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MAIN FEATURES Background

In October 2012, the International Accounting
Standard Board (IASB) issued the amendments to
IFRS 10, IFRS 12 and IAS 27 related to the
consolidation relief for qualified investment entities.

Introduce the exemption to the
consolidation requirements in HKFRS 10
that all subsidiaries shall be consolidated
for qualified investment entities

Report all investments (including Subsequently in December 2012, the Hong Kong

. . e Institute of Certified Public Accountant also issued
investments in subsidiaries) N g o

. the same amendments so as to maintain the
> At fair value

convergence with IFRSs.

Introduce the definition of investment
entities and set out the conditions for the
exemption

Introduce new disclosure requirement for
investment entities in HKFRS 12

Apply the amendments retrospectively

for annual periods beginning on or after 1
January 2014. Early application is
permitted at the same time when HKFRS
10 is firstly applied (i.e. 1 January 2013)
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What is an investment entity?

Specifically, being an investment entity, a parent should meet all of the following criteria:

a) it obtains funds from one or more investors for the purpose of providing those investor(s)
with investment management services;

b) it commits to its investor (s) that its business purpose is to invest funds solely for returns
from capital appreciation, investment income, or both; and

Q) it measures and evaluates the performance of substantially all of its investments on a

fair value basis.

In assessing whether a parent meets the above definitions, we should further consider whether it
displays the following typical characteristics of an investment entity. In case any of these
characteristics cannot be met, additional judgement is required.

a) it has more than one investment;

b) it has more than one investor;

Q) it has investors that are not related parties of the parent; and

d) it has ownership interests in the form of equity or similar interests

In case there are facts and circumstances indicate there are changes to one or more of the above
criteria or typical characteristics, a parent shall reassess whether it is an investment entity.
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Fair value measurement

An essential element of the definition of an investment entity is that it measures and evaluates the

performance of substantially all of its investments on a fair value basis. The most common

investments and the measurement basis are listed as below:

Types of investments

Measurement

Investment property

Elect to account for using fair value model

Investment in associates and joint
ventures

Elect the exemption from apply the equity
method

Financial assets

State at fair value using the requirements in HKFRS 9

An investment entity is not required to measure hon-investment assets or liabilities at fair value

Separate financial statements or consolidated financial statements?

In accordance with HKFRS 10 Consolidated Financial Statements, an entity that is a parent, is required
to consolidate all investees that they control (i.e. all subsidiaries). Under the amendments, if a parent
is qualified as an investment entity, it is exempted from consolidating its subsidiaries. Instead, it shall

measure an investment in subsidiary at fair value through profit or loss in accordance with HKFRS 9 or
HKAS 39 if an entity has not yet applied HKFRS 9. Therefore, the separate financial statements shall be

its only financial statements.

If a subsidiary provides services that relate to the parent’s investment activities, the parent cannot

apply the consolidation relief, i.e. the parent shall consolidate that subsidiary in its financial

statements.
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What is our impact?

Scenario I:

Qualified as an investment entity at the date of initial application

(@) Investmentina

measured at cost

subsidiary is previously

(b) Investmentina

subsidiary is previously
measured at fair values
through other

comprehensive income

(c)

Investmentin a
subsidiary is previously
measured at fair values
through profit or loss

Measure the investment

or loss

Adjust retrospectively the
annual period
immediately preceding
the date of initial
application

Adjust retained earnings
at the beginning of the
immediately preceding
period for the difference
between:
the previously
carrying amount
of the investment;
and
the fair value of
the investor’s
investment in the
subsidiary

at fair value through profit

Continue to measure the
investment at fair value

The cumulative amount of
any fair value adjustment
previously recognisd in other
comprehensive income shall
be transferred to retain
earnings at the beginning of
the immediately preceding

period

Shall not make adjustments
to the previous accounting
for an interest in a

subsidiary
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What is our impact?

Scenario ll: Ceased to be an investment entity

Either

° Account for an investment in a subsidiary at cost

° Use the fair value of the subsidiary at the date of the change of status as the deemed cost
OR

° Continue to account for an investment in a subsidiary in accordance with HKFRS 9

New disclosure requirements

Major disclosures in the financial statements:

° The significant judgements and assumptions used to determine an entity meets the
definition of an investment entity

° If an entity does not have one or more of the typical characteristics, the reason for
concluding that it is nevertheless an investment entity

° When an entity either becomes or ceases to be an investment entity, the change of status
and the reasons for the change

° When an entity becomes an investment entity, the effect of the change of status on the
financial statements for the period presented

° The name, principal place of business and proportion of ownership interest held by the
investment entity for each unconsolidated subsidiary

More disclosures requirements can be found at the following link:
http://app1.hkicpa.org.hk/ebook/index.php
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Contact us
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Tel: (852) 3583 3800

Fax: (852) 3583 8001
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Website: www.shinewing.hk
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Air China Century Center, Chengdu,
PRC (Postal Code: 610041)

Tel: (86) 28 8672 2255

Fax: (86) 28 8529 3622

TIANJIN

21/F, Xinda Plaza, No.188, Jiefang Road,
Heping District, Tianjin, PRC

(Postal Code: 300042)

Tel: (86) 22 5829 6288

Fax: (86) 22 5829 6299

CHANGCHUN

7/F, Building 7, Wanhao International Business
Plaza, No.9399, People Street, Changchun,
Jilin, PRC (Postal Code: 130022)

Tel: (86) 4318193 9933

Fax: (86) 431 8190 2003

DALIAN

15/F, Block B, Karen International Mansion,
No.1-1 Section A Wucai Town,

Dalian Development Area, Liaoning,

PRC (Postal Code: 116600)

Tel: (86) 0411 8762 6818

Fax: (86) 0411 8762 6307

FUZHOU

13/F, Block A, Hongli Mansion,No.168,
Hudong Road, Fuzhou,350003,

PRC (Postal Code: 350003)

Tel: (86) 0591 2830 9955

Fax: (86) 0591 2830 9000

SINGAPORE

151 Chin Swee Road, No. 02-05/06 Manhattan
House, Singapore (Postal Code: 169876)

Tel: (65) 6732 4150

Fax: (65) 6732 4152

BENING

9/F,Block A, Fu Hua Mansion
No.8 Chaoyang Men Beidajie,
Dongcheng District, Beijing,
PRC (Postal Code: 100027)
Tel: (86) 10 6554 2288

Fax: (86) 10 6554 7190

SHANGHAI
32/F, China Development Bank Tower,

No.500, Pudong South Road, Pudong New Area,

Shanghai, PRC (Postal Code: 200120)
Tel: (86) 21 6164 3939
Fax: (86) 21 6164 3900

QINGDAO

27/F, HuaYin Mansion, No.5,

Donghai Road(west), Shinan District, Qingdao,
PRC (Postal Code: 266071)

Tel: (86) 532 8089 5858

Fax: (86) 532 8089 5959

YINCHUAN

11/F, Investment Plaza, No.65,

Hubin Street(west), Xingqging District,
Yinchuan, Nixia, PRC (Postal Code: 750001)
Tel: (86) 951 672 1993

Fax: (86) 951 672 1553

KUNMING

9/F, Ruyi Plaza, No.36,

Middle People Road, Kunming,
Yunnan, PRC (Postal Code: 650021)
Tel: (86) 871 364 8720

Fax: (86) 871 364 5939

NANJING

7/F, Hetai International Mansions, No. 128,
Shanxi Road, Nanjing, Jiangsu, PRC
(Postal Code: 210009)

Tel: (86) 025 8372 1886

Fax: (86) 025 8371 6000

MELBOURNE

Level 9, 552 Lonsdale Street, Melbourne, VIC
3000, Australia

Tel: (613) 8602 7303

Fax: (613) 9600 1930

SHENZHEN

10/F, Block A, United Plaza,Binhe Road,
Futian District, Shenzhen,

PRC (Postal Code: 518000)

Tel: (86) 755 8290 0800

Fax: (86) 755 8290 0815

XI'AN

16/F, Block C, Fortune Center, No.180,
Western section of the second ring road,
Xi'an, PRC (Postal Code: 710075)

Tel: (86) 29 8836 4536

Fax: (86) 29 8836 4578

CHANGSHA

7/F, Yun Da Guo Ji Plaza, No.478, Section 1,
Middle Furong Road, Changsha, Hunan,
PRC (Postal Code: 410005)

Tel: (86) 731 8828 5566

Fax: (86) 731 8828 5567

JINAN

17/F Jinhui Mansion, No.26 Luoyuan Dajie,
Jinan, PRC (Postal Code: 250063)

Tel: (86) 532 8642 2288

Fax: (86) 532 8659 5000

GUANGZHOU

No. 2503 East Tower, Tianyu Business Plaza,
No. 753 Dongfeng, East Road, Yuexiu District,
Guangzhou, PRC (Postal Code: 510080)

Tel: (86) 020 2281 6856

Fax: (86) 020 2281 6866

URUMUQI

13/F, Hongshan New Century Building, No. 8, Xin

Hua North Road, Urumug;i, Xinjiang, PRC
(Postal Code: 830002)

Tel: (86) 0991 8891 969

Fax: (86) 0991 8890 116

JAPAN

2-2-15-402 Hamamatsu Chou, Minato-ku,
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Tel: (81-3) 3436 1188

Fax: (81-50) 3020 3622
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