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Group Accounts
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e Objective: to give a true and fair view of the state of
atfairs and profit or loss of the parent undertaking and
the subsidiaries (i.e. the group as a whole)
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e Corporate Governance dimension
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Financial Reporting Requirements
sl

For Hong Kong incorporated companies -
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e Companies Ordinance (CO) (Cap. 32)
(RIGRETY (333231

e Hong Kong Financial Reporting Standards (HKFRS, including Hong
Kong Accounting Standards (HKAS)): issued by HKICPA pursuant to
s. 18A of Professional Accountants Ordinance (Cap. 50)
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Group Accounts Requirements under CO
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To determine “parent-subsidiary” relationship (s. 2(4))

- 3 Existing Tests
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1. Control over the composition of the board of directors; or
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2. Control over more than half of the voting power; or

S BROHA © S

3. Holding of more than half of the issued share capital.
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Group Accounts Requirements under HKAS
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o “Parent-subsidiary” relationship - the power to govern the financial

and operating policies of an entity
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o HKAS 27 is based on IAS 27, issued by International Accounting

Standards Board
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o Existing interim disclosure arrangement for companies required to

prepare group accounts under HKAS 27 but not CO: Exempted from
consolidation, but with footnote disclosure under HKAS 27

o S (R GBI s (R
BT Sl ok xﬁﬁfwﬂ e
<p%fﬁ#w>mWW&EPWW%W%% S

ll'Flv

—E@‘I‘—L



Objectives of the Bill
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e Toamend the definition of the term “subsidiary” for the
purposes of group accounts to enhance quality and
transparency of financial reporting of the group, and to align
the definition of “subsidiary” with IAS.
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e Alsoin response to the recommendation of the SCCLR.
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Proposed Changes Under the Bill (1)
Definition of “Parent-subsidiary” Relationship
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Existing CO Companies (Amendment) Bill 2004
3T (ARIERT) (2004 27l (P57 B
o Three existing tests e Three existing tests +
= [T v “dominant influence” test
1. Control of the board composition = B S YEH] +
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2. Control of voting power
SERIT S

3. Holding of half or more of the
issued share capital
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To align more closely with IAS’s definition of “control”
for determining “parent-subsidiary” relationship
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Proposed Changes Under the Bill (2)
Scope of “Subsidiary”
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Existing CO Companies (Amendment) Bill 2004
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e Only a body corporate e subsidiary which is a body
subsidiary is subject to corporate, partnership or other
consolidation in accounts unincorporated body is subject to
5 (- R A LA"?E‘ consolidation in accounts
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To better reflect financial position of a subsidiary which is not a body corporate
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Proposed Changes Under the Bill (3)
“True and Fair View Override”
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Existing CO Companies (Amendment) Bill 2004
HE (CTRIERD (2004 =1l (f557) 161D
e NoO “true and fair view override” o Express “true and fair view override”
provision, but FS has the power to provision, and repeals FS’s power to
modity the financial reporting modify the financial reporting
requirements requirements
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To ensure that accounts will give a true and fair view of the financial
position in all circumstances
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Effects'of the Bill (1)
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e  Quality and transparent disclosure : Better reflects the financial
position of the group
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e Harmonization with internationally recognized accounting
standards: in line with the same standards in EU, Australia and
Singapore.
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Effects'of the Bill (2)
BT PUsyE (2)

e  Definition of “subsidiary” for purposes other than preparation
of group accounts? NOT affected
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e  Operation under Inland Revenue Ordinance? NOT affected
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e  Operation under Estate Duty Ordinance? NOT affected
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The End




