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. Re: Limijted Invitation to Comment on Consultation Draft of
Small and Medium-Sized Entity Financial Reporting Framework and -
. Financial Reporting Standard (Revised)

.. Thank yoiu for your letter dated 21 August 2013 inviting for COII;IIIICIltS on
the above Consultation Draft (“CD”). I am pleased to offer comments of the Inland
Revenue Department below. | o

_Consultation Question ‘ L

“Do you consider it is appropriate to include in the SME-FRF & SME-FRS
an option to relieve a group from consolidating one or more $ubsidianz
undertakings if the company's directors are of the opinion that their inclusion would

.involve expense or delay out of praportion to the value to members of the company?
Why or why not? If not, what alternative approach would you propose and why? "
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Comments of the Inland Revenue Department (“IRD™)

Paragraph 19.1 of the CD provides that consolidated financial statcments

. presented should include all subsidiaties of the parent. Paragraphs 19.1(a) & (b)

provide for exceptlons More specifically, paragraph 19.1(b) proposes that one or
more subsidiaries ; may be excluded from consolidation when their mclusmn would

.involve expense and delay out of proportion to the value to members of the
.company. It is regardmg this specific exceptxon that HKICPA is now seekmg

comments.

In considering whether an exception to consolidation should be| allowed,
one may like to think first about the more fundamental issues, i.e. why consolidated
financial statements are prepared and what they try to deliver. The key purpose of
preparing consolidated financial statements is reporting the financial position and
performance of a consolidated business group, which comprises the parent company
and {ts subsidiaries. A consolidated financial statement should provide investors
and ‘other interesfced parties with a comprehensive overview of the financial
operations of the' business group. In this connection, exclusions which .will
undermine the usefulness of consolidated financial statements to users should not be
allowed unless excepnonally justifiable. : |

Paragraph 19.1(a) of the CD already allows exclusion of one.or more
subsidiaries from | 'consolidation when their exclusion measured on an aggregate
basis is not material to the group as a whole. This is consistent with the general
concept of materiality. However, we have reservation about the proposed exclusion
in paragraph 19.1(b). As rightly pointed out by your Institute in the letter of 19
August 2013 that if a parent company were to take advantage of paragraph 19.1(b),
material information could be omitted from that company’s consolidated: financial

statements, such that they would not give a complete picture of the group as a whole,
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Paragraph 19.1(b) brings forward the relief which is currently available in
section 124(2)(b)(1) of the old CO, and which is no longer available under the NCO.
" In recent decades, ithe current development in company law and international
.accounting standards has increased the disclosure of information in 'financial

statements. The discard of section 124(2)(b)(1) of old CO in the NCO appears to

"be an improvement and a positive step towards better information disclosure and
enhancing creditors’ protection. We do not support putting the provision in SME-
FRE & FRS to phnnit omission of material information from the consolidated
- financial statements. Furthermore, the exclusion does not appear to be in line with
international practlce as there is no similar exception in the JFRS- SME |

It is proposed in paragraph 19.1 of the CD that a safeguard be: included
.such that a parent may not exclude a subsidiary from consolidation on the grounds
* of undue expense and delay out of proportion to the value to members of the
company unless the members of the company have been informed in writing about,
-and do not object to, this exclusion, Regrettably, the safeguard is in the sole interest
of members of the company, and whether the expense and delay will be out of
proportion io the "falue to members of the company is highly subjective‘ and may
.reflect only the opinions of the company’s directors. The interests of the users of the
consolidated financial statements and the value of the excluded mfonnanon to the
~users have not been duly considered. -

In so far as tax administration is concerned, consolidated 'financial
statements have been an important and ready source of information about the
~ financial position and financial performance of non-Hong Kong SubSIdlary

o T

.undertakmgs which may otherwise not be available to IRD. 1t is through_

. examination of consohdated financial statements and related party transactlons that
-the Department ‘can identify tax arrangements and measure the taxation
° consequences thereof

Notvnthstandmg the existence of provisions in the Inland | Revenue
Ordinance [e.g. sectxons 51(3) and 51(4)(a)] under which further 1nformat10n may
be sought, the Department may not be able to obtain the necessary information
efficiently and effectively in absence of consolidated financial statements which
provide fuller and better information about the parent company and its sub51d1ar1es
Enquiries, which can be avoided, have to be raised, simply becguse foll
consolidated ﬁnanclal statements are not prepared. |
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, Paragraph 19.16(g) of the CD requires disclosure of a list of investoaents in

. subsidiaries that has been excluded from consolidation in accordance with
paragraph 19.1, including the name, the principal place of operation and place of
“incorporation and an indication of the nature of business. Whilst we hope that
paragraph 19.1(b) exclusion could be removed to maintain the quality of
consolidated ﬁnaﬁcial statements and its value to users, in the event:that the
exclusion is to be allowed, it is suggested that the disclosure requirements under
paragraph 19.16(g) be expanded to include the significance of the subsidiary
undertakings to the group as a whole in terms of amount and percentage of revenue
and profits contribution as well as assets and liabilities, the identity of the directors
thereof and their amount of remuneration etc. These proposed additional disclosure
requitements would provide users of the financial statements, including this
Department, with mformatmn about the financial position and performance of the
subsidiary undertakmgs that have been excluded from consolidation.

I hope the.;t our above comments would be kindly considered and I would
. .appreciate it very much if you could keep me informed of the development in the
“SME-FRF & FRS | SR

Yours sincerely,

| Ao i

(Ms WU LAM Choi-wah)
for Commissioner of Inland Revenue
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