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Background 

 As part of developing guidance on the impact of the new Companies Ordinance 
(new CO), the HKICPA noted that at IFRIC’s Jan 2014 meeting, staff presented a 
paper which discussed the purpose of IFRS 10.4(a)(iv) in the context of  Investment 
Entities Applying the Consolidation Exception and that at the Feb 2014 IASB meeting 
staff were directed to bring the issue to the next board meeting. 

 Private companies incorporated in Hong Kong have long found the condition set out 
in IFRS 10.4(a)(iv) (was IAS 27.10(d)) to be problematic. The reasons for this have 
become more pronounced with the introduction of the new CO, which came into 
effect from 3 March 2014. 

 We wrote to the IASB on 7 March 2014 setting out our concern that the project’s 
focus was too narrow and asking that IFRS 10.4(a)(iv)’s purpose should be 
considered more broadly. The concerns were repeated in our comment letter on 
the ED Investment Entities Applying the Consolidation Exception (Proposed 
Amendments to IFRS 10 and IAS 28) in June 2014 and a copy of the March letter 
was attached to this submission. 

 The issue is now included as one of the requested agenda items for future IASB 
projects (http://www.ifrs.org/Current-Projects/IASB-Projects/IASB-agenda-
consultation/Pages/Agenda-item-requests-2015.aspx) 
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Para 4(a) of IFRS 10 

 A parent entity need not prepare consolidated financial 
statements if it meets all the following conditions:  

(i) it is a wholly-owned subsidiary or is a partially-owned subsidiary of 
another entity and all its other owners, including those not otherwise 
entitled to vote, have been informed about, and do not object to, the 
parent not presenting consolidated financial statements;  

(ii) its debt or equity instruments are not traded in a public market (a 
domestic or foreign stock exchange or an over-the-counter market, 
including local and regional markets);  

(iii) it did not file, nor is it in the process of filing, its financial statements 
with a securities commission or other regulatory organisation for the 
purpose of issuing any class of instruments in a public market; and  

(iv) its ultimate or any intermediate parent produces consolidated 
financial statements that are available for public use and comply with 
International Financial Reporting Standards.  
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Non compliance with paragraph 4(a)(iv)  

 Many Hong Kong intermediate holding companies (IHCs), which are 
typically private companies and often wholly-owned, find difficulties in 
satisfying the exemption condition set out in (iv) of paragraph 4(a) 

 The following common cases of failing to meet at least one of the three 
tests in condition (iv) are identified: 

 The IHC is a subsidiary of a Hong Kong private company 

  Although this ultimate parent would prepare consolidated financial statements 
which comply with HKFRSs, it would not normally make these financial statements 
available for public use since there is no filing obligation for private companies. 

 The IHC is part of a group headed by an overseas company in a non-
IFRS jurisdiction, for example a US parent 

 Although this ultimate parent may prepare consolidated financial statements and 
may even make them available for public use, these consolidated financial 
statements would not be prepared in accordance with IFRS or HKFRS.  
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Current status of issue in Hong Kong 

 The issue is not new for Hong Kong, as prior to adopting IFRS 10, paragraph 
10 of IAS 27 contained the same wording 

 Auditors dealt with the non-compliance with HKAS 27 in diverse ways, including 
qualifying the auditors’ report (“except for …”) 

 The matter has become more prominent after the new Hong Kong 
Companies Ordinance (New CO) came into effect on 3 March 2014  as the 
New CO: 

 explicitly sets out provisions governing which holding companies are required 
to prepare consolidated financial statements and which holding companies are 
exempt (broadly consistent with IFRS 10.4(a)(i)-(iii)); but also 

 explicitly requires those financial statements to comply with the relevant 
accounting standards issued by the HKICPA. 

 The HKICPA is considering what guidance to provide to members on the 
question of which are the “relevant accounting standards” for an IHC which 
satisfies the legal exemption from consolidation but not para 4(a)(iv) 
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Does para 4(a)(iv) serve any purpose? 

 The objective of providing protection for users of the IHC’s financial 
statements is achieved through compliance with the conditions set out in 
paragraph 4(a)(i) to (iii) 

 It is unclear what additional purpose condition (iv) serves 

 Why does it matter whether or not a parent of the IHC (which may be immediate or may 
be 20 layers further up) produces consolidated financial statements under IFRS? 

 Why are company level financial statements of the IHC considered sufficient information 
for its users if this remote parent produces IFRS information but not if it produces US 
GAAP information?  

 Do these top level financial statements tell the reader anything useful about the financial 
position and performance of an IHC sub-group within that group, even if they are IFRS? 

 What would be lost and what would be gained if condition (iv) were 
deleted?  
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Thinking further … 

 Should IFRSs focus instead more generally on what “true and fair” stand-
alone company-level financial statements should contain when an IHC does 
or does not also prepare its own consolidated financial statements?   

 Is this a more useful and consistent way to address loss of information 
when an IHC does not prepare consolidated financial statements? 
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Comments and Questions? 

 

Thank you  
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