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Whatis blockchain?

1) What is ablock?
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2) What is a blockchain or distributed ledger?
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All blocks are logically connected
through their unique identifier



Participantsin the ‘crypto space

Facilitation of exchange between
buyer/seller; often exchanges act as
Exchange custodian/wallet for both sides too

platform

Programmer(s) to define Creator/ Safekeeping of token/coins

token purpose, role and - Buyer/ seller through high-security

features as well as coding computer hard- & software
language & platform

Miner Service providers that offer computing
power to validate & confirm
transactions between wallets



Stable coins vs not—fiat hacked vs algorithm

What happened to @ when G collapsed...
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Source:

https://coinmarketcap.com/currencies/terra-luna/

https://coinmarketcap.com/currencies/tether/
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https://coinmarketcap.com/currencies/terra-luna/
https://coinmarketcap.com/currencies/tether/

Benerits and challenges of crypto

7[ High security

ZI Quick settlement

ZI Low transaction cost

Z[ Portfolio diversification

Z[ Cross-border payment

A 4

TECH - BITCOIN

Bitcoin isn’t an inflation hedge, and it
hasn’t been for a long time, Bank of
America says

8Y TAYLOR LOCKE
May 7, 2022 2:23 AM GMT+8

Source:
https://fortune.com/2022/05/06/bitcoin-isnt-inflation-hedge-gold-bank-of-america/

https://www.hkma.gov.hk/media/eng/doc/key-information/press-release/2022/20220112e3al.pdf

X X X X

Uncertainty over legal
rights and how law applies

Regulatory risk

Limited liquidity for some
crypto

A 4

High price volatility and
liquidity volatility (e.qg.
weekend and holidays)

(’/\) HONG KONG MONETARY AUTHORITY
I ETTTY Y

Discussion Paper on Crypto-assets and
Stablecoins

January 2022



https://fortune.com/2022/05/06/bitcoin-isnt-inflation-hedge-gold-bank-of-america/
https://www.hkma.gov.hk/media/eng/doc/key-information/press-release/2022/20220112e3a1.pdf

Accountingfor
Crypto-assets



Accounting for ‘crypto’: How does itfitin...?

Net cash : )

Executory Financial

settled & :
contract instrument

# ‘own use’
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Crypto-assets
I

1 1 3 Equity

Financial

liability Other liabilities

‘Cryptocurrency’ Financial asset

IAS 38 type

ISRl Contract | Employee
type FL liability benefits
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Practical challenges: Whatis ‘cost? VAY cnicnges
purchased at USDO0.00035

@ Unit of account: 1 BTC / 0.00000001 BTC / others...
another 0.00000001 BTC
1 / purchased at USD0.0006 @ Basis: Specific identification / FIFO / weighted average
»
» ’

bitcoin » 0. 000001 BTC I
purchased at USDO0.04

IAS 38 intangible assets . IAS 2 inventories
Cost model Revaluation model Cost model Broker-trader
Subsequent Lower of cost and Revalued amount Lower of cost and Fair value less costs to
measurement recoverable amount above cost goes to OCI whereas net realisable value sell
below cost goes to PL
Derecognition Derecognition gain/loss Net profit
= Net disposal proceeds minus carrying amount of the disposed asset = Revenue minus carrying amount of inventories sold
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Customer fund assets: On-hook or off-nook?

The nature of the customer fund assets and whether they are recognised on the balance
sheet will affect how the related amounts are presented in profit or loss

@ )
' ; / (R >
v Financial or «_‘y}
Xz : : A=
non-financial? =

Non-financial assets,
e.g. Bitcoins, other
cryptocurrencies

Analogies to IFRSs—but how...?

IAS 2: where is the recognition section...?

Financial assets, e.g.
fiat currencies, some
other crypto assets

Reference to the definition of an asset in

the Conceptual Framework

IAS 38: economic benefits...?

IFRS 15: notion of control—but context of
seller & buyer...

.7

So-called ‘client assets’ accounting

—>Development in the secondary literature
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Crypto lending & borrowing

Borrowing from one customer and lending to another one:

Borrow crypto-assets Lend crypto-assets

v

A

Receive fee (‘interest’)

Pay fee (‘interest’)

Lender Intermediary Borrower

Same accounting treatment as a bank...?

& The analyses of financial vs. non-financial items are different

IFRIC agenda decision on commaodity loans: diversity in practice

IFRIC agenda decision in March 2017: https://wwwv.ifrs.org/content/dam/ifrs/supporting-implementation/agenda-
decisions/2017/ias-1-ias-2-ias-8-ias-39-ifrs-9-commodity-loans-march-2017.pdf



https://www.ifrs.org/content/dam/ifrs/supporting-implementation/agenda-decisions/2017/ias-1-ias-2-ias-8-ias-39-ifrs-9-commodity-loans-march-2017.pdf

Resources

KPMG
Holdings of Cryptocurrencies—June 2019

“The Committee discussed how IFRS Standards apply to holdings of cryptocurrencies.
The Commit that poscs of s discussion, the Committee

considered a subset of:rypwnmb it Al el et i s et sies 1
asa ‘cryplocurrency':

. adigital or virtual currency recorded on a distributed ledger that uses cryptography for security.
b, not issued by a jurisdictional authority or other party.
<. docs not give risc t0 a contract between the holder and another party.

ISSUE 8 | April 2020

Nature of a eryptocurrency

Paragraph 8 of IAS 38 Intangible Assets defines an intangible asset as *an identifiable non-monetary asset
‘without physical substance’.

Paragraph 12 of IAS 38 states that an asset is identifiable if it is scparable or ariscs from contractual or Taxat f
other legal rights. An asset is separable if it ‘is capable of being separated or divided from the enfity and axaton o
sold, transferred, licensed, rented or exchanged, cither individually or together with a related contract,
identifiable asset or liability”.

ital assets inHong Kong

Fhuctuations in the value of many digital assets such as Bitcoin and other

Pm,,r.,m m«ms 21 Th: Effects a/(‘hanger in Foreign gmm.ge Rates states that ‘the essential feature Summary cryptocurrencies (' uymo n(“mkuu') in the digital asset econcmy has not only
tion to deliver) a fixed or e hlars start-ups, serves as an
ckh:rmmnble i i s Ty mm""‘(m"m“‘m rovise | temative asset Cloes for raditioral s managors.
its Departmental been et wich s 1o
‘The Commi that a holding of ion of an Interpretation & Practice oot approsehes a8 o e Ganral g provirs bt
IAS 38 on the grounds that (a) it is capable of being scparated from the holder and sold or lrunsfamd Notes No. 39 (DIPN 39) to Revenue Ordinance (IRO) should apply to the various forms of crypto. The
individually; and (b) it does not give the holder a right to reccive a fixed or determinable number of units update its views on the issuance of the DPNWEW"’”M maweme ﬂnn'uflm:l-ﬁd
i ] W‘"‘““;""" . iy s it s oy s Sotios e Foteen Commason
, electror Fong Kong
i i es? commerce and digital assets -
Which IFRS Standard applies to holdings of cryptocurrencies? see Hong Kong Tax Alert However, the guidance in DIPN 39 provides only very broad brushed princi
‘The Committee concluded that IAS 2 Inventories applies to cryptocurrencies when they arc held for sale in tssue 5 (link here). o e g e o Sl e s Ml
the ordinary course of business. I IAS 2 is not applicable, an entity applics IAS 38 to holdings of articuiating many practcal issues crypto busnesses consider in order
eryptocurrencies. The Committee considered the following in reaching its conclusion. For digital assets, wmh:;' D i o ok e M b L T i b kg
business ing themselves up iry or possibly
Intangible Asset ond ﬁ:ﬂ“x:&' Frocivdrimaradtn
taxpayers will need to IRD views
1AS 38 appli ting for all intangible assets except: Al Croaldr o ey
DeachEally aply thass ‘The taxation of gains (and losses) arising from digital assats wil depend both on
§ . the type of digital assets and how the assets are used in a taxpayer's business. In
a. those that are within the scope of another Standard: principles to their respective
b, fnancialasscts,a defined in AS 32 Financial Instumens: Presenition; businesses. 1his epiect; fhe D) clssetos cIYPlo Ssets ko fnee cotenoes:
< e ind cvaluation assets: and uch in which are used payment for
d i ion of mincrals, oil, natural non- goods and services.

Topestive rcoroas, -

business. msudmwulgmmamnhpuﬁsdhmm

Accordingly, the Committee considercd whether a holding of cryptocurrency mects the definition of a Where the digital tokens constiute “secusities” as defined i the Securities and
financial assct in IAS 32 or is within the scope of another Standard. Futures Ordinance (ink here), the tokens and acthites invoiving such tokens
woukd regulation by ‘and Futures Cx
. unuwmmwmnmmmmamwmum
of the utility tok the future to

acoapting the okens as payment for goods and services.

IFRS Interpretations Committee Agenda Decision KPMG Hong Kong Tax Alert Issue 8, April 2020 —
June 2019 — Holdings of Cryptocurrencies Taxation of digital assets in Hong Kong
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https://home.kpmg/cn/en/home/insights/2020/04/tax-alert-8-hk-taxation-of-digital-assets-in-hk.html
https://www.ifrs.org/content/dam/ifrs/supporting-implementation/agenda-decisions/2019/holdings-of-cryptocurrencies-june-2019.pdf
https://www.ifrs.org/content/dam/ifrs/supporting-implementation/agenda-decisions/2019/holdings-of-cryptocurrencies-june-2019.pdf
https://home.kpmg/cn/en/home/insights/2020/04/tax-alert-8-hk-taxation-of-digital-assets-in-hk.html

Webinar dates and topics for 2022

o 15 July — Crypto-assets —tax and financial reporting considerations
o 2 September —IASB projects update
o 18 November — ESG update/TCFD/Climate-risk on financial reports

o 16 December — Year-end reporting reminders

vy
-‘@'- For more details and access to our webinar series:

[ 4 S

BB nhitps://home.kpmal/cn/en/home/services/audit/ifrs-news/financial-reporting-webinar-series.html
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