Core principle and scope 2

1 Introduction

1.4 Overview of IAS 23

IAS 23 Borrowing Costs requires that borrowing costs directly attributable
to the acquisition, construction or production of a ‘qualifying asset’ (one that
necessarily takes a substantial period of time to get ready for its intended
use or sale) are included in the cost of the asset. Other borrowing costs are
recognised as an expense.

1.2 Amendments to IAS 23 since the last edition of this manual

IAS 23 was most recently amended in January 2016 by consequential
amendments arising from IFRS 16 Leases (effective for annual periods
beginning on or after 1 January 2019, with earlier application permitted).
The amendments update the definition of borrowing costs to reflect the
requirements of IFRS 16 (see 2.2).

2 Core principle and scope

2.1 Core principle

The core principle of IAS 23 is that borrewing costs directly attributable
to the acquisition, construction or prouiction of a qualifying asset form
part of the cost of that asset. Other ho'rowing costs are recognised as an
expense. [[AS 23:1]

2.2 Borrowing costs — dalinition

Borrowing costs are defined as interest and other costs that an entity incurs
in connection with the borrowing of funds. [IAS 23:5]

Borrowing cosiz rnay include:

[IAS 23:6]

e interest expense calculated using the effective interest method as
described in IFRS 9 Financial Instruments (or, for entities that have not
yet adopted IFRS 9, IAS 39 Financial Instruments: Recognition and
Measurement). See 4.1 in chapter B6 (or, for entities that have not yet
adopted IFRS 9, 4.1 in chapter C8) for further discussion;

e for entities that have adopted IFRS 16 Leases, interest in respect of
liabilities recognised in accordance with that Standard;

e for entities that have not yet adopted IFRS 16, finance charges in

respect of finance leases recognised in accordance with IAS 17 Leases;
and
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A18 Borrowing costs Core principle and scope 2

e exchange differences arising from foreign currency borrowings to 2.4 Exchange differences to be included in borrowing costs
the extent that they are regarded as an adjustment to interest costs
(868 2.4). 24.1 Exchange differences fo be included in borrowing

costs — general
2.3 Scope - exemptions

IAS 23 lnoludes no further clanflcahon as to what rs meant by :
the inclusion of exchange differences ‘to the extent that they are
regarded as an ‘adjustment to interest costs’. The. questlon has been- _

An entity is not required to apply IAS 23 to borrowing costs directly
attributable to the acquisition, construction or production of:

[IAS 23:4] addressed by the IFRIC (now the IFRS Interpretahons Commlttee)
see January 2008 IFRIC Update The. IFRIC reaffn’med that howan entlty
(a) a qualifying asset (as defined in 3.2.1) measured at fair value (e.g. a applies IAS 23 to foreign currency borrowings is a matter of accounting
biclogical asset within the scope of IAS 41 Agriculture or an investment policy requiring the exercise of Judgement When the accountlng pohcy
property under construction measured at fair value); or adopted is relevant to an understanding of the financial statements,

'ron of Frna ial

(b) inventories that are manufactured, or otherwise produced, in large it should be dlsclosed as requ1red by ]

-'S"I Presen
quantities on a repetitive basis. Statements. : :

It is clear that not aI! exchange drfferences ansmg fr _ferelgn curre_ cy- :
borrowings  can be- regarded as an. adjustment to interest costs;
otherwise, tere would be no requirement for the quallfylng termmotogy'
used in I1AS 23: B(e) The extent to which exchange d|fferences can_
be so vonsidered depends on ‘the terrns and condrt'l :
cutrency borrowmg : e

..... h n_cy, translated
at the actual exchange rate on the date on whlch..the expense is
incurred, shoutd be ciassrfled as borrowmg coets Att_hough exchange :

lower than the mterest costs contemplated when the onglnal fi nano|ng3
decision was made the fui! amount is appropnately treated as borrowmg'_ :
costs. : ! : :

Some exchange dlfferences relating to the pnncipat may be regardedf'..
as an ad;ustment to rnterest costs (and therefore taken into account in

costs to an amount below or above a notional borrowrng cost based on
commercial interest rates prevailing in the functiona currency at the
date of initial ‘recognition of the borrowing. In other words, the amount
of borrowing costs that may be capltalleed should lie- between the'
following two amounts ; = '

(1) actual mterest costs dendmrnated in the foreign renc:y tranelated
at the actual exchange rate on the date on whrch the expen 3
mcurred and . :

(2) notional borrowmg este ba ; -
prevailing in the functional currency at the date of 1n|fla[ recogmtronﬁ =
of the borrowsng . . L - 4
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A18 Borrowing costs

Whether any adjustments for eXchange differences a're made fo:the
amount determined under (1) above is-an accountmg poticy chmce and
should be applled conmstentty

The extent to WhICh forergn exchange differences can be regarded as
tborrowmg.costs is illustrated in example 2.4.2 and example 2.4.3.

2.4.2 Exchange differences that increase borrowing costs

»

In the above scenario, the notlonal borrcwung cost in the entrtys functlonal _
currency of THB300 million is the ‘cap’ on the amount to be classified as.
horrowing costs. Consequently, when it haa made the relevant” accounting

palicy choice, Entity X should capitalise an amount of borrowmg costs between_. :
THB216 mllllon and TH8300 million. -

Core principle and scope 2

The forergn exchange Ioss lncurred on the retranslation of the prmmpal ‘amount
of the US$100 million borrowings at the end of the 20)(1 reportmg pencd is
calculated as follows. o g - e Bl

= Example 242

condltlons as eet cut beiow

Am_ount -bo:rr_qwe_d_ (in the:forei.g'n: cur_rency) : : US$1 00 mllhon

Date of initial"recegnitien of the b"o;rrowing EE i 1 January.éoxt

i 'Exc:hange rate at the date cf lnlt[al recognltlon :

- ofthe borrowmg ' ' e e THBZS:US$1
: ._Interest rate on forelgn borrowmgs (|n US$) . 6% per annum '(fixed)

_ I_n_te.re_et rate on similar borrowing in THB at th_e:- o o A =
~ date of ipitial recognition of the borrowing =~ * - 12% per annum (fixed)
'Average exchange rate for 20X1 L THBRBISH]
- Clo - THB47:US$1

= :The fcllewlng mterest payments were made in

US 6 mlltlon

Interest payments (6% = US$100 mrlhcn)

Translated at average rate e ‘»"_th-lﬁ million

Entity X should capitalise THB216 million, being the qualifying interest costs
denominated in the foreign currency, trans!ated at the actual exchange rate on
the date on whrch the expense IS mcurred :

In addition, Entlty X _may. choose as |ts accountmg pellcy to regard exchange

(12%) _'

THB equivalent at o'p'eni'n'g rate ofTHezs-U'sm cho THBZ 500 *rnim'o'n

THB equivalent at closing rate of THB47_US$1 : - THB4 YOG'rn|il|en _
Foreign exchange loss e : THB2 200 mrlhon

As catculated above, the cap on the amount to be classified as borrowing costs
in the 20X1 accounting period is THB300 million. The difference of THB84
million between this amount and THB216 million (being the quall‘ylng interest
costs dencmlnc wd in-the foreign currency,_translated at the actual exchang:e :
rate on the dite on. which the expense is incurred) is the armount of fore
exchange icsses on - the- principal ehgrble for capitalisation. The re'; i
excharge wss on the prmclpal (THBZ 116 mnlllon) is recogntsed in prof’ it or ioss‘
in the ycan ; = i ! o

e retranslatlon of the Us$100 mllhcn at the end of the 20X1 reportmg pendd'
. gave rise to a forergn'exchange gain, the entire gain should be recognised in
| profit or loss. The amount of capltallsed borrowing costs would be THB216

million (|nterest ccsts denommated in the_forelgn currency, translated at the

any such adjustment would FBSLIH: m an amount of borrowmg
acceptable range i L : :

2.4.3 Exchange differences that decrease borrowing costs

Example 243

Exchange differencee that-decrea'ée bor'rowing cd'ste. .

Entity Y, WhICh prepares its flnanctal statements in its fu :
Thailand Baht (THB), enters into a ‘borrowing arrangem
conditions as set out below : i

Amount borrowed (in the forelgn currency)
Date of mltlal recogmtlon of the berrowrng

Exchange rate at the date o nmal recogmtlon L
of the borrowmg

Interest rate on foreign ’oorrowmgs (II’] US$}
Interest rate on sumﬂa rrowmg in THB as at

1584

the date of rmtral reccgn on of the borrow;ng - “annum '(ﬂxed)
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A18 Borrowing costs

Average exchange rate for 20X1 = . THB36:USS1
Ctosmg exchange ratefor20><1 Baa o THB2Z:US$1

The followrng mterest payments were made in 20X1

; interest payments (6% X US$‘]00 mll[lon) L -"-:1
Translated etaverage rate s :_ e 31-';_"_ THI3216 mllllon

the date on whrch the expense is: |ncurred

_the| maximum potenttal adjustment to mterest costs for exchange drfferences
Entity Y should determine the borrowing costs that ‘would have been incurred

: calculatron is set out below.

functronal currency of THBZOO mlillon is the ‘fioor on the amou nt to be classmed
.as borrewmg costs. Consequently, when it has made the relevant accountrng

policy:choice, Entity Y should capltatrse an amount of borrowrng costs between
: THB200 mllhon and THBZtG million.

I The forergn exchange gam tncurred en the retranslatlon of the prmmpol «nount
' of the US$100 million borrowmgs at the end of the 20)(1 reportrr.g pe no_d is
: calculated as fotlows g i

THB equwalent at opEmng rate of THB25: US$1 i ’Heé 500 milricrn

THB equivalent at cloelng rate of THB22:US$1 THE2,200 million
Forelgn exchange gam S e :_ - THB300 mrlllon

costs in the 20)(1 accountrng perzod is THB200 mltllon The dlfference ofTHB16

in the year

1S enommated 1_ _he forelgn currency transla 2]

at the

US$6 mrl]ton ;

'Entrty Y should capltahse THBZ16 million, belng the quallfyrng mterest costs:
denominated in the forergn currenoy, translated at the actua] exchange rate on

In addltlon Ent;ty Y may chooee as |ts accountmg pohoy to regard exchangei

in the 20X1 reporting period if the funds had been borrowed in THB The

THB equrvalent of US$1DO million at 1 January 2ox1 ;THBZ_._S(;JQ miltion_

As calcutated above the ﬂoor on the amount ‘to be clesetfled as borrowrng._

costs denomlnated in. the foreign currency, tranelatect at the actual exchangeﬁ'i
- rete on the date on wh:ch the expense is. rncurred) is the amount of the forelgn_;
exchange gain on the principal to be offset in borrowrng costs: The remamrng'
.exchange gain, on the prrnmpat (TH8284 mrllron) is recogmsed m profrt or Ioss;

If the retranslatlon of the US$?OO mrl!lon at the end of the 20)(1 reportmg penod:
‘gave rise to a foreign exchange joss, the entire loss should be recognised in
profit or_f loss. The amount of caprtahsed borrowing costs would be _THBZtG'

Core principle and scope 2

25 Costs associated with shares and similar instruments classified
as financial liabilities

IAS 23 does not deal with the actual or imputed cost of equity, including
preferred capital not classified as a liability. [IAS 23:3]

By lmplicatlon 1AS 23 does ar
and samrler ﬁnahcrat mstrumente that

Presentatron Under' IAS 32
are recogmse'j ~n proflt or;l ;

art defme what is 'eant by ‘the borrowmg. of funde the e srfrcatron .
of shares and similar instruments as liabilities means that they should
be considered to represent such borrowings. As a result, the costs
of servicing those shares (e g. drvrdends) fal! within the def 't|on of
borrowmg costs o - :

2.6 Imputed interest on convertible debt instruments

instrument is presented on an amorttsed cost baS|s usmg the coupon
rate for an equivalent non-convertible debt. The imputed interest
is recognlsed rn proﬂt or- Ioss uerng the effectrve mterest rnethod

the liability component of the convertibla debt mstrument to--b"
in borrowing costs ettglble for caprtahsatron

included
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A18 Borrowing costs

. early repayment (l e. extmguushment) of borrowmgs (see sectton 4
of chapter B8 or, for ent!t:es that hava not yet adopted lFRS 9 #
sectlon 4 of chapter ca) st : _ e

: Such gams and iosses do not quahfy as part of. borrowmg costs that are
~ eligible for. capltatlsation under IAS 23.IFRS 9 (er prior to the adoption

of IFRS 9, IAS 39) is clear that ‘refinancing’ galns and Eosses shoutd be
: recogmsed m proflt or toss when they anse b : e

3 Recognition of borrowing costs

3.1 Recognition of borrowing costs — general

Borrowing costs that are directly attributable to the acquisition, construction
or production of a qualifying asset are capitalised as part of the cost of the
qualifying asset. Other borrowing costs are recognised as an expense in
the period in which they are incurred. [IAS 23:8 & 9]

: Note that IAS 23 does not permlt an accountmg pohcy of' e e
\ borrowmg costs : 5 e

When an entity applies 1AS 29 Financial Reporting in Hyperinflationary
Economies, it recognises as an expense the part of borrowing costs that
compensates for inflation during the same period in accordance with
IAS 29:21 (see 5.1.5 in chapter A37). [IAS 23:9]

3.2 Qualifying assets

3.2.1 Qualifying assets — definition

A qualifying asset is deﬂned as an asset that necessarily takes a substantial
period of time to get ready for its intended use or sale. [IAS 23:5]

1AS 23 does not prowde any gundance on what conshtutes a
 *substantial period of time’. The specnflc facts and’ c:rcumstances should
~ be considered in each case. For example, it is hkely that a penod of
twelve months or more mlght be con51dered substantna!

Depending on the circumstances, any of the following may be qualifying
assets:

[IAS 23:7]
e inveniories;

e manufacturing plants;
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power generation facilities;
intangible assets;
investment properties; and

pearer plants.

IAS 23: 7 was amended in- June 2014 by Agncu!fure Bearer P!ants_" :
(Amendments fo IAS 16 and IAS 41) to clarify that, depending on the
circumstances, bearer plarits (accounted for under IAS 16 Property,'-ri;
Plant and Equrpment followmg the June 2014 amendments) may be
qUahfymg assets ' B Eaa =

The following are not qualifying assets:

[IAS 23:7]

assets that are i=ady for their intended use or sale when acquired,;
financial assets; and

inventarias that are manufactured, or otherwise produced, over a short
pericd of time.

27 Assets with an extended delivery period

|AS 16 Property, F’tant and Equrpmenf 1dent1ftes dellvery and handtlngii.f
costs as part of the cost of an: item of property, plant and equapment &

It mcludes such actl\_rl_t_:_es as part of the process of prepanng the i
of its acqmsﬂmn and consequently borrow:ng costs attnbutable 1o
the shipping penod can. be considered to be bemrowing costs dlrectty-}
attrrbutable to the acq : _'smon of the asset as. requrred by iAS 23 e

For example an enttty orders and pays for a Iarge p'lece of equlpmenti 5
from overseas that will take six months. (ln this example Judged to be a:" :
'substantial’ 'perlod of time for the purposes of IAS 23) to arrive. A[oan is -
raised to finance the acq uusmon The equ;pmen’[ is already manufacturedi-i'
and available for shlpment ‘Therefore, the period between payment for' -:
the equipment and its installation is only caused by shuppmg time. The -
asset is recogmsed by the entlty on the date of shlppmg by the suppl;erhfi
because (in this exampte) that is the date on which control passes to
the entity. Borrowing costs mcurred on the 1oan_t’alsed to finance -
acquisition will be capltahsed as part of the cost of the eqmpment up to -
the date that the asset arrwes at ri 'destmatlo i .
for its 1ntended use _ :




A18 Borrowing costs

3.2.3 Investments accounted for using the equity method

f»l ve ':'ments accounted for usrng the equrty method are not qua[n‘yrng
r _g'-because_. hey. are financial assets, and IAS 237 states that

ftisso etimes argued when a veh:cle is estabhshed for the p rpose of
_‘oonstructrng a qualifying asset ‘that the substance of the arrangement
-~ is that the investment is rtself a qualrfymg asset for the investor. The
~ logic is most appealrng in the case of projects: organrsed by a Ilmrted
‘number of mvestors to pool resources in deve!oprng production facmtles
oF propertres It is argued that__from the investor's perspectrve the

_ amount of borrowrng costs caprtalrsed should not be. drfferent srmply
_ because construction of the quahfymg asset is throug

- mvestee vehrcte rather than by the mvestrng entity rtself

___the vehrcte wrll
1 udetermme whether or not there is a_ quahfylng asset. If
can iate or a;fijomt venture accountedfifor using the equrt Vi 'method
;"underl 828 Investments in Associates and Joint Ventures, the interest

- is afinancial asset and caprtallsatron of borrowrng cests is not permrtted
'*byIASZS wor i : S e

§ ‘However the at:countln “"for the rnvestors mterest r"

Ei'(fa:mplef 323
lnvestments accounted for usmg the equity method :
Company X mvests in oonstruotlon contracts via. partrorpating mterests insingle-

purpose entities. The entities are assocrates and are accounted for usl 19 the
equrty method of acoountrng i i :

If Company X borrows funds for t‘he purpose af fundrng h =_ »:onstructron
" activities in tnese vehrcles should it caprra!rse borrowrng crio fs as part of the
canytng amount of the rnvestmem‘s7 ; de .

-j 1'Imrestmente in assocrates are fmanoiat assets IAS 23 T states that t" nancral
assets are not qualrfy;ng assets i : i e

3.2.4 Joint operations

tn contrast to the prohlbltron on capttahsatron ‘of borrowrng costs in
: 'reepect of investments. -accounted for using the equtty method (as
‘ ‘_;desorrbed in 3.2.3), when a joint arrangement meets the definition of a
- joint operation under IFRS 11 Jornt‘Arrangements the entity will instead
 recognise its share of the assets and liabilities of th Joint operation,
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The mvestors share of the quallfylng assets of a Jomt operatlon are
accounted for as. qualifying assets of the investor and. therefore,
caprtallsatlon of borrowing costs incurred to fund the ¢ struction. of
those quahfymg assets _'s requrred prowded that aII of i onomons of

IAS 23 are met

3.3 Borrowing costs

3.3.1 Borrowing costs eligible for capitalisation — general
See 2.2 for IAS 23’s definition of borrowing costs.

The borrowing costs that are eligible for capitalisation are those borrowtng
costs that would have been avoided if the expenditure on the qualifying
asset had not been made. [IAS 23:10]

not r,un"rtted for the perlodlc unwrndrng of the dlscount n _relation
to cnainges rn oblrgatlons to dtsmantle remove and restore ltems of

3.3.2 Specific borrowing costs

When funds are borrowed specifically for the purpose of acquiring or
constructing a qualifying asset, the amount of borrowing costs eligible Ifor
capitalisation is the actual borrowing costs incurred on those funds during
the period. [IAS 23:12]

The financing arrangements may result in the specific borrowings being
drawn down prior to some or all of the funds being utilised to finance the
qualifying asset. In such circumstances, any investment income.earned
on the temporary investment of the funds, pending their expenditure on
the qualifying asset, should be deducted from the actual borrowing costs
incurred to arrive at the borrowing costs eligible for capitalisation. [IAS 23:13]

Example 3.3.2

Specific borrowmg co

of construotton oosts‘
with the draw downs
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A24 Consolidated financial statements

e defines an investment entity and sets out an exception to consoiidating.

particular subsidiaries of an investment entity.

3 Scope of IFRS 10

3.1 General requirement to present consolidated financial
statements

IFRS 10 requires that a parent (i.e. an entity that controls one or marg
entities) should present consolidated financial statements. [IFRS 10y
Consolidated financial statements are defined as “Itlhe financial statemenf
of a group in which the assets, liabilities, equity, income, expenses ang
cash flows of the parent and its subsidiaries are presented as those of 3
single economic entity”. [IFRS 10:Appendix Al

IFRS 10 does not deal with the accounting requirements for business
combinations and their effect on consolidation, including goodwill arising
from business combinations. [IFRS 10:3] The accounting requirements far
business combinations are discussed in chapter A25.

3.2 Employee benefit plans excluded from the scope of IFRS 10

IFRS 10 does not apply to post-employment benefit plans or other long:

term employee benefit plans to which IAS 19 Employee Benefits applies.
[IFRS 10:4A]

- The wording of the scope exclusion in IFRS 1 0:4A is: confusiig. At
 first glance, it appears to say that IFRS 10 does not apply tn firancial
statements presented by post-emiployment benefit plans or Gther long-"
term employee benefit plans. But IFRS 10 does not apply to the
_ financial statements of such plans; rather, they are wittiin the scope
- of IAS 26 Accounting and Reporting by Refirainent Benefit Plans
(Seef;hapterAM) ;.:_ seenaN G

~ Instead, employers are required to apply 1AS 19.in_ accounting for
- employee benefit plans, and it appears that the exclusion in IFRS 10:4Ais
_intended to apply to such employers and to exempt them from having to'
_ consider whether benefit plans of the nature described meet the definition
_of a subsidiary (which would resultin a requirement to consolidate them).
 Without this exemption, it seems possible that some benefit plans might
~have been required to be consolidated as structured entities.

3.3 Exemption from presenting consolidated financial statements
for a parent that is itself a subsidiary

An entity that has subsidiaries need not present consolidated financial
statements if it meets all of the following conditions:
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(FRS 10:4(@)] sy
ity is i - bsidiary, or (2) a partially-
tity is itself either (1) a wholly ownec! subsi |

thentzf; ssllbsidiary and all its other owners (including those n0't othemnﬁe

o‘r’:icitled to vote) have been informed about, and do not object to, the
2ntity not presenting consolidated financial statements;

he entity's debt or equity instruments are not traded in a public market
};2 a domestic or foreign stock exchange or an over-the-counter
n;a;'ket, including local and regional markets);

i i i is it i ss of filing, its financial

ntity did not file, nor is it in t_he proce 1anc
nj[:t:me:ts with a securities commission or other regqlatory organlsatlor!
?or the purpose of issuing any class of instruments in a public market;

and

the ultimate or any intermediate parent of the entity produces _finangial\:
statements available for public use that comply with }FRSs, in wh|c:h
subsidiaries are consolidated or are measured at fair value throug
profit or loss i accordance with IFRS 10.

tariain” IFRS 10:4(a) were amended by Investment Entities:
,qu,ify?;i[refrff‘ (I;onsoﬁdation éx)emptfon (Amendmentls to IFRS 10, IIFRsozi i
A3 28), issued in December 2014 and effectlve _for_annua peri
anoji:m on’ or after 1 January 2016, with earlier appllcanoq permlt_tec{. If
l39:5.‘rlllt.itygapplies the December 2014 amendments for a period beginning
L:af:re 1 January 2016, it is required to disclose that fact. [IFRS 10:C1D]

B Docortor 20 14 = mendments _ﬁa\}eﬂ clarified t

the exermpton
under IFRS 10:4(a) is available to a parent entity that Isasubsmlfa;y
fan investment snly, even fhe nvestment ety measures all of s
subsidiaries at fair value. o

The criteria in IFRS 10:4(a) are only met if the ultimate plr afn);
intermediate * parent produces ﬁnan_gial_.z _Stgftem'erjtf_s_ _ ;.a.v‘a_lz_fal_?._?.ﬁ._?
public use that comply with IFRSs as Jssuedbythe!ASB |r.1'”:\,vn|_c tist
subsidiaries are included either by consolidation or by measurement at -

fair value through profit or loss in ac_:'_t':ofc__i:a nce w1thIFRS1O e

Similrly, ifthe parent complies with the Intemational F: "”a”?."a{rRef-’om’-’%_ :
Standard for Small.and Medium-sized Entities (see appendix A®), but

not full IFRSs, the above criteriaare not met.

e 6or}1p|ié‘.~3-'in‘3ﬁeadi with 2_.'3 mod[ﬁed .-'\igrs__:l_b.n..?j.f._Of.;__._E_FR.SS;.'E_{*
(e.0. IFRSs as endorsed for use in a particular jurisdiction), but does .

not comply with IFRSs as issued bythelASB _gbegayge'[%-:‘.applies;'s_olm _fi‘
accounting treatment that is allowed under the .m°d!;ff?d : .vefSp_n of
IFRSs but not under IFRSs the IASB), e.-.ab crit
are not met,
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3.4 Parent has no subsidiary at the end of the reporting period

1 0"20 (see 1 0. 3) requir S' that the income a 5":é_>:(bién$es of 3

3.5 No bases for exclusion of subsidiaries from consolidation
(other than for investment entities)

basis that
_r_heets the

here are severe Iong-term restrlctlons that lmpalr
transfer funds to the parent. The IASB has concluded t
“when assessing its ability to control a L—tubStdlary,= com.ts‘
restrictions on the transfer of funds from the subSIdl : 'Ftothn narent
_but that, in themse]ves such restnctlons do not pr

and - ; ¢

. subS|d|ary is not excluded from ccnsolldatton on the gtounds that
 its activities are substantially dtfferent frcm thc':\ ¢t the parent andf
~ or the rest of the group. Information regarding tne different nature

of the actwlt;es ofa subsrdlary can ‘appropriately dlsclosed in
accordance Wlth IFRS 8 Operatm ents. =

4 ldentification of parents and subsidiaries
4.1 Definitions — parent and subsidiary

Aparentis “[a]n entity thatcontrols one ormore entities”. [[FRS 10:AppendixAl

A subsidiary is “[a]n entity that is controlled by another entity” (which will be

its parent). [IFRS 10:Appendix A]

A group consists of a parent and its subsidiaries. [IFRS 10:Appendix A]
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There are two key aspects to the defi nitlon of a subsm]uary

s the concept of control (WhlGh is dlscussed in deta:l m sectlon B5);

and _ T
» what constltutes an entlty (see 4. 2)

42 Meaning of an ‘entity’

IFRS 10 does not deflne What lS meant by an entlty The deﬁnitlon
of a subsidiary prewously included in IAS 27(2008) Consohdat‘ed :
and Separate Financial Statements stated explicitly that the term
encompassed an unincorporated entity. Although this clarification has
not been carried forward to IFRS 10, it seems clear that a subsidiary
need not be a corporate entlty (e g.itcanbe a partnershlp ora trust)

In addition, [FRS.10 ailows that in specnf" ied cnrcumstances a portlon
of an investza fuften called a ‘silo’ or _ceil ) may be accounted for asa
‘deemed ceparate entity’ (see 4.3). ' .

42 Deatermining whether a portion of an investee is a deemed
separate entity

In some situations, an investor may have interests in a particular set of
assets and liabilities of an investee (a portion of an investee) by virtue of
legal or contractual arrangements, rather than in the entire legal entity. In
addition, in some jurisdictions, legal entities are divided into separate parts
(often referred to as ‘silos’ or ‘cells’).

In such circumstances, the question arises as to whether it is possible to
consider only an individual silo or a portion of an investee (rather than the
entire legal entity) as a separate entity for the purposes of the consolidation
assessment.

IFRS 10 requires an investor to treat a portion of an investee as a deemed
separate entity if, and only if, the following conditions are met:

[IFRS 10:B77]

» specified assets of the investee (and related credit enhancements,
if any) are the only source of payment for specified liabilities of, or
specified other interests in, the investee;

* parties other than those with the specified liability do not have rights or
obligations related to the specified assets or to residual cash flows from
those assets; and
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s in substance, none of the returns from the specified assets can be Useq
by the remaining investee and none of the liabilities of the deemgy
separate entity are payable from the assets of the remaining investeg

‘.--T_herefb"re, the kéy"'tb dié?te'rmihing whéihﬁr a portion of an entity is g

deemed separate entity under IFRS 10 is whether the portion of the
~investee is, in substance, ‘ring-fenced’ from the overall investee.

When the conditions in IFRS 10:B77 are met, the investor should determipe
whether it has control of the deemed separate entity using IFRS 10's genery|
definition of control (see section 5). In particular, the investor should:

[IFRS 10:B78]

e identify the activities that significantly affect the returns of the deemeg
separate entity and how those activities are directed in order to assess
whether it has power over that portion of the investee;

e consider whether it has exposure or rights to variable returns from ifg
involvement with the deemed separate entity; and

e consider whether it has the ability to use its power over that portion of
the investee to affect the amount of the investor’s returns.

If an investor controls a deemed separate entity, the investor should
consolidate that deemed separate entity. In such circumstances,
other parties should exclude that portion of the investee when assessins
control of, and in consolidating, the investee. [IFRS 10:B79]

4.4 Horizontal groups

~Consolidated financial statements are not required for a ‘horizontal
© group’, i.e. when two or more reporting entities are controlled by a
- common sharehelding, such as that held by a privaie individual. IFRS 10
 requires the presentation of consolidated financial statements when an
entify controls one or more other entities. To the extent that entities are
controlled by the same individual, there is no requirement in {FRSs that
 consolidated financial statements be presented.

The existence of @ controlling individual, and transactions between
 entities that are under common control and other related parties, are
required to be disclosed ‘under IAS 24 Related Party - Disclosures
(SeechapterAZal. - = e
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5 Assessment of control

5.1 Control — definition

A investor controls an investee when the investor “is exposed, or has
fights, to variable returns from its involvement with the investee and has
ihe ability to affect those returns through its power over the investee’.

(IFRS 10:6 & Appendix Al

gpecifically, an investor controls an investee if and only if the investor has
all of the following elements:

(FRS 107 & B2]

s power over the investee;

» exposure, or rights, to variable returns from its involvement with the
investee; and

. the ability to uce its power over the investee to affect the amount of the
investor’s retuims.

Power is defined as “existing rights that give the current ability to direct the
relevant sciivities” (see section 6). [IFRS 10:Appendix A]

2, investor must possess all three elements to conclude that it controls an
nvestee.

The diagram below depicts the three elements of control and the relationship
between them.

Exposure
or rights to
variable returns

Power over

Control = the investee

Ability to use the
power to affect the
investor’s returns

An investor is required to consider all facts and circumstances in assessing
whether it controls an investee. [IFRS 10:8] In practice, the determination
as to who controls an investee can be complex.

3.2 Requirement for an investor to assess whether it has control

fﬂ\n investor, regardless of the nature of its involvement with an entity (the
investee), is required to determine whether it is a parent by assessing
Whether it controls the investee. [IFRS 10:5]
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'.-example IFRS 10 B15 states that control may be ach[eved thl’OUgh 3
"'management contract if the contract gives the holder the ability to direct
the relevant activities (see 8.2). Therefore, there is no requirement for
the snvestors mterest in the mvestee to be in the form of debt or equity
: mstruments s

An investor is required to reassess whether it controls an investee if fagfg
and circumstances indicate that there are changes to one or more of tha
three elements of control listed in 5.1 (see section 9). [I[FRS 10:8]

5.3 Assessment of control — purpose and design of the investee

When assessing control, the investor should first consider the purpose ang

design of the investee in order to identify (1) the relevant activities (i.e. the

activities of the investee that significantly affect the investee's returns),
(2) how decisions about the relevant activities are made, (3) who has the
current ability to direct those activities, and (4) who receives returns from
those activities. [IFRS 10:B5]

Sometimes, this assessment will be very straightforward; it may be clear
that control over the investee is exercised directly and solely by means of
equity instruments (e.g. ordinary shares) that give the holder proportionata
voting rights. In such circumstances, unless more complex arrangemen.:
have been put in place that alter decision-making, the assessman: of
control should focus on which party, if any, is able to exercise vatitiy rights
sufficient to determine the investee’s operating and financing policies. In
clear-cut situations, the investor that holds a majority of those voting rights,
in the absence of any other factors, controls the investee, {IFRS 10:11 &
B6]

o

5.4 Assessment of control — additional factors to be considered

In more complex cases (e.g. when power results from one or mare
contractual arrangements), the determination as to whether an investor
controls an investee may require more rigorous consideration of additional
factors, including some or all of the following:

[[FRS 10:11, B3 & B7]
e whether the investor has power over the investee, i.e.:
e what the relevant activities are (see 6.2);

e how decisions about those aclivities are made (see 6.3); and
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o whether the rights of the investor give it the current ability to direct
the relevant activities (see 6.4);

whether the investor is exposed, or has rights, to variable returns from
its involvement with the investee (see section 7); and

whether the investor has the ability to use its power over the investee to
affect the amount of the investor’s returns (see section 8).

55 Only one party can control an investee

[IFRS 10:BC68 & BCTO]

e« only one party (if any) can control an investee:; and -

o the fact that other entities have protective n_g_h_ts___relat[ng to thefz'

activities of an mvestee (see 6. 4 5) does not pre\fent an mvestor :
from having contrcﬂ of an investes. ra S

Thera/ar2, when two or more investors collectively control an investee
(i ‘he investors must act together to direct the relevant activities of the
ivastee), no investor can direct the activities without the co-operation of
he others and, consequently, no investor individually controls the investee.
In such cases, each investor should account for its interest in the investee
in accordance with the applicable IFRSs, as appropriate (e.g. IFRS 11
Joint Arrangements, IAS 28 Investments in Associates and Joint Ventures,
IFRS 9 Financial Instruments or, for entities that have not yet adopted
IFRS 9, IAS 39 Financial Instruments: Recognition and Measurement).
[IFRS 10:9]

5.6 Limited partnerships

therefore, the structure is often form-driven. The nghts and obhgahons 0f3:::5
genera1 partners in Ilrnlted partnershlps are usually dlfferent from those '

responSIt)lhty of the general partner(s). Some general partners p
a function designed sole]y 1o satlsfy the crltena to quailfy the e
a limited partnershlp : B
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. The determmatlon as to whether an mvestor has controt of a "mltegt

~ partnership will always need to take account of the S

pecific partne

;: structure and any relevant jurisdictional factors. In genera] in appjtss,:1
~ the three elements of the definition of control in IFRS 10 (i.e. hayip

;.Ei:power _verthe investee, expaosure or rights. to variable returns from fh

"nvestee"" nd the abtilty to use power to affect returns)

...... Interest'
et mcome is unltkely to meet fhe ’
| _ eneral partner (but it is import
fo ensure thaf all retu'rns to th:e geheral artner have b ant
'and conmdered i p - e o

Power over an investee 6

RS 10 controls a trust estabhshed as parf of en employee ;
n scheme s - =l Lo ey

bmmuneraflo

g Poweroveran investee

g1 Power over an investee — definition

has power over an investee when the investor has existing rights

Aninvestor
he current ability to direct the relevant activities. [IFRS 10:10]

that give it t

Key steps in the determmatlon as to whether an enttty has power over

an investee are.. 2 e
s identifying the re!evant actnntles (see 6 2)

understand ng hew dectsmns ebout rekevant actnnttes are made

(see 6. 3) ahid: R : :
: *rtghts glve 1t the current abmty to

o dete..ntrung whether the tnvestor‘_
direci the relevant actmtles (see 6 4)

2.2 Identifying the relevant activities

621 Relevant activities — general

Relevant activities are defined as “activities of the investee that significantly
affect the investee’s returns”. [IFRS 10:Appendix Al

It could be difficult to determine the relevant activities of an investee in
certain scenarios. In these situations, it is important for an investor to
understand the purpose and design of an investee (see 5.3).

IFRS 10 requwes an mveetor to focus on the acttvnttes that mgntftcanﬂy
affect the returns of an mveetee - e S e

* When the ln\restee is dtrected through votmg or su‘nllar nghts
(see 6.4. 6) power often relates to governing the strategic operattng
and financing “policies: of an investee. However, as explamed in the
Basis for Conclusions on IFRS 40, that is only one of the: ways in
which power to dtreet the actwtttes of an tnvestee can ‘be achieved.

In the IASB’s view, referrtng to’ the power to govern the. financial . .
and operatmg pohclee of ah investee is not necessanfy approprtate

for investees that are not dsrect" *through*votlng"ior 5|m|tar nghts £
[IFRS 10: 5042] - i : .
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the securitisation vehicle that significantly affect the returns of the transactiop
(even before the default of the receivables).

o N.Q_t_e_ that itis expected to be extremely rare for a structured entity to
: have no relevant activities (1 e. it operates on full autopllot and the only
decisions to be made after formation of the structured entity relate to
:admmrstratlve activities that will not significantly affect the investeg’s
returns). ‘Such a determination should be made only after a thorough
analysis of both the expected activities of the structured entlty and

; |ons to be taken in respense fo contlngent events (see 6.23

6.2.3 Relevant activities —
entity operating on autopilot

-As d;scussed in 6. -2 virtually all structured entmes that operate in
a Iargely predetermmed way have relevant actlvmes H_owever the*e

after format|on of the. entlty relate to admlmstratwe act|v|t|es nat wrlI not
 significantly affect the investee’s returns. If this is the casa, there are
~_no decisions to be made on relevant activities of the structured entity
;_'zsubsequent to its formation and the only decisior that 5|gmf|cantly
- affect the returns”of the structured entity are the dec.srons taken at the
3 ‘formatlon Stage

--:f;made on. relevant actlv_ :es after formatlon of " structured entlty, an
;;'mvestor can have power over the structured entlty as a result of the

involvement in the design of a structureqd

Power over an invesiee 6

several partles are rnvolved in the de3|gn of an mvestee and the final

structure of the investee includes’ whatever is-agreed to by all those
parties (see IFRS 10: BC77). Consequently, an investor’'s involvement -
in establishing an investee Would not, in lSOla’[tOFl be sufﬁment ewdence-
to determine that the mvestor has power over the entrty :

In making this assessment an mvestor should con5|der the srgniﬂcancef L
of its interest in the mvestee and its 1nvolvement in the design of the
investee (including an assessment of the scope of its decision-making !
authority during the design process). The more significant an investor’s -
(1) interest, and (2) involvement in the design of the investee, the more

indicative it is that the investor had the ability and incentive to make.
decisions for: lts own benef t and therefore that 1t has power over the_._'g

investee. i

6.3 How decisions about relevant activities are made

6.3.1 Decisions about relevant activities

Havnng |dent|f|ed the re[evant actmtres of an lnvestee the hext key step |
-, .nderstanding who has power over aninvestee is to understand the
mechanlsms for makmg deorsnons about those rel_evant act|v1t1es =
Examples of decisions about relevant activities include, but are not limited
to:

[IFRS 10:B12]

s establishing operating and capital decisions of the investee, including
budgets; and

» appointing and remunerating an investee’s key management personnel
or service providers and terminating their services or employment.

Accordlngly |t Wl“ often be appropnate to foeus on the purpf_ :e nd :

] apporntment and remuneratlo_n __g;of dlrec
management personnel S
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of principal and interest payments of the assets. The transaction is marketeq
to the debt investor as an investment with minimal exposure to the credit risk
associated with the possible default of the assets in the portfolio because of the
nature of these assets and because the equity tranche is designed to abserh
the first losses of the investee. The returns of the investee are significantly
affected by the management of the investee’s asset portfolio, which includes
decisions about the selection, acquisition and disposal of the assets withip
portfolio guidelines and the management upon default of any portfolio assets,
All those activities are managed by the asset manager until defaults reach g
specified proportion of the portfolio value (ie when the value of the portfolio is
such that the equity tranche of the investee has been consumed). From that
time, a third-party trustee manages the assets according to the instructions of
the debt investor. Managing the investee’s asset portfolio is the relevant activity
of the investee. The asset manager has the ability to direct the relevant activities
until defaulted assets reach the specified proportion of the portfolio value; the
debt investor has the ability to direct the relevant activities when the value of
defaulted assets surpasses that specified proportion of the portfolio value. The
asset manager and the debt investor each need to determine whether they are
able to direct the activities that most significantly affect the investee’s returns,
including considering the purpose and design of the investee as well as each
party’s exposure to variability of returns.

6.3.2.3 Entfty has more than one govermng body

: understandmg of the governance structure of an lnvesteegf_ 'essentn
- :order '-f;ldermfy how demsnons about relevant activities are made

'S ‘the assessment
| relevant facts and
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jUFiSdlCthﬂS but iti is general!ytaken to descﬁbe a dlrector who doe not
i hareholder aon o L o

relevant facts and clrcumstances sh :
discussed at 6.3.2.3, a clear understandmg of the governance structure]
of an investee is. essentIaI in order to udentrfy how ‘decisions about ‘
relevant activities are made and, consequenﬂy, who has power over the
investee. In the circumstances under conSIderatlon this would involve
analysing both the process for de01510n makmg ata director. |eve1 and

::actwttles are taken by the .

proper 5ovemance procedures are foilowed (threugh for example :
rm'nuershlp of an audlt or. nomlnations commttte" _;_.thls_ 'ay involve -

6.4 Whether the investor’s rights give it the current ability to direct
the relevant activities

6.4.1 Focus on the ‘ability to direct’ rather than the actual exercise
of power

Power arises from rights. To have power over an investee, an investor
must have existing rights that give the investor the current ability to direct
the relevant activities. [IFRS 10:11 & B14] Therefore, the assessment of
power is based on the investor’'s ability to direct the relevant activities of
the investee: specifically, IFRS 10 does not require the investor to have
actually exercised its power. An investor with the current ability to direct
the relevant activities of an investee has power over the investee even if
s rights to direct have yet to be exercised. Conversely, evidence that the
Investor has been directing the relevant activities of the investee can help
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determine whether the investor has power, but such evidence is not, iy
ltself, conclusive in determining whether the investor has power over g
investee. [IFRS 10:12]

An investor can have power over an investee even if other entities hay,
existing rights that give them the current ability to participate in the directign
of the relevant activities (e.g. when another entity has significant inﬂuence)'
[IFRS 10:14]

6.4.2 Rights that give an investor power over an investee

The rights that give an investor power can differ between investegg
[IFRS 10:B14] Different types of rights that, either individually or
combination, can give an investor power over an investee include, but are
not limited to:

[IFRS 10:B15]

e rights in the form of voting rights (or potential voting rights) of an investae
(see 6.4.6);

e rights to appoint, reassign or remove members of an investee's key
management personnel who have the ability to direct the relevant
activities;

e rights to appoint or remove another entity that directs the relevan
activities;

e rights to direct the investee to enter into, or veto any changes t,
transactions for the bhenefit of the investor; and

e other rights (such as decision-making rights specified in a mariagement
contract) that give the holder the ability to direct the relevait activities.

The specific factors that apply when voting or similar rigirts do not have a
significant effect on the investee’s returns are considerea’in 6.4.7.
o
6.4.3 Evidence to be considered when it is difficult to determine
whether the investor’s rights are sufficient to give it power

When it is difficult to determine whether an investor’s rights are sufficient
to give it power over an investee, to enable the assessment of power to be
made, the investor should consider evidence regarding whether it has the
practical ability to direct the relevant activities unilaterally. Consideration is
given, but is not limited, to whether:

[IFRS 10:B18]

e the investor can, without having the contractual right to do so, appointor
approve the investee’s key management personnel who have the ability
to direct the relevant activities;
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the investor can, without having the contractual right to do so, direct
the investee to enter into, or can veto any changes to, significant
transactions for the benefit of the investor;

the investor can dominate either the nominations process for electi.ng
members of the investee's governing body or the obtaining of proxies
from other holders of voting rights;

the investee’s key management personnel are related parties of the
investor (e.g. the chief executive officer of the investee and the chief
executive officer of the investor are the same person); and/or

the majority of the members of the investee’s governing body are related
parties of the investor.

When considered together with the investor’'s rights gnd the indicators in
IFRS 10:B19 and B20 (see below), the factors listed in IFRS _10:E?18 may
provide evidence that the investor’s rights are sufficient to give it power
over the investee.

sometimes there will be indications that the investor has a special
relationship with the investee, which suggests that the investor has more
fhan a nassive interest in the investee. The existence of any indiwdulal
indinatur, or a particular combination of indicators, does not necessarily
meai that the power criterion is met. However, having more than a passive
\terest in the investee may indicate that the investor has other related
rights sufficient to give it power or provide evidence of existing power over
aninvestee. For example, the following suggests that the investor has more
than a passive interest in the investee and, in combination with other rights,
may indicate that the investor has power over the investee:

[IFRS 10:B19]

e the investee’s key management personnel who have the ability to direct
the relevant activities are current or previous employees of the investor;

o the investee's operations are dependent on the investor, such as in the
following situations:

¢ the investee depends on the investor to fund a significant portion of
its operations;

o the investor guarantees a significant portion of the investee's
obligations;

s the investee depends on the investor for critical services, technology,
supplies or raw materials;

® the investor controls assets such as licences or trademarks that are
critical to the investee’s operations; and/or

* theinvestee depends on the investor for key management personnel,
such as when the investor’s personnel have specialised knowledge
of the investee’s operations;
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