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Chapter 1 Financial Assets
F—F SRAS

I . Financial Assets Measured at Fair Value and Changes Recorded into Current Period Profit
and Loss
i . Introduction
Financial assets measured at fair value and the changes of which are recorded into current profit and loss could be
further divided into financial assets held for trading and financial assets that are designated as financial assets
measured at fair value and the changes of which are recorded into current period profit and loss.
It should be classified as financial assets held for trading if one of the following conditions is met:
(1)The purpose of obtaining financial assets is to sell recently.
(2) 1t is a part of identifiable financial instrument which is centrally managed and there is objective evidence
stating that the enterprise manages the combination through the way of obtaining short term gain in recent period.
(3)1t belongs to the derivative financial instruments.
ii . Accounting treatments
For the financial assets measured at fair values and the changes of which are recorded into profit and loss of the
current period. the transaction costs thereof shall be directly recorded into the profit and loss of the current
period.
Financial assets measured at fair value and the changes of which are recorded into current period profit or loss
should be measured at fair value in subsequent measurement. On the balance sheet date, company should record
the change of fair value into current profit and loss.
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II . Held-to-Maturity Investments
i . Introduction
Held-to-maturity investments refer to non-derivative financial assets. the maturity date. the recoverable amount of
which is fixed or could be determined and the company has clear intention and ability to hold to maturity.
3



D)) HEBHM - ML HRIE

Under any of the following circumstances., it shows that the company concerned does not have a clear intention to

hold the financial asset investment to maturity :
(1)The term of holding the financial assets is indefinite;
(2)The financial assets will be sold when any of the following situations changes: the market interest rate, the
fluid demand, the substitutive investment opportunity or the investment returns ratio, the source and condition of
financing, or foreign exchange risk and etc. , with the exception of the sale of the financial assets which is caused
by any uncontrollable and independent event which is anticipated not to repeat and is difficult to be reasonably
predicted;
(3)The issuer of the financial assets can settle it with a sum which is obviously lower than the amortized cost;
(4) Any other circumstance which shows that the enterprise concerned does not have the clear intention to hold the
financial assets to maturity.
Under any of the following circumstances, it shows that the enterprise concerned is not able to hold the fixed term
financial asset investment to maturity :
(1)Having no available financial resources to continuously provide funds to the financial asset investment so as to
hold the financial asset investment to maturity ;
(2)Being subject to the restriction of any law or administrative regulation so that it is hard for the enterprise
concerned to hold the financial asset investment to maturity;
(3)Any other circumstance showing that the enterprise concerned is not able to hold the fixed term financial asset
investment to maturity.
ii . Accounting treatments
The held-to-maturity investments are measured at fair values at their initial recognition and transaction costs shall
be included into the initially recognized amount.
Enterprise should apply effective interest method, make subsequent measurement on held-to-maturity investments
according to amortized cost.
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lll. Financial Assets Available for Sale
i . Definition
Financial assets available for sale refer to non-derivative financial assets which are designated as financial assets
available for sale at initial recognition as well as the financial assets other than those described below:
(1) Loans and accounts receivables: (2) Held-to-maturity investments; (3) Financial assets measured at fair
values and the changes of which is recorded into the profits and losses of the current period.
i . Accounting treatments
The financial assets available for sale are measured at their fair values at their initial recognition and transaction
costs shall be included into the initially recognized carrying amount.
Financial assets available for sale should be subsequently measured at fair value. On balance sheet date, changes
of fair value of financial assets available for sale should be charged into shareholders’ equity other comprehensive
income.
Exchange differences on available for sale monetary financial assets should be recognized into profit or
loss. Interest incurred on available for sale financial asset should be calculated using actual interest rate method.
and charged into current profit or loss; cash dividend obtained from investment by way of equity instrument should
be charged into current profit or loss when investee company declares to pay dividends.
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IV. Reclassification of Financial Assets

i . Reclassification of financial assets held for trading

After a financial asset is classified as financial assets which are measured at fair value and the changes of which
are recorded into current profit and loss, cannot be reclassified as other types financial assets; other types
financial assets cannot be classified as financial assets which are measured at fair value and the changes of which
are recorded into profit and loss of current period.

ii . Reclassification of held-to-maturity investment

Where the intention of holding or the ability to hold by an enterprise changes so that an investment is no longer
suitable to be classified as a held-to-maturity investment, the investment shall be reclassified as a financial asset
available for sale. and a subsequent measurement shall be made at its fair value. The balance between the book
value of the investment on the reclassification date and the fair value shall be charged into the shareholders’
equity. and when the financial asset available for sale is impaired or transferred out when it is derecognized. it
shall be recorded into the profits and losses of the current period.

Where the amount of part of the held-to-maturity investment sold or the reclassified amount is considerably large.
and if it does not fall within any of the exceptions, so that the remainder of the said investment is no longer
suitable to be classified as held-to-maturity investment. the enterprise shall reclassify the remainder of the

5¢
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investment as a financial asset available for sale, and shall make subsequent measurement on it according to its
fair value. The gap between the book value of the said remnant part of the investment on the reclassification date

and the fair value shall be recorded into the shareholders’ equity. And when the financial asset available for sale
is impaired or transferred out when it is derecognized. it shall be recorded into the profits and losses of the
current period.
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V. Impairment of Financial Assets

An enterprise shall carry out an inspection. on the balance sheet date, on the book value of the financial assets
other than those measured at their fair values and the changes of which is recorded into the profits and losses of
the current period. Where there is any objective evidence providing that such financial asset has been impaired,
provision for impairment shall be made.

Where a financial asset measured on the basis of amortized costs is impaired. the book value of the financial
asset shall be written down to the present value of the predicted future cash flow (excluding the loss of future
credits not yet occur) . and the amount written down shall be recognized as the impairment loss of the asset and
shall be recorded into the profits and losses of the current period.

Where any financial asset measured on the basis of amortized costs is recognized as having suffered from any
impairment loss, if there is any objective evidence proving that the value of the said financial asset has been
restored. and it is objectively related to the events that occur after such loss is recognized (e. g. . the credit
rating of the debtor has been elevated, etc. ), the impairment losses as originally recognized shall be reversed
and be recorded into the profits and losses of the current period. However. the reversed book value shall not be
more than amortized costs of the financial asset on the date of reversal under the assumption that no provision is
made for the impairment.

Where a financial asset available for sale is impaired, even if the financial asset has not been derecognized, the
accumulative losses arising from the decrease of the fair value which is directly included in the shareholders’
equity shall be transferred out and recorded into the profits and losses of the current period. The accumulative
losses that are transferred out shall be the balance obtained from the initially obtained costs of the financial asset
sold after deducting the principals as taken back. the amortized amount. the current fair value and the impairment
losses as is recorded into the profits and losses of the current period.

As for the financial debt instruments available for sale whose impairment losses have been recognized. if, within
the accounting period thereafter. the fair value has risen and is objectively related to the subsequent events that
occur after the originally impairment losses are recognized, the originally recognized impairment losses shall be
reversed and be recorded into the profits and losses of the current period. The impairment losses incurred to an
equity instrument investment available for sale shall not be reversed through profits and losses.
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