Chapter 7 HKAS 24 Related Party Disclosures

Exercise 1

(a)(i)

Parties are considered to be related if one party has the ability, directly or indirectly, to control the other party or exercise significant influence over the other party in making financial and operating decisions. Parties are also considered to be related if they are subject to common control or common significant influence.

(a)(ii)

A related party transaction is a transfer of resources or obligations between related parties, regardless of whether a price is charged.

(a)(iii)

Control is defined as ownership, directly or indirectly, of more than one half of the voting power of an enterprise, or a substantial interest in voting power and the power to direct, by statute or agreement, the financial and operating policies of management of the enterprise.

(a)(iv)

Significant influence is defined as participation in the financial and operating policy decisions of an enterprise, but not control of those policies. Significant influence may be exercised by representation on the board of directors, or by participation in the policy making process, material intercompany transactions, interchange of managerial personnel or dependence on technical information.

(b)

(i)
Comparable uncontrolled price method

The price for a transaction between related parties is set by referring to the price in a comparable uncontrolled transaction – a transaction between unrelated parties where the products, markets and transaction terms are substantially similar to the related party transaction. This method is appropriate when both the characteristics of the products and the economic circumstances surrounding the related party transactions are substantially the same as those between independent parties.

(ii)
Cost-plus method

The price for transactions between a manufacturer and a related purchaser is based on mark-ups over the cost achieved by a comparable manufacturer in unrelated transactions. The mark-ups are determined by referring to those earned for products of significant similarity. This method is appropriate when a manufacturer sells semi-finished products to related manufacturing companies for further processing.

(iii)
Resale price method

The method determines the price for the sale of goods between a supplier and a related reseller (distributor, wholesaler or retailer) by subtracting an appropriate re-sale profit margin from the price at which the goods are re-sold by the related company to independent customers. The profit margin is determined by referring to the gross margin achieved by an independent reseller dealing with similar products under same general economic conditions. This method is appropriate where the reseller provides little value-added service for the products.

(c)

(i)
S Ltd is directly controlled by H Ltd, hence they are related parties. However, no disclosure is required for transactions between members of a group because consolidated financial statements present information about the holding company and subsidiaries as a single reporting enterprise. Any offset of transactions between members of the group is eliminated on consolidation.

(ii)
Parties are considered to be related if one party has the ability to exercise significant influence over the other party. Since H Ltd and A Ltd are associated, they are related parties. Transactions between associates are not eliminated on consolidation, and therefore require separate disclosure as related party transactions.

(iii)
Mr Leung is a key management personnel of H Ltd, hence they are related parties. The transaction between Mr Leung and H Ltd is a related party transaction and therefore must be disclosed in the consolidated financial statements of H Ltd.

(iv)
Since B Ltd is owned by a close relative of the key management personnel of H Ltd, B Ltd and H Ltd are related parties. The transaction between B Ltd and H Ltd is a related party transaction and therefore must be disclosed in the consolidated financial statements of H Ltd.
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