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Financial Statements

18 HKFRS 10

(b) the consideration paid, including any non-cash assets transferpa

liabilities assumed, for the part derecognised shall be recognised inp
or loss. =

17-900 Effective date and transition O 18-100
HKFRS 9 will become operative for annual periods beginning on or afa B R onlio] iamniassi ey 123(1)3
January 2013 (para 7.1.1). Earlier application is permitted. - BRI O CONEO) — POWB G pueithisest v sesensimniet 13-220
HKFRS 9 shall generally be applied relrospectively in accordance with ments of control — RELUMNS ........... g S
8 “Accounting Policies, Changes in Accounting Estimates and Errors” lements of control — Linking power an Bou0
7.2.1)‘. There are, however, several exceptions to this principle and I e G M A A A 18-300
transitional requirements are lengthy. In particular, if an entity that a BRI QOUHTRMBINS cccooopynosisiibestiss iy (ELES s 18-400
HEKFRS 9 for rggpo]'ting PEFiDdS bt’.'ginning before 1 Ianuary 2(]'{2' it need - GLITES .sismssssnsssssssssstbrasansnsstissnansrnrrasssseshadansasinniaisssssiisii: s
restate prior periods (para 7.2.14). itianal provisions ... ‘ ............................. 18-
; " 5 : omnarison with International Financia

17-950 Comparison with HKAS 39 “Financial : m'aepnrting SEANAAITS 11evsrvosessersseeessemmssssssssesssessssssssnss 18-600

Instruments: Recognition and O

Measurement”

il <100 Introduction
HKFRS 9 improves and simplifies the existing HKAS 39 approach fg &
classification and measurement of financial assets. " \lr

2011 the HKICPA issued HKFRS 10 “Consolidated Financial
HKAS 39 classifies financial assets into four categories: OO

| ts”’. This is a replacement of HKAS 27 “Cm\soiidateisd emd1 E:f_parate
: ats . - < Py : A2 A e b — scia urpose
(a) financial assets at fair value through profit or loss, which comprise: ‘. Statements’” and “HK(SIC)-Int 12 Consolidation pec P
(i) “held for trading”’ securities; and

' Concurrent with the issuance of HKFRS 10, the HKICPA also issued:
(ii) “designated” securities;

(b) held-to-maturity investments;
(¢) loans and receivables; and

(d) available-for-sale financial assets,
HKFRS 9, however, only requires financial assets to betinitially meastred af
fair value, in the case of a financial asset not at fair value through profit o
loss, particular transaction costs, and subsequently measured at (a) amo
cost, or (b) fair value. Further, HKFRS 9 establishes the principle-based criteria
for determining which of the two measurement methods to apply. '

17-980 Comparison with International Accounting
Standards
HKFRS 9 is based on IFRS 9 “Financial Instruments”. There are no major

textual differences between HKFRS 9 and IFRS 9. Compliance with HKFRS 9
will ensure compliance with IFRS 9,

| LINE

® HKERS 11 “Joint Arrangements’’;
. HEERS 12 “Disclosure of Interests in Other Entities’’; ;
.

e HK 1) ““Separate Financial 5 nts”’ — the amendment
8 HKAS 27 (2011) “Separate Financial Statements” — f

reflects the changes required by the issuance of HKFRS 10 but retains the
~ current guidance for separate financial statements; and

H HEAS 28 (2011) “Investments in Associates and Joint Venrures” — the
amendment reflects the changes required by the issuance of HKFRS 10

and HKFRS 11.

h of the Standards in the “group of five” has an effective date for annual
ds beginning on or after 1 January 2013, with ERTII?F apphca?m&
mitted so long as each of the other Standards in the group 15 also applie :
However, entities are permitted to incorporate any of the disclosure
ements in HKFRS 12 into their financial statements without adopting
12 or the other Standards in the “group of five” early.

his diagram displays the five new/amended standards and their respective
pes.

; 18-100
2012 CCH Hong Kong Limited
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and design of an investee

| ing control of an investee, an investor needs to consider _the

Subsidiarles [ " i .nd design of the investee in order to identify the relevant activities,
<4 S0 - . < about the relevant activities are made, who has the current

Accounting Disclosure SED:E:E F‘ﬁﬂm.;i
tements

ivities anc pives returns se activities
Associates | HKAS 28 (Zo11) HKAS 27 (201 irect those activities and who receives returns from those ac
¥ Application Guidance).
24 : . :
=eos BB ich a consideration it may be clear that an investee is controlled by
] 3 ‘ ‘ : -
f equity instruments giving the holder proportionate voting rights. In
l Jaoint aperations HKFRS 11 o “nd in the <bishee ot htd el anatioA T m1g1~lt i
[ Unconsalidated e assessment of control focuses on which party, if any, is able t:;
-onsalidate : : . - - - | | | :
structured entities HKAS 39 _J HKFRS 12 gufficient voting rights to determine the investee's operating a

ag policies. In most simple cases, the investor that holds a majority of
oting rights controls the investee (para B6 of Application Guidance).

18-200 Concept of control

HKFRS 10 includes the concept of control as
irrespective of the nature of the investee, elimin
approach included in HK(SIC)-Int 12 (para 5).

4¢ Elements of control — power

is deemed to exist when the investor h_as g)fisting rights that give ?t ﬂ'ie
it ability to direct the activities that 513111f.|.cant1y affect the'mvea'tees

(para 10). Control most commonly arises through voting rights
\l" nte by equity instruments, but can also arise through ot‘hc?r‘ contractual
OO ngements (para 11). The ability tg direct thet relevant ?ctmtll;? tl:lfuai:&t.

' l i li ' " i hem Lo provide an investor power (para 12),

iy St e .‘ :ﬁf:gﬂk‘lsaii F:,llzglt\l:f to di?ect different relevarp:t activilfies, the investors
able returns from involvement with fha ecide which of the relevant activities most significantly affects the
\" s of the investee (para 13).

owing factors should be considered in determining whether an
has control over an investee (para B3 and B4 of Application

the basis for consolidatig
ating the risks and rewa

HKTRS 10 identifies the following three elements of control (para 7);

(b) exposure, or rights, to vari
mmvestee; and

(c) the ability to use power over the investee

to affect the \
investor’s returns. e amount of the

:An investor must possess all three elem
nvestee. The assessment of control is based on all facts and circumstances

the conclusion is reassessed if there is : icati
: 555! ere is an indication that there are chan
least one of the three elements of control (para 8). T

ents to concivde it controls ) the purpose and design of the investee;

‘what the relevant activities are and how decisions are made to affect
1 those activities;

whether the investor’s rights give it the current ability to direct the
relevant activities;

) whether the investor is exposed, or has rights, to variable returns from its
involvement with the investee;

The development of HKFRS 10

: identified the following f in
determining whether ng four st

an investee should be consolidated:

(a) where an investor controls an investee wi

voting rights; th less than a majority of

(6) whether the investor has the ability to use its power over the investee to
affect the amount of the investor’s returns; and

"'} the nature of the investor’s relationship with other parties.

(b) special purpose entities and application of HK(S o,
substance’ notion; pplication of HK(SIC)-Int 12's “economie
]

i€, Jmnes woind principal vs agent relationships; and relevant activities for entities whose operations are c%irle::tedﬁ'nmugh
ling rights will generally be its operating and financing activities. Examples

(d) consideration of protective rights. of activities that may be relevant activities include product development,

18-201 ol
00 @ 2012 CCH Hong Kong Limited
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purchases and sales of goods or services, managing financial assets, ac
and disposing of assets or obtaining financing (para B11 of Appli
Guidance),

Decisions about relevant activities include establishing operating and cap

strategies and policies, appointing and remunerating key managg
personnel or service providers and terminating their employment (para B
Application Guidance),

lllustration 18.1 (Relevant activities — adapted from Application
examples: Example 1 of HKFRS 10)

Two investors form an investee to develop and market
make all decisions relating to the development of the product and to obtaini

make all decisions about the manufacture and marketing of the product.

as well as manufacturing and marketing of the medical product
activities, each investor needs to determine whether it is

approval or the manufacturing and markeling o

ta direct that activity.
In determining which investor has power, the investors would consider:
(a) the purpose and design of the investee;

(b) the factors that determine the
investee as well as the value of the medical product;
(©

(ch)

making authority with respect to the factors in (b); and
the investors’ exposure to variability of returns.

a medical product. One
investor is responsible for developing and obtaining regulatory approval of the
medical product — that responsibili ty includes having the unilateral ability td.

regulatory approval. Once the regulator has approved the product, the m-l-:;g‘;
investor will manufacture and market it this investor has the unilateral ability to

In this case, if all the activities — developing and obtaining regulatory approval
— are relevan|
able to direct the
activities that most significantly affect the investee’s returns, Accordingly, each
investor needs to consider whether developing and obtaining regulatory

%the medical product is the
activity that most significantly affects the investee’s returns and whether it isable )

profit margin, revenue and‘valte of the

the effect on the investee’s returns resulting from each invesior’s decision-

Financial Statements 47

- 1 T redit ris riated with the possible
+ with minimal exposure to the credit risk associate

i mdtzsmlm the Fl;m'rtfolin because of the nature of these_assets and
ﬂ:}uuy tranche is designed to absorb the first losses of the investee.

inves » significantly affected by the management of .the
‘Df 'TE 131:?:‘):?;, m;zhigh i_l'lcluc)l{eﬁ decisions about the selection,
ﬂ-sat:i isposal of the assets within portfolio guidelines and the
e an l::-liefau]’r of any portfolio assets. All those activities are
mtt}-}ﬁa-ﬁsﬂ manager until defaults reach a specified proportion of the
yug (tj;at iz, when the value of the portfolio is such that the equity
of the investee has been consumed). o1
i ird-pa trustee manages the assets according to the
tf;??ﬂ:di?fiﬂﬁﬁr. Managing thge investee’s asset portfolio is the
' ﬁvityl c:;f the investee. The asset manager has _l'}'_u.! ability tqldlred the
1t E;;ﬂv[ﬂes until defaulted assets reach the specified proportion ?f t‘he
value: the debt investor has the ability to direct ‘the I'EIEVHFIE actn;ih;l.-s
‘value of defaulted assets surpasses that specified proportion of the

- ‘ i tor each need to determine
s case, the assel manager and the debt inves h ne :
‘the' are able to di?ect the activities that most 5|gn!F1‘canfcIy aFfegt the
ré':t’-’LLrns, including considering the purpose and design of the investee
each party’s exposure to variability of returns.

e controlled by voting rights ok
' uity i ith associated an
n tee is controlled through equity instruments, with associa R
gf:;ttr:svoting rights, the assessment of power will focus'un which
i, if any, has sufficient voting rights to direct the investee s_relgvant
ties. In most straightforward cases, the investor holding the majority of the
r_[ghts will have power over (and control) the investee (para B&6 of
on Guidance),

&

i

‘ it wi : onsider a number of
lex control cases it will generally be necessary to consi umber
s when assessing what is relevant in evaluating control and identifying the
ling party (para B7 of Application Guidance). This will involve the
-ation and analysis of (para B3 of Application Guidance):

the purpose and design of the investee;

what its relevant activities are and how decisions regarding relevant
* activities are made;

lllustration 18.2 (Relevant activities — adapted from Application
examples: Example 2 of HKFRS 10)

An investment vehicle (the investee) is created and financed with a debt
instrument held by an investor (the debt investor) and equity instruments held
by a number of other investors. The equity tranche is designed to absorb the first
losses and o receive any residual return from the investee. One of the equity
investors who holds 30% of the equity is also the asset manager. The investee
uses its proceeds to purchase a portfolio of financial assets, exposing the investee
to the credit risk associated with the possible default of principal and interest
payments of the assets. The transaction is marketed to the debt investor as an

whether the investor is exposed to or has rights to variable returns; and

hether the investor has the ability to affect the amount of its own returns

from the investee.

ng rights not considered relevant

investees are designed such that voting rights are not the primary
ermination of power. IEStEﬂd,. other rights are considered relevant. These
ities generally correspond to structured entities as defined in HKFRS 12.

such cases, the consideration of the purpose and design of the investee would
include:

ES

4
® 2012 CCH Hong Kong Limited

18-210

kong Master GAAP Guide 18-210




613
612

lant and Equipment

10,000,000/(1 + 6%)"). In this case, ABC Ltd will record the plant at

Measurement at recognition and determinatior 20 G 120,000 on 1 January 20x as follows:

cost

] Plant

Cash nopn
Provision for decommissioning

33,120,000
30,000,000
3,120,000

48-400 Measurement at recognition and
determination of cost

HKAS 16 provides that upon recognition as an asset, an item of

A mber 20x1, ABC Ltd has to p[DVidE depmciah’ﬂn on the Plﬂ]"lt, by
{ale] ara i 5 I -DECE i
lant an 2| Ilp ent shall be measured at its ¢ sl (P )

s s of $33,120,000 over 20 years. Besides, ABC L.ttd uw‘.ll:’;\:i]c:nfgi\;u:;

g e cc;,t}l-le change in the decommissioning cost due' o ks

i rom 20 perods o 19 period). It i cse the prescnt s
et s increased from 3,120,000 33,307,000 (33,120, 2

ssi;;m: tﬁ:“u?\i\lvinding of discount. The journal entry to record this
atl

is as f(_)“OWS:

The cost of property, plant and equipment normally compr
components: the initial cost of acquisition and subsequent cost incurred

48-410 |Initial cost

HKAS 16 provides that the initi
equipment comprises (para 16):

| ez PO 187,000
al cost of a purchased property, plant a Dr Finance cosr

e $187,000
‘t,"t PProvision for decommissioning
(@) its purchase price, including import duties and non-refundable pu 2

t on 31 December 20x9, it is estimated that, due to technological
)
taxes, after deducting trade discounts and rebates;

1 : is case, the
t, the dismantlement cost will be ]ust‘gbs,UOO,DDD- IFrnmtr}l1 ]b‘T':"?SD'OUO
e of the decommissioning C“‘%ﬁ,ﬂ, (E:?)a(%%imo 000 discounted
; od at 6% for 11 periods) to $4,210, by 5
%ﬁn{gﬂ,ﬂ:}? ;l:i?gxgt?h?i;umal en tf'y to record this change is as follows:
 for S e

wesame th
&

(b) any costs directly attributable to bringing the asset to the locati

condition necessary for it to be capable of operating in the
intended by management; and

ain ; X ; . - to b 990,000

(c) the initial estimate of the costs of dismantling and removing the item Dr Provision for decommissioning 990,000
restoring the site on which it is located, the obligation for which an Cr Plant
incurs either when the item is acquired or as a consequence of A

used the item during a particular period for purposes other
produce inventories during that period.

It should be noted that HKAS 16 requires the costs of dismantletent
restoration (generally referred to as decommissioning costs) to be inclu

the initial cost of property, plant and equipment. HK(IFRIC)-Ini 1 ““Chang
Existing Decommissioning, Restoration and Similar Liabilivies” deals 1
accounting for changes in these decommissioning costs arising from change
estimation of the costs, change in discount rate and unwinding of
discount, Specifically, HK(FRIC)-Int 1 provides that changes
decommissioning costs arising from change in estimate and discount
should be adjusted to the cost of the asset in the current period prospectivel
and changes in decommissioning costs arising from unwinding of
discount should be accounted for as a finance cost as it occurs.

annua EP ecia g y I | hE

d f t f - Dx] tn zoxg Wi“ be bﬂSEL. on k!

The : A .l t'Ol’l Chal ¢ for hE 2ars 2 _

..:‘ Of $-J:3 1120 U;JU ‘VVLETEaﬁ the dﬁ'prﬂciaﬁo 1 |01— yeﬂrs t]'lL‘lEﬂftE] WI“ bE brlSECl on
3 ¢ i ] L

¥

| ﬁg‘fmst of $32,130,000 ($33,120,000 ~ $990,000):

£ uipment is
her discussion on the initial cost of property, pc;artl;l r;r:idheqa ];ummse
ated to specific issues regarding assets acqm:}f i gw ol et
saction, through an exchange transaction, and those are
g /

Y-
Purchased property, plant and equipment

: ; % o
most cases, the “purchase price” is easily determinable, ‘gi\fennr;l;al :.llftl:dl c:_
transaction. However, where the purchase price is not q e 08
ok tr? n;mthere may be some difficulty in determining the aingul e
sb;é:ée in E:: chk OF the property, plant and equipment pur;l’;a::.e1 ‘.’mr.':tsm
zluw tl:les”cash price equivalent” of the purchase price would be relevant.

lllustration 48.1

On 1 January 20x1, ABC Lid purchases a plant for cash consideration of
$30,000,000. However, ABC Lid is required to dismantle the plant after a 20-year ‘
period. It is estimated that the dismantlement will cost $10,000,000, The relevant

o m actice is
Where the terms of purchase allow for a cash discount, a common pra
discount rate is 6%, and the present value of the dismantlement cost is therefore

chase price, 50
o deduct the cash discount, whether or not taken, from the purchase price,

A 48-410
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that only the “cash price equivalent’’
property, plant and equipment.

lllustration 48.2

Assume that a piece o
term of 2/20, n/a0 (
made within 20 days,

In this case, the purch
of $98,000 ($100,000 Je
discount is taken adva

f equipment is

meaning a discount

nlage of.
If the price is paid within 20 4

Dr Equipment
Cr Cash

It the price is paid after the 20tk day, the jou

[y Equipment
Dr Cash discount forgone
Cr Cash

Where property, plant and e
after a long-term credit
again be used. The cash
the cash payments.

quipment are
period, the concept
price equivalent w

lllustration 48.3

Assume that a piece of specialise
which provides for payment of fi
the end of each of the five

In this case, to record the

purchase price of the
the fact that there o

re interest charg,
Assuming an interest rate of 10%,
le the present value of the cash

payments ($1
Journal entry to record the transac

Dr Equipment 379,080
Dr Deferred interes (500,000 — 120,920
379,080)
Cr Notes payable 500,000
48-410

purchased at a quoted
or the full $100,000 will hay

ase price should be recorded at it “cash
55 cash discount of $2,000)

ays, the journal entry will be as follows:

d equipment is purchased under an
ve equal yearly inst
years after the date of purc
esin the contract.

the equipment should be rec

tion will be as follows:

is recorded as part of the cagt

price of §1 00,000
ven if the pa

of 2% will be gl @
e to be paid within 60 days),

price equivalepnper
irrespective of whether the caghy

98,000
98,000

ral entry will be as follows:

98,000
2,000

100,000

purchased and to be paid for only.
of “cash price equivalent” shouly
ill be equal to the present valye of

agreement
alments of $100,000 each at
hase,

equipment at $500,000 is to ignore

orded at $379,080,

00,000 = 3.7908 = $379,080). The

® 2012 CCH Hong Kong Limited
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o plant and Equipment

sh price equivalent and
- ides that the difference between u‘i}fabheﬁg;eﬁ'}qcmdit unless
R pmv‘\nt is recognised as interest over Ef l?-.he o o
T Paiflyhruftwgniﬂpd in the carrying amount o :
R L T |

}i&% 23 ""Borrowing Costs”’ (para 23) o i o e e By
hH ty, plant and equipment may be acq‘ ¢ v, fh pramay
metimes, Proper y'ﬂﬁt ’s shares or debentures. .ln such cas -tll{e tir vt it
jgsuance Df th;;: shz:L‘dd be recorded at its fa.u' valL_l:i, r?:T uired by HKERS
nt and Equ'lpred whichever is more clearly evident, as req
gecurities issued,
,a,ecuﬂ i ; !

yare-based Payment™. : : rident if the asset
Shate bE;ZE of ayprnpcrty, plant and equlpnlmnt :}-? c;eaqr;z :i:iis‘;? T saer will
a fair va ed: whereas the fair value ; by altin o
Wml?“’g: lym;rfed§§}i:11t to determine. On thfi _ot]}:,:‘}";aggénﬂ;ec A
perally be m : ined if the securities h plaRR g

i e easily determir : that, if the property, plant

urities wil HKFRS 2 provides that, if t is a

' W exe L ; ee, there is
the stocx h:éhﬁﬁgeﬁ from a party other than g sl:PxIJ?;ment acquired
Pmert‘iimisthaﬁ the fair value of the property, plant and eq
Qf_‘["{_ﬁ [ ! 3

ore clearly evident.

llustration 48.4

i ! h an
iece of specialised machinery through :
: c urchases a piece of spectal o
Assume that )%?)(6 L;c}tf ordinary shares at $1.00 g.‘?:h.l Aff:cﬂd el
R Ltd’s ordinary shares have been ac wehyq -
e nkaéich;:'lge at $2.50 per share, and that there has
Stock Exche
51?:2 vinc;r, similar machinery in recent years

. is ““more

: f the ordinary shares is 't

. . ious that the fair value o sy, the machinery

In this car;ér::'"i.h::\'t:;“iipvalue of the machu'\ery. g:fg-?ffb?pyi 500,000, Share

clearly evider g 2 lue of the shares th soc 48 of the
am | the fair valu ol & with sec 48 o

pmmmr}]r.oijﬂ;fd‘r‘-nrrrz’re The journal entry to record £

Companies e

follows:

2,500,000
Machinery . e
B:‘. Share capital ( 1,000,000 x $1) e
Cr Share premium (1,000,000 x J
($2.50 - $1)) |

W loyee benefits

Ldn. T wts are costs of employ d
irectly attributable costs are : plant an

e e:r(amplues :.?fmdslrrrihctiyon or acquisition of the item of property, p

arising from the

48-410
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equipment, costs of site preparation, initial delivery and handljy
installation and assembly costs, costs of testing whether tha .
functioning properly and professional fees. ‘

HEKAS 16 specifically provides that the following are not costs of an
property, plant and equipment (para 19): &

(a) costs of opening a new facility;
(b) costs of introducing a new product or service;

(¢) costs of conducting business in a new location or with a new clags
customer; and

(d) administration and other general overhead costs.

When two or more property, plant and equipment are acq
simultaneously, the question arises as to which cost element sho
recognised as the cost of which property, plant and equipment. In this r

the words “operating in the manner intended by management”” would
as a good guide.

lllustration 48.5

Assume that ABC Lid a-zcc{_luires a piece of land for the purpose of building a
factory on it. Assume also the following expenditures are incurred: R

(a) purchase price of land: $1 ,000,000; f

(b) legal fees for land purchase: $50,000;

(¢) cost of demolishing an old building on the land: $30,000;

(d) costof clearing and levelling the land: $80,000;

(e) architect’s fee for the factory: $20,000;

(f) costof construction of factory: $1,500,000; and

(g) cost of constructing and demolishing living quarters for the workers
- building the factory: $60,000.

Since the land is acquired for the purposes of constructing a factory an it, the cost

of demolishing the old building and the cost of clearing and levelling, which are

necessary to bring the land to the location and condition necessary for it ta be

capable of operating in the manner intended by management, ie for the

construction of the factory, should be recognised as part of the cost of land. The

architect’s fee and the cost of constructing and demolishing the workers’ quarters

are necessary for the construclion of the factory, and should therefore be
recognised in the cost of the factory.

Thus, using the concept of ““operating in the manner intended by management”,
items (a) to (d) should ke recognised as part of cost of land, and itemns (e) to (g)
{ should be recognised as part of the cost of building.

|11

imi : no
imilar productive asset,

/st {6 exchange transaction |

]

48-410 ® 2012 CCH Hong Kong Limited
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_ plant and Equipment

: ‘ged property, plant and equipment
lant an

tem of property, plant
aﬁétgry asset, the question
"be measured based on the

quired in exchange for a
her the asset acquxreq
#fair value’” of the

d equipment is ac
arises as to whet
“hook value” or the

h siet ac qLII!Ed i V EEt givﬂn
as ‘ fE‘llI' alu.e n‘f thE as A

the i i baﬁed on the : L : g ; ; I

‘ 1 ]i‘["E( l W‘ “:I.].l be more CDl‘lEiStEﬂ t Wi th ﬂ."le h.lEtD'ﬂCc\]. L.DEt con

2 4 oOnvel 1h1on

i uired will
- sset given up/acq
. . the fair value of the as i

er, taking ?ch‘r-u}:::: hich many accountants argue, shoul
- n N
rise to a gal

2 sqsentially the
i They contend that where the exchange 1?‘ En;:ﬂi.::.l . mvyolves
ni:ggﬁ of a}rfz earning proce:

] here t
ss, for example, w e
gain or loss should be recognised.
d be

: ired shoul
ifically provides that the cost of the asset acqu
16 soeihce

red ab fair value unless (para 24):
l acks commercial substance; or

i surable.
reliably measura | il
that the fair value of the asset lgl‘ﬂi;l. :13 c?:r?t s

; i i clearly e
set received is more : e
4 t’ch &:guured at fair value, its cost is measure

et given up (para 24).

AS 16 further provides
d unless the fair value
If the acquired asset 15 nO
carrying amount of the ass

: e i achine. The
lllustration : used Mercedes car for a phutﬂ;og{g;% 51{;0‘ St
ABC Ltd trades mhftl for $160,000, is carried in tl_-le l;;l:o‘ sl‘funl:nﬁ nlpying e
- ;Naﬁ 1?95511[ 0,000 at the time of the trade-in. The p .
market value ¢ f g "

' : of $120,000. ! s o)
e Therefore, in accordance with the E:}:e PRoee
Rl be g cose o EXChﬂr@e.‘hine <hould be measured based on the e

‘ T : : : (%) [ ()1 Py‘“ ']Ili\l:hhlle as f(!UOWS:
i ‘ E.:d M CedEE-.CaI'LﬂF on that F th Ph oco 1 g k !

120,000
Dr Office equipmen ld r o
Mator vehicle (old) —
i Accumulated depreciation Mg
Cr Motor vehicle (old) s
Cr Gain on sale of vehicle s

Cr Cash (120,000 — 100,000) 1~

48-410
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lidated and Separate Financial Statements 867

(3) CJEs (b) and (c) are to eliminate the int i i
; nd (c) are to el . ragroup items in th
cﬁfrtpfghens:ve‘ income. The elimination of lnl‘rﬂ%rmup items Sc:::t: :
the group profit. The total group profit for the year of $220,000 is e ugf
E;gﬂ’r{gi; P Litd( c)nt(&l-il[},uoﬂ plus the profit of S Ltd of $80,000 l.m:%fé(;‘-
JEs and (c) (only adjustments for “unreali PR
losses" affect group pgnfit'i]‘ r Munrenlised intEagrony R

2.238 Unrealised intragroup profits and losses

entities in a group trade with each other, they will record in their own

the intragroup profits and losses arising therefrom, just like the way

record profits and losses arising from trade with entities outside the

{4) fl.']E (d) is to adjust for the cash in transit of $10,000 as if P Ltd has receion, | I—!’cawever: n cmpf-ﬂlidf?hclt‘t, “fht?n t.he f:‘.ntlhes, ir'{ the gmuP e dee*.r?ecl

he money, so that: 95 Teceiveg a single (economic) entity, these intragroup profits and losses may give

o problems, depending on whether they are realised or unrealised, from

-gmLIP'E viewpoint during the reporting period. (Intragroup profits and

. would, of course, not arise if the intragroup transactions were
sacted at cost.)

oup profits and losses are said to be realised from the group’s
oint when the goods or assets involved are sold to outside parties.

(i) the cash in transit of $10,000 (which is nc i
: : a ;i h is not retlected in the staterr
financial position of P Ltd and S Ltd) will be properly acmuntg‘d
the consaolidated statement of financial position; and '

(ii) the intragroup trade balances will be equal i
_ : ade ba f qual in amount and
e.l‘_lminated in C}E En} (it may be noted that before CJE (d), fj‘uecﬁz‘lr;hm
trade payable in 5 Ltd’s statement of financial position was carriee
$70,000, whereas the intragroup trade receivable in P Ltd’s statemer

financial position was carried at $80,000). if the geods or assets involved in intragroup transactions are sold to

nal pattics during the same accounting period, no adjustment will be
1y for the intragroup profits and losses because they are realised, both
, the selling entity’s viewpoint and from the group’s viewpoint, in the
e accounting period.

(5) CJE () is to eliminate the intragroup bills. The end result of this elimi
is that the group would have, and the consolidated statement of h‘:‘ ;
position would show, bills payable for $4,000. This is the amount
Ir‘!trﬂlgruup ]:l]l’is that P Lid discounted with an outside party. Dﬁca th;gt
qtscuugted with the outside party, the group would have a liability (in
case, either 5 Ltd pays to the discount houses the $4,000, or P Ltd woul
have to pay; in other words, the group would have to pay $4,000 to g
discount houses). Therefore, it is often said that the contingent liabilit (tha
is disclosed in the notes of I’ Ltd for the discounted bills) has beco¥né i

actual lability (bills paya i i
position), ity (bills payable in the consolidated statement of financia

example, assume that a parent sold goods costing $100,000 to its
idiary for $120,000 in March 20x8, and that the subsidiary sold the goods
tside parties for $150,000 in May 20x8 (assume also 31 December as the
unting year-end), The intragroup profit of $20,000 made by the parent is
io be realised from the group’s viewpoint, and no adjustment is required
the intragroup profit in the preparation of consolidated financial
tements for 20x8. It is also easy to see that no consolidation adjustment will
essary because the group profit of $50,000 (sales proceeds of $150,000
original cost of $100,000) may be obtained by simply adding across the
of $20,000 reported by the parent and the profit of $30,000 reported by

However, if P Lid were to hold all the intrag : Q¥
reporting period, that is, assuming that lgnltrtdb Eﬂgpngiii::om ';Il‘n u;
b;_lt‘{:”(:JE (e) would have eliminated $10,000 of bills payable again.ﬁ-ty’.ﬁlﬁ
gf Fi'r'nabn]::?;‘lﬂgggfé ::f‘d there will be no “bills” in the consolidated stateme it
ver, if the goods sold by one entity to another entity in the group
s with the buying entity at the end of the accounting period, then the
or loss made by the selling entity is said to be unrealised during the
unting period from the group’s viewpoint. This is because from the
up's viewpoint (when the entities in a group are deemed to be a single
onomic) entity), the goods have just moved from one storeroom to another

room within the entity. There is no external transaction that results in an
ncrease or decrease in the net assets of the group, and the realisation test is
werefore not met. The unrealised intragroup profit or loss must therefore be
liminated and not reported in the consolidated statement of comprehensive
ome. For example, assume that the parent sold goods costing $100,000 to its
idiary for $110,000 in March 20x8 and that the goods are still held by the
sidiary at 31 December 20x8 (assume also 31 December as the accounting
t-end). The $10,000 intragroup profit reported by the parent is said to be

(6) CJE (g) records non-controlling int i idi
e s n ; g interest in the subsidiary’s profit for the
1;1h:a debit entry is for the purpose of inclusion of nun:}:/onﬁ'nl.ling. intere).:;ﬂfﬁ
the consvolldatﬂd statement of comprehensive income (non-controlling
Qneﬁﬁi ;nf the .t'-:‘lt:hmdlalry‘s profit for the year must be calculated an
ucted from the tolal profit for the year so a i |
attributable to owners of the parent), f ghdniigak i

(7) Having recorded the credit entry of CJE (g), what is required in € )
t‘ake up non-::ontrc_wlling interest in the rer%mini.ng bala:flcr: nfdtP'\g ;'l.{Es(lm;?;":
shareholders’ equity, namely, the subsidiary’s share capital and opening
retau:ued Ipmﬁt“(Nole that if only the consolidated statement of ﬁ.ll:a.l'lﬁﬂ
posilt_mn. is required, then as far as non-controlling interest is concerned C]'E
(g) is not necessary, and CJE (h) would simply account for non-controlling
interest in subsidiary’s share capital and the closing retained profit.) i
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stroversy is whether non-controlling interest 51:1m11d be adjusted t‘o;' th;
ced intragroup profits and losses. One view is that all the un;ci-,a ISEd
R profits and losses should be adjusted to the group pro t, an
bro pnon-contmlling interest is not affected by the elimination of the
| ;z d profits and losses in consolidation. Thelother vigw is that the In(?n;
olling interest would be affected if the unreal%sed profits and los;es arise
‘a’m ‘“upstream transaction” (subsidiary selhpg to parent‘)‘, but not be
d if the unrealised profits and lu‘sses arise fror.n a cliowmzit:ream
ction”” (parent selling to subsidiary). The argument 1s thatl :in ups VI\.IE}?:
. the profits and losses are reported in the books‘of the subsi m_ry_.t . gn
" ofits and losses are deemed to be unrealised and eliminated 1
p'l:t:lation the subsidiary’s profit will be affected, and therefore non-
‘lhng i;'\terest (the amount of which is calculated baseld or: the
diary’s profit) will also be affected. In downstream sales, the Lnl.ra&,ro;p
—1nd losses are recorded in the books of t‘!\e parent.lehen dt_e
soup profits and losses are deemed to be unrealised apd elumr}\la_ate |r‘1)
ng,f:datibn. the parent’s profit is affected. That would of course have nc

uct in the calculation of non-controlling interest.

um‘eeﬂised from the group’s viewpoint and must therefore be eljp
not reported in the consolidated financial statements for 20x8

As an extension, assume that the parent sold osti 0
subs.id?ary for $130,000 in C)clobt;-.rp 20x8, wl.1ic§loc\:jass [;:;ticﬂfnslm
submdxsgry to an external party in March 20x9 (assume also 31 Dec:f:{g
accounting year-end). In this case, the parent would report a profit
in 20x8.‘1l-fuwever, from the group’s viewpoint, the intragroup prnfl'f u§
was realised only in 20x9 (together with the profit reported bp-thé y
on the sale to thfa- external party). In other words, the parent’s grofit for
overstated and its profit for 20x9 is understated from the group’s r-‘
Thus, in the 20x8 consolidation, the intragroup profit of $30 DOF(’)‘ .
the parent must be eliminated. In the 20x9 consolidation, ’$'~ID DB% I
dedtjcted fr‘om the parent's opening retained profit and ad‘d:;d 'tn itsm
yearsvprc_rﬁt. Note, however, that the effect of the adju*atinent
consolidation is merely a transfer of the intragroup prcfith from ﬂjrln '
statement of comprehensive income to the 20x9 statement of compr, h
income, whu:l."l would not be necessary if only the consolidated stgtz
ﬁfmncm‘l position is prepared. This is also because, from the ‘ e
viewpoint, while the retained profit in the parent’s statement of fi N
gt::;::?;\ Aal'ﬁtat 3]l D;_-g;!ember 20x8 is overstated, the retained profit :
are statement of fi ial positi g ould
sl inancial position as at 31 December 20x9 would

adoption of the first view may result in some awkward situatinn?% in
ce. To illustrate, assume an extreme case where'the Paren_t_ repor.t.fil no
t or loss. The 80% owned subsidiary repu}*ts‘a pmm_uf S:IDD,EJUDZ W:l"llLI:l is
"'ad to be unrealised and therefore eliminated in tl'm (‘..E).t"lb()lld:?}tll‘.]]n
ss. The resultant consolidated statement of.comprehenﬁlve income, 1“;-&
view is adopted, will show a total prloﬁt of '$D, less non-controlling
est of $20,000. This is awkward because, if there is no group prqf:lt @gwg;‘;
the parent’s statement of comprehensive income shows no prufit, it wi

assumed that the subsidiary would also .ha‘we no pn?ﬁg), how can non-
rolling shareholders have a $20,000 interest in the profits?

b l
In cases where unrealised intragroup profits or losses arise from transactic

The first issue is how much of the infr bty s N
be unrealised (“partial” versus "f'ul?rl;%gjittgtﬁ:r?{lts and losses are deg
For examplef assume that the parent sold goods costing $100,000 to its 80%
owned subsidiary for $150,000, and that the goods are bl H*I:i b i
Sle?"Id‘li:'lr)’ at yrg!ar-end. The question arises as to how much uig Lhe&inh-aé;.
g’:;: 1: is u|.1reghse51. .!t may be argued that all the goods are deemed to ha e adoption of the second view state
alsed from the group's viewpoin, O o oy o $90,000\ e prehensive income showing no profit and no non-controlling interest,
, 5’1 appears to be more logical. The second viewf is alsp conceptually

serior because it results in reporting both the group s_profttrand the non-
trolling interest’s profit on the basis of income t!*nat is reahseci‘ from“lkhe
wpoint of the economic entity. Thus, the second view that non—(_m?tm‘ ing
erest is to be adjusted for unrealised hwtr_agrqup profits and losses arising
m upstream fransactions will be adopted in this chapter.

would result in the consolidated statement of

goods are deemed to have remained within the entity: % o
goods _have ‘blEen sold to outsiders. Thus, only 8()‘::1 ::ft );;1:]-‘1?11:?;]1?';3 - rc(;
unrealised. Similar arguments can be put forward in a case wgherepap art
qwn@d subsidiary sold goods costing $100,000 to its parent for $150,000.
‘IIIKAS 27 requires, however, the unrealised intragroup profits and losses to be
qlrr:funa‘ted in full” (para 20). Thus, “ful] elimination” rather than; “parti,
elimination’” will be adopted in this chapter. ra

The other issue is who should b i ]
_ T issue ear the adjustment f
intragroup profits and losses. e e

unrealised intragroup profits and losses in “full” and
t for unrealised intragroup profits and 10:35135
s is sometimes referred to as the “full

iminating the
justing non-controlling interest
ging from upstream transaction
roportionate method”’.
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The application of the full proportionate method can e,
by:

(a) eliminating 100% of the unrealised
regardless of whether the subsidiary is
and )

(b) adjusting the unrealised intragroup profits and losses against the prg
of the selling entity in the intragroup transaction, for the Purpose

calculating non-controll ing interest, regardless of whether the transag

is upstream or downstream.

Note that it is the profit of the group, not that of the

that is adjusted in consolidation. The identification of

merely for the purpose of giving due consideration
interest in the intragroup profits and losses. As menti
the full proportionate method, non-controlling interest will be affected
only if the subsidiary is the selling entity in the intragroup transaction,

The identification of the selling entity will grea tly aid the calculation of

non-controlling interest, especially in cases where

the group structure jg
complex.
So far, the discussion on unrealised intra
focused on the income effect. The other e
and losses is on asset valuation.

For example, in a case where the parent sold goods costing $100,000 to it
subsidiary for $110,000 in March 20x8 and the goods are still held by the
subsidiary at 31 December 20x8, two problems exist in consolidation. Besides
the problem of the existence of an unrealised profit of $10,000, there is another
problem relating to asset valuation. The unrealised profit of $10,000, as
discussed above, is to be eliminated. As for asset valuation, it may be noted
that, in the above case, the inventory will be carried at $110,000 0 the
subsidiary’s statement of financial position. However, from the group’s
viewpoint, the cost of the mventory to the group is only $10¢,009. Thus, in
consolidation, besides the elimination of the unrealised profit of $10,000 from
the consolidated statement of comprehensive income, the inventory value
should also be reduced by $10,000 so as to report the inventory in the
consolidated statement of financial position at $100,000, its original cost to the
group.
Consistent with the adoption of “full elimination” for the income effect of the

unrealised intragroup profits and losses, “full elimination” will also be
adopted for the adjustment of the asset valuation,

In summary, where one entity in a group sells goods or assets at a price above
or below cost to another entity in the group and (he goods or assets are still
held by the buying entity at the end of the accounting period, two adjustments
must be made in consolidation. The first adjustment is to eliminate 100% of
the unrealised intragroup profits and losses from group profit (identify the
selling entity, for the purpose of calculating non-controlling interest), The

asily be put into

intragroup profits ang .
wholly owned or partly ow

individual engjy
the selling entity
to non-contrall;

group profits and losses has been
ffect of unrealised intragroup profits
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8 case where the intragr
4 ti‘: indication for impairment
) sle, if . . :
;,g?_:ampo to its subsidiary and assummg”tha
e $80,000, the “unre
o “outsiders” at or below $80,

f}él’in'l.]'.l'latt‘,d in c
consolidated sta
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i i cost to
value of the asset back to its unﬁmarl :i?:ta i
s ad syert the rele
justments are to re ‘ e
o f no transactions have taken

d adjustment is to revert the ;
. »up. The purposes of these eents
m:t balances back to the original position &
0 4

CcEe.

h(!wevﬁ'l ll Il(" (i ”ldt H e ‘) 1 a ustmen Wll] ll“t bt necess y
Duldl i

s there
sroup transaction is transacted below cost arzlcli) 55
. that requires recognition (P“?‘ )60 for
of damaged goods which cn'a:tﬁ $IOU1; 5
the goods will ulhmatel)f e 50 :
alised loss” of $20,000 will Dot be
20,000 will be recorded ll?llt{;:
i o i Y W1
t of comprehensive income, and thﬁ 'itwc:f:’éi (it may
tglr'ln;\nthe consolidated statement of Em‘:?m éBiSP:’a'qe Mhoce will
on if the intragroup transaction is .1gnnrt:i ;EEd'L = $;1L)CDUL) e
| FV; f $20 000 and the inventory Wikl be ¢ ill lltima‘te'l}' be sold to
still be 4 loss % | statements). If, however, the goods wi | du] kg 1555 el
. fu)‘anuil E“ice at -nr above $100,000, the umeal} S}? ;o that m; loss is
"nm-if_l-it?;ﬁ“;t E:lﬁpl;ﬂiBCUESEd in the Prevfi &;}15 p?:\?ggﬁti‘zn and the invenlory
o eliminate sl statement of financial positiol tberrent Of
i “GHSOIIdAtEd sta - h 0]‘\Sﬂlldat‘ad stateme
seported in the ¢ sriginal cost) in the ¢ lidation
- .arried at $100,000 (orig st s is to make consoli
g tﬂdrr!?t?og /:&gain, the guiding principle here s E&mt balances back o
e pl?b:ahal :xre necessary to revert the relevan{'ah;
stments that are A ansactions.
ilfgl:.:’rtgienal position ignoring the intragroup tr ;“';i'“ involving different assets
: ; ransactio : -
: : ctions, intragroup transactio : re discussed in
o tl‘“:_‘:l fﬂllﬂ\i\:&% Z:;etq inventory, and depreciable assets) a
(non-deprec gl

eater detail. - e
Igrtra roup sales of non-depreciable assets ( H |3md .
i transaction in a non-depreciable asset, like }
Intragroup tra

to deal with in consolidation.

l y 1 C b I..ntd.- Un -50
P L 1 20 2 dlld ‘J'Lau Ed Dl'llTOl Df ‘
]_td ﬂ.CLlu”,'Ed 60 f‘ﬂ Df 5 td on ul X 5 ]U j f”]— $7“0,000 ] e cost Ul uIE

<old a piece of land to . D Al
Dece.mbgrﬁ?jxa;‘.l; T&Tlt%ﬂob:;(l)‘% 1Sﬁ‘.td held the land until 30 December
land to P L as $500,000,

was sold to an outside party for $800,000.

P ‘|I '(!" Nnec B S l ti urna nll y k”.: 'I gL L I'I (J' l'_hE‘ yeﬂ.fS 205(...’!
' : ‘th eCessa l'y con D“.L a ‘Dn jﬂ na | ent ({._.. ) or d
l‘Epc I e - =12 e

i > A
to 20x9 in respect of the intragroup sale of land

the parent sells a piece

onsolidation. The loss of 4%

mported at $80,0

parent’b

Sofution:
(T) CJE for 20x3 200,000
Dr  Profit on sale of land (P) 200,000
Cr Land

i in land
(to eliminate unrealised intragroup profitin land)
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