Deloitte.

China 3L

National Technical

Weekly HKFRS/IFRS Q&ASs — Q&A # 4

February 2014

Since January 2014, we started to publish weekly
HKFRS/IFRS Q&As that aim to help you deal with the
application issues during the busy financial reporting
season. Weekly HKFRS/IFRS Q&As will be issued each
Friday. Here is the link to the previous Q&As

http://www.iasplus.com/en/tag-types/hong-kong/ga.

As always, if you have any questions on application of
HKFRS/IFRS, please contact us.

Backgroud

HKFRS 12 Disclosure of Interests in Other Entities is a new Standard that prescribes what an
entity needs to disclose in its consolidated financial statements when it has investments in
subsidiaries, associates, joint arrangements and structured entities which it does not have
control. For your information, HKFRS 12 was issued as one of the package of five standards
on consolidation, joint arrangements and disclosures that became mandatorily effective for the

first time for 2013 financial year.

HKFRS 12 requires extensive disclosures. This week, we would like to share with you some
common practical examples on application of HKFRS 12. HKFRS 12 is identical to IFRS 12 —
accordingly, the references to accounting standards below refer to HKFRSs only.


http://www.iasplus.com/en/tag-types/hong-kong/qa

Example 1

HKFRS 12 requires some new disclosures where a reporting entity has material associates or
joint arrangements. Specifically, HKFRS 12.21(b), B12 and B13 require that, for each material
joint venture or associate, the reporting entity needs to disclose the summarised financial
information about each material joint venture or associate in the notes to the financial
statements (see HKFRS 12.B12 and B13 for details regarding what constitutes 'summarised

financial information’).

Entity P has many associates, one of which, Entity Q, is material to the Group. Entity Q has the
same financial year as Entity P. Both Entity P and Entity Q are listed companies in Country A
where the applicable listing rules require entities to provide shareholders with a full set of

annual financial statements within a certain period of time after the end of the financial period.

For financial year 2013, Entity P's timetable for publishing its full set of annual financial
statements is early March 2014 whilst Entity Q's timetable for publishing its full set of annual

financial statements is late March 2014.

Entity P is aware of the disclosure requirement set out in HKFRS 12.21(b) (i.e. the requirement
to disclose summarised financial information of each material associate in the notes to its
financial statements). However, Entity P believes that it is not appropriate to disclose the
summarised financial information of Entity Q in its financial statements for the year ended 31
December 2013 (that will be published in early March 2014) on the basis that the results and
financial position of Entity Q would only be available to the public in late March 2014.

Question: Is it appropriate for Entity P not to

disclose the summarised financial information of

It would be sensitive
to disclose
summarised financial
information of my
associate in my
financial statements.

Entity Q in its notes to the financial statements
for the year ended 31 December 2013 on the basis

that the results and financial position of Entity Q

Can | choose NOT to
disclose the
information in my
financial statements?

would only be available to the public after Entity

P publishes its annual financial statements?



No. HKFRS 12 does not give any exception or exemption to the disclosure requirement on this
aspect. Accordingly, Entity P is still required to include the summarised financial information
of Entity Q in the notes to its financial statements. To address the issue about the
appropriateness of disclosing results and other financial information of the listed associate
which have not yet been published, Entity P and Entity Q should determine what necessary
arrangements should be undertaken, for example, whether Entity Q should publish an
announcement that would include at least the summarised financial information to be included
in Entity P's annual financial statements before or at the same time that Entity P publishes its

annual financial statements.

Example 2

As stated in Example 1, HKFRS 12.21(b), B12 and B13 require that, for each material joint
venture or associate, the reporting entity needs to disclose the summarised financial
information about each material joint venture or associate in the notes to the financial

statements.

HKFRS 12.B3 states that an entity may aggregate the disclosures required by HKFRS 12 for
interests in similar entities if aggregation is consistent with the disclosure objective and the

requirement in HKFRS 12.B4, and does not obscure the information provided.

HKFRS 12.B4 requires information to be disclosed separately for interests in a) subsidiaries, b)

joint ventures, c) joint operations, d) associates and e) unconsolidated structured entities.

Entity A has 3 associates, each of them is considered material to the Group. Entity A is aware
of the requirement set out in HKFRS 12.B12 that requires summarised financial information of
each material associate to be disclosed in the notes to the financial statements. Entity A is also
aware of the guidance set out in HKFRS 12.B3 that says that interests in 'similar’ entities may

be aggregated for disclosure purposes.



Questions: When investees are considered

‘'similar'? When would it be appropriate for

Entity A to disclose the aggregate

summarised financial information of the 3
material associates (rather than separate

disclosure for each material associate)?

What is ‘similar’?
When would it be
appropriate for me
to aggregate
information?

HKFRS 12.B5 states that, in determining whether to aggregate information, an entity should

focus on the different risks and returns of its investees. Therefore, when an entity determines

whether investees are 'similar’, it should focus on the nature and risks associated with the

investees — this is also consistent with the objective set out in HKFRS 12.1.

Below are 2 examples.

Example 1

The 3 associates are all engaged in
property development projects. One
associate was set up to build
residential properties in Chongging,
China. Another associate was set up
to build residential properties in
Shanghai, China. And a third
associate was set up to build
residential properties in Hong Kong,
China.

Although the 3 associates are all engaged in
property development projects, the risks exposed by
each associate are different as these associates
operate in different economic environments.
Accordingly, it would not be appropriate to
aggregate the summarised financial information of
each associate. Instead, to satisfy the requirement in
HKFRS 12.B12, the summarised financial
information of each associate should be disclosed.

Example 2

Same facts as Example 1 except that
the 3 associates are all engaged in
residential property development
projects in Chongging, China.

It is not appropriate for Entity A to conclude that it
can aggregate the 3 associates' financial information
for disclosure purposes without understanding in
details the nature of the risks and returns of each
associate. If these 3 associates are engaged in
developing different types of properties (e.g. high-
end residential properties vs mass market residential
properties), it is still not appropriate to aggregate the
information as these associates are exposed to
different risks and returns. However, if facts and
circumstances are different such that the 3
associates are engaged in developing similar types
of residential properties in similar locations, it may
be appropriate to aggregate information for
disclosure purposes, assuming the nature and
amounts of the other assets and liabilities are similar
amongst these associates. And if information is
aggregated, HKFRS 12.B3 requires the reporting
entity to disclose how it has aggregated its interests
in similar entities.




Example 3

HKFRS 12.12 requires some new disclosures where a reporting entity has subsidiaries that
have material non-controlling interest (NCI). In particular, HKFRS 12.12(g) and B10 require
disclosure of summarised financial information for each of these subsidiaries in the notes to the
consolidated financial statements, including but not limited to information about assets,
liabilities, revenue, profit or loss, total comprehensive income and cash flows of that

subsidiary.

Entity A has a number of subsidiaries, one of which is a non-wholly subsidiary, say Subsidiary
B. Entity A is preparing its annual consolidated financial statements for the year ended 31
December 2013.

In performing its analysis as to whether the NCI of Subsidiary B is material to the Group,

Entity A noted the followings:

a) profit attributable to the NCI for the year ended 31 December 2013 amounted to 20% of
the profit of the Group; and

b) net assets attributable to the NCI as at 31 December 2013 amounted to only 1% of the net

assets of the Group.

With the above financial information, Entity A believes that the profit attributable to the NCI
of Subsidiary B is material to the Group whilst the net assets attributable to the NCI of
Subsidiary B are not material to the Group. For this reason, Entity A believes that it is
appropriate to disclose only the summarised financial information relating to profit or loss of
Subsidiary B, with a statement of fact that the assets and liabilities of Subsidiary B attributable
to its NCI and cash flows attributable to the NCI are not material to the Group.

Question: Does the above disclosure suggested by Entity A meet the disclosure
requirements of HKFRS 12.12(g) and B10?

Paragraphs BC26 — BC 28 of the Basis for Conclusions accompanying HKFRS 12 explain that
the reason why standard setters require disclosure of summarised financial information of a
non-wholly owned subsidiary (that has material NCI to a reporting entity) is to help users of
financial statements understand the profit or loss and cash flows attributable to the shareholders
of the parent and the amount attributable to non-controlling shareholders, and hence to help
users predict how future profits and cash flows will be distributed among the shareholders of

the parent entity and the other parties with claims against the subsidiary, including the NCI.



Paragraph BC 28 also states that a request to ask preparers to give information about
subsidiaries that only have immaterial NCls would be onerous without any significant benefits

to the users of the financial statements.

With such a basis, it would not be unreasonable for Entity A to disclose only the summarised
financial information about the profit or loss of Subsidiary B, with a statement of fact stating
that the assets and liabilities and the cash flows attributable to the NCI of the subsidiary are not

material to the Group.



Contact us:

If you have any questions on the subject matters discussed above, please feel free to
contact us.
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