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ABSTRACT

ABSTRACT

The accounting for financial instruments is one of the toughest difficulties in the
field of financial accounting. And the standard-setting has experienced a long way:
from the disclosure and presentation (the easy procedures) to the recognition and
measurement (the much harder ones). However, this job is still far from perfect and
the standard setters are confused with many questions, both in technique and politics,
including how to measure all the financial assets and liabilities in fair value—the key
to develop the accounting standards, which remains a barrier. This means a
fascination for me.

This paper reviews the history of standard-setting and improving for financial
instruments by IASC (now IASB) during the past two decades in an all-around way.
The project to establish accounting standard was forced to split into two stages,
disclosure and measurement, due to many practical difficulties in the end of 1994.
And then TAS 32 was first released to regulate the information disclosure and
presentation both on the face and in the notes of financial statements. It might be right
and necessary in theory to disclose the important contents when some items can not
be recognized in the financial statements for those rigorous criteria. IASC, however,
appeared to have made a mistake logically, which acted against the basic procedure of
traditional financial accounting. Why should an entity present any financial
instruments in balance sheet and how to disclose the accounting policies of
recognition and measurement before they are recorded in books and displayed in
financial statements?

In the following days, any modification in IAS 32 always came after those in
IAS 39, the recognition and measurement standard. The IASC/IASB might be
conscious of the logical inconsistency that the presentation procedure has been
operated before those of recognition and measurement and it appears confusing when
it was regulated with the disclosure simultaneously. This finally results in a single
while comprehensive disclosure standard IFRS 7’s coming into being, with the
driving of market force.

It 1s a meaningful but difficult jump for financial instruments, especially those
derivatives, to be invited into the balance sheet since the release of IAS 39. But IAS

39 is still tentative and each amendment seems to be running with time. For instance,



ABSTRACT

the final appraisal of core standards project cooperated with IOSCO, or the simplified
application by the European listed companies before 2005. Some essential questions
remain in the scale and the objective for standard-setting to realize the full fair value
measurement keeps far away.

Fair value is the most relevant measurement attribute to all financial instruments
and related studies on capital market have already provided plentiful evidences. The
reliability of fair value information is still questioned, however, which is of the same
importance to the users of financial statements. So to define the concept of fair value
clearly and design a framework for fair value estimation properly is the key to
improve the standard-setting for financial instruments.

Chinese entities have been involved into the global economic and financial
activities more and more frequently and it becomes necessary for China’s accounting
standards to converge with the IFRSs, including the financial instruments accounting
standards. Since the reference model is still imperfect and changing continuously, it is
sensible for us to keep an eye on both the past and the current international

developments so as to improve the CASs.

Key Words: Financial Instrument; Accounting Standard; Fair Value.



B X

FE B crrrererrerrtnnsseneeeessssssssssssssssssssssssssssssssssssssssssssssssssass 1
11 FAREREIBEEE I cooeeveeererrersresssrssssssssssssssssssssssssssssssssssssssssssssssssssssssssseses 1
1.2 TGRTTIE creverereresenssnssessessessssssessessensessssssessassssssssssssssssssssssassassssssssssssassssssnsssssess 1
1.3 FE ST coeeeeereeeeerserssessse s sssssss s s sssssssssssssssssssassssssssssssssssssssisstiensiasess 2
1.4 BIET G BBR coveeeeeerrensenssensesssssssssssssssssssssssssssssssssssssssssssssssssossissssensossssssssassseses 4
FZE FTRTESITHENT EEI ..ncicinensinissesencseens 6
2.1 B ERTHTHIIRER cooveeeeeererenereeressssssessesssssssnssssesssesassssesssssssssssssssssssssssssenss 7
2.1.1TAS 25 (#Btoxit): Gl T RS THEBI A G 2500 e, 7
2.1.2 W55 118: TASC/CICA Rl THIF TR S E ) e, 8
2.2TAS 32 5 TAS 39 HIHH B ceveeeeeeerereenrenesisiensasesasessssasessasessssassssssessssasassssssens 10
221 R T EMIEFE G SR e 10
222 SR B G TR e 12

2.3 &Rt T RN AFFERBIT SEFREER] ooccecnncnscnnscnssnssnsesssscssasessene 15
23.1 BRASTEAGUENIFEEIBIT oo 15
2.3.2 HEMIHIEIE A B: TASB 5 FASB AR AE oo 17
BEE B STUTRAETBITRIE ..ooeeeeeeeneeneeneresesesesensensensensnsessenns 19
3.11AS 32 (1995) HEESTEIR...ooceerererereserserssssssssssssssssssssssssssssssssssssssssssssssssees 19
3011 <Rl T BAE 25 & T BIFIRIE I s JURFURE ..o 20
3.1.2 <Rl T RAE S5 P B SR s JURUTURE ..o 22
313 FHREIETE : FEHTIAT e 25

3.2 HEEGFTHRETAIIZIT coreerereeererererseseesssssessssssssssssssssesssssssssssssssssssesssessens 26
3.2.1 1998 4F 5 2000 F P IRELARTEBE LT oo 26
3.2.2 2003 EF K IIPEIETT oo 28
33IFRS7 (ERATHR: #HFE)) — ARSI RIEFZENM ... 32
3301 BE e 32

3.3, I oo e 33



H  x

FIOE FBIANSIHEENRIER ..o oeeeeeeeeereeeereeesseseseessssesssssssssssnes 37
4.1 IAS 39(1998)iFid—F— M EEHEM T E ST e 38
4.1.1 ED48 TN ST I e, 38
4.1.2TAS 39 (1998) TFIR .oooooovooeeeeeeeeeeeee e 42

4.2 FHEEINS T BN BTIETT corereereeresseesssssssssssssssssssssssssssssssssssssssssssssssasses 51
4.2.1 2000 FEHARME R FH BB EIT ooveoeeeeeeeeeeeeee e 51
4.2.2 2003 EAEAHARBGEITE BT oo 53
4.3 EFET BRI D RMIEIRIFER coooreeereerereerersesssssssssssssssssssssssssisssassssssssssssssens 59
4.3.1 FATFINA SEMAEIELERL? oo 60
4.3.2 A RMEIEFEBUIEAT s BRI oo 61
ERE SRHMTRENEDIRMETE .., 64
5.1 EMHI ERTEFRSIUID coorereererrrensnesseisssssesssssniesssssssssssssssssssssssssssssssssssssns 64
5.1.1 <R T RN TR HAR: 4 A E v R 64
5.1.2 @R T HEAENSCT RIS oA A E TR 65
52 EMTAAAMEITEMHERES AR e 65
5.2.1 A AME A S T EEE s A HA AT e 65
522 ARMETEIACTE S AT EENE: SR B BEAR T NERAES............. 69
5.3 Y FEARIELTE ST covveerereessreesssnssssssssssssssssssssssssssssssssssssssssssssssssssssssssssasssssssssens 74
5.3.1 DS FLGEIE LG HB e 74
532 WARME: BB GBI oo 77
54 ST EITEMNEE A RMERER coeeeererereserssesssssssssssssssssssssssssssens 80
5.4.1 A SRMETE RS A RE T EE TRBIE o 80
542 ARMEFHEL: fHEBAR BB T e, 81
5.4.3 BRI T A ST R oo 82
5.4.4 GRETA SOV BEAH IR ..o 84
545 ARMEAREBIER: AHIAIIDERN D oo 87
ERE PEHEMITESITIEREESITRE cn e 88
6.1 BRI ST HEIEIBE coooeeeeeeresssssssssssssssssssssssssssssssssssssssssssssssssssssssssssses 88

6.1.1 (REERATE T HERBIEY (1987):BU I e R 2 vH e ... 88



H  x

6.1.2 (ARt THHRIEEY (1993)5 HARML 27 HHEN(1997~2001) ....... 89
6.1.3 RNV TFHIEEHE (2001) oo 92

6.2 TTE SR T ESHHTE cooceerceererrresssesssssssssssssssssssssssssssssssssssssssssssssssssasses 94
6.2.1 It vk RAHIAATAE SR TR R HIZAR 94
6.2.2 FTAEA R T L IIZRAMETE oo 95
6.2.3 AT E& Rl T HR A T AR UK i, 95

6.3 ERETESTIEM (2000) .ceoveeerreerererrenennenserssenssessassessssssessssssstasssssssossins 98
6.3.1 JMRTTIR ..o 98
6.3.2 SFUETUIEE B TLATITE oo 98
Mz dmERIESITENMARR: 2T 2001—2005 F£1R
B 93 T e eueeeereresnsssssssenssnssssssssssssssssssssssssssssssssasssenssnssasssssnssessassssssssassasees 101
BT MR rverererrssrsssessssssssssssssssssssssasssssssssssssesssssisssssessasssassassssssassssssases 115






CONTENTS

CONTENTS
CHAPTER 1 INtroducCtion .......ccocceceeeececccnneecssssnsencssssssssscssssssssssssssssssssses 1
1. 1 Research Bachground and Issue Presentation 1
1. 2 Research Method ........eeeeneeenineiinneecnsneensnennssneesssnecssnesssasesssssssssssessssescsaes 1
1. 3 Structure of This PAPEr .....ccceiiivveiiiinicisnicssnisssnnicssssicssssssssssssssnsssssssssssssssnss 2
1. 4 Innovations and Limitations .........cceeeeneecisecnssnnesssnncsssnessssncssssnesssecssssssssnnns 4
CHAPTER 2 Review of Standard-Settting for Financial Instruments
.............................................................................................................. 6
2. 1 OVEIVIEW acccuuerrirsnricssnricsssnesssssesssssesssssessssssssssssssssssssssssssissssassssssssesscssessssssssssssses 7
2.1.1 TAS 25 Investment ACCOUNTING .......cccvveeriureeriieeneesiiaieesiteenieeenereeeneseeeneneeens 7
2.1.2 TASC/CICA Steering Committee's Efforts..........ccccocviiniiininiiiiniiiiieeciee 8
2. 2TAS 32 & TAS 39.eiinrinnnsensninssisessansssnsseissessassssssaissssssssssssssssssssasssasssssss 10
2.2.1 Financial Instruments-Disclosure and Presentation.............ccccoeevveruveennennee. 10
2.2.2 Financial Instruments-Recognition and Measurement ..............ccceeeveenneenne. 12
2. 3 Continuous Amendments and International Convergence........cceeceeeecscnnnes 15
2.3.1 Committee's Reorganization and Continuous Amendments........................ 15
2.3.2 Standard-Setting Cooperation: TASB & FASB ......cccooiiiiviiiieiieeeeeen 17
CHAPTER 3 Evolution of The Disclosure and Presentation
StANAATd....coovvrnriicnirsrnriiinicssnneecssssnseessssssssssssssssssssssssssssssssssssssssssssssassssssss 19
3.1 Summary of IAS 32 (1995) and APPraisals ........c.cceeereeeeeeseenecnesessesaeaces 19
3.1.1 Presentation Principles and Some SusSpicion ..........ccceeeeveeeecierencieeencneeeneneenn 20
3.1.2 Disclosure Principles and Some Suspicion...........ccccveeeevieeecieencieeerieeesveenns 22
3.1.3 Reconsideration of Presentation and Disclosure..........c.cccceeevveeviieenveeennnenn. 25
3.2 Amendments €0 TAS 32 ...iiiiviicnsnicnsnnicssnnissssncssssnessssssssssssssssssssssssssssssssnss 26
3.2.1 Two Technical AMendments ............cooeeriieiiiiiiieiieieee e 26
3.2.2 A Fundamental Amendment.............cooueeiiiiiiiiniiiiieiic e 28
3.3 IFRS 7: A Single and Comprehensive Disclosure Standard............ccceeuvreunnes 32
33,1 OVEIVIEW ..eieiiiieiieeeiieeeiteeetteeetteeeteeeeteeessteeeesseeesssaeesssaeessseeesseeenssesesseens 32
3.3.2 Summary of IFRS 7 and Appraisals...........ccccueeeuiieriiieeniieeciee e 33
CHAPTER 4 Evolution of The Recognition and Measurement
StANAATd....ccoonvnnniiiiiirsrnniicssssnnnecsssssnssecsssssssssssssssssssssssssssssssssssssssssssssassssssss 37
4.1 Summary of TAS 39 (1998) and ApPPraisals.........ccvceercseennscsnssssesnsssssseses 38
4.1.1 Proposals Of ED 48 ......oooiiiieiieeee et 38
4.1.2 Summary of IAS 39 (1998) and Appraisals..........cccceeveveirreieeerisierenenes 42
4.2 Amendments t0 LIAS 39 .....iiiviiiniiiinieicnsnicssnnicsssnesssssesssssesssssesssssessssssssssess 51
4.2.1 Some Technical AMENdments...........cceeeuieeriiiieniiieeriie e 51

4.2.2 Amendments as of Technique Improvement Project ...........cccccocvvvenvreennenn. 53



CONTENTS

4.3 The Fair Value OPtion ......cccceeiicnissnniecssssnnicssssnsscsssssssessssssssssssssssssssssssssssssssass 59
4.3.1 OVEIVIEW ..ttt ettt ettt sttt ettt et sttt et see et entesbeenaeas 60
4.3.2 Limited Application of Fair Value Option ...........cccceeveevieniieiienieeiieee 61

CHAPTER 5 Standard-Setting and Fair Value Measurement............ 64

5.1 Objective and Reality for Standard-Setting ...........ccceevereevercscercscnercscneccsnnees 64
5.1.1 Objective: Comprehensive Fair Value Accounting..........ccceecvvevienieennnns 64
5.1.2 Reality: Partial Fair Value ACCOUNtING.........ccccvreviieeriiieciieeeiie e 65

5.2 Relevance and Reliability of Fair Value Information...........coeeevericninscennne 65
5.2.1 Viewpoints From Standard Setters...........cccccuveeviieeniiiieniieeiieeici e 65
5.2.2 Evidences From Capital Market Research............ccccccoevviieiiiiiiinnnniininn. 69

5.3 An Analysis of Fair Value Concept.........cceierveicssrecssnnccscsncissiiisssiecsossnesssees 74
5.3.1 Traditional Definition and Limitations ...........ccccceeeeeiiiviiieniiieeniieeniie e 74
5.3.2 Definition Amendment and Reconsideration...........cccccociiiveiinnniireniieeennnnn. 77

5.4 Comprehensive Fair Value AcCounting.........oeeeveeivieeeiieicsniisenssnecsaenssacssancsane 80
5.4.1 Some Evidences From Capital Market Research..........ccccoeevvvvciiincnennnnn. 80
5.4.2 Fair Value Measurement Framework: Valuation Techniques and Inputs..... 81
5.4.3 Fair Value Measurement for Financial Instruments............cccceevvveenireennenn. 82
5.4.4 Fair Value Measurement for Financial Liabilities: Some Issues.................. 84
5.4.5 Disclosure: Necessary Supplement to Recognition .............cccceeevveneveennennne. 87

CHAPTER 6 Evolution of China's Financial Instruments
ACCOUNTINE cccierrrrranriecssssanncasiosscnsiscssssnssssssssssssssssssssssssssssssssssssssssssssssssssnans 88

6.1 Development of Financial Entities Accounting SyStem .......cccoceeeeeccneeccscnnns 88
6.1.1 National Banks' United Basic Accounting System ............ccccccvevvierueennnenne. 88
6.1.2 Financial Entities Accounting System & Early Accounting Standards ....... 89
6.1.3 Improvements to Financial Entities Accounting System............c..ccceeeuveenee. 92

6.2 Accounting for Derivative Financial Instruments ..........ccccceeceunercccccnnreccscnnnes 94
6.2.1 Commodities Futures Accounting: Some Experiences..........c.cccceeveeeennnen. 94
6.2.2 Disclosure Off the Balance Sheet ...........ccoocieviiiiiinieiiieieeeeeeee e, 95
6.2.3 Recognition and Measurement .............cceeeveerieeiiieneeenieeneeenieeeneesaeeeneenens 95

6.3 China's Accounting Standards for Financial Instruments(2000).................. 98
6.3.1 OVETVIEW ...ttt sttt ettt ettt ettt eate b enneas 98
0.3.2 SOME SUSPICION. ...eeuviieiiieiiieiieitie et eeite et esiee et e seeeteesaaeesbeessreeseesnseenseeennas 98

Appendix Application of Financial Instruments Accounting
Standards: A Case Study on CAO's Annual Reports (2001-2005) ...101
RETCIEIICE......ccceeeeereeresnrnsnsnsnsnsnsnsasasssnsssssssssssasssssssssssssssssssssssssssssssssssssssssssasasssssass 115
ACKNOWICAZEIMENLS ......ccoueneerrnrnrccnennnnnnnssnsnssnssssssasassssssssnsassssasssssassssesasssnsass 127



K& H x

B & B X

%% 2-1. TASC/IASB <Gl T H 23 VHAEN i 2 55 el I TN R 18
*4-1. ED48 5 FAS 115 KTt THpER, FEt# 5N ... 41
Bl a-1. ZHHEST G H ST e 44
K 4-2. TAS 39 (1998) S T<phss /Rl At 28 5 E s 46
42, TAS 39 (1998) M FEE GAAP HITEIA oo 50
B 4-3. 2000 5T 2N GRb T RS A ST BRI IE T 52
&l 4-4. TAS 39 (2003) F&T<BRlBE ™ L EAIARRHE ..., 56
K 4-5. ED48. IAS 39 (1998) 15 IAS 39 (2003) Z&il-AiAbruEITAS ........ 57
#* 5-1. FASB KT A SAUMETH R ITE SRR BI D s 81
T 52 RWHMIHIREG I ST oo 84
F A-1. TR SZ T ZE IR (oo 103
A2 FHUMATAE ST A G TE DL oo 104
A3 TR R BRI SR e 107
* A-4. AT 2004 FAR A GBBID 109
® A5 T 2003 FA R GBI 109
K A-6. T 2004 FFIRMESF RS GBI s 110
*& A-T. R 2003 FHNES R R GEEID e, 110
T A8, U X A FIHIBEE T TR oo 113

X A-9. X AT HIRAE Gy IR AREILEE B e 114






L1 ARERIEFEEX

A2 5 R BT H 23—k, D) 72— B nE ] T A Bk A i M
R BR 2 v e, JUHOE IS B A4 1 Sl TR A S 1 4 vHUMEN o [ B 25 T HE U 23
D3 2 e G 1 B i RV AR RAE 3 F i B 2 —, D@ R 24
FHOCHI RS SCHk (L35 TAS 304 1AS 32, IAS 39, IFRS 7 %5), FR7Egise [y
iR ] 2 b DX DU ) i 8l ) T B

SRl TR OUHATA SR TR ARG I e tdah 7o hER &R b b %
A4 1) 4 fil 225 U RISE  TASC/IASB 1l s T CCsbHE U 14 [y Rt 28 [y Bk i 5 913
BN S HFEIAME BRI, JF B 2 miA . T
FUSRA R AELL, EARAEZE ) 18 2 B8 5 H R S R AR 2 o 2T IR SR B
XPRFE N TAS 32 5 TAS 39 [ A 28 LA SORITHA [E Sk ) (322850 56 [
GAAP) Z[A]¥ LA TT AR, REFEAT 0T TASC/IASB A 5 il T H 25 if
Y JUSE 15 77 0 3 A B (18 2R e BN 56 2 B

S, e E R s s, AR TR R C R e v A 2R
TWEFE S| X5 2 GG R T I R R Je . Gl SR HORr DA S [ B i
Dy HL BN BB SEANAHAE Y, AR SE L BHAS A o [ AalbE ) 320
JRHIANE At AP E . BAR, B S THER R (20060 HEHE 4l T L 1)
PO FLAAYEN] (CAS 22, CAS 23, CAS 24 5 CAS 37) SEL TIX 40U “ i
IR 57, (H2, P HEN & 2 B TAS 32, TAS 39 FI IFRS 7 S5 HH G Py 2%l
SN, a3 AR AL T AN Wi A 5 gt 2 e DRI, DG T AR (AR 2L 5 40
Jonsi ] B DU P A L oSt ] P o DU PR 5 I P g i A o

1.2 fARFG=*

WICIESCR A MVEmT Sk, BARSCLUAANE S 5 B SCHRBERHT)
ISR BB PR b, MR A EORIC I LA A S . MRS 4 e . B



IASC/IASB 4l 1. =52 V1 D) il w2 2y 3E——3fe 18 28 Se (e PR 1 N

s, SR REA T R BIWEIT,  UIN GRS SO A0 1A B3 I 955 B B

1.3 B4t

WICIESCIr A/NEE, IFI LTI 22w < e v DU N g A ST 984
WL

EF—F: |t

I ER TN 5t S S0, WFE IR SCE R LR BIRT 15 Ji PR

f

T ST ASHAEMNFIER £ B

i B[]t TASC/IASB il 5 I st i T 25 vHHEMIIR ) B o RAA Sy = ANBir
Bre (1) MENITHIE CIRTIAER SR, ik Sk 1 G T L HE D SZ TR, A 1 [ e
W) s K BEAR G T AT BRI 2 SR, AT IS S W R S e v JE %
(2) IAS 32 5 1IAS 39 (Wil &5, [lIR Gl T H 195 5 RN oG Tl St &
YEVIN A AT 5 T4 T 2 SR M (B 5 0 M 5 M DO sk o ) 22 HE R R vk e L5 R
A TAS 39 (1998) H et —frid PR RS vH eI (3) HENI A RFEEAETT 5 By
FalR], B 4 Rl T AN G 3T 5 7 DU T S AH AT S IR PR, TASC/IASB £
EAT SRl TR THUEN, #0285 JE P N VG I, 3k — 2D Ry BT
X AUEGE A AT A SE [F FASB.

F=8: WESIHHREN YEH

THR TAS 32 (1995) J&T<pfil T H AW e 5 F R I FEA S WURIAH SR N 25 . A%
GEHI 55 22 vHIEATR e (A i AR S D AR AR A, F5 Y TASC
Feait TRIFRASIR CRSE BN 000 HRIMEER & THl S it i
BEATIIYE, EI2 5 14 NJRSE. TAS 32 (1995) HHAT I #6513 I Bk 2 DL TAS
39 D RTHE, I HLE P BRI B S M S A R T SRR I AR AR M A DG
X ARSI LA R S IE: (DY TIASC/IASB K AT 5EITHIIA S &
HEIIRE, 28R 5 AL AR PR HE I (AT s (Sl ) 2545 1k o s 1 L 48 3% M U
(IFRS 7) i, SR THKRNIIRTEE & 10 IAS 32 /F 0 Fh
A SRl T HARAEN, 7EJa S N A EanbfaiR, 1R aegf A TIAS 39 .

ENE: W\SiHEEN R

M ED 48 £ IAS 39 (1998), <&l THAIIEFIUARAER LA, R “R

.



Degree papers are in the “Xiamen University Electronic Theses and Dissertations Database”. Full
texts are available in the following ways:

1. If your library is a CALIS member libraries, please log on http://etd.calis.edu.cn/ and submit
requests online, or consult the interlibrary loan department in your library.

2. For users of non-CALIS member libraries, please mail to etd@xmu.edu.cn for delivery details.



http://etd.xmu.edu.cn/
http://etd.calis.edu.cn/
mailto:etd@xmu.edu.cn

