

Paper 7 Financial Accounting


Chapter 14 Accounting for Government Grants and Disclosure of Government Assistance

1.
Objectives

1.1
Define government, government assistance and government grants.

1.2
Explain the principles and methods of recognition for government grants.

1.3
Explain the treatment of government assistance.

1.4
Describe the disclosure requirements of government grants.
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2.
Definitions

	2.1
	DEFINITIONS

	
	(a)
Government refers to government, government agencies and similar bodies whether local, national or international.

(b)
Government assistance (政府援助) is action by government designed to provide an economic benefit specific to an enterprise or range of enterprises qualifying under certain criteria. Government assistance for the purpose of this Standard does not include benefits provided only indirectly through action affecting general trading conditions, such as the provision of infrastructure in development areas or the imposition of trading constraints on competitors. (是指政府爲了專門對符合一定標準的某個企業或一系列企業提供經濟利益而採取的行爲。本號準則所涉及的政府援助，不包括只是通過採取影響企業一段經營環境的行爲而間接提供的利益，諸如在開發區內提供基礎設施，或者給競爭對手施加貿易限制。)

(c)
Government grants (政府補助) are assistance by government in the form of transfers of resources to an enterprise in return for past or future compliance with certain conditions relating to the operating activities of the enterprise. (是指政府以向一個企業轉移資源的方式，來換取企業在過去或未來按照某項條件進行有關經營活動的那種援助。這種補助不包括那些無法合理作價的政府援助以及不能與正常交易分清的與政府之間的交易。)

They exclude those forms of government assistance which cannot reasonably have a value placed upon them and transactions with government which cannot be distinguished from the normal trading transactions of the enterprise.
(d)
Grant related to assets (與資産有關的補助) are government grants whose primary condition is that an enterprise qualifying for them should purchase, construct or otherwise acquire long-term assets. Subsidiary conditions may also be attached restricting the type or location of the assets or the periods during which they are to be acquired or held. (是指這樣的政府補助，其基本條件是：有資格取得補助的企業必須購買、建造或以其他方式購置長期資産。還可能有附加的條件，如限制資産的類型或位置，或者購買或持有這些資産的期間。)

(e)
Grant related to income (與收益有關的補助) is grants other than those related to assets.

(f)
Forgivable loans (可免除貸款) are loans which the lender undertakes to waive payment of under certain prescribed conditions.



3.
Recognition

(A)
General principles

3.1
An entity should not recognize government grants (including non-monetary grants at fair value) until it has reasonable assurance that

(a)
The entity will comply with any conditions attached to the grant; and

(b)
The entity will actually receive the grant.

3.2
It makes no difference in the treatment of the grant whether it is received in cash or given as a reduction in a liability to government, i.e. the manner of receipt is irrelevant.

(B)
Accounting treatment of government grants

3.3
There are two methods which could be used to account for government grants, and the arguments for each are given in HKAS 20.

(a)
Capital approach: credit the grant directly to shareholders’ interests.

(b)
Income approach: the grant is credited to the income statement over one or more periods.

3.4
HKAS 20 requires grants to be recognized under the income approach, i.e. grants are recognized as income over the relevant periods to match them with related costs which they have been received to compensate. This should be done on a systematic basis. Grants should not, therefore, be credited directly to shareholders’ interests.

3.5
It would be against the accruals assumption to credit grants to income on a receipts basis, so a systematic basis of matching must be used. A receipts basis would only be acceptable if no other basis was available.

3.6
It will usually be easy to identify the costs related to a government grant, and thereby the period(s) in which the grant should be recognized as income, i.e. when the costs are incurred. Where grants are received in relation to a depreciating asset, the grant will be recognized over the periods in which the asset is depreciated and in the same proportions.

	3.7
	EXAMPLE 1

	
	XYZ Co receives a government grant representing 50% of the cost of a depreciating asset which costs $40,000. How will the grant be recognized if XYZ Co depreciates the asset:

(a)
over four years straight line; or

(b)
at 40% reducing balance?

The residual value is nil. The useful life is four years.

Solution:

The grant should be recognized in the same proportion as the depreciation.

(a)
Straight line

Depreciation

Grant income

$

$

Year

1

10,000

5,000

2

10,000

5,000

3

10,000

5,000

4

10,000

5,000

(b)
Reducing balance

Depreciation

Grant income

$

$

Year

1

16,000

8,000

2

9,600

4,800

3

5,760

2,880

4

8,640

4,320




3.8
In the case of grants for non-depreciable assets, certain obligations may need to be fulfilled, in which case the grant should be recognized as income over the periods in which the cost of meeting the obligation is incurred. For example, if a piece of land is granted on condition that a building is erected on it, then the grant should be recongised as income over the building’s life.

3.9
An entity may receive a grant as compensation for expenses or losses which it has already incurred. Alternatively, a grant may be given to an entity simply to provide immediate financial support where no future related costs are expected. In cases such as these, the grant received should be recognized as income of the period in which it becomes receivable.

3.10
There may be a series of conditions attached to a grant, in the nature of a package of financial aid. An entity must take care to identify precisely those conditions which give rise to costs which in turn determine the periods over which the grant will be earned. When appropriate, the grant may be spilt and the parts allocated on different bases.

(C)
Non-monetary government grants

3.11
A non-monetary asset may be transferred by government to an entity as a grant, for example a piece of land, or other resources. The fair value of such as asset is usually assessed and this is used to account for both the asset and the grant. Alternatively, both may be valued at a nominal account.

4.
Presentation

(A)
Presentation of grants related to assets

4.1
There are two choices here for how government grants related to assets (including non-monetary grants at fair value) should be shown in the balance sheet.

(a)
Set up the grant as deferred income.

(b)
Deduct the grant in arriving at the carrying amount of the asset.

	4.2
	EXAMPLE 2

	
	An enterprise opens a new factory and receives a government grant of $15,000 in respect of capital equipment costing $100,000. It depreciates all plant and machinery at 20% pa straight-line.

Show the balance sheet extracts to record the grant in the first year under methods (a) and (b) above.

Solution:

(a)
Write off against asset

Balance sheet extract

Non-current assets:

$

Plant and machinery at cost (100 – 15)

85,000

Less: Depreciation (20% x 85)

17,000

68,000

(b)
Deferred income

Government grant deferred income account

$

$

Income statement transfer for year: 20% x $15,000

3,000

Cash grant

15,000

Balance c/d

12,000

15,000

15,000

Balance b/d

12,000

Balance sheet extract

Non-current assets:

$

Plant and machinery at cost

100,000

Less: Depreciation

20,000

80,000

Deferred income:

Government grant

12,000




	4.3
	EXERCISE 1

	
	A company receives a 20% grant towards the cost of a new item of machinery, which cost $100,000. The machinery has an expected life of four years and a nil residual value. The expected profits of the company, before accounting for depreciation on the new machine or the grant, amount to $50,000 per annum in each year of the machinery’s life.

Required:

Show the balance sheet extracts to record the grant in the first year under methods (a) and (b) above.


	Solution:




(B)
Presentation of grants related to income

4.4
These grants are a credit in the income statement, but there is a choice in the method of disclosure.

(a)
Present as a separate credit or under a general heading, e.g. ‘other income’.

(b)
Deduct from the related expense.

4.5
However, if the grant is paid on a different basis, for example achievement of a non-financial objective, such as the creation of a specified number of new jobs, the grant should be matched with the identifiable costs of achieving that objective.

4.6
HKAS 20 allows such grants to be presented as a credit in the income statement or deducted from the related expense. Supporters of the first method claim that it is inappropriate to net income and expense items and that separation of the grant from the expense facilitates comparison with other expenses not affected by a grant. For the second method it is argued that the expenses might well not have been incurred by the enterprise if the grant had not been available and presentation of the expense without offsetting the grant may therefore be misleading.

(C)
Repayment of government grants

4.7
A government grant that becomes repayable should be accounted for as a revision to an accounting estimate (HKAS 8).

4.8
Repayment of a grant related to income should be applied first against any unamortized deferred credit set up in respect of the grant; any excess should be recognized immediately as an expense.

4.9
Repayment of a grant related to an asset should be recorded by increasing the carrying amount of the asset or reducing the deferred income balance by the amount repayable. The cumulative additional depreciation that would have been recognized to date as an expense in the absence of the grant should be recognized immediately as an expense.

5.
Government Assistance

5.1
Government assistance, as defined in 2.2 above, may be important to an enterprise but HKAS 20 does not require it to be quantified and introduced into the financial statements.

5.2
Examples of assistance that cannot reasonably have a value placed upon them are free technical or marketing advice and the provision of guarantees.

5.3
An example of assistance that cannot be distinguished from the normal trading transactions of the enterprise is a government procurement policy that is responsible for a portion of the enterprise’s sales. The existence of the benefit might be unquestioned but any attempt to segregate the trading activities from government assistance could well be arbitrary.

5.4
The significance of the benefit in the above examples may be such that disclosure of the nature, extent and duration of the assistance is necessary in order that the financial statements may not be misleading.

5.5
HKAS 20 requires disclosure of all substantial government assistance received.

6.
Disclosure

6.1
The accounting policy adopted for government grants, including the methods of presentation adopted in the financial statements.

6.2
The nature and extent of government grants recognized in the financial statements and an indication of other forms of government assistance from which the enterprise has directly benefited.

6.3
Unfulfilled conditions and other contingencies attaching to government assistance that has been recognized.
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