Preparation and presentation of consolidated financial statements  

B21  Consolidated financial statements prepared following a reverse acquisition are issued under the name of 

the legal parent (accounting acquiree) but described in the notes as a continuation of the financial 

statements of the legal subsidiary (accounting acquirer), with one adjustment, which is to adjust 
retroactively the accounting acquirer’s legal capital to reflect the legal capital of the accounting acquiree. 
That adjustment is required to reflect the capital of the legal parent (the accounting acquiree). Comparative 

information presented in those consolidated financial statements also is retroactively adjusted to reflect the 

legal capital of the legal parent (accounting acquiree).  

B22  Because the consolidated financial statements represent the continuation of the financial statements of the 

legal subsidiary except for its capital structure, the consolidated financial statements reflect:  

(a)  the assets and liabilities of the legal subsidiary (the accounting acquirer) recognised and 

measured at their pre-combination carrying amounts.  

(b)  the assets and liabilities of the legal parent (the accounting acquiree) recognised and measured in 

accordance with this MFRS.  

(c)  the retained earnings and other equity balances of the legal subsidiary (accounting acquirer) 
before the business combination.  

(d)  the amount recognised as issued equity interests in the consolidated financial statements 
determined by adding the issued equity interest of the legal subsidiary (the accounting acquirer) 
outstanding immediately before the business combination to the fair value of the legal parent 
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(accounting acquiree) determined in accordance with this MFRS. However, the equity structure 

(ie the number and type of equity interests issued) reflects the equity structure of the legal parent 

(the accounting acquiree), including the equity interests the legal parent issued to effect the 

combination. Accordingly, the equity structure of the legal subsidiary (the accounting acquirer) 
is restated using the exchange ratio established in the acquisition agreement to reflect the number 

of shares of the legal parent (the accounting acquiree) issued in the reverse acquisition.  

(e)  the non-controlling interest’s proportionate share of the legal subsidiary’s (accounting acquirer’s) 

pre-combination carrying amounts of retained earnings and other equity interests as discussed in 

paragraphs B23 and B24.  

Non-controlling interest  

B23  In a reverse acquisition, some of the owners of the legal acquiree (the accounting acquirer) might not 

exchange their equity interests for equity interests of the legal parent (the accounting acquiree). Those 

owners are treated as a non-controlling interest in the consolidated financial statements after the reverse 
acquisition. That is because the owners of the legal acquiree that do not exchange their equity interests for 

equity interests of the legal acquirer have an interest in only the results and net assets of the legal 

acquiree―not in the results and net assets of the combined entity. Conversely, even though the legal 

acquirer is the acquiree for accounting purposes, the owners of the legal acquirer have an interest in the 
results and net assets of the combined entity.  

B24  The assets and liabilities of the legal acquiree are measured and recognised in the consolidated financial 
statements at their pre-combination carrying amounts (see paragraph B22(a)). Therefore, in a reverse 

acquisition the non-controlling interest reflects the non-controlling shareholders’ proportionate interest in 

the pre-combination carrying amounts of the legal acquiree’s net assets even if the non-controlling 
interests in other acquisitions are measured at their fair value at the acquisition date.  

Earnings per share  

B25  As noted in paragraph B22(d), the equity structure in the consolidated financial statements following a 

reverse acquisition reflects the equity structure of the legal acquirer (the accounting acquiree), including 
the equity interests issued by the legal acquirer to effect the business combination.  

B26  In calculating the weighted average number of ordinary shares outstanding (the denominator of the 
earnings per share calculation) during the period in which the reverse acquisition occurs:  

(a)  the number of ordinary shares outstanding from the beginning of that period to the acquisition 
date shall be computed on the basis of the weighted average number of ordinary shares of the 

legal acquiree (accounting acquirer) outstanding during the period multiplied by the exchange 

ratio established in the merger agreement; and  

(b)  the number of ordinary shares outstanding from the acquisition date to the end of that period 

shall be the actual number of ordinary shares of the legal acquirer (the accounting acquiree) 
outstanding during that period.  

B27  The basic earnings per share for each comparative period before the acquisition date presented in the 
consolidated financial statements following a reverse acquisition shall be calculated by dividing:  

(a)  the profit or loss of the legal acquiree attributable to ordinary shareholders in each of those 

periods by  

(b) t he legal acquiree’s historical weighted average number of ordinary shares outstanding multiplied 
by the exchange ratio established in the acquisition agreement.  
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Recognising particular assets acquired and liabilities assumed (application of paragraphs 10─13)  

Operating leases  

B28  The acquirer shall recognise no assets or liabilities related to an operating lease in which the acquiree is the 

lessee except as required by paragraphs B29 and B30.  

B29  The acquirer shall determine whether the terms of each operating lease in which the acquiree is the lessee 

are favourable or unfavourable. The acquirer shall recognise an intangible asset if the terms of an operating 
lease are favourable relative to market terms and a liability if the terms are unfavourable relative to market 

terms. Paragraph B42 provides guidance on measuring the acquisition-date fair value of assets subject to 

operating leases in which the acquiree is the lessor.  

B30  An identifiable intangible asset may be associated with an operating lease, which may be evidenced by 

market participants’ willingness to pay a price for the lease even if it is at market terms. For example, a 
lease of gates at an airport or of retail space in a prime shopping area might provide entry into a market or 

other future economic benefits that qualify as identifiable intangible assets, for example, as a customer 

relationship. In that situation, the acquirer shall recognise the associated identifiable intangible asset(s) in 

accordance with paragraph B31.  

Intangible assets  

B31  The acquirer shall recognise, separately from goodwill, the identifiable intangible assets acquired in a 

business combination. An intangible asset is identifiable if it meets either the separability criterion or the 
contractual-legal criterion.  

B32  An intangible asset that meets the contractual-legal criterion is identifiable even if the asset is not 

transferable or separable from the acquiree or from other rights and obligations. For example:  

(a)  an acquiree leases a manufacturing facility under an operating lease that has terms that are 
favourable relative to market terms. The lease terms explicitly prohibit transfer of the lease 

(through either sale or sublease). The amount by which the lease terms are favourable compared 

with the terms of current market transactions for the same or similar items is an intangible asset 
that meets the contractual-legal criterion for recognition separately from goodwill, even though 
the acquirer cannot sell or otherwise transfer the lease contract.  

(b)  an acquiree owns and operates a nuclear power plant. The licence to operate that power plant is 
an intangible asset that meets the contractual-legal criterion for recognition separately from 

goodwill, even if the acquirer cannot sell or transfer it separately from the acquired power plant. 

An acquirer may recognise the fair value of the operating licence and the fair value of the power 
plant as a single asset for financial reporting purposes if the useful lives of those assets are 

similar.  

(c)  an acquiree owns a technology patent. It has licensed that patent to others for their exclusive use 

outside the domestic market, receiving a specified percentage of future foreign revenue in 

exchange. Both the technology patent and the related licence agreement meet the contractual-

legal criterion for recognition separately from goodwill even if selling or exchanging the patent 
and the related licence agreement separately from one another would not be practical.  

B33  The separability criterion means that an acquired intangible asset is capable of being separated or divided 

from the acquiree and sold, transferred, licensed, rented or exchanged, either individually or together with 

a related contract, identifiable asset or liability. An intangible asset that the acquirer would be able to sell, 

license or otherwise exchange for something else of value meets the separability criterion even if the 
acquirer does not intend to sell, license or otherwise exchange it. An acquired intangible asset meets the 
separability criterion if there is evidence of exchange transactions for that type of asset or an asset of a 
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similar type, even if those transactions are infrequent and regardless of whether the acquirer is involved in 

them. For example, customer and subscriber lists are frequently licensed and thus meet the separability 

criterion. Even if an acquiree believes its customer lists have characteristics different from other customer 

lists, the fact that customer lists are frequently licensed generally means that the acquired customer list 
meets the separability criterion. However, a customer list acquired in a business combination would not 

meet the separability criterion if the terms of confidentiality or other agreements prohibit an entity from 
selling, leasing or otherwise exchanging information about its customers.  

B34  An intangible asset that is not individually separable from the acquiree or combined entity meets the 

separability criterion if it is separable in combination with a related contract, identifiable asset or liability. 
For example:  

(a)  market participants exchange deposit liabilities and related depositor relationship intangible 

assets in observable exchange transactions. Therefore, the acquirer should recognise the 

depositor relationship intangible asset separately from goodwill.  

(b)  an acquiree owns a registered trademark and documented but unpatented technical expertise used 

to manufacture the trademarked product. To transfer ownership of a trademark, the owner is also 

required to transfer everything else necessary for the new owner to produce a product or service 
indistinguishable from that produced by the former owner. Because the unpatented technical 

expertise must be separated from the acquiree or combined entity and sold if the related 

trademark is sold, it meets the separability criterion.  

 

Reacquired rights  

B35  As part of a business combination, an acquirer may reacquire a right that it had previously granted to the 

acquiree to use one or more of the acquirer’s recognised or unrecognised assets. Examples of such rights 

include a right to use the acquirer’s trade name under a franchise agreement or a right to use the acquirer’s 

technology under a technology licensing agreement. A reacquired right is an identifiable intangible asset 
that the acquirer recognises separately from goodwill. Paragraph 29 provides guidance on measuring a 

reacquired right and paragraph 55 provides guidance on the subsequent accounting for a reacquired right.  

B36  If the terms of the contract giving rise to a reacquired right are favourable or unfavourable relative to the 

terms of current market transactions for the same or similar items, the acquirer shall recognise a settlement 
gain or loss. Paragraph B52 provides guidance for measuring that settlement gain or loss.  

Assembled workforce and other items that are not identifiable  

B37  The acquirer subsumes into goodwill the value of an acquired intangible asset that is not identifiable as of 

the acquisition date. For example, an acquirer may attribute value to the existence of an assembled 

workforce, which is an existing collection of employees that permits the acquirer to continue to operate an 

acquired business from the acquisition date. An assembled workforce does not represent the intellectual 
capital of the skilled workforce―the (often specialised) knowledge and experience that employees of an 

acquiree bring to their jobs. Because the assembled workforce is not an identifiable asset to be recognised 

separately from goodwill, any value attributed to it is subsumed into goodwill.  

B38  The acquirer also subsumes into goodwill any value attributed to items that do not qualify as assets at the 

acquisition date. For example, the acquirer might attribute value to potential contracts the acquiree is 
negotiating with prospective new customers at the acquisition date. Because those potential contracts are 
not themselves assets at the acquisition date, the acquirer does not recognise them separately from 

goodwill. The acquirer should not subsequently reclassify the value of those contracts from goodwill for 
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events that occur after the acquisition date. However, the acquirer should assess the facts and 

circumstances surrounding events occurring shortly after the acquisition to determine whether a separately 

recognisable intangible asset existed at the acquisition date.  

B39  After initial recognition, an acquirer accounts for intangible assets acquired in a business combination in 
accordance with the provisions of MAS 38 Intangible Assets. However, as described in paragraph 3 of 
MAS 38, the accounting for some acquired intangible assets after initial recognition is prescribed by other 

MFRSs.  

B40  The identifiability criteria determine whether an intangible asset is recognised separately from goodwill. 

However, the criteria neither provide guidance for measuring the fair value of an intangible asset nor 

restrict the assumptions used in estimating the fair value of an intangible asset. For example, the acquirer 
would take into account assumptions that market participants would consider, such as expectations of 

future contract renewals, in measuring fair value. It is not necessary for the renewals themselves to meet 

the identifiability criteria. (However, see paragraph 29, which establishes an exception to the fair value 

measurement principle for reacquired rights recognised in a business combination.) Paragraphs 36 and 37 
of MAS 38 provide guidance for determining whether intangible assets should be combined into a single 

unit of account with other intangible or tangible assets.  

Measuring the fair value of particular identifiable assets and a non-controlling interest in an acquiree 

(application of paragraphs 18 and 19)  

Assets with uncertain cash flows (valuation allowances)  

B41  The acquirer shall not recognise a separate valuation allowance as of the acquisition date for assets 
acquired in a business combination that are measured at their acquisition-date fair values because the 
effects of uncertainty about future cash flows are included in the fair value measure. For example, because 

this MFRS requires the acquirer to measure acquired receivables, including loans, at their acquisition-date 

fair values, the acquirer does not recognise a separate valuation allowance for the contractual cash flows 

that are deemed to be uncollectible at that date.  

Assets subject to operating leases in which the acquiree is the lessor  

B42  In measuring the acquisition-date fair value of an asset such as a building or a patent that is subject to an 

operating lease in which the acquiree is the lessor, the acquirer shall take into account the terms of the 

lease. In other words, the acquirer does not recognise a separate asset or liability if the terms of an 
operating lease are either favourable or unfavourable when compared with market terms as paragraph B29 

requires for leases in which the acquiree is the lessee.  

Assets that the acquirer intends not to use or to use in a way that is different from the way other 

market participants would use them  

B43  For competitive or other reasons, the acquirer may intend not to use an acquired asset, for example, a 
research and development intangible asset, or it may intend to use the asset in a way that is different from 
the way in which other market participants would use it. Nevertheless, the acquirer shall measure the asset 

at fair value determined in accordance with its use by other market participants.  

Non-controlling interest in an acquiree  

B44  This MFRS allows the acquirer to measure a non-controlling interest in the acquiree at its fair value at the 

acquisition date. Sometimes an acquirer will be able to measure the acquisition-date fair value of a non-
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controlling interest on the basis of active market prices for the equity shares not held by the acquirer. In 

other situations, however, an active market price for the equity shares will not be available. In those 

situations, the acquirer would measure the fair value of the non-controlling interest using other valuation 

techniques.  

B45  The fair values of the acquirer’s interest in the acquiree and the non-controlling interest on a per-share 
basis might differ. The main difference is likely to be the inclusion of a control premium in the per-share 

fair value of the acquirer’s interest in the acquiree or, conversely, the inclusion of a discount for lack of 

control (also referred to as a minority discount) in the per-share fair value of the non-controlling interest.  

Measuring goodwill or a gain from a bargain purchase  

Measuring the acquisition-date fair value of the acquirer’s interest in the acquiree using valuation 

techniques (application of paragraph 33)  

B46  In a business combination achieved without the transfer of consideration, the acquirer must substitute the 

acquisition-date fair value of its interest in the acquiree for the acquisition-date fair value of the 
consideration transferred to measure goodwill or a gain on a bargain purchase (see paragraphs 32–34). The 

acquirer should measure the acquisition-date fair value of its interest in the acquiree using one or more 

valuation techniques that are appropriate in the circumstances and for which sufficient data are available. 
If more than one valuation technique is used, the acquirer should evaluate the results of the techniques, 

considering the relevance and reliability of the inputs used and the extent of the available data.  

Special considerations in applying the acquisition method to combinations of mutual entities 

(application of paragraph 33)  

B47  When two mutual entities combine, the fair value of the equity or member interests in the acquiree (or the 

fair value of the acquiree) may be more reliably measurable than the fair value of the member interests 

transferred by the acquirer. In that situation, paragraph 33 requires the acquirer to determine the amount of 

goodwill by using the acquisition-date fair value of the acquiree’s equity interests instead of the 
acquisition-date fair value of the acquirer’s equity interests transferred as consideration. In addition, the 

acquirer in a combination of mutual entities shall recognise the acquiree’s net assets as a direct addition to 

capital or equity in its statement of financial position, not as an addition to retained earnings, which is 

consistent with the way in which other types of entities apply the acquisition method.  

B48  Although they are similar in many ways to other businesses, mutual entities have distinct characteristics 
that arise primarily because their members are both customers and owners. Members of mutual entities 

generally expect to receive benefits for their membership, often in the form of reduced fees charged for 

goods and services or patronage dividends. The portion of patronage dividends allocated to each member 

is often based on the amount of business the member did with the mutual entity during the year.  

B49  A fair value measurement of a mutual entity should include the assumptions that market participants 

would make about future member benefits as well as any other relevant assumptions market participants 
would make about the mutual entity. For example, an estimated cash flow model may be used to determine 

the fair value of a mutual entity. The cash flows used as inputs to the model should be based on the 

expected cash flows of the mutual entity, which are likely to reflect reductions for member benefits, such 
as reduced fees charged for goods and services.  

Determining what is part of the business combination transaction (application of paragraphs 51 and 52)  
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B50  The acquirer should consider the following factors, which are neither mutually exclusive nor individually 

conclusive, to determine whether a transaction is part of the exchange for the acquiree or whether the 

transaction is separate from the business combination:  

(a)  the reasons for the transaction—Understanding the reasons why the parties to the combination 
(the acquirer and the acquiree and their owners, directors and managers—and their agents) 
entered into a particular transaction or arrangement may provide insight into whether it is part of 

the consideration transferred and the assets acquired or liabilities assumed. For example, if a 

transaction is arranged primarily for the benefit of the acquirer or the combined entity rather than 

primarily for the benefit of the acquiree or its former owners before the combination, that portion 
of the transaction price paid (and any related assets or liabilities) is less likely to be part of the 

exchange for the acquiree. Accordingly, the acquirer would account for that portion separately 

from the business combination.  

(b)  who initiated the transaction—Understanding who initiated the transaction may also provide 

insight into whether it is part of the exchange for the acquiree. For example, a transaction or 
other event that is initiated by the acquirer may be entered into for the purpose of providing 

future economic benefits to the acquirer or combined entity with little or no benefit received by 

the acquiree or its former owners before the combination. On the other hand, a transaction or 

arrangement initiated by the acquiree or its former owners is less likely to be for the benefit of 
the acquirer or the combined entity and more likely to be part of the business combination 

transaction.  

(c)  the timing of the transaction—The timing of the transaction may also provide insight into 

whether it is part of the exchange for the acquiree. For example, a transaction between the 

acquirer and the acquiree that takes place during the negotiations of the terms of a business 
combination may have been entered into in contemplation of the business combination to 
provide future economic benefits to the acquirer or the combined entity. If so, the acquiree or its 

former owners before the business combination are likely to receive little or no benefit from the 

transaction except for benefits they receive as part of the combined entity.  
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Effective settlement of a pre-existing relationship between the acquirer and acquiree in a business 

combination (application of paragraph 52(a))  

B51  The acquirer and acquiree may have a relationship that existed before they contemplated the business 
combination, referred to here as a ‘pre-existing relationship’. A pre-existing relationship between the 

acquirer and acquiree may be contractual (for example, vendor and customer or licensor and licensee) or 

non-contractual (for example, plaintiff and defendant).  

B52  If the business combination in effect settles a pre-existing relationship, the acquirer recognises a gain or 

loss, measured as follows:  

(a)  for a pre-existing non-contractual relationship (such as a lawsuit), fair value.  

(b)  for a pre-existing contractual relationship, the lesser of (i) and (ii):  

(i)  the amount by which the contract is favourable or unfavourable from the perspective of 

the acquirer when compared with terms for current market transactions for the same or 

similar items. (An unfavourable contract is a contract that is unfavourable in terms of 
current market terms. It is not necessarily an onerous contract in which the unavoidable 
costs of meeting the obligations under the contract exceed the economic benefits 

expected to be received under it.)  

(ii)  the amount of any stated settlement provisions in the contract available to the 

counterparty to whom the contract is unfavourable.  

If (ii) is less than (i), the difference is included as part of the business combination accounting.  

The amount of gain or loss recognised may depend in part on whether the acquirer had previously 
recognised a related asset or liability, and the reported gain or loss therefore may differ from the amount 
calculated by applying the above requirements.  

B53  A pre-existing relationship may be a contract that the acquirer recognises as a reacquired right. If the 
contract includes terms that are favourable or unfavourable when compared with pricing for current market 

transactions for the same or similar items, the acquirer recognises, separately from the business 

combination, a gain or loss for the effective settlement of the contract, measured in accordance with 
paragraph B52.  

Arrangements for contingent payments to employees or selling shareholders (application of 

paragraph 52(b))  

B54  Whether arrangements for contingent payments to employees or selling shareholders are contingent 

consideration in the business combination or are separate transactions depends on the nature of the 
arrangements. Understanding the reasons why the acquisition agreement includes a provision for 

contingent payments, who initiated the arrangement and when the parties entered into the arrangement 

may be helpful in assessing the nature of the arrangement.  

B55  If it is not clear whether an arrangement for payments to employees or selling shareholders is part of the 

exchange for the acquiree or is a transaction separate from the business combination, the acquirer should 
consider the following indicators:  

(a)  Continuing employment—The terms of continuing employment by the selling shareholders who 
become key employees may be an indicator of the substance of a contingent consideration 
arrangement. The relevant terms of continuing employment may be included in an employment 

agreement, acquisition agreement or some other document. A contingent consideration 
arrangement in which the payments are automatically forfeited if employment terminates is 

remuneration for post-combination services. Arrangements in which the contingent payments are 
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not affected by employment termination may indicate that the contingent payments are additional 

consideration rather than remuneration.  

(b)  Duration of continuing employment—If the period of required employment coincides with or is 

longer than the contingent payment period, that fact may indicate that the contingent payments 
are, in substance, remuneration.  

(c)  Level of remuneration—Situations in which employee remuneration other than the contingent 

payments is at a reasonable level in comparison with that of other key employees in the 
combined entity may indicate that the contingent payments are additional consideration rather 

than remuneration.  

 (d)  Incremental payments to employees—If selling shareholders who do not become employees 

receive lower contingent payments on a per-share basis than the selling shareholders who 

become employees of the combined entity, that fact may indicate that the incremental amount of 
contingent payments to the selling shareholders who become employees is remuneration.  

(e)  Number of shares owned—The relative number of shares owned by the selling shareholders who 
remain as key employees may be an indicator of the substance of the contingent consideration 

arrangement. For example, if the selling shareholders who owned substantially all of the shares 

in the acquiree continue as key employees, that fact may indicate that the arrangement is, in 
substance, a profit-sharing arrangement intended to provide remuneration for post-combination 

services. Alternatively, if selling shareholders who continue as key employees owned only a 

small number of shares of the acquiree and all selling shareholders receive the same amount of 

contingent consideration on a per-share basis, that fact may indicate that the contingent payments 
are additional consideration. The pre-acquisition ownership interests held by parties related to 
selling shareholders who continue as key employees, such as family members, should also be 

considered.  

(f)  Linkage to the valuation—If the initial consideration transferred at the acquisition date is based 

on the low end of a range established in the valuation of the acquiree and the contingent formula 
relates to that valuation approach, that fact may suggest that the contingent payments are 

additional consideration. Alternatively, if the contingent payment formula is consistent with prior 

profit-sharing arrangements, that fact may suggest that the substance of the arrangement is to 

provide remuneration.  

(g)  Formula for determining consideration—The formula used to determine the contingent payment 
may be helpful in assessing the substance of the arrangement. For example, if a contingent 

payment is determined on the basis of a multiple of earnings, that might suggest that the 

obligation is contingent consideration in the business combination and that the formula is 

intended to establish or verify the fair value of the acquiree. In contrast, a contingent payment 
that is a specified percentage of earnings might suggest that the obligation to employees is a 

profit-sharing arrangement to remunerate employees for services rendered.  

(h)  Other agreements and issues—The terms of other arrangements with selling shareholders (such 

as agreements not to compete, executory contracts, consulting contracts and property lease 
agreements) and the income tax treatment of contingent payments may indicate that contingent 
payments are attributable to something other than consideration for the acquiree. For example, in 

connection with the acquisition, the acquirer might enter into a property lease arrangement with a 

significant selling shareholder. If the lease payments specified in the lease contract are 

significantly below market, some or all of the contingent payments to the lessor (the selling 
shareholder) required by a separate arrangement for contingent payments might be, in substance, 

payments for the use of the leased property that the acquirer should recognise separately in its 

post-combination financial statements. In contrast, if the lease contract specifies lease payments 
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that are consistent with market terms for the leased property, the arrangement for contingent 

payments to the selling shareholder may be contingent consideration in the business combination.  

Acquirer share-based payment awards exchanged for awards held by the acquiree’s employees 

(application of paragraph 52(b))  

B56  An acquirer may exchange its share-based payment awards (replacement awards) for awards held by 

employees of the acquiree. Exchanges of share options or other share-based payment awards in 

conjunction with a business combination are accounted for as modifications of share-based payment 

awards in accordance with MFRS 2 Share-based Payment. If the acquirer is obliged to replace the 
acquiree awards, either all or a portion of the market-based measure of the acquirer’s replacement awards 

shall be included in measuring the consideration transferred in the business combination. The acquirer is 

obliged to replace the acquiree awards if the acquiree or its employees have the ability to enforce 

replacement. For example, for the purposes of applying this requirement, the acquirer is obliged to replace 
the acquiree’s awards if replacement is required by:  

(a)  the terms of the acquisition agreement;  

(b)  the terms of the acquiree’s awards; or  

(c)  applicable laws or regulations.  

In some situations, acquiree awards may expire as a consequence of a business combination. If the 

acquirer replaces those awards even though it is not obliged to do so, all of the market-based measure of 
the replacement awards shall be recognised as remuneration cost in the post-combination financial 

statements. That is to say, none of the market-based measure of those awards shall be included in 

measuring the consideration transferred in the business combination.  

B57  To determine the portion of a replacement award that is part of the consideration transferred for the 
acquiree and the portion that is remuneration for post-combination service, the acquirer shall measure both 
the replacement awards granted by the acquirer and the acquiree awards as of the acquisition date in 

accordance with MFRS 2. The portion of the market-based measure of the replacement award that is part of 

the consideration transferred in exchange for the acquiree equals the portion of the acquiree award that is 

attributable to pre-combination service.  

B58  The portion of the replacement award attributable to pre-combination service is the market-based measure 
of the acquiree award multiplied by the ratio of the portion of the vesting period completed to the greater 

of the total vesting period or the original vesting period of the acquiree award. The vesting period is the 

period during which all the specified vesting conditions are to be satisfied. Vesting conditions are defined 
in MFRS 2.  

B59  The portion of a non-vested replacement award attributable to post-combination service, and therefore 

recognised as remuneration cost in the post-combination financial statements, equals the total market-
based measure of the replacement award less the amount attributed to pre-combination service. Therefore, 

the acquirer attributes any excess of the market-based measure of the replacement award over the market-

based measure of the acquiree award to post-combination service and recognises that excess as 
remuneration cost in the post-combination financial statements. The acquirer shall attribute a portion of a 

replacement award to post-combination service if it requires post-combination service, regardless of 

whether employees had rendered all of the service required for their acquiree awards to vest before the 

acquisition date.  

B60  The portion of a non-vested replacement award attributable to pre-combination service, as well as the 

portion attributable to post-combination service, shall reflect the best available estimate of the number of 
replacement awards expected to vest. For example, if the market-based measure of the portion of a 

replacement award attributed to pre-combination service is CU100 and the acquirer expects that only 95 
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per cent of the award will vest, the amount included in consideration transferred in the business 

combination is CU95. Changes in the estimated number of replacement awards expected to vest are 

reflected in remuneration cost for the periods in which the changes or forfeitures occur not as adjustments 

to the consideration transferred in the business combination. Similarly, the effects of other events, such as 
modifications or the ultimate outcome of awards with performance conditions, that occur after the 

acquisition date are accounted for in accordance with MFRS 2 in determining remuneration cost for the 
period in which an event occurs.  

B61  The same requirements for determining the portions of a replacement award attributable to pre-

combination and post-combination service apply regardless of whether a replacement award is classified 
as a liability or as an equity instrument in accordance with the provisions of MFRS 2. All changes in the 

market-based measure of awards classified as liabilities after the acquisition date and the related income 

tax effects are recognised in the acquirer’s post-combination financial statements in the period(s) in which 
the changes occur.  

B62  The income tax effects of replacement awards of share-based payments shall be recognised in accordance 
with the provisions of MAS 12 Income Taxes.  

Other MFRSs that provide guidance on subsequent measurement and accounting (application of paragraph 

54)  

B63  Examples of other MFRSs that provide guidance on subsequently measuring and accounting for assets 

acquired and liabilities assumed or incurred in a business combination include:  

(a)  MAS 38 prescribes the accounting for identifiable intangible assets acquired in a business 

combination. The acquirer measures goodwill at the amount recognised at the acquisition date 

less any accumulated impairment losses. MAS 36 Impairment of Assets prescribes the 
accounting for impairment losses.  

(b)  MFRS 4 Insurance Contracts provides guidance on the subsequent accounting for an insurance 

contract acquired in a business combination.  

(c)  MAS 12 prescribes the subsequent accounting for deferred tax assets (including unrecognised 

deferred tax assets) and liabilities acquired in a business combination.  

(d)  MFRS 2 provides guidance on subsequent measurement and accounting for the portion of 

replacement share-based payment awards issued by an acquirer that is attributable to employees’ 
future services.  

(e)  MAS 27 (as amended in 2008) provides guidance on accounting for changes in a parent’s 

ownership interest in a subsidiary after control is obtained.  

Disclosures (application of paragraphs 59 and 61)  

B64  To meet the objective in paragraph 59, the acquirer shall disclose the following information for each 

business combination that occurs during the reporting period:  

(a)  the name and a description of the acquiree.  

(b)  the acquisition date.  

(c)  the percentage of voting equity interests acquired.  

(d)  the primary reasons for the business combination and a description of how the acquirer obtained 
control of the acquiree.  
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(e)  a qualitative description of the factors that make up the goodwill recognised, such as expected 

synergies from combining operations of the acquiree and the acquirer, intangible assets that do 

not qualify for separate recognition or other factors.  

(f)  the acquisition-date fair value of the total consideration transferred and the acquisition-date fair 
value of each major class of consideration, such as:  

(i)  cash;  

(ii)  other tangible or intangible assets, including a business or subsidiary of the acquirer;  

(iii)  liabilities incurred, for example, a liability for contingent consideration; and  

(iv)  equity interests of the acquirer, including the number of instruments or interests issued 

or issuable and the method of determining the fair value of those instruments or 

interests.  

(g)  for contingent consideration arrangements and indemnification assets:  

(i)  the amount recognised as of the acquisition date;  

(ii)  a description of the arrangement and the basis for determining the amount of the 
payment; and  

(iii)  an estimate of the range of outcomes (undiscounted) or, if a range cannot be estimated, 

that fact and the reasons why a range cannot be estimated. If the maximum amount of 

the payment is unlimited, the acquirer shall disclose that fact.  

(h)  for acquired receivables:  

(i)  the fair value of the receivables;  

(ii)  the gross contractual amounts receivable; and  

(iii)  the best estimate at the acquisition date of the contractual cash flows not expected to be 

collected.  

The disclosures shall be provided by major class of receivable, such as loans, direct finance 

leases and any other class of receivables.  

(i)  the amounts recognised as of the acquisition date for each major class of assets acquired and 

liabilities assumed.  

(j)  for each contingent liability recognised in accordance with paragraph 23, the information 

required in paragraph 85 of MAS 37 Provisions, Contingent Liabilities and Contingent Assets. If 
a contingent liability is not recognised because its fair value cannot be measured reliably, the 

acquirer shall disclose:  

(i)  the information required by paragraph 86 of MAS 37; and  

(ii)  the reasons why the liability cannot be measured reliably.  

(k)  the total amount of goodwill that is expected to be deductible for tax purposes.  

(l)  for transactions that are recognised separately from the acquisition of assets and assumption of 

liabilities in the business combination in accordance with paragraph 51:  

(i)  a description of each transaction;  

(ii)  how the acquirer accounted for each transaction;  

(iii)  the amounts recognised for each transaction and the line item in the financial 

statements in which each amount is recognised; and  
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(iv)  if the transaction is the effective settlement of a pre-existing relationship, the method 

used to determine the settlement amount.  

(m)  the disclosure of separately recognised transactions required by (l) shall include the amount of 

acquisition-related costs and, separately, the amount of those costs recognised as an expense and 
the line item or items in the statement of comprehensive income in which those expenses are 
recognised. The amount of any issue costs not recognised as an expense and how they were 

recognised shall also be disclosed.  

(n)  in a bargain purchase (see paragraphs 34–36):  

(i)  the amount of any gain recognised in accordance with paragraph 34 and the line item in 

the statement of comprehensive income in which the gain is recognised; and  

(ii)  a description of the reasons why the transaction resulted in a gain.  

(o)  for each business combination in which the acquirer holds less than 100 per cent of the equity 
interests in the acquiree at the acquisition date:  

(i)  he amount of the non-controlling interest in the acquiree recognised at the acquisition 

date and the measurement basis for that amount; and  

(ii)  for each non-controlling interest in an acquiree measured at fair value, the valuation 
techniques and key model inputs used for determining that value.  

(p)  n a business combination achieved in stages:  

(i)  the acquisition-date fair value of the equity interest in the acquiree held by the acquirer 

immediately before the acquisition date; and  

(ii)  the amount of any gain or loss recognised as a result of remeasuring to fair value the 

equity interest in the acquiree held by the acquirer before the business combination (see 
paragraph 42) and the line item in the statement of comprehensive income in which 
that gain or loss is recognised.  

(q)  the following information:  

(i)  the amounts of revenue and profit or loss of the acquiree since the acquisition date 
included in the consolidated statement of comprehensive income for the reporting 

period; and  

(ii)  the revenue and profit or loss of the combined entity for the current reporting period as 

though the acquisition date for all business combinations that occurred during the year 

had been as of the beginning of the annual reporting period.  

If disclosure of any of the information required by this subparagraph is impracticable, the 

acquirer shall disclose that fact and explain why the disclosure is impracticable. This MFRS uses 
the term ‘impracticable’ with the same meaning as in MAS 8 Accounting Policies, Changes in 

Accounting Estimates and Errors.  

B65  For individually immaterial business combinations occurring during the reporting period that are material 

collectively, the acquirer shall disclose in aggregate the information required by paragraph B64(e)–(q).  

B66  If the acquisition date of a business combination is after the end of the reporting period but before the 

financial statements are authorised for issue, the acquirer shall disclose the information required by 

paragraph B64 unless the initial accounting for the business combination is incomplete at the time the 
financial statements are authorised for issue. In that situation, the acquirer shall describe which disclosures 

could not be made and the reasons why they cannot be made.  
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B67  To meet the objective in paragraph 61, the acquirer shall disclose the following information for each 

material business combination or in the aggregate for individually immaterial business combinations that 

are material collectively:  

(a)  if the initial accounting for a business combination is incomplete (see paragraph 45) for 
particular assets, liabilities, non-controlling interests or items of consideration and the amounts 
recognised in the financial statements for the business combination thus have been determined 

only provisionally:  

(i)  the reasons why the initial accounting for the business combination is incomplete;  

(ii)  the assets, liabilities, equity interests or items of consideration for which the initial 

accounting is incomplete; and  

(iii)  the nature and amount of any measurement period adjustments recognised during the 

reporting period in accordance with paragraph 49.  

(b)  for each reporting period after the acquisition date until the entity collects, sells or otherwise 

loses the right to a contingent consideration asset, or until the entity settles a contingent 

consideration liability or the liability is cancelled or expires:  

(i)  any changes in the recognised amounts, including any differences arising upon 

settlement;  
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 (ii)  any changes in the range of outcomes (undiscounted) and the reasons for those changes; 

and  

(iii)  the valuation techniques and key model inputs used to measure contingent 

consideration.  

(c)  for contingent liabilities recognised in a business combination, the acquirer shall disclose the 

information required by paragraphs 84 and 85 of MAS 37 for each class of provision.  

(d)  a reconciliation of the carrying amount of goodwill at the beginning and end of the reporting 

period showing separately:  

(i)  the gross amount and accumulated impairment losses at the beginning of the reporting 

period.  

(ii)  additional goodwill recognised during the reporting period, except goodwill included in 

a disposal group that, on acquisition, meets the criteria to be classified as held for sale 
in accordance with MFRS 5 Non-current Assets Held for Sale and Discontinued 

Operations.  

(iii)  adjustments resulting from the subsequent recognition of deferred tax assets during the 

reporting period in accordance with paragraph 67.  

(iv)  goodwill included in a disposal group classified as held for sale in accordance with 

MFRS 5 and goodwill derecognised during the reporting period without having 

previously been included in a disposal group classified as held for sale.  

(v)  impairment losses recognised during the reporting period in accordance with MAS 36. 
(MAS 36 requires disclosure of information about the recoverable amount and 

impairment of goodwill in addition to this requirement.)  

(vi)  net exchange rate differences arising during the reporting period in accordance with 

MAS 21 The Effects of Changes in Foreign Exchange Rates.  

(vii)  any other changes in the carrying amount during the reporting period.  

(viii)  the gross amount and accumulated impairment losses at the end of the reporting period.  

(e)  the amount and an explanation of any gain or loss recognised in the current reporting period that 

both:  

(i)  relates to the identifiable assets acquired or liabilities assumed in a business 

combination that was effected in the current or previous reporting period; and  

(ii)  is of such a size, nature or incidence that disclosure is relevant to understanding the 

combined entity’s financial statements.  

Transitional provisions for business combinations involving only mutual entities or by contract alone 

(application of paragraph 66)  

B68  Paragraph 64 provides that this MFRS applies prospectively to business combinations for which the 

acquisition date is on or after the beginning of the first annual reporting period beginning on or after 1 July 
2009. Earlier application is permitted. However, an entity shall apply this MFRS only at the beginning of 
an annual reporting period that begins on or after 30 June 2007. If an entity applies this MFRS before its 

effective date, the entity shall disclose that fact and shall apply MAS 27 (as amended in 2008) at the same 
time.  
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B69  The requirement to apply this MFRS prospectively has the following effect for a business combination 

involving only mutual entities or by contract alone if the acquisition date for that business combination is 

before the application of this MFRS:  

(a)  Classification—An entity shall continue to classify the prior business combination in accordance 
with the entity’s previous accounting policies for such combinations.  

(b)  Previously recognised goodwill—At the beginning of the first annual period in which this MFRS 

is applied, the carrying amount of goodwill arising from the prior business combination shall be 
its carrying amount at that date in accordance with the entity’s previous accounting policies. In 

determining that amount, the entity shall eliminate the carrying amount of any accumulated 

amortisation of that goodwill and the corresponding decrease in goodwill. No other adjustments 
shall be made to the carrying amount of goodwill.  

(c)  Goodwill previously recognised as a deduction from equity—The entity’s previous accounting 
policies may have resulted in goodwill arising from the prior business combination being 

recognised as a deduction from equity. In that situation the entity shall not recognise that 

goodwill as an asset at the beginning of the first annual period in which this MFRS is applied. 

Furthermore, the entity shall not recognise in profit or loss any part of that goodwill when it 
disposes of all or part of the business to which that goodwill relates or when a cash-generating 

unit to which the goodwill relates becomes impaired.  

(d)  Subsequent accounting for goodwill—From the beginning of the first annual period in which this 

MFRS is applied, an entity shall discontinue amortising goodwill arising from the prior business 

combination and shall test goodwill for impairment in accordance with MAS 36.  

(e)  Previously recognised negative goodwill—An entity that accounted for the prior business 

combination by applying the purchase method may have recognised a deferred credit for an 
excess of its interest in the net fair value of the acquiree’s identifiable assets and liabilities over 

the cost of that interest (sometimes called negative goodwill). If so, the entity shall derecognise 

the carrying amount of that deferred credit at the beginning of the first annual period in which 
this MFRS is applied with a corresponding adjustment to the opening balance of retained 

earnings at that date.  
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Myanmar Financial Reporting Standard 4 Insurance 

Contracts  

Objective  

1  The objective of this MFRS is to specify the financial reporting for insurance contracts by any entity that issues 
such contracts (described in this MFRS as an insurer) until the MAC completes the second phase of its project 

on insurance contracts. In particular, this MFRS requires:  

(a)  limited improvements to accounting by insurers for insurance contracts.  

(b)  disclosure that identifies and explains the amounts in an insurer’s financial statements arising from 

insurance contracts and helps users of those financial statements understand the amount, timing and 
uncertainty of future cash flows from insurance contracts.  

Scope  

2  An entity shall apply this MFRS to:  

(a)  insurance contracts (including reinsurance contracts) that it issues and reinsurance contracts that it 
holds.  

(b)  financial instruments that it issues with a discretionary participation feature (see paragraph 35). 

MFRS 7 Financial Instruments: Disclosures requires disclosure about financial instruments, including 
financial instruments that contain such features.  

3  This MFRS does not address other aspects of accounting by insurers, such as accounting for financial assets held 
by insurers and financial liabilities issued by insurers (see MAS 32 Financial Instruments: Presentation, MAS 
39 Financial Instruments: Recognition and Measurement and MFRS 7), except in the transitional provisions in 
paragraph 45.  

4  An entity shall not apply this MFRS to:  

(a)  product warranties issued directly by a manufacturer, dealer or retailer (see MAS 18 Revenue and 
MAS 37 Provisions, Contingent Liabilities and Contingent Assets).  

(b)  employers’ assets and liabilities under employee benefit plans (see MAS 19 Employee Benefits and 
MFRS 2 Share-based Payment) and retirement benefit obligations reported by defined benefit 

retirement plans (see MAS 26 Accounting and Reporting by Retirement Benefit Plans).  

(c)  contractual rights or contractual obligations that are contingent on the future use of, or right to use, a 

non-financial item (for example, some licence fees, royalties, contingent lease payments and similar 
items), as well as a lessee’s residual value guarantee embedded in a finance lease (see MAS 17 Leases, 

MAS 18 Revenue and MAS 38 Intangible Assets).  

(d)  financial guarantee contracts unless the issuer has previously asserted explicitly that it regards such 

contracts as insurance contracts and has used accounting applicable to insurance contracts, in which 
case the issuer may elect to apply either MAS 39, MAS 32 and MFRS 7 or this Standard to such 
financial guarantee contracts. The issuer may make that election contract by contract, but the election 
for each contract is irrevocable.  

(e)  contingent consideration payable or receivable in a business combination (see MFRS 3 Business 
Combinations).  

(f)  direct insurance contracts that the entity holds (ie direct insurance contracts in which the entity is the 

policyholder). However, a cedant shall apply this MFRS to reinsurance contracts that it holds.  

5  For ease of reference, this MFRS describes any entity that issues an insurance contract as an insurer, whether or 

not the issuer is regarded as an insurer for legal or supervisory purposes.  
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6  A reinsurance contract is a type of insurance contract. Accordingly, all references in this MFRS to insurance 

contracts also apply to reinsurance contracts.  

Embedded derivatives  

7  MAS 39 requires an entity to separate some embedded derivatives from their host contract, measure them at fair 

value and include changes in their fair value in profit or loss. MAS 39 applies to derivatives embedded in an 
insurance contract unless the embedded derivative is itself an insurance contract.  

8  As an exception to the requirement in MAS 39, an insurer need not separate, and measure at fair value, a 

policyholder’s option to surrender an insurance contract for a fixed amount (or for an amount based on a fixed 
amount and an interest rate), even if the exercise price differs from the carrying amount of the host insurance 
liability. However, the requirement in MAS 39 does apply to a put option or cash surrender option embedded in 
an insurance contract if the surrender value varies in response to the change in a financial variable (such as an 

equity or commodity price or index), or a non-financial variable that is not specific to a party to the contract. 
Furthermore, that requirement also applies if the holder’s ability to exercise a put option or cash surrender 

option is triggered by a change in such a variable (for example, a put option that can be exercised if a stock 
market index reaches a specified level).  

9  Paragraph 8 applies equally to options to surrender a financial instrument containing a discretionary 
participation feature.  

Unbundling of deposit components  

10  Some insurance contracts contain both an insurance component and a deposit component. In some cases, an 
insurer is required or permitted to unbundle those components:  

(a)  unbundling is required if both the following conditions are met:  

(i)  the insurer can measure the deposit component (including any embedded surrender options) 
separately (ie without considering the insurance component).  

(ii)  the insurer’s accounting policies do not otherwise require it to recognise all obligations and 

rights arising from the deposit component.  

(b)  unbundling is permitted, but not required, if the insurer can measure the deposit component separately 

as in (a)(i) but its accounting policies require it to recognise all obligations and rights arising from the 
deposit component, regardless of the basis used to measure those rights and obligations.  

(c)  unbundling is prohibited if an insurer cannot measure the deposit component separately as in (a)(i).  

11  The following is an example of a case when an insurer’s accounting policies do not require it to recognise all 

obligations arising from a deposit component. A cedant receives compensation for losses from a reinsurer, but 
the contract obliges the cedant to repay the compensation in future years. That obligation arises from a deposit 
component. If the cedant’s accounting policies would otherwise permit it to recognise the compensation as 
income without recognising the resulting obligation, unbundling is required.  

12  To unbundle a contract, an insurer shall:  

(a)  apply this MFRS to the insurance component.  

(b)  apply MAS 39 to the deposit component.  

Recognition and measurement  

Temporary exemption from some other MFRSs  

13  Paragraphs 10–12 of MAS 8 Accounting Policies, Changes in Accounting Estimates and Errors specify criteria 
for an entity to use in developing an accounting policy if no MFRS applies specifically to an item. However, this 

MFRS exempts an insurer from applying those criteria to its accounting policies for:  
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(a)  insurance contracts that it issues (including related acquisition costs and related intangible assets, such 

as those described in paragraphs 31 and 32); and  

(b)  reinsurance contracts that it holds.  

14  Nevertheless, this MFRS does not exempt an insurer from some implications of the criteria in paragraphs 10–12 
of MAS 8. Specifically, an insurer:  

(a)  shall not recognise as a liability any provisions for possible future claims, if those claims arise under 
insurance contracts that are not in existence at the end of the reporting period (such as catastrophe 
provisions and equalisation provisions).  

(b)  shall carry out the liability adequacy test described in paragraphs 15–19.  

(c)  shall remove an insurance liability (or a part of an insurance liability) from its statement of financial 
position when, and only when, it is extinguished—ie when the obligation specified in the contract is 
discharged or cancelled or expires.  

(d)  shall not offset:  

(i)  reinsurance assets against the related insurance liabilities; or  

(ii)  income or expense from reinsurance contracts against the expense or income from the 
related insurance contracts.  

(e)  shall consider whether its reinsurance assets are impaired (see paragraph 20).  

Liability adequacy test  

15  An insurer shall assess at the end of each reporting period whether its recognised insurance liabilities are 

adequate, using current estimates of future cash flows under its insurance contracts. If that assessment 

shows that the carrying amount of its insurance liabilities (less related deferred acquisition costs and 

related intangible assets, such as those discussed in paragraphs 31 and 32) is inadequate in the light of the 

estimated future cash flows, the entire deficiency shall be recognised in profit or loss.  

16  If an insurer applies a liability adequacy test that meets specified minimum requirements, this MFRS imposes no 
further requirements. The minimum requirements are the following:  

(a)  The test considers current estimates of all contractual cash flows, and of related cash flows such as 

claims handling costs, as well as cash flows resulting from embedded options and guarantees.  

(b)  If the test shows that the liability is inadequate, the entire deficiency is recognised in profit or loss.  

17  If an insurer’s accounting policies do not require a liability adequacy test that meets the minimum requirements 
of paragraph 16, the insurer shall:  

(a)  determine the carrying amount of the relevant insurance liabilities* less the carrying amount of:  

(i)  any related deferred acquisition costs; and  

(ii)  any related intangible assets, such as those acquired in a business combination or portfolio 
transfer (see paragraphs 31 and 32). However, related reinsurance assets are not considered 
because an insurer accounts for them separately (see paragraph 20).  

(b)  determine whether the amount described in (a) is less than the carrying amount that would be required 
if the relevant insurance liabilities were within the scope of MAS 37. If it is less, the insurer shall 

recognise the entire difference in profit or loss and decrease the carrying amount of the related 
deferred acquisition costs or related intangible assets or increase the carrying amount of the relevant 

insurance liabilities.  

18  If an insurer’s liability adequacy test meets the minimum requirements of paragraph 16, the test is applied at the 

level of aggregation specified in that test. If its liability adequacy test does not meet those minimum 
requirements, the comparison described in paragraph 17 shall be made at the level of a portfolio of contracts that 

are subject to broadly similar risks and managed together as a single portfolio.  
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19  The amount described in paragraph 17(b) (ie the result of applying MAS 37) shall reflect future investment 

margins (see paragraphs 27–29) if, and only if, the amount described in paragraph 17(a) also reflects those 
margins.  

Impairment of reinsurance assets  

20  If a cedant’s reinsurance asset is impaired, the cedant shall reduce its carrying amount accordingly and recognise 
that impairment loss in profit or loss. A reinsurance asset is impaired if, and only if:  

(a)  there is objective evidence, as a result of an event that occurred after initial recognition of the 
reinsurance asset, that the cedant may not receive all amounts due to it under the terms of the contract; 
and  

(b)  that event has a reliably measurable impact on the amounts that the cedant will receive from the 
reinsurer.  

* 
The relevant insurance liabilities are those insurance liabilities (and related deferred acquisition costs and related intangible assets) for which 

the insurer’s accounting policies do not require a liability adequacy test that meets the minimum requirements of paragraph 16.  

 

Changes in accounting policies  

21  Paragraphs 22–30 apply both to changes made by an insurer that already applies MFRSs and to changes made 
by an insurer adopting MFRSs for the first time.  

22  An insurer may change its accounting policies for insurance contracts if, and only if, the change makes 

the financial statements more relevant to the economic decision-making needs of users and no less reliable, 

or more reliable and no less relevant to those needs. An insurer shall judge relevance and reliability by 
the criteria in MAS 8.  

23  To justify changing its accounting policies for insurance contracts, an insurer shall show that the change brings 
its financial statements closer to meeting the criteria in MAS 8, but the change need not achieve full compliance 

with those criteria. The following specific issues are discussed below:  

(a)  current interest rates (paragraph 24);  

(b)  continuation of existing practices (paragraph 25);  

(c)  prudence (paragraph 26);  

(d)  future investment margins (paragraphs 27–29); and  

(e)  shadow accounting (paragraph 30).  

Current market interest rates  

24  An insurer is permitted, but not required, to change its accounting policies so that it remeasures designated 
insurance liabilities* to reflect current market interest rates and recognises changes in those liabilities in profit or 

loss. At that time, it may also introduce accounting policies that require other current estimates and assumptions 
for the designated liabilities. The election in this paragraph permits an insurer to change its accounting policies 

for designated liabilities, without applying those policies consistently to all similar liabilities as MAS 8 would 
otherwise require. If an insurer designates liabilities for this election, it shall continue to apply current market 

interest rates (and, if applicable, the other current estimates and assumptions) consistently in all periods to all 
these liabilities until they are extinguished.  
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Continuation of existing practices  

25  An insurer may continue the following practices, but the introduction of any of them does not satisfy paragraph 

22:  

(a)  measuring insurance liabilities on an undiscounted basis.  

(b)  measuring contractual rights to future investment management fees at an amount that exceeds their 

fair value as implied by a comparison with current fees charged by other market participants for 
similar services. It is likely that the fair value at inception of those contractual rights equals the 
origination costs paid, unless future investment management fees and related costs are out of line with 
market comparables.  

(c)  using non-uniform accounting policies for the insurance contracts (and related deferred acquisition 
costs and related intangible assets, if any) of subsidiaries, except as permitted by paragraph 24. If 

those accounting policies are not uniform, an insurer may change them if the change does not make 
the accounting policies more diverse and also satisfies the other requirements in this MFRS.  

Prudence  

26  An insurer need not change its accounting policies for insurance contracts to eliminate excessive prudence. 
However, if an insurer already measures its insurance contracts with sufficient prudence, it shall not introduce 

additional prudence.  

Future investment margins  

27  An insurer need not change its accounting policies for insurance contracts to eliminate future investment 
margins. However, there is a rebuttable presumption that an insurer’s financial statements will become less 
relevant and reliable if it introduces an accounting policy that reflects future investment margins in the 

measurement of insurance contracts, unless those margins affect the contractual payments. Two examples of 
accounting policies that reflect those margins are:  

(a) using a discount rate that reflects the estimated return on the insurer’s assets; or  

(b) projecting the returns on those assets at an estimated rate of return, discounting those projected returns at a 
different rate and including the result in the measurement of the liability.  

* 
In this paragraph, insurance liabilities include related deferred acquisition costs and related intangible assets, such as those discussed in 

paragraphs 31 and 32.  

 

28  An insurer may overcome the rebuttable presumption described in paragraph 27 if, and only if, the other 
components of a change in accounting policies increase the relevance and reliability of its financial statements 

sufficiently to outweigh the decrease in relevance and reliability caused by the inclusion of future investment 
margins. For example, suppose that an insurer’s existing accounting policies for insurance contracts involve 

excessively prudent assumptions set at inception and a discount rate prescribed by a regulator without direct 
reference to market conditions, and ignore some embedded options and guarantees. The insurer might make its 

financial statements more relevant and no less reliable by switching to a comprehensive investor-oriented basis 
of accounting that is widely used and involves:  

(a)  current estimates and assumptions;  

(b)  a reasonable (but not excessively prudent) adjustment to reflect risk and uncertainty;  

(c)  measurements that reflect both the intrinsic value and time value of embedded options and guarantees; 

and  

(d)  a current market discount rate, even if that discount rate reflects the estimated return on the insurer’s 

assets.  
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29  In some measurement approaches, the discount rate is used to determine the present value of a future profit 

margin. That profit margin is then attributed to different periods using a formula. In those approaches, the 
discount rate affects the measurement of the liability only indirectly. In particular, the use of a less appropriate 

discount rate has a limited or no effect on the measurement of the liability at inception. However, in other 
approaches, the discount rate determines the measurement of the liability directly. In the latter case, because the 
introduction of an asset-based discount rate has a more significant effect, it is highly unlikely that an insurer 
could overcome the rebuttable presumption described in paragraph 27.  

Shadow accounting  

30  In some accounting models, realised gains or losses on an insurer’s assets have a direct effect on the 
measurement of some or all of (a) its insurance liabilities, (b) related deferred acquisition costs and (c) related 
intangible assets, such as those described in paragraphs 31 and 32. An insurer is permitted, but not required, to 
change its accounting policies so that a recognised but unrealised gain or loss on an asset affects those 

measurements in the same way that a realised gain or loss does. The related adjustment to the insurance liability 
(or deferred acquisition costs or intangible assets) shall be recognised in other comprehensive income if, and 
only if, the unrealised gains or losses are recognised in other comprehensive income. This practice is sometimes 
described as ‘shadow accounting’.  

Insurance contracts acquired in a business combination or portfolio 
transfer  

31  To comply with MFRS 3, an insurer shall, at the acquisition date, measure at fair value the insurance liabilities 

assumed and insurance assets acquired in a business combination. However, an insurer is permitted, but not 
required, to use an expanded presentation that splits the fair value of acquired insurance contracts into two 
components:  

(a)  a liability measured in accordance with the insurer’s accounting policies for insurance contracts that it 
issues; and  

(b)  an intangible asset, representing the difference between (i) the fair value of the contractual insurance 
rights acquired and insurance obligations assumed and (ii) the amount described in (a). The 
subsequent measurement of this asset shall be consistent with the measurement of the related 

insurance liability.  

32  An insurer acquiring a portfolio of insurance contracts may use the expanded presentation described in 

paragraph 31.  

33  The intangible assets described in paragraphs 31 and 32 are excluded from the scope of MAS 36 Impairment of 
Assets and MAS 38. However, MAS 36 and MAS 38 apply to customer lists and customer relationships 

reflecting the expectation of future contracts that are not part of the contractual insurance rights and contractual 
insurance obligations that existed at the date of a business combination or portfolio transfer.  

Discretionary participation features  

Discretionary participation features in insurance contracts  

34  Some insurance contracts contain a discretionary participation feature as well as a guaranteed element. The 
issuer of such a contract:  

(a)  may, but need not, recognise the guaranteed element separately from the discretionary participation 
feature. If the issuer does not recognise them separately, it shall classify the whole contract as a 
liability. If the issuer classifies them separately, it shall classify the guaranteed element as a liability.  

(b)  shall, if it recognises the discretionary participation feature separately from the guaranteed element, 
classify that feature as either a liability or a separate component of equity. This MFRS does not 

specify how the issuer determines whether that feature is a liability or equity. The issuer may split that 
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feature into liability and equity components and shall use a consistent accounting policy for that split. 

The issuer shall not classify that feature as an intermediate category that is neither liability nor equity.  

(c)  may recognise all premiums received as revenue without separating any portion that relates to the 
equity component. The resulting changes in the guaranteed element and in the portion of the 

discretionary participation feature classified as a liability shall be recognised in profit or loss. If part 
or all of the discretionary participation feature is classified in equity, a portion of profit or loss may be 

attributable to that feature (in the same way that a portion may be attributable to non-controlling 
interests). The issuer shall recognise the portion of profit or loss attributable to any equity component 

of a discretionary participation feature as an allocation of profit or loss, not as expense or income (see 

MAS 1 Presentation of Financial Statements).  

(d)  shall, if the contract contains an embedded derivative within the scope of MAS 39, apply MAS 39 to 
that embedded derivative.  

(e)  shall, in all respects not described in paragraphs 14–20 and 34(a)–(d), continue its existing accounting 
policies for such contracts, unless it changes those accounting policies in a way that complies with 

paragraphs 21–30.  

Discretionary participation features in financial instruments  

35  The requirements in paragraph 34 also apply to a financial instrument that contains a discretionary participation 

feature. In addition:  

(a)  if the issuer classifies the entire discretionary participation feature as a liability, it shall apply the 

liability adequacy test in paragraphs 15–19 to the whole contract (ie both the guaranteed element and 
the discretionary participation feature). The issuer need not determine the amount that would result 

from applying MAS 39 to the guaranteed element.  

(b)  if the issuer classifies part or all of that feature as a separate component of equity, the liability 
recognised for the whole contract shall not be less than the amount that would result from applying 

MAS 39 to the guaranteed element. That amount shall include the intrinsic value of an option to 
surrender the contract, but need not include its time value if paragraph 9 exempts that option from 

measurement at fair value. The issuer need not disclose the amount that would result from applying 
MAS 39 to the guaranteed element, nor need it present that amount separately. Furthermore, the issuer 

need not determine that amount if the total liability recognised is clearly higher.  

(c)  although these contracts are financial instruments, the issuer may continue to recognise the premiums 

for those contracts as revenue and recognise as an expense the resulting increase in the carrying 
amount of the liability.  

(d)  although these contracts are financial instruments, an issuer applying paragraph 20(b) of MFRS 7 to 
contracts with a discretionary participation feature shall disclose the total interest expense recognised 
in profit or loss, but need not calculate such interest expense using the effective interest method.  

Disclosure  

Explanation of recognised amounts  

36  An insurer shall disclose information that identifies and explains the amounts in its financial statements 

arising from insurance contracts.  

37  To comply with paragraph 36, an insurer shall disclose:  

(a)  its accounting policies for insurance contracts and related assets, liabilities, income and expense.  

(b)  the recognised assets, liabilities, income and expense (and, if it presents its statement of cash flows 

using the direct method, cash flows) arising from insurance contracts. Furthermore, if the insurer is a 
cedant, it shall disclose:  

(i)  gains and losses recognised in profit or loss on buying reinsurance; and  
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(ii)  if the cedant defers and amortises gains and losses arising on buying reinsurance, the 

amortisation for the period and the amounts remaining unamortised at the beginning and 
end of the period.  

(c)  the process used to determine the assumptions that have the greatest effect on the measurement of the 

recognised amounts described in (b). When practicable, an insurer shall also give quantified 
disclosure of those assumptions.  

(d)  the effect of changes in assumptions used to measure insurance assets and insurance liabilities, 
showing separately the effect of each change that has a material effect on the financial statements.  

(e)  reconciliations of changes in insurance liabilities, reinsurance assets and, if any, related deferred 
acquisition costs.  

Nature and extent of risks arising from insurance contracts  

38  An insurer shall disclose information that enables users of its financial statements to evaluate the nature 

and extent of risks arising from insurance contracts.  

39  To comply with paragraph 38, an insurer shall disclose:  

(a)  its objectives, policies and processes for managing risks arising from insurance contracts and the 

methods used to manage those risks.  

(b) [deleted]  

(c)  information about insurance risk (both before and after risk mitigation by reinsurance), including 
information about:  

(i)  sensitivity to insurance risk (see paragraph 39A).  

(ii)  concentrations of insurance risk, including a description of how management determines 
concentrations and a description of the shared characteristic that identifies each 
concentration (eg type of insured event, geographical area, or currency).  

(iii)  actual claims compared with previous estimates (ie claims development). The disclosure 
about claims development shall go back to the period when the earliest material claim arose 
for which there is still uncertainty about the amount and timing of the claims payments, but 

need not go back more than ten years. An insurer need not disclose this information for 
claims for which uncertainty about the amount and timing of claims payments is typically 

resolved within one year.  

(d)  information about credit risk, liquidity risk and market risk that paragraphs 31–42 of MFRS 7 would 

require if the insurance contracts were within the scope of MFRS 7. However:  

(i)  an insurer need not provide the maturity analysis required by paragraph 39(a) of MFRS 7 if 
it discloses information about the estimated timing of the net cash outflows resulting from 
recognised insurance liabilities instead. This may take the form of an analysis, by estimated 

timing, of the amounts recognised in the statement of financial position.  

(ii)  if an insurer uses an alternative method to manage sensitivity to market conditions, such as 
an embedded value analysis, it may use that sensitivity analysis to meet the requirement in 

paragraph 40(a) of MFRS 7. Such an insurer shall also provide the disclosures required by 
paragraph 41 of MFRS 7.  

 (e)  information about exposures to market risk arising from embedded derivatives contained in a host 
insurance contract if the insurer is not required to, and does not, measure the embedded derivatives at 

fair value.  

39A  To comply with paragraph 39(c)(i), an insurer shall disclose either (a) or (b) as follows:  

(a)  a sensitivity analysis that shows how profit or loss and equity would have been affected if changes in 
the relevant risk variable that were reasonably possible at the end of the reporting period had occurred; 

the methods and assumptions used in preparing the sensitivity analysis; and any changes from the 
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previous period in the methods and assumptions used. However, if an insurer uses an alternative 

method to manage sensitivity to market conditions, such as an embedded value analysis, it may meet 
this requirement by disclosing that alternative sensitivity analysis and the disclosures required by 

paragraph 41 of MFRS 7.  

(b)  qualitative information about sensitivity, and information about those terms and conditions of 
insurance contracts that have a material effect on the amount, timing and uncertainty of the insurer’s 

future cash flows.  

Effective date and transition  

40  The transitional provisions in paragraphs 41–45 apply both to an entity that is already applying MFRSs when it 
first applies this MFRS and to an entity that applies MFRSs for the first-time (a first-time adopter).  

41  An entity shall apply this MFRS for annual periods beginning on or after 1 January 2005. Earlier application is 
encouraged. If an entity applies this MFRS for an earlier period, it shall disclose that fact.  

41A  Financial Guarantee Contracts (Amendments to MAS 39 and MFRS 4), issued in August 2005, amended 

paragraphs 4(d), B18(g) and B19(f). An entity shall apply those amendments for annual periods beginning on or 

after 1 January 2006. Earlier application is encouraged. If an entity applies those amendments for an earlier 
period, it shall disclose that fact and apply the related amendments to MAS 39 and MAS 32* at the same time.  

41B  MAS 1 (as revised in 2007) amended the terminology used throughout MFRSs. In addition it amended 

paragraph 30. An entity shall apply those amendments for annual periods beginning on or after 1 January 2009. 
If an entity applies MAS 1 (revised 2007) for an earlier period, the amendments shall be applied for that earlier 
period.  

Disclosure  

42  An entity need not apply the disclosure requirements in this MFRS to comparative information that relates to 
annual periods beginning before 1 January 2005, except for the disclosures required by paragraph 37(a) and (b) 

about accounting policies, and recognised assets, liabilities, income and expense (and cash flows if the direct 
method is used).  

43  If it is impracticable to apply a particular requirement of paragraphs 10–35 to comparative information that 
relates to annual periods beginning before 1 January 2005, an entity shall disclose that fact. Applying the 

liability adequacy test (paragraphs 15–19) to such comparative information might sometimes be impracticable, 
but it is highly unlikely to be impracticable to apply other requirements of paragraphs 10–35 to such 
comparative information. MAS 8 explains the term ‘impracticable’.  

44  In applying paragraph 39(c)(iii), an entity need not disclose information about claims development that occurred 
earlier than five years before the end of the first financial year in which it applies this MFRS. Furthermore, if it 
is impracticable, when an entity first applies this MFRS, to prepare information about claims development that 

occurred before the beginning of the earliest period for which an entity presents full comparative information 
that complies with this MFRS, the entity shall disclose that fact.  

Redesignation of financial assets  

45  When an insurer changes its accounting policies for insurance liabilities, it is permitted, but not required, to 

reclassify some or all of its financial assets as ‘at fair value through profit or loss’. This reclassification is 
permitted if an insurer changes accounting policies when it first applies this MFRS and if it makes a subsequent 

policy change permitted by paragraph 22. The reclassification is a change in accounting policy and MAS 8 
applies.  

* 
When an entity applies MFRS 7, the reference to MAS 32 is replaced by a reference to MFRS 7.  
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Appendix A Defined terms     This appendix is an integral part of the MFRS. 

cedant  The policyholder under a reinsurance contract.  

deposit component  A contractual component that is not accounted for as a 

derivative under MAS 39 and would be within the scope 
of MAS 39 if it were a separate instrument.  

direct insurance contract  An insurance contract that is not a reinsurance 

contract.  

discretionary participation feature  A contractual right to receive, as a supplement to 

guaranteed benefits, additional benefits:  

(a) that are likely to be a significant portion of the total contractual 
benefits;  

(b) whose amount or timing is contractually at the discretion of the 
issuer; and  

(c) that are contractually based on:  

(i) the performance of a specified pool of contracts or a specified 
type of contract;  

(ii) realised and/or unrealised investment returns on a specified pool 
of assets held by the issuer; or  

(iii) the profit or loss of the company, fund or other entity that issues 
the contract.  

fair value  The amount for which an asset could be exchanged, or a 
liability settled, between knowledgeable, willing parties in 
an arm’s length transaction.  

financial guarantee contract  A contract that requires the issuer to make specified 
payments to reimburse the holder for a loss it incurs 

because a specified debtor fails to make payment when 
due in accordance with the original or modified terms of a 

debt instrument.  

financial risk  The risk of a possible future change in one or more of a 
specified interest rate, financial instrument price, 
commodity price, foreign exchange rate, index of prices 
or rates, credit rating or credit index or other variable, 

provided in the case of a non-financial variable that the 
variable is not specific to a party to the contract.  

guaranteed benefits  Payments or other benefits to which a particular 
policyholder or investor has an unconditional right that is 

not subject to the contractual discretion of the issuer.  

guaranteed element  An obligation to pay guaranteed benefits, included in a 
contract that contains a discretionary participation 

feature.  
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insurance asset  An insurer’s net contractual rights under an insurance 

contract.  

insurance contract  A contract under which one party (the insurer) accepts 
significant insurance risk from another party (the 

policyholder) by agreeing to compensate the policyholder 
if a specified uncertain future event (the insured event) 
adversely affects the policyholder. (See Appendix B for 
guidance on this definition.)  

insurance liability  An insurer’s net contractual obligations under an 

insurance contract.  

insurance risk  Risk, other than financial risk, transferred from the 

holder of a contract to the issuer.  

insured event  An uncertain future event that is covered by an insurance 

contract and creates insurance risk.  

insurer  The party that has an obligation under an insurance 

contract to compensate a policyholder if an insured 

event occurs.  

liability adequacy  An assessment of whether the carrying amount of an 
insurance liability needs to be increased (or the carrying 

amount of related deferred acquisition costs or related 
intangible assets decreased), based on  

test  a review of future cash flows.  

policyholder  A party that has a right to compensation under an 

insurance contract if an insured event occurs.  
reinsurance assets  A cedant’s net contractual rights under a reinsurance 

contract.  

reinsurance contract  An insurance contract issued by one insurer (the reinsurer) 
to compensate another insurer (the cedant) for losses on 

one or more contracts issued by the cedant.  
reinsurer  The party that has an obligation under a reinsurance 

contract to compensate a cedant if an insured event 
occurs.  

unbundle  Account for the components of a contract as if they were 
separate contracts.  
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Appendix B Definition of an insurance contract  

This appendix is an integral part of the MFRS.  

B1  This appendix gives guidance on the definition of an insurance contract in Appendix A. It addresses the 
following issues:  

(a)  the term ‘uncertain future event’ (paragraphs B2–B4);  

(b)  payments in kind (paragraphs B5–B7);  

(c)  insurance risk and other risks (paragraphs B8–B17);  

(d)  examples of insurance contracts (paragraphs B18–B21);  

(e)  significant insurance risk (paragraphs B22–B28); and  

(f)  changes in the level of insurance risk (paragraphs B29 and B30).  

Uncertain future event  

B2  Uncertainty (or risk) is the essence of an insurance contract. Accordingly, at least one of the following is 

uncertain at the inception of an insurance contract:  

(a)  whether an insured event will occur;  

(b)  when it will occur; or  

(c)  how much the insurer will need to pay if it occurs.  

B3  In some insurance contracts, the insured event is the discovery of a loss during the term of the contract, even if 

the loss arises from an event that occurred before the inception of the contract. In other insurance contracts, the 
insured event is an event that occurs during the term of the contract, even if the resulting loss is discovered after 

the end of the contract term.  

B4  Some insurance contracts cover events that have already occurred, but whose financial effect is still uncertain. 

An example is a reinsurance contract that covers the direct insurer against adverse development of claims 
already reported by policyholders. In such contracts, the insured event is the discovery of the ultimate cost of 

those claims.  

Payments in kind  

B5  Some insurance contracts require or permit payments to be made in kind. An example is when the insurer 
replaces a stolen article directly, instead of reimbursing the policyholder. Another example is when an insurer 

uses its own hospitals and medical staff to provide medical services covered by the contracts.  

B6  Some fixed-fee service contracts in which the level of service depends on an uncertain event meet the definition 

of an insurance contract in this MFRS but are not regulated as insurance contracts in some countries. One 
example is a maintenance contract in which the service provider agrees to repair specified equipment after a 

malfunction. The fixed service fee is based on the expected number of malfunctions, but it is uncertain whether 
a particular machine will break down. The malfunction of the equipment adversely affects its owner and the 

contract compensates the owner (in kind, rather than cash). Another example is a contract for car breakdown 
services in which the provider agrees, for a fixed annual fee, to provide roadside assistance or tow the car to a 
nearby garage. The latter contract could meet the definition of an insurance contract even if the provider does 
not agree to carry out repairs or replace parts.  

B7  Applying the MFRS to the contracts described in paragraph B6 is likely to be no more burdensome than 
applying the MFRSs that would be applicable if such contracts were outside the scope of this MFRS:  

(a)  There are unlikely to be material liabilities for malfunctions and breakdowns that have already 

occurred.  
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(b)  If MAS 18 Revenue applied, the service provider would recognise revenue by reference to the stage of 

completion (and subject to other specified criteria). That approach is also acceptable under this MFRS, 
which permits the service provider (i) to continue its existing accounting policies for these contracts 

unless they involve practices prohibited by paragraph 14 and (ii) to improve its accounting policies if 
so permitted by paragraphs 22–30.  

 (c)  The service provider considers whether the cost of meeting its contractual obligation to provide 

services exceeds the revenue received in advance. To do this, it applies the liability adequacy test 
described in paragraphs 15–19 of this MFRS. If this MFRS did not apply to these contracts, the 

service provider would apply MAS 37 to determine whether the contracts are onerous.  

(d)  For these contracts, the disclosure requirements in this MFRS are unlikely to add significantly to 

disclosures required by other MFRSs.  

Distinction between insurance risk and other risks  

B8  The definition of an insurance contract refers to insurance risk, which this MFRS defines as risk, other than 
financial risk, transferred from the holder of a contract to the issuer. A contract that exposes the issuer to 

financial risk without significant insurance risk is not an insurance contract.  

B9  The definition of financial risk in Appendix A includes a list of financial and non-financial variables. That list 

includes non-financial variables that are not specific to a party to the contract, such as an index of earthquake 
losses in a particular region or an index of temperatures in a particular city. It excludes non-financial variables 

that are specific to a party to the contract, such as the occurrence or non-occurrence of a fire that damages or 
destroys an asset of that party. Furthermore, the risk of changes in the fair value of a non-financial asset is not a 

financial risk if the fair value reflects not only changes in market prices for such assets (a financial variable) but 
also the condition of a specific non-financial asset held by a party to a contract (a non-financial variable). For 

example, if a guarantee of the residual value of a specific car exposes the guarantor to the risk of changes in the 
car’s physical condition, that risk is insurance risk, not financial risk.  

B10  Some contracts expose the issuer to financial risk, in addition to significant insurance risk. For example, many 
life insurance contracts both guarantee a minimum rate of return to policyholders (creating financial risk) and 
promise death benefits that at some times significantly exceed the policyholder’s account balance (creating 
insurance risk in the form of mortality risk). Such contracts are insurance contracts.  

B11  Under some contracts, an insured event triggers the payment of an amount linked to a price index. Such 
contracts are insurance contracts, provided the payment that is contingent on the insured event can be significant. 

For example, a life-contingent annuity linked to a cost-of-living index transfers insurance risk because payment 
is triggered by an uncertain event—the survival of the annuitant. The link to the price index is an embedded 

derivative, but it also transfers insurance risk. If the resulting transfer of insurance risk is significant, the 
embedded derivative meets the definition of an insurance contract, in which case it need not be separated and 

measured at fair value (see paragraph 7 of this MFRS).  

B12  The definition of insurance risk refers to risk that the insurer accepts from the policyholder. In other words, 

insurance risk is a pre-existing risk transferred from the policyholder to the insurer. Thus, a new risk created by 
the contract is not insurance risk.  

B13  The definition of an insurance contract refers to an adverse effect on the policyholder. The definition does not 

limit the payment by the insurer to an amount equal to the financial impact of the adverse event. For example, 
the definition does not exclude ‘new-for-old’ coverage that pays the policyholder sufficient to permit 

replacement of a damaged old asset by a new asset. Similarly, the definition does not limit payment under a term 
life insurance contract to the financial loss suffered by the deceased’s dependants, nor does it preclude the 

payment of predetermined amounts to quantify the loss caused by death or an accident.  

B14  Some contracts require a payment if a specified uncertain event occurs, but do not require an adverse effect on 

the policyholder as a precondition for payment. Such a contract is not an insurance contract even if the holder 
uses the contract to mitigate an underlying risk exposure. For example, if the holder uses a derivative to hedge 

an underlying non-financial variable that is correlated with cash flows from an asset of the entity, the derivative 
is not an insurance contract because payment is not conditional on whether the holder is adversely affected by a 

reduction in the cash flows from the asset. Conversely, the definition of an insurance contract refers to an 
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uncertain event for which an adverse effect on the policyholder is a contractual precondition for payment. This 

contractual precondition does not require the insurer to investigate whether the event actually caused an adverse 
effect, but permits the insurer to deny payment if it is not satisfied that the event caused an adverse effect.  

B15  Lapse or persistency risk (ie the risk that the counterparty will cancel the contract earlier or later than the issuer 

had expected in pricing the contract) is not insurance risk because the payment to the counterparty is not 
contingent on an uncertain future event that adversely affects the counterparty. Similarly, expense risk (ie the 

risk of unexpected increases in the administrative costs associated with the servicing of a contract, rather than in 
costs associated with insured events) is not insurance risk because an unexpected increase in expenses does not 

adversely affect the counterparty.  

B16  Therefore, a contract that exposes the issuer to lapse risk, persistency risk or expense risk is not an insurance 

contract unless it also exposes the issuer to insurance risk. However, if the issuer of that contract mitigates that 
risk by using a second contract to transfer part of that risk to another party, the second contract exposes that 

other party to insurance risk.  

B17  An insurer can accept significant insurance risk from the policyholder only if the insurer is an entity separate 

from the policyholder. In the case of a mutual insurer, the mutual accepts risk from each policyholder and pools 
that risk. Although policyholders bear that pooled risk collectively in their capacity as owners, the mutual has 
still accepted the risk that is the essence of an insurance contract.  

Examples of insurance contracts  

B18  The following are examples of contracts that are insurance contracts, if the transfer of insurance risk is 
significant:  

(a)  insurance against theft or damage to property.  

(b)  insurance against product liability, professional liability, civil liability or legal expenses.  

(c)  life insurance and prepaid funeral plans (although death is certain, it is uncertain when death will 

occur or, for some types of life insurance, whether death will occur within the period covered by the 
insurance).  

(d)  life-contingent annuities and pensions (ie contracts that provide compensation for the uncertain future 
event—the survival of the annuitant or pensioner—to assist the annuitant or pensioner in maintaining 

a given standard of living, which would otherwise be adversely affected by his or her survival).  

(e)  disability and medical cover.  

(f)  surety bonds, fidelity bonds, performance bonds and bid bonds (ie contracts that provide 

compensation if another party fails to perform a contractual obligation, for example an obligation to 
construct a building).  

(g)  credit insurance that provides for specified payments to be made to reimburse the holder for a loss it 
incurs because a specified debtor fails to make payment when due under the original or modified 
terms of a debt instrument. These contracts could have various legal forms, such as that of a guarantee, 
some types of letter of credit, a credit derivative default contract or an insurance contract. However, 

although these contracts meet the definition of an insurance contract, they also meet the definition of a 
financial guarantee contract in MAS 39 and are within the scope of MAS 32* and MAS 39, not this 

MFRS (see paragraph 4(d)). Nevertheless, if an issuer of financial guarantee contracts has previously 
asserted explicitly that it regards such contracts as insurance contracts and has used accounting 

applicable to insurance contracts, the issuer may elect to apply either MAS 39 and MAS 32† or this 
Standard to such financial guarantee contracts.  

(h)  product warranties. Product warranties issued by another party for goods sold by a manufacturer, 
dealer or retailer are within the scope of this MFRS. However, product warranties issued directly by a 

manufacturer, dealer or retailer are outside its scope, because they are within the scope of MAS 18 
and MAS 37.  
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(i)  title insurance (ie insurance against the discovery of defects in title to land that were not apparent 

when the insurance contract was written). In this case, the insured event is the discovery of a defect in 
the title, not the defect itself.  

(j)  travel assistance (ie compensation in cash or in kind to policyholders for losses suffered while they are 

travelling). Paragraphs B6 and B7 discuss some contracts of this kind.  

(k)  catastrophe bonds that provide for reduced payments of principal, interest or both if a specified event 

adversely affects the issuer of the bond (unless the specified event does not create significant 
insurance risk, for example if the event is a change in an interest rate or foreign exchange rate).  

(l)  insurance swaps and other contracts that require a payment based on changes in climatic, geological 
or other physical variables that are specific to a party to the contract.  

(m)  reinsurance contracts.  

B19  The following are examples of items that are not insurance contracts:  

(a)  investment contracts that have the legal form of an insurance contract but do not expose the insurer to 
significant insurance risk, for example life insurance contracts in which the insurer bears no 
significant mortality risk (such contracts are non-insurance financial instruments or service contracts, 

see paragraphs B20 and B21).  

* 
When an entity applies MFRS 7, the reference to MAS 32 is replaced by a reference to MFRS 7.  

† 

When an entity applies MFRS 7, the reference to MAS 32 is replaced by a reference to MFRS 7.  

 

(b)  contracts that have the legal form of insurance, but pass all significant insurance risk back to the 

policyholder through non-cancellable and enforceable mechanisms that adjust future payments by the 
policyholder as a direct result of insured losses, for example some financial reinsurance contracts or 
some group contracts (such contracts are normally non-insurance financial instruments or service 
contracts, see paragraphs B20 and B21).  

(c)  self-insurance, in other words retaining a risk that could have been covered by insurance (there is no 
insurance contract because there is no agreement with another party).  

(d)  contracts (such as gambling contracts) that require a payment if a specified uncertain future event 
occurs, but do not require, as a contractual precondition for payment, that the event adversely affects 

the policyholder. However, this does not preclude the specification of a predetermined payout to 
quantify the loss caused by a specified event such as death or an accident (see also paragraph B13).  

(e)  derivatives that expose one party to financial risk but not insurance risk, because they require that 
party to make payment based solely on changes in one or more of a specified interest rate, financial 

instrument price, commodity price, foreign exchange rate, index of prices or rates, credit rating or 
credit index or other variable, provided in the case of a non-financial variable that the variable is not 

specific to a party to the contract (see MAS 39).  

(f)  a credit-related guarantee (or letter of credit, credit derivative default contract or credit insurance 
contract) that requires payments even if the holder has not incurred a loss on the failure of the debtor 

to make payments when due (see MAS 39).  

(g)  contracts that require a payment based on a climatic, geological or other physical variable that is not 

specific to a party to the contract (commonly described as weather derivatives).  

(h)  catastrophe bonds that provide for reduced payments of principal, interest or both, based on a climatic, 

geological or other physical variable that is not specific to a party to the contract.  

B20  If the contracts described in paragraph B19 create financial assets or financial liabilities, they are within the 

scope of MAS 39. Among other things, this means that the parties to the contract use what is sometimes called 
deposit accounting, which involves the following:  

(a) one party recognises the consideration received as a financial liability, rather than as revenue.  

(b) the other party recognises the consideration paid as a financial asset, rather than as an expense.  
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B21  If the contracts described in paragraph B19 do not create financial assets or financial liabilities, MAS 18 applies. 

Under MAS 18, revenue associated with a transaction involving the rendering of services is recognised by 
reference to the stage of completion of the transaction if the outcome of the transaction can be estimated reliably.  

Significant insurance risk  

B22  A contract is an insurance contract only if it transfers significant insurance risk. Paragraphs B8–B21 discuss 

insurance risk. The following paragraphs discuss the assessment of whether insurance risk is significant.  

B23  Insurance risk is significant if, and only if, an insured event could cause an insurer to pay significant additional 
benefits in any scenario, excluding scenarios that lack commercial substance (ie have no discernible effect on 

the economics of the transaction). If significant additional benefits would be payable in scenarios that have 
commercial substance, the condition in the previous sentence may be met even if the insured event is extremely 
unlikely or even if the expected (ie probability-weighted) present value of contingent cash flows is a small 
proportion of the expected present value of all the remaining contractual cash flows.  

B24  The additional benefits described in paragraph B23 refer to amounts that exceed those that would be payable if 
no insured event occurred (excluding scenarios that lack commercial substance). Those additional amounts 

include claims handling and claims assessment costs, but exclude:  

(a)  the loss of the ability to charge the policyholder for future services. For example, in an investment-

linked life insurance contract, the death of the policyholder means that the insurer can no longer 
perform investment management services and collect a fee for doing so. However, this economic loss 

for the insurer does not reflect insurance risk, just as a mutual fund manager does not take on 
insurance risk in relation to the possible death of the client. Therefore, the potential loss of future 

investment management fees is not relevant in assessing how much insurance risk is transferred by a 
contract.  

 (b)  waiver on death of charges that would be made on cancellation or surrender. Because the contract 
brought those charges into existence, the waiver of these charges does not compensate the 

policyholder for a pre-existing risk. Hence, they are not relevant in assessing how much insurance risk 
is transferred by a contract.  

(c)  a payment conditional on an event that does not cause a significant loss to the holder of the contract. 
For example, consider a contract that requires the issuer to pay one million currency units if an asset 
suffers physical damage causing an insignificant economic loss of one currency unit to the holder. In 
this contract, the holder transfers to the insurer the insignificant risk of losing one currency unit. At 

the same time, the contract creates non-insurance risk that the issuer will need to pay 999,999 
currency units if the specified event occurs. Because the issuer does not accept significant insurance 

risk from the holder, this contract is not an insurance contract.  

(d)  possible reinsurance recoveries. The insurer accounts for these separately.  

B25  An insurer shall assess the significance of insurance risk contract by contract, rather than by reference to 

materiality to the financial statements.* Thus, insurance risk may be significant even if there is a minimal 
probability of material losses for a whole book of contracts. This contract-by-contract assessment makes it easier 
to classify a contract as an insurance contract. However, if a relatively homogeneous book of small contracts is 
known to consist of contracts that all transfer insurance risk, an insurer need not examine each contract within 

that book to identify a few non-derivative contracts that transfer insignificant insurance risk.  

B26  It follows from paragraphs B23–B25 that if a contract pays a death benefit exceeding the amount payable on 

survival, the contract is an insurance contract unless the additional death benefit is insignificant (judged by 
reference to the contract rather than to an entire book of contracts). As noted in paragraph B24(b), the waiver on 

death of cancellation or surrender charges is not included in this assessment if this waiver does not compensate 
the policyholder for a pre-existing risk. Similarly, an annuity contract that pays out regular sums for the rest of a 

policyholder’s life is an insurance contract, unless the aggregate life-contingent payments are insignificant.  

B27  Paragraph B23 refers to additional benefits. These additional benefits could include a requirement to pay 

benefits earlier if the insured event occurs earlier and the payment is not adjusted for the time value of money. 
An example is whole life insurance for a fixed amount (in other words, insurance that provides a fixed death 
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benefit whenever the policyholder dies, with no expiry date for the cover). It is certain that the policyholder will 

die, but the date of death is uncertain. The insurer will suffer a loss on those individual contracts for which 
policyholders die early, even if there is no overall loss on the whole book of contracts.  

B28  If an insurance contract is unbundled into a deposit component and an insurance component, the significance of 

insurance risk transfer is assessed by reference to the insurance component. The significance of insurance risk 
transferred by an embedded derivative is assessed by reference to the embedded derivative.  

Changes in the level of insurance risk  

B29  Some contracts do not transfer any insurance risk to the issuer at inception, although they do transfer insurance 

risk at a later time. For example, consider a contract that provides a specified investment return and includes an 
option for the policyholder to use the proceeds of the investment on maturity to buy a life-contingent annuity at 
the current annuity rates charged by the insurer to other new annuitants when the policyholder exercises the 
option. The contract transfers no insurance risk to the issuer until the option is exercised, because the insurer 

remains free to price the annuity on a basis that reflects the insurance risk transferred to the insurer at that time. 

However, if the contract specifies the annuity rates (or a basis for setting the annuity rates), the contract transfers 
insurance risk to the issuer at inception.  

B30  A contract that qualifies as an insurance contract remains an insurance contract until all rights and obligations are 

extinguished or expire. 

* 
For this purpose, contracts entered into simultaneously with a single counterparty (or contracts that are otherwise interdependent) form a single 

contract.  
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Myanmar Financial Reporting Standard 5 Non-current 

Assets Held for Sale and Discontinued Operations  

Objective  

1  The objective of this MFRS is to specify the accounting for assets held for sale, and the presentation and 

disclosure of discontinued operations. In particular, the MFRS requires:  

(a)  assets that meet the criteria to be classified as held for sale to be measured at the lower of carrying 

amount and fair value less costs to sell, and depreciation on such assets to cease; and  

(b)  assets that meet the criteria to be classified as held for sale to be presented separately in the statement 

of financial position and the results of discontinued operations to be presented separately in the 
statement of comprehensive income.  

Scope  

2  The classification and presentation requirements of this MFRS apply to all recognised non-current assets* and to 
all disposal groups of an entity. The measurement requirements of this MFRS apply to all recognised non-
current assets and disposal groups (as set out in paragraph 4), except for those assets listed in paragraph 5 which 

shall continue to be measured in accordance with the Standard noted.  

3  Assets classified as non-current in accordance with MAS 1 Presentation of Financial Statements shall not be 
reclassified as current assets until they meet the criteria to be classified as held for sale in accordance with this 

MFRS. Assets of a class that an entity would normally regard as non-current that are acquired exclusively with a 
view to resale shall not be classified as current unless they meet the criteria to be classified as held for sale in 
accordance with this MFRS.  

4  Sometimes an entity disposes of a group of assets, possibly with some directly associated liabilities, together in 
a single transaction. Such a disposal group may be a group of cash-generating units, a single cash-generating 
unit, or part of a cash-generating unit.† The group may include any assets and any liabilities of the entity, 

including current assets, current liabilities and assets excluded by paragraph 5 from the measurement 
requirements of this MFRS. If a non-current asset within the scope of the measurement requirements of this 
MFRS is part of a disposal group, the measurement requirements of this MFRS apply to the group as a whole, 
so that the group is measured at the lower of its carrying amount and fair value less costs to sell. The 

requirements for measuring the individual assets and liabilities within the disposal group are set out in 
paragraphs 18, 19 and 23.  

5  The measurement provisions of this MFRS‡ do not apply to the following assets, which are covered by the 
MFRSs listed, either as individual assets or as part of a disposal group:  

(a)  deferred tax assets (MAS 12 Income Taxes).  

(b)  assets arising from employee benefits (MAS 19 Employee Benefits).  

 

* 
For assets classified according to a liquidity presentation, non-current assets are assets that include amounts expected to be recovered more than 

twelve months after the reporting period. Paragraph 3 applies to the classification of such assets.  
† 

However, once the cash flows from an asset or group of assets are expected to arise principally from sale rather than continuing use, they 

become less dependent on cash flows arising from other assets, and a disposal group that was part of a cash-generating unit becomes a 
separate cash-generating unit.  

‡ 

Other than paragraphs 18 and 19, which require the assets in question to be measured in accordance with other applicable MFRSs.  
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(c)  financial assets within the scope of MAS 39 Financial Instruments: Recognition and Measurement.  

(d)  non-current assets that are accounted for in accordance with the fair value model in MAS 40 

Investment Property.  

(e)  non-current assets that are measured at fair value less costs to sell in accordance with MAS 41 

Agriculture.  

(f)  contractual rights under insurance contracts as defined in MFRS 4 Insurance Contracts.  

5A  The classification, presentation and measurement requirements in this MFRS applicable to a non-current asset (or 
disposal group) that is classified as held for sale apply also to a non-current asset (or disposal group) that is 
classified as held for distribution to owners acting in their capacity as owners (held for distribution to owners).  

Classification of non-current assets (or disposal groups) as held for sale or as held 

for distribution to owners  

6  An entity shall classify a non-current asset (or disposal group) as held for sale if its carrying amount will 

be recovered principally through a sale transaction rather than through continuing use.  

7  For this to be the case, the asset (or disposal group) must be available for immediate sale in its present condition 

subject only to terms that are usual and customary for sales of such assets (or disposal groups) and its sale must 
be highly probable.  

8  For the sale to be highly probable, the appropriate level of management must be committed to a plan to sell the 
asset (or disposal group), and an active programme to locate a buyer and complete the plan must have been 

initiated. Further, the asset (or disposal group) must be actively marketed for sale at a price that is reasonable in 
relation to its current fair value. In addition, the sale should be expected to qualify for recognition as a 

completed sale within one year from the date of classification, except as permitted by paragraph 9, and actions 
required to complete the plan should indicate that it is unlikely that significant changes to the plan will be made 

or that the plan will be withdrawn. The probability of shareholders’ approval (if required in the jurisdiction) 
should be considered as part of the assessment of whether the sale is highly probable.  

8A  An entity that is committed to a sale plan involving loss of control of a subsidiary shall classify all the assets and 
liabilities of that subsidiary as held for sale when the criteria set out in paragraphs 6–8 are met, regardless of 
whether the entity will retain a non-controlling interest in its former subsidiary after the sale.  

9  Events or circumstances may extend the period to complete the sale beyond one year. An extension of the period 
required to complete a sale does not preclude an asset (or disposal group) from being classified as held for sale if 
the delay is caused by events or circumstances beyond the entity’s control and there is sufficient evidence that 

the entity remains committed to its plan to sell the asset (or disposal group). This will be the case when the 
criteria in Appendix B are met.  

10  Sale transactions include exchanges of non-current assets for other non-current assets when the exchange has 
commercial substance in accordance with MAS 16 Property, Plant and Equipment.  

11  When an entity acquires a non-current asset (or disposal group) exclusively with a view to its subsequent 

disposal, it shall classify the non-current asset (or disposal group) as held for sale at the acquisition date only if 
the one-year requirement in paragraph 8 is met (except as permitted by paragraph 9) and it is highly probable 
that any other criteria in paragraphs 7 and 8 that are not met at that date will be met within a short period 

following the acquisition (usually within three months).  

12  If the criteria in paragraphs 7 and 8 are met after the reporting period, an entity shall not classify a non-current 
asset (or disposal group) as held for sale in those financial statements when issued. However, when those criteria 

are met after the reporting period but before the authorisation of the financial statements for issue, the entity 
shall disclose the information specified in paragraph 41(a), (b) and (d) in the notes.  

12A  A non-current asset (or disposal group) is classified as held for distribution to owners when the entity is 
committed to distribute the asset (or disposal group) to the owners. For this to be the case, the assets must be 

available for immediate distribution in their present condition and the distribution must be highly probable. For 
the distribution to be highly probable, actions to complete the distribution must have been initiated and should 

be expected to be completed within one year from the date of classification. Actions required to complete the 
distribution should indicate that it is unlikely that significant changes to the distribution will be made or that the 
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distribution will be withdrawn. The probability of shareholders’ approval (if required in the jurisdiction) should 

be considered as part of the assessment of whether the distribution is highly probable.  

Non-current assets that are to be abandoned  

13  An entity shall not classify as held for sale a non-current asset (or disposal group) that is to be abandoned. This 

is because its carrying amount will be recovered principally through continuing use. However, if the disposal 

group to be abandoned meets the criteria in paragraph 32(a)–(c), the entity shall present the results and cash 
flows of the disposal group as discontinued operations in accordance with paragraphs 33 and 34 at the date on 
which it ceases to be used. Non-current assets (or disposal groups) to be abandoned include non-current assets 
(or disposal groups) that are to be used to the end of their economic life and non-current assets (or disposal 

groups) that are to be closed rather than sold.  

 

14  An entity shall not account for a non-current asset that has been temporarily taken out of use as if it had been 

abandoned.  

Measurement of non-current assets (or disposal groups) classified as held for sale  

Measurement of a non-current asset (or disposal group)  

15  An entity shall measure a non-current asset (or disposal group) classified as held for sale at the lower of 

its carrying amount and fair value less costs to sell.  

15A  An entity shall measure a non-current asset (or disposal group) classified as held for distribution to 

owners at the lower of its carrying amount and fair value less costs to distribute.* 

16  If a newly acquired asset (or disposal group) meets the criteria to be classified as held for sale (see paragraph 11), 

applying paragraph 15 will result in the asset (or disposal group) being measured on initial recognition at the 
lower of its carrying amount had it not been so classified (for example, cost) and fair value less costs to sell. 

Hence, if the asset (or disposal group) is acquired as part of a business combination, it shall be measured at fair 
value less costs to sell.  

17  When the sale is expected to occur beyond one year, the entity shall measure the costs to sell at their present 
value. Any increase in the present value of the costs to sell that arises from the passage of time shall be 
presented in profit or loss as a financing cost.  

18  Immediately before the initial classification of the asset (or disposal group) as held for sale, the carrying 
amounts of the asset (or all the assets and liabilities in the group) shall be measured in accordance with 

applicable MFRSs.  

19  On subsequent remeasurement of a disposal group, the carrying amounts of any assets and liabilities that are not 

within the scope of the measurement requirements of this MFRS, but are included in a disposal group classified 
as held for sale, shall be remeasured in accordance with applicable MFRSs before the fair value less costs to sell 

of the disposal group is remeasured.  

Recognition of impairment losses and reversals  

20  An entity shall recognise an impairment loss for any initial or subsequent write-down of the asset (or disposal 
group) to fair value less costs to sell, to the extent that it has not been recognised in accordance with paragraph 

19.  

21  An entity shall recognise a gain for any subsequent increase in fair value less costs to sell of an asset, but not in 

excess of the cumulative impairment loss that has been recognised either in accordance with this MFRS or 
previously in accordance with MAS 36 Impairment of Assets.  

22  An entity shall recognise a gain for any subsequent increase in fair value less costs to sell of a disposal group:  

(a)  to the extent that it has not been recognised in accordance with paragraph 19; but  
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(b)  not in excess of the cumulative impairment loss that has been recognised, either in accordance with 

this MFRS or previously in accordance with MAS 36, on the non-current assets that are within the 
scope of the measurement requirements of this MFRS.  

23  The impairment loss (or any subsequent gain) recognised for a disposal group shall reduce (or increase) the 

carrying amount of the non-current assets in the group that are within the scope of the measurement 
requirements of this MFRS, in the order of allocation set out in paragraphs 104(a) and (b) and 122 of MAS 36 

(as revised in 2004).  

24  A gain or loss not previously recognised by the date of the sale of a non-current asset (or disposal group) shall 

be recognised at the date of derecognition. Requirements relating to derecognition are set out in:  

(a)  paragraphs 67–72 of MAS 16 (as revised in 2003) for property, plant and equipment, and  

(b)  paragraphs 112–117 of MAS 38 Intangible Assets (as revised in 2004) for intangible assets.  

* 
Costs to distribute are the incremental costs directly attributable to the distribution, excluding finance costs and income tax expense.  

 

25  An entity shall not depreciate (or amortise) a non-current asset while it is classified as held for sale or while it is 
part of a disposal group classified as held for sale. Interest and other expenses attributable to the liabilities of a 

disposal group classified as held for sale shall continue to be recognised.  

Changes to a plan of sale  

26  If an entity has classified an asset (or disposal group) as held for sale, but the criteria in paragraphs 7–9 are no 
longer met, the entity shall cease to classify the asset (or disposal group) as held for sale.  

27  The entity shall measure a non-current asset that ceases to be classified as held for sale (or ceases to be included 

in a disposal group classified as held for sale) at the lower of:  

(a)  its carrying amount before the asset (or disposal group) was classified as held for sale, adjusted for 

any depreciation, amortisation or revaluations that would have been recognised had the asset (or 
disposal group) not been classified as held for sale, and  

(b)  its recoverable amount at the date of the subsequent decision not to sell.* 

28  The entity shall include any required adjustment to the carrying amount of a non-current asset that ceases to be 

classified as held for sale in profit or loss† from continuing operations in the period in which the criteria in 
paragraphs 7–9 are no longer met. The entity shall present that adjustment in the same caption in the statement 
of comprehensive income used to present a gain or loss, if any, recognised in accordance with paragraph 37.  

29  If an entity removes an individual asset or liability from a disposal group classified as held for sale, the 
remaining assets and liabilities of the disposal group to be sold shall continue to be measured as a group only if 

the group meets the criteria in paragraphs 7–9. Otherwise, the remaining non-current assets of the group that 
individually meet the criteria to be classified as held for sale shall be measured individually at the lower of their 

carrying amounts and fair values less costs to sell at that date. Any non-current assets that do not meet the 

criteria shall cease to be classified as held for sale in accordance with paragraph 26.  

Presentation and disclosure  

30  An entity shall present and disclose information that enables users of the financial statements to evaluate 

the financial effects of discontinued operations and disposals of non-current assets (or disposal groups).  

Presenting discontinued operations  

31  A component of an entity comprises operations and cash flows that can be clearly distinguished, operationally 
and for financial reporting purposes, from the rest of the entity. In other words, a component of an entity will 

have been a cash-generating unit or a group of cash-generating units while being held for use.  

32  A discontinued operation is a component of an entity that either has been disposed of, or is classified as held for 

sale, and  
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(a)  represents a separate major line of business or geographical area of operations,  

(b)  is part of a single co-ordinated plan to dispose of a separate major line of business or geographical 

area of operations or  

(c) is a subsidiary acquired exclusively with a view to resale.  

33  An entity shall disclose:  

(a)  a single amount in the statement of comprehensive income comprising the total of:  

(i)  the post-tax profit or loss of discontinued operations and  

(ii)  the post-tax gain or loss recognised on the measurement to fair value less costs to sell or on 
the disposal of the assets or disposal group(s) constituting the discontinued operation.  

(b)  an analysis of the single amount in (a) into:  

(i)  the revenue, expenses and pre-tax profit or loss of discontinued operations;  

 (ii)  the related income tax expense as required by paragraph 81(h) of MAS 12;  

(iii)  the gain or loss recognised on the measurement to fair value less costs to sell or on the 
disposal of the assets or disposal group(s) constituting the discontinued operation; and  

(iv)  the related income tax expense as required by paragraph 81(h) of MAS 12.  

The analysis may be presented in the notes or in the statement of comprehensive income. If it is 
presented in the statement of comprehensive income it shall be presented in a section identified as 

relating to discontinued operations, ie separately from continuing operations. The analysis is not 
required for disposal groups that are newly acquired subsidiaries that meet the criteria to be classified 
as held for sale on acquisition (see paragraph 11).  

(c)  the net cash flows attributable to the operating, investing and financing activities of discontinued 
operations. These disclosures may be presented either in the notes or in the financial statements. 
These disclosures are not required for disposal groups that are newly acquired subsidiaries that meet 

the criteria to be classified as held for sale on acquisition (see paragraph 11).  

(d)  the amount of income from continuing operations and from discontinued operations attributable to 

owners of the parent. These disclosures may be presented either in the notes or in the statement of 
comprehensive income.  

* 
If the non-current asset is part of a cash-generating unit, its recoverable amount is the carrying amount that would have been recognised after 

the allocation of any impairment loss arising on that cash-generating unit in accordance with MAS 36.  
† 

Unless the asset is property, plant and equipment or an intangible asset that had been revalued in accordance with MAS 16 or MAS 38 before 

classification as held for sale, in which case the adjustment shall be treated as a revaluation increase or decrease.  

 

33A  If an entity presents the components of profit or loss in a separate income statement as described in paragraph 81 
of MAS 1 (as revised in 2007), a section identified as relating to discontinued operations is presented in that 

separate statement.  

34  An entity shall re-present the disclosures in paragraph 33 for prior periods presented in the financial statements 
so that the disclosures relate to all operations that have been discontinued by the end of the reporting period for 

the latest period presented.  

35  Adjustments in the current period to amounts previously presented in discontinued operations that are directly 

related to the disposal of a discontinued operation in a prior period shall be classified separately in discontinued 
operations. The nature and amount of such adjustments shall be disclosed. Examples of circumstances in which 
these adjustments may arise include the following:  

(a)  the resolution of uncertainties that arise from the terms of the disposal transaction, such as the 
resolution of purchase price adjustments and indemnification issues with the purchaser.  

(b)  the resolution of uncertainties that arise from and are directly related to the operations of the 
component before its disposal, such as environmental and product warranty obligations retained by 
the seller.  
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(c)  the settlement of employee benefit plan obligations, provided that the settlement is directly related to 

the disposal transaction.  

36  If an entity ceases to classify a component of an entity as held for sale, the results of operations of the 
component previously presented in discontinued operations in accordance with paragraphs 33–35 shall be 

reclassified and included in income from continuing operations for all periods presented. The amounts for prior 
periods shall be described as having been re-presented.  

36A  An entity that is committed to a sale plan involving loss of control of a subsidiary shall disclose the information 
required in paragraphs 33–36 when the subsidiary is a disposal group that meets the definition of a discontinued 

operation in accordance with paragraph 32.  

Gains or losses relating to continuing operations  

37  Any gain or loss on the remeasurement of a non-current asset (or disposal group) classified as held for sale that 
does not meet the definition of a discontinued operation shall be included in profit or loss from continuing 

operations.  

Presentation of a non-current asset or disposal group classified as held for 

sale  

38  An entity shall present a non-current asset classified as held for sale and the assets of a disposal group classified 

as held for sale separately from other assets in the statement of financial position. The liabilities of a disposal 
group classified as held for sale shall be presented separately from other liabilities in the statement of financial 

position. Those assets and liabilities shall not be offset and presented as a single amount. The major classes of 
assets and liabilities classified as held for sale shall be separately disclosed either in the statement of financial 

position or in the notes, except as permitted by paragraph 39. An entity shall present separately any cumulative 
income or expense recognised in other comprehensive income relating to a non-current asset (or disposal group) 
classified as held for sale.  

39  If the disposal group is a newly acquired subsidiary that meets the criteria to be classified as held for sale on 
acquisition (see paragraph 11), disclosure of the major classes of assets and liabilities is not required.  

40  An entity shall not reclassify or re-present amounts presented for non-current assets or for the assets and 
liabilities of disposal groups classified as held for sale in the statements of financial position for prior periods to 

reflect the classification in the statement of financial position for the latest period presented.  

Additional disclosures  

41  An entity shall disclose the following information in the notes in the period in which a non-current asset (or 
disposal group) has been either classified as held for sale or sold:  

(a)  a description of the non-current asset (or disposal group);  

(b)  a description of the facts and circumstances of the sale, or leading to the expected disposal, and the 

expected manner and timing of that disposal;  

(c)  the gain or loss recognised in accordance with paragraphs 20–22 and, if not separately presented in 

the statement of comprehensive income, the caption in the statement of comprehensive income that 
includes that gain or loss;  

(d)  if applicable, the reportable segment in which the non-current asset (or disposal group) is presented in 
accordance with MFRS 8 Operating Segments.  

42  If either paragraph 26 or paragraph 29 applies, an entity shall disclose, in the period of the decision to change 
the plan to sell the non-current asset (or disposal group), a description of the facts and circumstances leading to 
the decision and the effect of the decision on the results of operations for the period and any prior periods 

presented.  
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Appendix A Defined terms  

This appendix is an integral part of the MFRS. 

cash-generating unit  The smallest identifiable group of assets that generates 
cash inflows that are largely independent of the cash 

inflows from other assets or groups of assets.  

component of an entity  Operations and cash flows that can be clearly 

distinguished, operationally and for financial reporting 
purposes, from the rest of the entity.  

costs to sell  The incremental costs directly attributable to the disposal 
of an asset (or disposal group), excluding finance costs 
and income tax expense.  

current asset  An entity shall classify an asset as current when:  

(a) it expects to realise the asset, or intends to sell or consume it, in 
its normal operating cycle;  

(b) it holds the asset primarily for the purpose of trading;  

(c) it expects to realise the asset within twelve months after the 

reporting period; or  

(d) the asset is cash or a cash equivalent (as defined in MAS 7) 

unless the asset is restricted from being exchanged or used 
to settle a liability for at least twelve months after the 

reporting period.  

discontinued operation  A component of an entity that either has been disposed of 
or is classified as held for sale and:  

(a) represents a separate major line of business or geographical area 
of operations,  

(b) is part of a single co-ordinated plan to dispose of a separate major 
line of business or geographical area of operations or  

(c) is a subsidiary acquired exclusively with a view to resale.  

disposal group  A group of assets to be disposed of, by sale or otherwise, 
together as a group in a single transaction, and liabilities 

directly associated with those assets that will be 
transferred in the transaction. The group includes goodwill 
acquired in a business combination if the group is a cash-

generating unit to which goodwill has been allocated in 

accordance with the requirements of paragraphs 80–87 of 
MAS 36Impairment of Assets (as revised in 2004) or if it is 

an operation within such a cash-generating unit.  

fair value  The amount for which an asset could be exchanged, or a 
liability settled, between knowledgeable, willing parties in 

an arm’s length transaction.  
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firm purchase commitment  An agreement with an unrelated party, binding on both 
parties and usually legally enforceable, that (a) specifies 

all significant terms, including the price and timing of the 
transactions, and (b) includes a disincentive for non-

performance that is sufficiently large to make performance 
highly probable.  

highly probable  Significantly more likely than probable.  

non-current asset  An asset that does not meet the definition of a current 

asset.  

probable  More likely than not.  

recoverable amount  The higher of an asset’s fair value less costs to sell and its 
value in use.  

value in use  The present value of estimated future cash flows expected 
to arise from the continuing use of an asset and from its 
disposal at the end of its useful life.  
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Appendix B Application supplement  

This appendix is an integral part of the MFRS.  

Extension of the period required to complete a sale  

B1  As noted in paragraph 9, an extension of the period required to complete a sale does not preclude an asset (or 

disposal group) from being classified as held for sale if the delay is caused by events or circumstances beyond 
the entity’s control and there is sufficient evidence that the entity remains committed to its plan to sell the asset 
(or disposal group). An exception to the one-year requirement in paragraph 8 shall therefore apply in the 
following situations in which such events or circumstances arise:  

(a)  at the date an entity commits itself to a plan to sell a non-current asset (or disposal group) it 

reasonably expects that others (not a buyer) will impose conditions on the transfer of the asset (or 

disposal group) that will extend the period required to complete the sale, and:  

(i)  actions necessary to respond to those conditions cannot be initiated until after a firm 
purchase commitment is obtained, and  

(ii)  a firm purchase commitment is highly probable within one year.  

(b)  an entity obtains a firm purchase commitment and, as a result, a buyer or others unexpectedly impose 

conditions on the transfer of a non-current asset (or disposal group) previously classified as held for 
sale that will extend the period required to complete the sale, and:  

(i) timely actions necessary to respond to the conditions have been taken, and  

(ii) a favourable resolution of the delaying factors is expected.  

(c)  during the initial one-year period, circumstances arise that were previously considered unlikely and, 
as a result, a non-current asset (or disposal group) previously classified as held for sale is not sold by 
the end of that period, and:  

(i)  during the initial one-year period the entity took action necessary to respond to the change 
in circumstances,  

(ii)  the non-current asset (or disposal group) is being actively marketed at a price that is 
reasonable, given the change in circumstances, and  

(iii)  the criteria in paragraphs 7 and 8 are met.  
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Myanmar Financial Reporting Standard 6 Exploration for 

and Evaluation of Mineral Resources  

Objective  

1  The objective of this MFRS is to specify the financial reporting for the exploration for and evaluation of 

mineral resources.  

2  In particular, the MFRS requires:  

(a)  limited improvements to existing accounting practices for exploration and evaluation expenditures.  

(b)  entities that recognise exploration and evaluation assets to assess such assets for impairment in 
accordance with this MFRS and measure any impairment in accordance with MAS 36 Impairment of 
Assets.  

(c)  disclosures that identify and explain the amounts in the entity’s financial statements arising from the 

exploration for and evaluation of mineral resources and help users of those financial statements 
understand the amount, timing and certainty of future cash flows from any exploration and evaluation 

assets recognised.  

Scope  

3  An entity shall apply the MFRS to exploration and evaluation expenditures that it incurs.  

4  The MFRS does not address other aspects of accounting by entities engaged in the exploration for and 

evaluation of mineral resources.  

5  An entity shall not apply the MFRS to expenditures incurred:  

(a)  before the exploration for and evaluation of mineral resources, such as expenditures incurred before 

the entity has obtained the legal rights to explore a specific area.  

(b)  after the technical feasibility and commercial viability of extracting a mineral resource are 

demonstrable.  

Recognition of exploration and evaluation assets  

Temporary exemption from MAS 8 paragraphs 11 and 12  

6  When developing its accounting policies, an entity recognising exploration and evaluation assets shall apply 

paragraph 10 of MAS 8 Accounting Policies, Changes in Accounting Estimates and Errors.  

7  Paragraphs 11 and 12 of MAS 8 specify sources of authoritative requirements and guidance that management is 

required to consider in developing an accounting policy for an item if no IFRS applies specifically to that item. 
Subject to paragraphs 9 and 10 below, this IFRS exempts an entity from applying those paragraphs to its 

accounting policies for the recognition and measurement of exploration and evaluation assets.  
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Measurement of exploration and evaluation assets  

Measurement at recognition  

8  Exploration and evaluation assets shall be measured at cost.  

Elements of cost of exploration and evaluation assets  

9  An entity shall determine an accounting policy specifying which expenditures are recognised as exploration and 
evaluation assets and apply the policy consistently. In making this determination, an entity considers the degree 
to which the expenditure can be associated with finding specific mineral resources. The following are examples 

of expenditures that might be included in the initial measurement of exploration and evaluation assets (the list is 
not exhaustive):  

(a)  acquisition of rights to explore;  

(b)  topographical, geological, geochemical and geophysical studies;  

(c)  exploratory drilling;  

(d)  trenching;  

(e)  sampling; and  

(f)  activities in relation to evaluating the technical feasibility and commercial viability of extracting a 

mineral resource.  

10  Expenditures related to the development of mineral resources shall not be recognised as exploration and 

evaluation assets. The Framework and MAS 38 Intangible Assets provide guidance on the recognition of assets 
arising from development.  

11  In accordance with MAS 37 Provisions, Contingent Liabilities and Contingent Assets an entity recognises any 
obligations for removal and restoration that are incurred during a particular period as a consequence of having 

undertaken the exploration for and evaluation of mineral resources.  

Measurement after recognition  

12  After recognition, an entity shall apply either the cost model or the revaluation model to the exploration and 
evaluation assets. If the revaluation model is applied (either the model in MAS 16 Property, Plant and 
Equipment or the model in MAS 38) it shall be consistent with the classification of the assets (see paragraph 15).  

Changes in accounting policies  

13  An entity may change its accounting policies for exploration and evaluation expenditures if the change 

makes the financial statements more relevant to the economic decision-making needs of users and no less 

reliable, or more reliable and no less relevant to those needs. An entity shall judge relevance and 

reliability using the criteria in MAS 8.  

14  To justify changing its accounting policies for exploration and evaluation expenditures, an entity shall 
demonstrate that the change brings its financial statements closer to meeting the criteria in MAS 8, but the 

change need not achieve full compliance with those criteria.  
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Presentation  

Classification of exploration and evaluation assets  

15  An entity shall classify exploration and evaluation assets as tangible or intangible according to the nature of the 

assets acquired and apply the classification consistently.  

16  Some exploration and evaluation assets are treated as intangible (eg drilling rights), whereas others are tangible 

(eg vehicles and drilling rigs). To the extent that a tangible asset is consumed in developing an intangible asset, 
the amount reflecting that consumption is part of the cost of the intangible asset. However, using a tangible asset 

to develop an intangible asset does not change a tangible asset into an intangible asset.  

Reclassification of exploration and evaluation assets  

17  An exploration and evaluation asset shall no longer be classified as such when the technical feasibility and 
commercial viability of extracting a mineral resource are demonstrable. Exploration and evaluation assets shall 

be assessed for impairment, and any impairment loss recognised, before reclassification. 

Impairment  

Recognition and measurement  

18  Exploration and evaluation assets shall be assessed for impairment when facts and circumstances suggest 

that the carrying amount of an exploration and evaluation asset may exceed its recoverable amount. 

When facts and circumstances suggest that the carrying amount exceeds the recoverable amount, an 

entity shall measure, present and disclose any resulting impairment loss in accordance with MAS 36, 

except as provided by paragraph 21 below.  

19  For the purposes of exploration and evaluation assets only, paragraph 20 of this IFRS shall be applied rather 

than paragraphs 8–17 of MAS 36 when identifying an exploration and evaluation asset that may be impaired. 
Paragraph 20 uses the term ‘assets’ but applies equally to separate exploration and evaluation assets or a cash-
generating unit.  

20  One or more of the following facts and circumstances indicate that an entity should test exploration and 
evaluation assets for impairment (the list is not exhaustive):  

(a)  the period for which the entity has the right to explore in the specific area has expired during the 
period or will expire in the near future, and is not expected to be renewed.  

(b)  substantive expenditure on further exploration for and evaluation of mineral resources in the specific 
area is neither budgeted nor planned.  

(c)  exploration for and evaluation of mineral resources in the specific area have not led to the discovery 
of commercially viable quantities of mineral resources and the entity has decided to discontinue such 
activities in the specific area.  

(d)  sufficient data exist to indicate that, although a development in the specific area is likely to proceed, 
the carrying amount of the exploration and evaluation asset is unlikely to be recovered in full from 
successful development or by sale.  

In any such case, or similar cases, the entity shall perform an impairment test in accordance with MAS 36. Any 

impairment loss is recognised as an expense in accordance with MAS 36.  

Specifying the level at which exploration and evaluation assets are assessed 

for impairment  

21  An entity shall determine an accounting policy for allocating exploration and evaluation assets to cash-

generating units or groups of cash-generating units for the purpose of assessing such assets for 
impairment. Each cash-generating unit or group of units to which an exploration and evaluation asset is 
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allocated shall not be larger than an operating segment determined in accordance with IFRS 8 Operating 

Segments.  

22  The level identified by the entity for the purposes of testing exploration and evaluation assets for impairment 
may comprise one or more cash-generating units.  

Disclosure  

23  An entity shall disclose information that identifies and explains the amounts recognised in its financial 

statements arising from the exploration for and evaluation of mineral resources.  

24  To comply with paragraph 23, an entity shall disclose:  

(a)  its accounting policies for exploration and evaluation expenditures including the recognition of 

exploration and evaluation assets.  

(b)  the amounts of assets, liabilities, income and expense and operating and investing cash flows arising 

from the exploration for and evaluation of mineral resources.  

25  An entity shall treat exploration and evaluation assets as a separate class of assets and make the disclosures 

required by either MAS 16 or MAS 38 consistent with how the assets are classified.  
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Appendix A Defined terms  

This appendix is an integral part of the IFRS. 

exploration and evaluation assets  Exploration and evaluation expenditures recognised as 
assets in accordance with the entity’s accounting policy.  

exploration and evaluation expenditures  Expenditures incurred by an entity in connection with the 
exploration for and evaluation of mineral resources 

before the technical feasibility and commercial viability of 
extracting a mineral resource are demonstrable.  

exploration for and evaluation of mineral resources  The search for mineral resources, including minerals, oil, 
natural gas and similar non-regenerative resources after the 
entity has obtained legal rights to explore in a specific 

area, as well as the determination of the technical 
feasibility and commercial viability of extracting the 

mineral resource.  
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Myanmar Financial Reporting Standard 7 Financial 

Instruments: Disclosures  

Objective  

1  The objective of this MFRS is to require entities to provide disclosures in their financial statements that enable 

users to evaluate:  

(a)  the significance of financial instruments for the entity’s financial position and performance; and  

(b)  the nature and extent of risks arising from financial instruments to which the entity is exposed during 
the period and at the end of the reporting period, and how the entity manages those risks.  

2  The principles in this MFRS complement the principles for recognising, measuring and presenting financial 
assets and financial liabilities in MAS 32 Financial Instruments: Presentation and MAS 39 Financial 

Instruments: Recognition and Measurement.  

Scope  

3  This MFRS shall be applied by all entities to all types of financial instruments, except:  

(a)  those interests in subsidiaries, associates or joint ventures that are accounted for in accordance with 
MAS 27 Consolidated and Separate Financial Statements, MAS 28 Investments in Associates or 

MAS 31 Interests in Joint Ventures. However, in some cases, MAS 27, MAS 28 or MAS 31 permits 
an entity to account for an interest in a subsidiary, associate or joint venture using MAS 39; in those 

cases, entities shall apply the requirements of this MFRS. Entities shall also apply this MFRS to all 
derivatives linked to interests in subsidiaries, associates or joint ventures unless the derivative meets 

the definition of an equity instrument in MAS 32.  

(b)  employers’ rights and obligations arising from employee benefit plans, to which MAS 19 Employee 

Benefits applies.  

(c) [deleted]  

(d)  insurance contracts as defined in MFRS 4 Insurance Contracts. However, this MFRS applies to 

derivatives that are embedded in insurance contracts if MAS 39 requires the entity to account for them 
separately. Moreover, an issuer shall apply this MFRS to financial guarantee contracts if the issuer 

applies MAS 39 in recognising and measuring the contracts, but shall apply MFRS 4 if the issuer 
elects, in accordance with paragraph 4(d) of MFRS 4, to apply MFRS 4 in recognising and measuring 

them.  

(e)  financial instruments, contracts and obligations under share-based payment transactions to which 

MFRS 2 Share-based Payment applies, except that this MFRS applies to contracts within the scope of 
paragraphs 5–7 of MAS 39.  

(f)  instruments that are required to be classified as equity instruments in accordance with paragraphs 16A 
and 16B or paragraphs 16C and 16D of MAS 32.  

4  This MFRS applies to recognised and unrecognised financial instruments. Recognised financial instruments 
include financial assets and financial liabilities that are within the scope of MAS 39. Unrecognised financial 

instruments include some financial instruments that, although outside the scope of MAS 39, are within the scope 
of this MFRS (such as some loan commitments).  

5  This MFRS applies to contracts to buy or sell a non-financial item that are within the scope of MAS 39 (see 

paragraphs 5–7 of MAS 39).  
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Classes of financial instruments and level of disclosure  

6  When this MFRS requires disclosures by class of financial instrument, an entity shall group financial 
instruments into classes that are appropriate to the nature of the information disclosed and that take into account 

the characteristics of those financial instruments. An entity shall provide sufficient information to permit 

reconciliation to the line items presented in the statement of financial position.  

Significance of financial instruments for financial position and performance  

7  An entity shall disclose information that enables users of its financial statements to evaluate the 
significance of financial instruments for its financial position and performance.  

Statement of financial position  

Categories of financial assets and financial liabilities  

8  The carrying amounts of each of the following categories, as defined in MAS 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 MAS 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 MAS 39; and  

(f)  financial liabilities measured at amortised cost.  

Financial assets or financial liabilities at fair value through profit or loss  

9  If the entity has designated a loan or receivable (or group of loans or receivables) as at fair value through profit 
or loss, it shall disclose:  

(a)  the maximum exposure to credit risk (see paragraph 36(a)) of the loan or receivable (or group of loans 
or receivables) at the end of the reporting period.  

(b)  the amount by which any related credit derivatives or similar instruments mitigate that maximum 

exposure to credit risk.  

(c)  the amount of change, during the period and cumulatively, in the fair value of the loan or receivable 

(or group of loans or receivables) that is attributable to changes in the credit risk of the financial asset 
determined either:  

(i)  as the amount of change in its fair value that is not attributable to changes in market 
conditions that give rise to market risk ; or  

(ii)  using an alternative method the entity believes more faithfully represents the amount of 
change in its fair value that is attributable to changes in the credit risk of the asset.  

Changes in market conditions that give rise to market risk include changes in an observed (benchmark) 

interest rate, commodity price, foreign exchange rate or index of prices or rates.  

(d)  the amount of the change in the fair value of any related credit derivatives or similar instruments that 

has occurred during the period and cumulatively since the loan or receivable was designated.  

10  If the entity has designated a financial liability as at fair value through profit or loss in accordance with 

paragraph 9 of MAS 39, it shall disclose:  

(a)  the amount of change, during the period and cumulatively, in the fair value of the financial liability 

that is attributable to changes in the credit risk of that liability determined either:  
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(i)  as the amount of change in its fair value that is not attributable to changes in market 

conditions that give rise to market risk (see Appendix B, paragraph B4); or  

(ii)  using an alternative method the entity believes more faithfully represents the amount of 
change in its fair value that is attributable to changes in the credit risk of the liability.  

Changes in market conditions that give rise to market risk include changes in a benchmark interest 
rate, the price of another entity’s financial instrument, a commodity price, a foreign exchange rate or 

an index of prices or rates. For contracts that include a unit-linking feature, changes in market 
conditions include changes in the performance of the related internal or external investment fund.  

(b)  the difference between the financial liability’s carrying amount and the amount the entity would be 
contractually required to pay at maturity to the holder of the obligation.  

11  The entity shall disclose:  

(a)  the methods used to comply with the requirements in paragraphs 9(c) and 10(a).  

(b)  if the entity believes that the disclosure it has given to comply with the requirements in paragraph 9(c) 

or 10(a) does not faithfully represent the change in the fair value of the financial asset or financial 
liability attributable to changes in its credit risk, the reasons for reaching this conclusion and the 

factors it believes are relevant.  

Reclassification  

12  If the entity has reclassified a financial asset (in accordance with paragraphs 51–54 of MAS 39) as one measured:  

(a)  at cost or amortised cost, rather than at fair value; or  

(b)  at fair value, rather than at cost or amortised cost,  

it shall disclose the amount reclassified into and out of each category and the reason for that reclassification.  

12A  If the entity has reclassified a financial asset out of the fair value through profit or loss category in accordance 
with paragraph 50B or 50D of MAS 39 or out of the available-for-sale category in accordance with paragraph 

50E of MAS 39, it shall disclose:  

(a)  the amount reclassified into and out of each category;  

(b)  for each reporting period until derecognition, the carrying amounts and fair values of all financial 

assets that have been reclassified in the current and previous reporting periods;  

(c)  if a financial asset was reclassified in accordance with paragraph 50B, the rare situation, and the facts 

and circumstances indicating that the situation was rare;  

(d)  for the reporting period when the financial asset was reclassified, the fair value gain or loss on the 

financial asset recognised in profit or loss or other comprehensive income in that reporting period and 
in the previous reporting period;  

(e)  for each reporting period following the reclassification (including the reporting period in which the 

financial asset was reclassified) until derecognition of the financial asset, the fair value gain or loss 
that would have been recognised in profit or loss or other comprehensive income if the financial asset 
had not been reclassified, and the gain, loss, income and expense recognised in profit or loss; and  

(f)  the effective interest rate and estimated amounts of cash flows the entity expects to recover, as at the 
date of reclassification of the financial asset.  

Derecognition  

13  An entity may have transferred financial assets in such a way that part or all of the financial assets do not qualify 

for derecognition (see paragraphs 15–37 of MAS 39). The entity shall disclose for each class of such financial 
assets:  

(a)  the nature of the assets;  

(b)  the nature of the risks and rewards of ownership to which the entity remains exposed;  
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(c)  when the entity continues to recognise all of the assets, the carrying amounts of the assets and of the 

associated liabilities; and  

(d)  when the entity continues to recognise the assets to the extent of its continuing involvement, the total 
carrying amount of the original assets, the amount of the assets that the entity continues to recognise, 

and the carrying amount of the associated liabilities.  

Collateral  

14  An entity shall disclose:  

(a)  the carrying amount of financial assets it has pledged as collateral for liabilities or contingent 
liabilities, including amounts that have been reclassified in accordance with paragraph 37(a) of MAS 

39; and  

(b)  the terms and conditions relating to its pledge.  

15  When an entity holds collateral (of financial or non-financial assets) and is permitted to sell or repledge the 
collateral in the absence of default by the owner of the collateral, it shall disclose:  

 (a)  the fair value of the collateral held;  

(b)  the fair value of any such collateral sold or repledged, and whether the entity has an obligation to 
return it; and  

(c)  the terms and conditions associated with its use of the collateral.  

Allowance account for credit losses  

16  When financial assets are impaired by credit losses and the entity records the impairment in a separate account 
(eg an allowance account used to record individual impairments or a similar account used to record a collective 

impairment of assets) rather than directly reducing the carrying amount of the asset, it shall disclose a 
reconciliation of changes in that account during the period for each class of financial assets.  

Compound financial instruments with multiple embedded derivatives  

17  If an entity has issued an instrument that contains both a liability and an equity component (see paragraph 28 of 
MAS 32) and the instrument has multiple embedded derivatives whose values are interdependent (such as a 

callable convertible debt instrument), it shall disclose the existence of those features.  

Defaults and breaches  

18  For loans payable recognised at the end of the reporting period, an entity shall disclose:  

(a)  details of any defaults during the period of principal, interest, sinking fund, or redemption terms of 
those loans payable;  

(b)  the carrying amount of the loans payable in default at the end of the reporting period; and  

(c)  whether the default was remedied, or the terms of the loans payable were renegotiated, before the 
financial statements were authorised for issue.  

19  If, during the period, there were breaches of loan agreement terms other than those described in paragraph 18, an 
entity shall disclose the same information as required by paragraph 18 if those breaches permitted the lender to 

demand accelerated repayment (unless the breaches were remedied, or the terms of the loan were renegotiated, 
on or before the end of the reporting period).  

Statement of comprehensive income  

Items of income, expense, gains or losses  
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20  An entity shall disclose the following items of income, expense, gains or losses either in the statement of 

comprehensive income or in the notes:  

(a)  net gains or net losses on:  

(i)  financial assets or financial liabilities at fair value through profit or loss, showing separately 

those on financial assets or financial liabilities designated as such upon initial recognition, 
and those on financial assets or financial liabilities that are classified as held for trading in 

accordance with MAS 39;  

(ii)  available-for-sale financial assets, showing separately the amount of gain or loss recognised 

in other comprehensive income during the period and the amount reclassified from equity to 
profit or loss for the period;  

(iii)  held-to-maturity investments;  

(iv)  loans and receivables; and  

(v)  financial liabilities measured at amortised cost;  

(b)  total interest income and total interest expense (calculated using the effective interest method) for 
financial assets or financial liabilities that are not at fair value through profit or loss;  

(c)  fee income and expense (other than amounts included in determining the effective interest rate) 

arising from:  

(i)  financial assets or financial liabilities that are not at fair value through profit or loss; and  

 (ii)  trust and other fiduciary activities that result in the holding or investing of assets on behalf 
of individuals, trusts, retirement benefit plans, and other institutions;  

(d)  interest income on impaired financial assets accrued in accordance with paragraph AG93 of MAS 39; 
and  

(e)  the amount of any impairment loss for each class of financial asset.  

Other disclosures  

Accounting policies  

21  In accordance with paragraph 117 of MAS 1 Presentation of Financial Statements (as revised in 2007), an entity 
discloses, in the summary of significant accounting policies, the measurement basis (or bases) used in preparing 

the financial statements and the other accounting policies used that are relevant to an understanding of the 
financial statements.  

Hedge accounting  

22  An entity shall disclose the following separately for each type of hedge described in MAS 39 (ie fair value 

hedges, cash flow hedges, and hedges of net investments in foreign operations):  

(a)  a description of each type of hedge;  

(b)  a description of the financial instruments designated as hedging instruments and their fair values at the 
end of the reporting period; and  

(c)  the nature of the risks being hedged.  

23  For cash flow hedges, an entity shall disclose:  

(a)  the periods when the cash flows are expected to occur and when they are expected to affect profit or 
loss;  

(b)  a description of any forecast transaction for which hedge accounting had previously been used, but 
which is no longer expected to occur;  

(c)  the amount that was recognised in other comprehensive income during the period;  
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(d)  the amount that was reclassified from equity to profit or loss for the period, showing the amount 

included in each line item in the statement of comprehensive income; and  

(e)  the amount that was removed from equity during the period and included in the initial cost or other 
carrying amount of a non-financial asset or non-financial liability whose acquisition or incurrence was 

a hedged highly probable forecast transaction.  

24  An entity shall disclose separately:  

(a)  in fair value hedges, gains or losses:  

(i)  on the hedging instrument; and  

(ii)  on the hedged item attributable to the hedged risk.  

(b)  the ineffectiveness recognised in profit or loss that arises from cash flow hedges; and  

(c)  the ineffectiveness recognised in profit or loss that arises from hedges of net investments in foreign 

operations.  

Fair value  

25  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.  

26  In disclosing fair values, an entity shall group financial assets and financial liabilities into classes, but shall 

offset them only to the extent that their carrying amounts are offset in the statement of financial position.  

27  An entity shall disclose:  

(a)  the methods and, when a valuation technique is used, the assumptions applied in determining fair 
values of each class of financial assets or financial liabilities. For example, if applicable, an entity 

discloses information about the assumptions relating to prepayment rates, rates of estimated credit 
losses, and interest rates or discount rates.  

(b)  whether fair values are determined, in whole or in part, directly by reference to published price 

quotations in an active market or are estimated using a valuation technique (see paragraphs AG71–
AG79 of MAS 39).  

(c)  whether the fair values recognised or disclosed in the financial statements are determined in whole or 
in part using a valuation technique based on assumptions that are not supported by prices from 
observable current market transactions in the same instrument (ie without modification or repackaging) 
and not based on available observable market data. For fair values that are recognised in the financial 

statements, if changing one or more of those assumptions to reasonably possible alternative 
assumptions would change fair value significantly, the entity shall state this fact and disclose the 

effect of those changes. For this purpose, significance shall be judged with respect to profit or loss, 
and total assets or total liabilities, or, when changes in fair value are recognised in other 

comprehensive income, total equity.  

(d)  if (c) applies, the total amount of the change in fair value estimated using such a valuation technique 

that was recognised in profit or loss during the period.  

28  If the market for a financial instrument is not active, an entity establishes its fair value using a valuation 

technique (see paragraphs AG74–AG79 of MAS 39). Nevertheless, the best evidence of fair value at initial 
recognition is the transaction price (ie the fair value of the consideration given or received), unless conditions 

described in paragraph AG76 of MAS 39 are met. It follows that there could be a difference between the fair 
value at initial recognition and the amount that would be determined at that date using the valuation technique. 
If such a difference exists, an entity shall disclose, by class of financial instrument:  

(a)  its accounting policy for recognising that difference in profit or loss to reflect a change in factors 
(including time) that market participants would consider in setting a price (see paragraph AG76A of 
MAS 39); and  

(b)  the aggregate difference yet to be recognised in profit or loss at the beginning and end of the period 

and a reconciliation of changes in the balance of this difference.  

29  Disclosures of fair value are not required:  
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(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;  

(b)  for an investment in equity instruments that do not have a quoted market price in an active market, or 
derivatives linked to such equity instruments, that is measured at cost in accordance with MAS 39 

because its fair value cannot be measured reliably; or  

(c)  for a contract containing a discretionary participation feature (as described in MFRS 4) if the fair 

value of that feature cannot be measured reliably.  

30  In the cases described in paragraph 29(b) and (c), an entity shall disclose information to help users of the 

financial statements make their own judgements about the extent of possible differences between the carrying 
amount of those financial assets or financial liabilities and their fair value, including:  

(a)  the fact that fair value information has not been disclosed for these instruments because their fair 
value cannot be measured reliably;  

(b)  a description of the financial instruments, their carrying amount, and an explanation of why fair value 

cannot be measured reliably;  

(c)  information about the market for the instruments;  

(d)  information about whether and how the entity intends to dispose of the financial instruments; and  

(e)  if financial instruments whose fair value previously could not be reliably measured are derecognised, 
that fact, their carrying amount at the time of derecognition, and the amount of gain or loss recognised.  

Nature and extent of risks arising from financial instruments  

31  An entity shall disclose information that enables users of its financial statements to evaluate the nature 

and extent of risks arising from financial instruments to which the entity is exposed at the end of the 
reporting period.  

32  The disclosures required by paragraphs 33–42 focus on the risks that arise from financial instruments and how 
they have been managed. These risks typically include, but are not limited to, credit risk, liquidity risk and 

market risk.  

Qualitative disclosures  

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

(a)  the exposures to risk and how they arise;  

(b)  its objectives, policies and processes for managing the risk and the methods used to measure the risk; 

and  

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

Quantitative disclosures  

34  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 end of the reporting period. This 
disclosure shall be based on the information provided internally to key management personnel of the 

entity (as defined in MAS 24 Related Party Disclosures), for example the entity’s board of directors 
or chief executive officer.  

(b)  the disclosures required by paragraphs 36–42, to the extent not provided in (a), unless the risk is not 

material (see paragraphs 29–31 of MAS 1 for a discussion of materiality).  

(c)  concentrations of risk if not apparent from (a) and (b).  

35  If the quantitative data disclosed as at the end of the reporting period are unrepresentative of an entity’s 
exposure to risk during the period, an entity shall provide further information that is representative.  
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Credit risk  

36  An entity shall disclose by class of financial instrument:  

(a)  the amount that best represents its maximum exposure to credit risk at the end of the reporting period 
without taking account of any collateral held or other credit enhancements (eg netting agreements that 
do not qualify for offset in accordance with MAS 32);  

(b)  in respect of the amount disclosed in (a), a description of collateral held as security and other credit 
enhancements;  

(c)  information about the credit quality of financial assets that are neither past due nor impaired; and  

(d)  the carrying amount of financial assets that would otherwise be past due or impaired whose terms 

have been renegotiated.  

Financial assets that are either past due or impaired  

37  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.  

Collateral and other credit enhancements obtained  

38  When an entity obtains financial or non-financial assets during the period by taking possession of collateral it 

holds as security or calling on other credit enhancements (eg guarantees), and such assets meet the recognition 
criteria in other Standards, an entity shall disclose:  

(a)  the nature and carrying amount of the assets obtained; and  

 (b)  when the assets are not readily convertible into cash, its policies for disposing of such assets or for 
using them in its operations.  

Liquidity risk  

39  An entity shall disclose:  

(a)  a maturity analysis for financial liabilities that shows the remaining contractual maturities; and  

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

Market risk  

Sensitivity analysis  

40  Unless an entity complies with paragraph 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.  
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41  If an entity prepares a sensitivity analysis, such as value-at-risk, that reflects interdependencies between risk 

variables (eg interest rates and exchange rates) and uses it to manage financial risks, it may use that sensitivity 
analysis in place of the analysis specified in paragraph 40. The entity shall also disclose:  

(a)  an explanation of the method used in preparing such a sensitivity analysis, and of the main parameters 

and assumptions underlying the data provided; and  

(b)  an explanation of the objective of the method used and of limitations that may result in the 

information not fully reflecting the fair value of the assets and liabilities involved.  

Other market risk disclosures  

42  When the sensitivity analyses disclosed in accordance with paragraph 40 or 41 are unrepresentative of a risk 

inherent in a financial instrument (for example because the year-end exposure does not reflect the exposure 
during the year), the entity shall disclose that fact and the reason it believes the sensitivity analyses are 

unrepresentative.  
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Appendix A Defined terms  

This appendix is an integral part of the MFRS. 

credit risk  The risk that one party to a financial instrument will cause 
a financial loss for the other party by failing to discharge 

an obligation.  

currency risk  The risk that the fair value or future cash flows of a 

financial instrument will fluctuate because of changes in 
foreign exchange rates.  

interest rate risk  The risk that the fair value or future cash flows of a 
financial instrument will fluctuate because of changes in 
market interest rates.  

liquidity risk  The risk that an entity will encounter difficulty in meeting 
obligations associated with financial liabilities.  

loans payable  Loans payable are financial liabilities, other than short-

term trade payables on normal credit terms.  

market risk  The risk that the fair value or future cash flows of a 

financial instrument will fluctuate because of changes in 
market prices. Market risk comprises three types of risk: 

currency risk, interest rate risk and other price risk.  

other price risk  The risk that the fair value or future cash flows of a 
financial instrument will fluctuate because of changes in 

market prices (other than those arising from interest rate 
risk or currency risk), whether those changes are caused 

by factors specific to the individual financial instrument or 
its issuer, or factors affecting all similar financial 

instruments traded in the market.  

past due  A financial asset is past due when a counterparty has failed 

to make a payment when contractually due.  

 

The following terms are defined in paragraph 11 of MAS 32 or paragraph 9 of MAS 39 and are used in the MFRS with the 
meaning specified in MAS 32 and MAS 39.  

•  amortised cost of a financial asset or financial liability  

•  available-for-sale financial assets  

•  derecognition  

•  derivative  

•  effective interest method  

•  equity instrument  

•  fair value  
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•  financial asset  

•  financial asset or financial liability at fair value through profit or loss  

•  financial asset or financial liability held for trading  

•  financial guarantee contract  

•  financial instrument  

•  financial liability  

•  forecast transaction  

•  hedging instrument  

•  held-to-maturity investments  

•  loans and receivables  

•  regular way purchase or sale  
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Appendix B  

Application guidance  

This appendix is an integral part of the MFRS.  

Classes of financial instruments and level of disclosure (paragraph 6)  

B1  Paragraph 6 requires an entity to group financial instruments into classes that are appropriate to the nature of the 
information disclosed and that take into account the characteristics of those financial instruments. The classes 
described in paragraph 6 are determined by the entity and are, thus, distinct from the categories of financial 
instruments specified in MAS 39 (which determine how financial instruments are measured and where changes 

in fair value are recognised).  

B2  In determining classes of financial instrument, an entity shall, at a minimum:  

(a)  distinguish instruments measured at amortised cost from those measured at fair value.  

(b)  treat as a separate class or classes those financial instruments outside the scope of this MFRS.  

B3  An entity decides, in the light of its circumstances, how much detail it provides to satisfy the requirements of 

this MFRS, how much emphasis it places on different aspects of the requirements and how it aggregates 
information to display the overall picture without combining information with different characteristics. It is 

necessary to strike a balance between overburdening financial statements with excessive detail that may not 
assist users of financial statements and obscuring important information as a result of too much aggregation. For 

example, an entity shall not obscure important information by including it among a large amount of insignificant 
detail. Similarly, an entity shall not disclose information that is so aggregated that it obscures important 
differences between individual transactions or associated risks.  

Significance of financial instruments for financial position and performance  

Financial liabilities at fair value through profit or loss (paragraphs 10 and 11)  

B4  If an entity designates a financial liability as at fair value through profit or loss, paragraph 10(a) requires it to 

disclose the amount of change in the fair value of the financial liability that is attributable to changes in the 
liability’s credit risk. Paragraph 10(a)(i) permits an entity to determine this amount as the amount of change in 
the liability’s fair value that is not attributable to changes in market conditions that give rise to market risk. If 

the only relevant changes in market conditions for a liability are changes in an observed (benchmark) interest 
rate, this amount can be estimated as follows:  

(a)  First, the entity computes the liability’s internal rate of return at the start of the period using the 

observed market price of the liability and the liability’s contractual cash flows at the start of the period. 
It deducts from this rate of return the observed (benchmark) interest rate at the start of the period, to 
arrive at an instrument-specific component of the internal rate of return.  

(b)  Next, the entity calculates the present value of the cash flows associated with the liability using the 
liability’s contractual cash flows at the end of the period and a discount rate equal to the sum of (i) the 
observed (benchmark) interest rate at the end of the period and (ii) the instrument-specific component 

of the internal rate of return as determined in (a).  

(c)  The difference between the observed market price of the liability at the end of the period and the 

amount determined in (b) is the change in fair value that is not attributable to changes in the observed 
(benchmark) interest rate. This is the amount to be disclosed.  
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This example assumes that changes in fair value arising from factors other than changes in the instrument’s 

credit risk or changes in interest rates are not significant. If the instrument in the example contains an embedded 
derivative, the change in fair value of the embedded derivative is excluded in determining the amount to be 
disclosed in accordance with paragraph 10(a).  

Other disclosure – accounting policies (paragraph 21)  

B5  Paragraph 21 requires disclosure of the measurement basis (or bases) used in preparing the financial statements 

and the other accounting policies used that are relevant to an understanding of the financial statements. For 
financial instruments, such disclosure may include:  

(a)  for financial assets or financial liabilities designated as at fair value through profit or loss:  

(i)  the nature of the financial assets or financial liabilities the entity has designated as at fair 
value through profit or loss;  

(ii)  the criteria for so designating such financial assets or financial liabilities on initial 
recognition; and  

(iii)  how the entity has satisfied the conditions in paragraph 9, 11A or 12 of MAS 39 for such 
designation. For instruments designated in accordance with paragraph (b)(i) of the 

definition of a financial asset or financial liability at fair value through profit or loss in 
MAS 39, that disclosure includes a narrative description of the circumstances underlying 

the measurement or recognition inconsistency that would otherwise arise. For instruments 
designated in accordance with paragraph (b)(ii) of the definition of a financial asset or 

financial liability at fair value through profit or loss in MAS 39, that disclosure includes a 
narrative description of how designation at fair value through profit or loss is consistent 

with the entity’s documented risk management or investment strategy.  

(b)  the criteria for designating financial assets as available for sale.  

(c)  whether regular way purchases and sales of financial assets are accounted for at trade date or at 

settlement date (see paragraph 38 of MAS 39).  

(d)  when an allowance account is used to reduce the carrying amount of financial assets impaired by 

credit losses:  

(i)  the criteria for determining when the carrying amount of impaired financial assets is 

reduced directly (or, in the case of a reversal of a write-down, increased directly) and when 
the allowance account is used; and  

(ii)  the criteria for writing off amounts charged to the allowance account against the carrying 

amount of impaired financial assets (see paragraph 16).  

(e)  how net gains or net losses on each category of financial instrument are determined (see paragraph 

20(a)), for example, whether the net gains or net losses on items at fair value through profit or loss 
include interest or dividend income.  

(f)  the criteria the entity uses to determine that there is objective evidence that an impairment loss has 
occurred (see paragraph 20(e)).  

(g)  when the terms of financial assets that would otherwise be past due or impaired have been 
renegotiated, the accounting policy for financial assets that are the subject of renegotiated terms (see 
paragraph 36(d)).  

Paragraph 122 of MAS 1 (as revised in 2007) also requires entities to disclose, in the summary of significant 
accounting policies or other notes, the judgements, apart from those involving estimations, that management has 
made in the process of applying the entity’s accounting policies and that have the most significant effect on the 
amounts recognised in the financial statements.  

Nature and extent of risks arising from financial instruments (paragraphs 31–42)  

B6  The disclosures required by paragraphs 31–42 shall be either given in the financial statements or incorporated by 

cross-reference from the financial statements to some other statement, such as a management commentary or 
risk report, that is available to users of the financial statements on the same terms as the financial statements and 
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at the same time. Without the information incorporated by cross-reference, the financial statements are 

incomplete.  

Quantitative disclosures (paragraph 34)  

B7  Paragraph 34(a) requires disclosures of summary quantitative data about an entity’s exposure to risks based on 

the information provided internally to key management personnel of the entity. When an entity uses several 

methods to manage a risk exposure, the entity shall disclose information using the method or methods that 
provide the most relevant and reliable information. MAS 8 Accounting Policies, Changes in Accounting 
Estimates and Errors discusses relevance and reliability.  

B8  Paragraph 34(c) requires disclosures about concentrations of risk. Concentrations of risk arise from financial 
instruments that have similar characteristics and are affected similarly by changes in economic or other 

conditions. The identification of concentrations of risk requires judgement taking into account the circumstances 
of the entity. Disclosure of concentrations of risk shall include:  

(a)  a description of how management determines concentrations;  

(b)  a description of the shared characteristic that identifies each concentration (eg counterparty, 

geographical area, currency or market); and  

(c)  the amount of the risk exposure associated with all financial instruments sharing that characteristic.  

Maximum credit risk exposure (paragraph 36(a))  

B9  Paragraph 36(a) requires disclosure of the amount that best represents the entity’s maximum exposure to credit 

risk. For a financial asset, this is typically the gross carrying amount, net of:  

(a)  any amounts offset in accordance with MAS 32; and  

(b)  any impairment losses recognised in accordance with MAS 39.  

B10  Activities that give rise to credit risk and the associated maximum exposure to credit risk include, but are not 
limited to:  

(a)  granting loans and receivables to customers and placing deposits with other entities. In these cases, 

the maximum exposure to credit risk is the carrying amount of the related financial assets.  

(b)  entering into derivative contracts, eg foreign exchange contracts, interest rate swaps and credit 

derivatives. When the resulting asset is measured at fair value, the maximum exposure to credit risk at 
the end of the reporting period will equal the carrying amount.  

(c)  granting financial guarantees. In this case, the maximum exposure to credit risk is the maximum 
amount the entity could have to pay if the guarantee is called on, which may be significantly greater 

than the amount recognised as a liability.  

(d)  making a loan commitment that is irrevocable over the life of the facility or is revocable only in 

response to a material adverse change. If the issuer cannot settle the loan commitment net in cash or 
another financial instrument, the maximum credit exposure is the full amount of the commitment. 

This is because it is uncertain whether the amount of any undrawn portion may be drawn upon in the 
future. This may be significantly greater than the amount recognised as a liability.  

Contractual maturity analysis (paragraph 39(a))  

B11  In preparing the contractual maturity analysis for financial liabilities required by paragraph 39(a), an entity uses 

its judgement to determine an appropriate number of time bands. For example, an entity might determine that 
the following time bands are appropriate:  

(a)  not later than one month;  

(b)  later than one month and not later than three months;  

(c)  later than three months and not later than one year; and  

(d)  later than one year and not later than five years.  
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B12  When a counterparty has a choice of when an amount is paid, the liability is included on the basis of the earliest 

date on which the entity can be required to pay. For example, financial liabilities that an entity can be required to 
repay on demand (eg demand deposits) are included in the earliest time band.  

B13  When an entity is committed to make amounts available in instalments, each instalment is allocated to the 

earliest period in which the entity can be required to pay. For example, an undrawn loan commitment is included 
in the time band containing the earliest date it can be drawn down.  

B14  The amounts disclosed in the maturity analysis 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 (eg 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 the statement of financial position is based on discounted cash flows.  

B15  If appropriate, an entity shall disclose the analysis of derivative financial instruments separately from that of 

non-derivative financial instruments in the contractual maturity analysis for financial liabilities required by 
paragraph 39(a). For example, it would be appropriate to distinguish cash flows from derivative financial 

instruments and non-derivative financial instruments if the cash flows arising from the derivative financial 
instruments are settled gross. This is because the gross cash outflow may be accompanied by a related inflow.  

B16  When the amount payable is not fixed, the amount disclosed is determined by reference to the conditions 
existing at the end of the reporting period. For example, when the amount payable varies with changes in an 

index, the amount disclosed may be based on the level of the index at the end of the reporting period.  

Market risk – sensitivity analysis (paragraphs 40 and 41)  

B17  Paragraph 40(a) requires a sensitivity analysis for each type of market risk to which the entity is exposed. In 
accordance with paragraph B3, an entity decides how it aggregates information to display the overall picture 

without combining information with different characteristics about exposures to risks from significantly 
different economic environments. For example:  

(a)  an entity that trades financial instruments might disclose this information separately for financial 
instruments held for trading and those not held for trading.  

(b)  an entity would not aggregate its exposure to market risks from areas of hyperinflation with its 

exposure to the same market risks from areas of very low inflation.  

If an entity has exposure to only one type of market risk in only one economic environment, it would not show 

disaggregated information.  

B18  Paragraph 40(a) requires the sensitivity analysis to show the effect on profit or loss and equity of reasonably 

possible changes in the relevant risk variable (eg prevailing market interest rates, currency rates, equity prices or 
commodity prices). For this purpose:  

(a)  entities are not required to determine what the profit or loss for the period would have been if relevant 
risk variables had been different. Instead, entities disclose the effect on profit or loss and equity at the 

end of the reporting period assuming that a reasonably possible change in the relevant risk variable 
had occurred at the end of the reporting period and had been applied to the risk exposures in existence 

at that date. For example, if an entity has a floating rate liability at the end of the year, the entity 
would disclose the effect on profit or loss (ie interest expense) for the current year if interest rates had 
varied by reasonably possible amounts.  

(b)  entities are not required to disclose the effect on profit or loss and equity for each change within a 
range of reasonably possible changes of the relevant risk variable. Disclosure of the effects of the 
changes at the limits of the reasonably possible range would be sufficient.  

B19  In determining what a reasonably possible change in the relevant risk variable is, an entity should consider:  
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(a)  the economic environments in which it operates. A reasonably possible change should not include 

remote or ‘worst case’ scenarios or ‘stress tests’. Moreover, if the rate of change in the underlying risk 
variable is stable, the entity need not alter the chosen reasonably possible change in the risk variable. 
For example, assume that interest rates are 5 per cent and an entity determines that a fluctuation in 
interest rates of ±50 basis points is reasonably possible. It would disclose the effect on profit or loss 

and equity if interest rates were to change to 4.5 per cent or 5.5 per cent. In the next period, interest 
rates have increased to 5.5 per cent. The entity continues to believe that interest rates may fluctuate by 

±50 basis points (ie that the rate of change in interest rates is stable). The entity would disclose the 
effect on profit or loss and equity if interest rates were to change to 5 per cent or 6 per cent. The entity 

would not be required to revise its assessment that interest rates might reasonably fluctuate by ±50 
basis points, unless there is evidence that interest rates have become significantly more volatile.  

(b)  the time frame over which it is making the assessment. The sensitivity analysis shall show the effects 
of changes that are considered to be reasonably possible over the period until the entity will next 

present these disclosures, which is usually its next annual reporting period.  

B20  Paragraph 41 permits an entity to use a sensitivity analysis that reflects interdependencies between risk variables, 
such as a value-at-risk methodology, if it uses this analysis to manage its exposure to financial risks. This 

applies even if such a methodology measures only the potential for loss and does not measure the potential for 
gain. Such an entity might comply with paragraph 41(a) by disclosing the type of value-at-risk model used (eg 

whether the model relies on Monte Carlo simulations), an explanation about how the model works and the main 
assumptions (eg the holding period and confidence level). Entities might also disclose the historical observation 

period and weightings applied to observations within that period, an explanation of how options are dealt with in 
the calculations, and which volatilities and correlations (or, alternatively, Monte Carlo probability distribution 
simulations) are used.  

B21  An entity shall provide sensitivity analyses for the whole of its business, but may provide different types of 

sensitivity analysis for different classes of financial instruments.  

Interest rate risk  

B22  Interest rate risk arises on interest-bearing financial instruments recognised in the statement of financial position 

(eg loans and receivables and debt instruments issued) and on some financial instruments not recognised in the 
statement of financial position (eg some loan commitments).  

Currency risk  

B23  Currency risk (or foreign exchange risk) arises on financial instruments that are denominated in a foreign 
currency, ie in a currency other than the functional currency in which they are measured. For the purpose of this 

MFRS, currency risk does not arise from financial instruments that are non-monetary items or from financial 
instruments denominated in the functional currency.  

B24  A sensitivity analysis is disclosed for each currency to which an entity has significant exposure.  

Other price risk  

B25  Other price risk arises on financial instruments because of changes in, for example, commodity prices or equity 

prices. To comply with paragraph 40, an entity might disclose the effect of a decrease in a specified stock 
market index, commodity price, or other risk variable. For example, if an entity gives residual value guarantees 

that are financial instruments, the entity discloses an increase or decrease in the value of the assets to which the 
guarantee applies.  

B26  Two examples of financial instruments that give rise to equity price risk are (a) a holding of equities in another 
entity and (b) an investment in a trust that in turn holds investments in equity instruments. Other examples 
include forward contracts and options to buy or sell specified quantities of an equity instrument and swaps that 

are indexed to equity prices. The fair values of such financial instruments are affected by changes in the market 
price of the underlying equity instruments.  

B27 In accordance with paragraph 40(a), the sensitivity of profit or loss (that arises, for example, from instruments 
classified as at fair value through profit or loss and impairments of available-for-sale financial assets) is 
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disclosed separately from the sensitivity of equity (that arises, for example, from instruments classified as 

available for sale).  

B28  Financial instruments that an entity classifies as equity instruments are not remeasured. Neither profit or loss nor 
equity will be affected by the equity price risk of those instruments. Accordingly, no sensitivity analysis is 

required.  
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Myanmar Financial Reporting Standard 8 Operating 

Segments  

Core principle  

1  An entity shall disclose information to enable users of its financial statements to evaluate the nature and 

financial effects of the business activities in which it engages and the economic environments in which it 

operates.  

Scope  

2  This MFRS shall apply to:  

(a)  the separate or individual financial statements of an entity:  

(i)  whose debt or equity instruments are traded in a public market (a domestic or foreign stock 

exchange or an over-the-counter market, including local and regional markets), or  

(ii)  that files, or is in the process of filing, its financial statements with a securities commission 
or other regulatory organisation for the purpose of issuing any class of instruments in a 

public market; and  

(b)  the consolidated financial statements of a group with a parent:  

(i)  whose debt or equity instruments are traded in a public market (a domestic or foreign stock 
exchange or an over-the-counter market, including local and regional markets), or  

(ii)  that files, or is in the process of filing, the consolidated financial statements with a 

securities commission or other regulatory organisation for the purpose of issuing any class 
of instruments in a public market.  

3  If an entity that is not required to apply this MFRS chooses to disclose information about segments that does not 
comply with this MFRS, it shall not describe the information as segment information.  

4  If a financial report contains both the consolidated financial statements of a parent that is within the scope of this 
MFRS as well as the parent’s separate financial statements, segment information is required only in the 
consolidated financial statements.  

Operating segments  

5  An operating segment is a component of an entity:  

(a)  that engages in business activities from which it may earn revenues and incur expenses (including 
revenues and expenses relating to transactions with other components of the same entity),  

(b)  whose operating results are regularly reviewed by the entity’s chief operating decision maker to make 
decisions about resources to be allocated to the segment and assess its performance, and  

(c)  for which discrete financial information is available.  

An operating segment may engage in business activities for which it has yet to earn revenues, for example, start-
up operations may be operating segments before earning revenues.  

6  Not every part of an entity is necessarily an operating segment or part of an operating segment. For example, a 
corporate headquarters or some functional departments may not earn revenues or may earn revenues that are 
only incidental to the activities of the entity and would not be operating segments. For the purposes of this 
MFRS, an entity’s post-employment benefit plans are not operating segments.  
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7  The term ‘chief operating decision maker’ identifies a function, not necessarily a manager with a specific title. 

That function is to allocate resources to and assess the performance of the operating segments of an entity. Often 
the chief operating decision maker of an entity is its chief executive officer or chief operating officer but, for 
example, it may be a group of executive directors or others.  

8  For many entities, the three characteristics of operating segments described in paragraph 5 clearly identify its 
operating segments. However, an entity may produce reports in which its business activities are presented in a 

variety of ways. If the chief operating decision maker uses more than one set of segment information, other 
factors may identify a single set of components as constituting an entity’s operating segments, including the 

nature of the business activities of each component, the existence of managers responsible for them, and 
information presented to the board of directors.  

9  Generally, an operating segment has a segment manager who is directly accountable to and maintains regular 
contact with the chief operating decision maker to discuss operating activities, financial results, forecasts, or 
plans for the segment. The term ‘segment manager’ identifies a function, not necessarily a manager with a 
specific title. The chief operating decision maker also may be the segment manager for some operating segments. 

A single manager may be the segment manager for more than one operating segment. If the characteristics in 
paragraph 5 apply to more than one set of components of an organisation but there is only one set for which 

segment managers are held responsible, that set of components constitutes the operating segments.  

10  The characteristics in paragraph 5 may apply to two or more overlapping sets of components for which 

managers are held responsible. That structure is sometimes referred to as a matrix form of organisation. For 
example, in some entities, some managers are responsible for different product and service lines worldwide, 

whereas other managers are responsible for specific geographical areas. The chief operating decision maker 
regularly reviews the operating results of both sets of components, and financial information is available for 

both. In that situation, the entity shall determine which set of components constitutes the operating segments by 
reference to the core principle.  

Reportable segments  

11  An entity shall report separately information about each operating segment that:  

(a)  has been identified in accordance with paragraphs 5–10 or results from aggregating two or more of 
those segments in accordance with paragraph 12, and  

(b)  exceeds the quantitative thresholds in paragraph 13.  

Paragraphs 14–19 specify other situations in which separate information about an operating segment shall be 
reported.  

Aggregation criteria  

12  Operating segments often exhibit similar long-term financial performance if they have similar economic 

characteristics. For example, similar long-term average gross margins for two operating segments would be 
expected if their economic characteristics were similar. Two or more operating segments may be aggregated into 

a single operating segment if aggregation is consistent with the core principle of this MFRS, the segments have 
similar economic characteristics, and the segments are similar in each of the following respects:  

(a)  the nature of the products and services;  

(b)  the nature of the production processes;  

(c)  the type or class of customer for their products and services;  

(d)  the methods used to distribute their products or provide their services; and  

(e)  if applicable, the nature of the regulatory environment, for example, banking, insurance or public 

utilities.  

Quantitative thresholds  
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13  An entity shall report separately information about an operating segment that meets any of the following 

quantitative thresholds:  

(a)  Its reported revenue, including both sales to external customers and intersegment sales or transfers, is 
10 per cent or more of the combined revenue, internal and external, of all operating segments.  

(b)  The absolute amount of its reported profit or loss is 10 per cent or more of the greater, in absolute 
amount, of (i) the combined reported profit of all operating segments that did not report a loss and (ii) 

the combined reported loss of all operating segments that reported a loss.  

(c)  Its assets are 10 per cent or more of the combined assets of all operating segments.  

Operating segments that do not meet any of the quantitative thresholds may be considered reportable, and 

separately disclosed, if management believes that information about the segment would be useful to users of the 

financial statements.  

14  An entity may combine information about operating segments that do not meet the quantitative thresholds with 
information about other operating segments that do not meet the quantitative thresholds to produce a reportable 

segment only if the operating segments have similar economic characteristics and share a majority of the 
aggregation criteria listed in paragraph 12.  

15  If the total external revenue reported by operating segments constitutes less than 75 per cent of the entity’s 
revenue, additional operating segments shall be identified as reportable segments (even if they do not meet the 

criteria in paragraph 13) until at least 75 per cent of the entity’s revenue is included in reportable segments.  

16  Information about other business activities and operating segments that are not reportable shall be combined and 

disclosed in an ‘all other segments’ category separately from other reconciling items in the reconciliations 
required by paragraph 28. The sources of the revenue included in the ‘all other segments’ category shall be 

described.  

17  If management judges that an operating segment identified as a reportable segment in the immediately preceding 

period is of continuing significance, information about that segment shall continue to be reported separately in 
the current period even if it no longer meets the criteria for reportability in paragraph 13.  

18  If an operating segment is identified as a reportable segment in the current period in accordance with the 

quantitative thresholds, segment data for a prior period presented for comparative purposes shall be restated to 
reflect the newly reportable segment as a separate segment, even if that segment did not satisfy the criteria for 

reportability in paragraph 13 in the prior period, unless the necessary information is not available and the cost to 
develop it would be excessive.  

19  There may be a practical limit to the number of reportable segments that an entity separately discloses beyond 
which segment information may become too detailed. Although no precise limit has been determined, as the 

number of segments that are reportable in accordance with paragraphs 13–18 increases above ten, the entity 
should consider whether a practical limit has been reached.  

Disclosure  

20  An entity shall disclose information to enable users of its financial statements to evaluate the nature and 

financial effects of the business activities in which it engages and the economic environments in which it 

operates.  

21  To give effect to the principle in paragraph 20, an entity shall disclose the following for each period for which a 
statement of comprehensive income is presented:  

(a)  general information as described in paragraph 22;  

(b)  information about reported segment profit or loss, including specified revenues and expenses included 
in reported segment profit or loss, segment assets, segment liabilities and the basis of measurement, as 

described in paragraphs 23–27; and  

(c)  reconciliations of the totals of segment revenues, reported segment profit or loss, segment assets, 

segment liabilities and other material segment items to corresponding entity amounts as described in 
paragraph 28.  
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Reconciliations of the amounts in the statement of financial position for reportable segments to the amounts in 

the entity’s statement of financial position are required for each date at which a statement of financial position is 
presented. Information for prior periods shall be restated as described in paragraphs 29 and 30.  

General information  

22  An entity shall disclose the following general information:  

(a)  factors used to identify the entity’s reportable segments, including the basis of organisation (for 

example, whether management has chosen to organise the entity around differences in products and 
services, geographical areas, regulatory environments, or a combination of factors and whether 

operating segments have been aggregated), and  

(b)  types of products and services from which each reportable segment derives its revenues.  

Information about profit or loss, assets and liabilities  

23  An entity shall report a measure of profit or loss and total assets for each reportable segment. An entity shall 

report a measure of liabilities for each reportable segment if such an amount is regularly provided to the chief 
operating decision maker. An entity shall also disclose the following about each reportable segment if the 

specified amounts are included in the measure of segment profit or loss reviewed by the chief operating decision 
maker, or are otherwise regularly provided to the chief operating decision maker, even if not included in that 

measure of segment profit or loss:  

(a)  revenues from external customers;  

(b)  revenues from transactions with other operating segments of the same entity;  

(c)  interest revenue;  

(d)  interest expense;  

(e)  depreciation and amortisation;  

(f)  material items of income and expense disclosed in accordance with paragraph 97 of MAS 1 
Presentation of Financial Statements (as revised in 2007);  

(g)  the entity’s interest in the profit or loss of associates and joint ventures accounted for by the equity 
method;  

(h)  income tax expense or income; and  

(i)  material non-cash items other than depreciation and amortisation.  

An entity shall report interest revenue separately from interest expense for each reportable segment unless a 

majority of the segment’s revenues are from interest and the chief operating decision maker relies primarily on 
net interest revenue to assess the performance of the segment and make decisions about resources to be allocated 
to the segment. In that situation, an entity may report that segment’s interest revenue net of its interest expense 
and disclose that it has done so.  

24  An entity shall disclose the following about each reportable segment if the specified amounts are included in the 
measure of segment assets reviewed by the chief operating decision maker or are otherwise regularly provided 

to the chief operating decision maker, even if not included in the measure of segment assets:  

(a)  the amount of investment in associates and joint ventures accounted for by the equity method, and  

(b)  the amounts of additions to non-current assets* other than financial instruments, deferred tax assets, 

post-employment benefit assets (see MAS 19 Employee Benefits paragraphs 54–58) and rights arising 

under insurance contracts.  

Measurement  

25  The amount of each segment item reported shall be the measure reported to the chief operating decision maker 

for the purposes of making decisions about allocating resources to the segment and assessing its performance. 
Adjustments and eliminations made in preparing an entity’s financial statements and allocations of revenues, 
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expenses, and gains or losses shall be included in determining reported segment profit or loss only if they are 

included in the measure of the segment’s profit or loss that is used by the chief operating decision maker. 
Similarly, only those assets and liabilities that are included in the measures of the segment’s assets and 
segment’s liabilities that are used by the chief operating decision maker shall be reported for that segment. If 
amounts are allocated to reported segment profit or loss, assets or liabilities, those amounts shall be allocated on 

a reasonable basis.  

26  If the chief operating decision maker uses only one measure of an operating segment’s profit or loss, the 
segment’s assets or the segment’s liabilities in assessing segment performance and deciding how to allocate 

resources, segment profit or loss, assets and liabilities shall be reported at those measures. If the chief operating 
decision maker uses more than one measure of an operating segment’s profit or loss, the segment’s assets or the 
segment’s liabilities, the reported measures shall be those that management believes are determined in 

accordance with the measurement principles most consistent with those used in measuring the corresponding 
amounts in the entity’s financial statements.  

27  An entity shall provide an explanation of the measurements of segment profit or loss, segment assets and 

segment liabilities for each reportable segment. At a minimum, an entity shall disclose the following:  

(a)  the basis of accounting for any transactions between reportable segments.  

(b)  the nature of any differences between the measurements of the reportable segments’ profits or losses 
and the entity’s profit or loss before income tax expense or income and discontinued operations (if not 

apparent from the reconciliations described in paragraph 28). Those differences could include 
accounting policies and policies for allocation of centrally incurred costs that are necessary for an 

understanding of the reported segment information.  

(c)  the nature of any differences between the measurements of the reportable segments’ assets and the 

entity’s assets (if not apparent from the reconciliations described in paragraph 28). Those differences 
could include accounting policies and policies for allocation of jointly used assets that are necessary 

for an understanding of the reported segment information.  

(d)  the nature of any differences between the measurements of the reportable segments’ liabilities and the 
entity’s liabilities (if not apparent from the reconciliations described in paragraph 28). Those 

differences could include accounting policies and policies for allocation of jointly utilised liabilities 
that are necessary for an understanding of the reported segment information.  

(e)  the nature of any changes from prior periods in the measurement methods used to determine reported 
segment profit or loss and the effect, if any, of those changes on the measure of segment profit or loss.  

(f)  the nature and effect of any asymmetrical allocations to reportable segments. For example, an entity 
might allocate depreciation expense to a segment without allocating the related depreciable assets to 

that segment.  

* 
For assets classified according to a liquidity presentation, non-current assets are assets that include amounts expected to be recovered more than 

twelve months after the reporting period.  

 

Reconciliations  

28  An entity shall provide reconciliations of all of the following:  

(a)  the total of the reportable segments’ revenues to the entity’s revenue.  

(b)  the total of the reportable segments’ measures of profit or loss to the entity’s profit or loss before tax 

expense (tax income) and discontinued operations. However, if an entity allocates to reportable 
segments items such as tax expense (tax income), the entity may reconcile the total of the segments’ 

measures of profit or loss to the entity’s profit or loss after those items.  

(c)  the total of the reportable segments’ assets to the entity’s assets.  

(d)  the total of the reportable segments’ liabilities to the entity’s liabilities if segment liabilities are 
reported in accordance with paragraph 23.  

(e)  the total of the reportable segments’ amounts for every other material item of information disclosed to 

the corresponding amount for the entity.  
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All material reconciling items shall be separately identified and described. For example, the amount of each 

material adjustment needed to reconcile reportable segment profit or loss to the entity’s profit or loss arising 
from different accounting policies shall be separately identified and described.  

Restatement of previously reported information  

29  If an entity changes the structure of its internal organisation in a manner that causes the composition of its 

reportable segments to change, the corresponding information for earlier periods, including interim periods, 
shall be restated unless the information is not available and the cost to develop it would be excessive. The 
determination of whether the information is not available and the cost to develop it would be excessive shall be 
made for each individual item of disclosure. Following a change in the composition of its reportable segments, 

an entity shall disclose whether it has restated the corresponding items of segment information for earlier 
periods.  

30  If an entity has changed the structure of its internal organisation in a manner that causes the composition of its 

reportable segments to change and if segment information for earlier periods, including interim periods, is not 
restated to reflect the change, the entity shall disclose in the year in which the change occurs segment 
information for the current period on both the old basis and the new basis of segmentation, unless the necessary 

information is not available and the cost to develop it would be excessive.  

Entity-wide disclosures  

31  Paragraphs 32–34 apply to all entities subject to this MFRS including those entities that have a single reportable 

segment. Some entities’ business activities are not organised on the basis of differences in related products and 
services or differences in geographical areas of operations. Such an entity’s reportable segments may report 

revenues from a broad range of essentially different products and services, or more than one of its reportable 
segments may provide essentially the same products and services. Similarly, an entity’s reportable segments 

may hold assets in different geographical areas and report revenues from customers in different geographical 
areas, or more than one of its reportable segments may operate in the same geographical area. Information 
required by paragraphs 32–34 shall be provided only if it is not provided as part of the reportable segment 
information required by this MFRS.  

Information about products and services  

32  An entity shall report the revenues from external customers for each product and service, or each group of 
similar products and services, unless the necessary information is not available and the cost to develop it would 
be excessive, in which case that fact shall be disclosed. The amounts of revenues reported shall be based on the 

financial information used to produce the entity’s financial statements.  

Information about geographical areas  

33  An entity shall report the following geographical information, unless the necessary information is not available 
and the cost to develop it would be excessive:  

(a)  revenues from external customers (i) attributed to the entity’s country of domicile and (ii) attributed to 
all foreign countries in total from which the entity derives revenues. If revenues from external 

customers attributed to an individual foreign country are material, those revenues shall be disclosed 
separately. An entity shall disclose the basis for attributing revenues from external customers to 
individual countries.  

(b)  non-current assets* other than financial instruments, deferred tax assets, post-employment benefit 
assets, and rights arising under insurance contracts (i) located in the entity’s country of domicile and 
(ii) located in all foreign countries in total in which the entity holds assets. If assets in an individual 

foreign country are material, those assets shall be disclosed separately.  

The amounts reported shall be based on the financial information that is used to produce the entity’s financial 

statements. If the necessary information is not available and the cost to develop it would be excessive, that fact 
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shall be disclosed. An entity may provide, in addition to the information required by this paragraph, subtotals of 

geographical information about groups of countries.  

 

Information about major customers  

34  An entity shall provide information about the extent of its reliance on its major customers. If revenues from 

transactions with a single external customer amount to 10 per cent or more of an entity’s revenues, the entity 
shall disclose that fact, the total amount of revenues from each such customer, and the identity of the segment or 

segments reporting the revenues. The entity need not disclose the identity of a major customer or the amount of 
revenues that each segment reports from that customer. For the purposes of this MFRS, a group of entities 

known to a reporting entity to be under common control shall be considered a single customer, and a 
government (national, state, provincial, territorial, local or foreign) and entities known to the reporting entity to 
be under the control of that government shall be considered a single customer.  

* 
For assets classified according to a liquidity presentation, non-current assets are assets that include amounts expected to be recovered more than 

twelve months after the reporting period.  
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Appendix A Defined term  

This appendix is an integral part of the MFRS. operating segment  An operating segment is a component of an entity:  

 engages in businessactivities from which it may earn 

revenues and incur expenses (including revenues and 
expenses relating to transactions with other components of 

the same entity),  

(b) whose operating results are regularly reviewed by the entity’s 
chief operating decision maker to make decisions about 
resources to be allocated to the segment and assess its 

performance, and  

(c) for which discrete financial information is available.  

 


