	MINISTRY OF FINANCE
	
	SOCIALIST REPUBLIC OF VIETNAM

	---*---
	
	Independence - Freedom - Happiness

	No. 234/2003/QD-BTC
	
	------------------------------------------------

	
	
	Hanoi, 30 December 2003


DECISION OF THE MINISTER OF FINANCE

On the Issuance and Publication of

Six Vietnamese Standards on Accounting (Batch 3)
MINISTER OF FINANCE
- Pursuant to the Law on Accounting No. 03/2003/QH11 dated June 17, 2003;

- Pursuant to Governmental Decree No. 86/2002/ND-CP dated November 5, 1993 on the functions, jurisdictions and organization of ministries and ministry-level agencies;
- Pursuant to Governmental Decree No. 77/2003/ND-CP dated July 1, 2003 on the functions, jurisdictions and organization of the Ministry of Finance;
- In response to the requirement of economic and financial management reform, improvement of the quality of accounting information provided in the national economy and examination and verification of accounting practice.
Upon the proposal of the Director of the Accounting and Auditing Policy Department and Chief of the Ministry Office,
DECIDES:
Article 1. To issue six (06) Vietnamese Standards on Accounting (Batch 3) with the codes and titles specified:
	1. Standard No. 05   -
	Investment Property

	2. Standard No. 07   -
	Accouting for Investments in Associates

	3. Standard No. 08  -
	Financial Reporting of Interest in Joint Ventures

	4. Standard No. 21  -
	Presentation of Financial Statements

	5. Standard No. 25   -
	Consolidated Financial Statements and Accounting for Investments in Subsidiaries

	6. Standard No. 26 -
	Related Parties


Article 2. Six (06) Vietnamese Standards on Accounting issued folowing this decision shall be applicable nation-wide to enterprises of all industries and economic sectors.
Article 3. This Decision shall come into effect 15 days after it is published in the CONG BAO. Individual accounting regulations and systems shall be amended and supplemented in accordance with the six (06) Vietnamese Standards on Accounting issued hereby.
Article 4. The Director of the Accounting and Auditing Policy Department, the Ministry Office Chief, and heads of relevant affiliate and subsidiary units of the Ministry of Finance shall be responsible for guiding and overseeing the carrying out of this Decision.
For the Minister of Finance

Deputy Minister
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  VIETNAMESE STANDARDS ON ACCOUNTING


----------------------------------------------------------------------------------------------------


STANDARD 07


ACCOUNTING FOR INVSTMENTS IN ASSOCIATES


(Issued in pursuance of the Minister of Finance Decision No. 234/2003/QD-BTC


dated 30 December 2003)


 General


01. The objective of this Standard is to prescribe the accounting policies and procedures in relation to investments in associates, including: recognition of investments in associates in separate financial statement of investor and consolidated financial statement as the basis for bookkeeping, preparation and presentation of financial statements.


02. This Standard should be applied in accounting by an investor who has significant influence for investments in associates.


03. The following terms are used in this Standard with the meanings specified:



An associate is an enterprise in which the investor has significant influence and which is neither a subsidiary nor a joint venture of the investor.


Significant influence  is the power to participate in the financial and operating policy decisions of the investee but is not control over those policies.  



Control is the power to govern the financial and operating policies of an enterprise so as to obtain benefits from its activities.

A subsidiary  is an enterprise that is controlled by another enterprise (known as the parent).



The equity method is a method of accounting whereby the investment is initially recorded at cost and adjusted thereafter for the post acquisition change in the investor's share of net assets of the investee.  The income statement reflects the investor's share of the results of operations of the investee.


The cost method is a method of accounting whereby the investment is recorded at cost without adjustment thereafter for the post acquisition change in the investor's share of net assets of the investee.  The income statement reflects income from the investment only to the extent that the investor receives distributions from accumulated net profits of the investee arising subsequent to the date of acquisition.

Net asset  is the total assets less (-) liabilities.

Content of the standard

Significant Influence


04. If an investor holds, directly or indirectly through subsidiaries, 20% or more of the voting power of the investee, it is presumed that the investor does have significant influence, unless otherwise regulated or agree upon.  Conversely, if the investor holds, directly or indirectly through subsidiaries, less than 20% of the voting power of the investee, it is presumed that the investor does not have significant influence, unless otherwise regulated or agree upon.


05. The existence of significant influence by an investor is usually evidenced in one or more of the following ways:



 (a)
representation on the board of directors or equivalent governing body of the investee;


(b)
participation in policy making processes;


(c)
material transactions between the investor and the investee;


(d)
interchange of managerial personnel; or


(e)
provision of essential technical information.


Equity Method


06.
Under the equity method, the investment is initially recorded at cost and the carrying amount is increased or decreased to recognise the investor's share of the profits or losses of the investee after the date of acquisition.  Distributions received from an investee reduce the carrying amount of the investment.  Adjustments to the carrying amount have to be made for alterations in the investor's proportionate interest in the investee arising from changes in the investee's equity that have not been included in the income statement.  Such changes include those arising from the revaluation of property, plant, equipment and investments, from foreign exchange translation differences and from the adjustment of differences arising on business combinations.


Cost Method


07.  Under the cost method, an investor records its investment in the investee at cost.  The investor recognises income in its Income Statement only to the extent that it receives distributions from the accumulated net profits of the investee arising subsequent to the date of acquisition by the investor.  Distributions received in excess of such profits are considered a recovery of investment and are recorded as a reduction of the cost of the investment.


Separate Financial Statements of the Investor


08. An investment in an associate that is included in the separate financial statements of an investor should be accounted for under the cost method.


Consolidated Financial Statements


09. An investment in an associate should be accounted for in consolidated financial statements under the equity method except when

(a) The investment is acquired and held exclusively with a view to its disposal in the near future ( under 12 months), or;

(b) The associate operates under severe long-term restrictions that significantly impair its ability to transfer funds to the investor. In this case, an investment in the associate is accounted for using the cost method in the consolidated financial statements.

10.
The recognition of income on the basis of distributions received may not be an adequate measure of the income earned by an investor on an investment in an associate because the distributions received may bear little relationship to the performance of the associate.  As the investor has significant influence over the associate, and has responsibility for the associate's performance, the investor accounts for this stewardship by extending the scope of its consolidated financial statements to include the returns on its investment commensurate with its share of results of such an associate.  The application of the equity method provides more informative reporting of the net assets and net income of the investor than that of the cost method.


11.
    An investor should discontinue the use of the equity method from the date that:


(a)
it ceases to have significant influence in an associate but retains, either in whole or in part, its investment; or


(b)
the use of the equity method is no longer appropriate because the associate operates under severe long-term restrictions that significantly impair its ability to transfer funds to the investor.



The carrying amount of the investment at that date should be regarded as cost thereafter.


Application of the Equity Method


 12. An investment in an associate is accounted for under the equity method from the date   on which it falls within the definition of an associate.  On acquisition of the investment any difference (whether positive or negative) between the cost of acquisition and the investor's share of the fair values of the net identifiable assets of the associate is accounted for in accordance with Accounting Standard, “Business Combinations”. Appropriate adjustments to the investor's share of the profits or losses after acquisition are made to account for:


(a)
depreciation of the depreciable assets, based on  their fair values; and


(b)
amortisation of the difference between the cost of the investment and the investor's share of the fair values of the net identifiable assets.


013. Financial statements of the associate used by the investor in applying the equity method must be drawn up to the same date as that of the financial statements of the investor. When it is impracticable to do this, financial statements drawn up to a different reporting date may be used. 


14.
When financial statements with a different reporting date are used, adjustments are made for the effects of any significant events or transactions between the investor and the associate that occur between the date of the associate's financial statements and the date of the investor's financial statements.


15.
The investor's financial statements are prepared using uniform accounting policies for like transactions and events in similar circumstances. If an associate uses accounting policies other than those adopted by the investor for like transactions and events in similar circumstances, appropriate adjustments are made to the associate's financial statements when they are used by the investor in applying the equity method.  If it is not practicable for such adjustments to be calculated, that fact should be disclosed.


16.
  If an associate has outstanding cumulative preferred shares held by outside interest, the investor computes its share of profits or losses after adjusting for the preferred dividends, whether or not the dividends have been declared.


17. 
If, under the equity method, an investor's share of losses of an associate equals or exceeds the carrying amount of an investment, the investor ordinarily discontinues including its share of further losses in its consolidated financial statements, except when the investor has obligations to pay on behalf of the associate to satisfy obligations of the associate that the investor has guaranteed or otherwise committed.The investment is then reported at nil (0) value. If the associate subsequently reports profits, the investor resumes including its share of those profits only after its share of the profits equals the share of net losses not recognised.


Impairment Losses


018. If there is an indication that an investment in an associate may be impaired, an enterprise applies Accounting Standard “Impairment of Assets”.  


Income Taxes


 19. 
 Income taxes arising from investments in associates (if any) are accounted for in accordance with Accounting Standard “Income Taxes”.


Contingencies


20. When contingent items incurred unexpectedly, the investor should disclose them in accordance with Accounting Standard “ Impairment Loss”


Disclosure


21.
In financial  statement, the following disclosures should be made: 


(a)
an appropriate listing and description of significant associates including the proportion of ownership interest and, if different, the proportion of voting power held; and 


(b)
the methods used to account for such investments.


22.
Investments in associates accounted for using the equity method should be classified as long-term assets and disclosed as a separate item in the consolidated balance sheet.  The investor's share of the profits or losses of such investments should be disclosed as a separate item in the consolidated income statement.  


* * *


- 1 -


PAGE  

- 5 -





_1209904238.doc
Standard 05 – Investment Property 






VIETNAMESE STANDARDS ON ACCOUNTING


----------------------------------------------------------------------------------------------------


STANDARD 05


INVESTMENT PROPERTY


(Issued in pursuance of the Minister of Finance Decision No. 234/2003/QD-BTC


dated 30 December 2003)

general 

01. The objective of this standard is to prescribe the accounting policies and procedures in relation to investment property including recognition criteria, initial measurement, subsequent expenditure, transfer, disposal and other guidelines for bookkeeping and financial reporting purposes. 


02. This Standard should be applied in accounting for investment property, unless otherwise provided for under other VASs concerning an accounting method therefor.  


03. This standard also prescribes determination and recognition of investment property disclosed in the financial statements of a lessee under a finance lease and calculation of investment property for lease presented in the financial statements of a lessor under operating lease.  


This Standard does not deal with matters covered in VAS 06, Leases, including:


(a) classification of leases as finance leases or operating leases;


(b) recognition of lease income earned on investment property (see also VAS 14, Revenue and Other Income);


(c) measurement in a lessee’s financial statements of property held under an operating lease;


(d) measurement in a lessor’s financial statements of property leased out under a finance lease;


(e) accounting for sale and leaseback transactions; and


(f) disclosure about finance leases and operating leases.


04. This Standard does not apply to:


(a) biological assets attached to land related to agricultural activity; and


(b) mineral rights, the exploration for and extraction of minerals, oil, natural gas and similar non-regenerative resources.


05. The following terms are used in this Standard with the meanings specified:


Investment property is property being land-use rights or a building - or part of a building - or both, infrastructure held by the owner or by the lessee under a finance lease to earn rentals or for capital appreciation or both, rather than for:


(a) use in the production or supply of goods or services or for administrative purposes; or 


(b) sale in the ordinary course of business.


Owner-occupied property is property held by the owner or by the lessee under a finance lease for use in the production or supply of goods or services or for administrative purposes.


Cost is the amount of cash or cash equivalents paid or the fair value of other consideration given to acquire an asset at the time of its acquisition or construction.


Net-book value represent the cost of an investment property less (-) accumulated depreciation 

06. The following are examples of investment property:


(a) land-use rights (as a consequence of an enterprise’s purchase) held for long-term capital appreciation;


(b) land use-rights (as a consequence of an enterprise’s purchase) held for a currently undetermined future use;


(c) a building owned by the reporting enterprise (or held by the reporting enterprise under a finance lease) and leased out under one or more operating leases; 


(d) a building that is vacant but is held to be leased out under one or more operating leases; and


(e) infrastructure that is held to be leased out under one or more operating leases.


07. The following are examples of items that are not investment property:


(a) property held for sale in the ordinary course of business or in the process of construction or development for such sale (see VAS 02, Inventories);


(b) property being constructed or developed on behalf of third parties (see VAS 15, Construction Contracts);


(c) owner-occupied property (see VAS 03, Tangible Fixed Assets), including, among other things, property held for future use as owner-occupied property, property held for future development and subsequent use as owner-occupied property, property occupied by employees (whether or not the employees pay rent at market rates) and owner-occupied property awaiting disposal; and


(d) property that is being constructed or developed for future use as investment property. 


08. Certain properties include a portion that is held to earn rentals or for capital appreciation and another portion that is held for use in the production or supply of goods or services or for administrative purposes. If these portions could be sold separately (or leased out separately under a finance lease), an enterprise accounts for the portions separately. If the portions could not be sold separately, the property is investment property only if an insignificant portion is held for use in the production or supply of goods or services or for administrative purposes.


09. In certain cases, an enterprise provides ancillary services to the occupants of a property held by the enterprise. An enterprise treats such a property as investment property if the services are a relatively insignificant component of the arrangement as a whole. An example would be where the owner of an office building provides security and maintenance services to the lessees who occupy the building.


010. In other cases where the services provided are a more significant component, an enterprise treats such a property as owner-occupied property. For example, if an enterprise owns and manages a hotel, services provided to guests are a significant component of the arrangement as a whole. Therefore, an owner-managed hotel is owner-occupied property, rather than investment property.


011. It may be difficult to determine whether a property qualifies as investment property. An enterprise develops criteria so that it can exercise that determination consistently in accordance with the definition of investment property and with the related guidance in paragraphs 06, 07, 08, 09 and 10. Paragraph 31(d) requires an enterprise to disclose these criteria when classification is difficult.


012. In some cases, an enterprise owns property that is leased to, and occupied by, its parent or another subsidiary. The property does not qualify as investment property in consolidated financial statements that include both enterprises. However, from the perspective of the individual enterprise that owns it, the property is investment property if it meets the definition. Therefore, the lessor treats the property as investment property in its individual financial statements.


CONTENTS OF THE STANDARD


Recognition


013. Investment property should be recognised as an asset when the following conditions are met:


(a) it is probable that the future economic benefits associated with the investment property will flow to the enterprise; and 


(b) the cost of the investment property can be measured reliably.


014. In determining whether an item satisfies the first criterion for recognition, an enterprise needs to assess the degree of certainty attaching to the flow of future economic benefits on the basis of the available evidence at the time of initial recognition. The second criterion for recognition is usually readily satisfied because the exchange transaction evidencing the purchase of the asset identifies its cost.


Initial Measurement


015. An investment property should be measured initially at its cost. Transaction costs should be included in the initial measurement.


016. The cost of a purchased investment property comprises its purchase price, and any directly attributable expenditure. Directly attributable expenditure includes, for example, professional fees for legal services, property transfer taxes and other transaction costs.


017. The cost of a self-constructed investment property is its cost at the date when the construction or development is complete. Until that date, an enterprise applies VAS 03, Tangible Fixed Assets and VAS 04, Intangible Fixed Assets. At that date, the property becomes investment property and this Standard applies (see paragraphs 23(e) below).


018. The cost of an investment property is not increased by:


· 
start-up costs (unless they are necessary to bring the property to its working condition);


· 
initial operating losses incurred before the investment property achieves the planned level of occupancy;


· 
abnormal amounts of wasted material, labour or other resources incurred in constructing or developing the property.


019. If payment for an investment property is deferred, its cost is the cash price equivalent. The difference between this amount and the total payments is recognised as interest expense over the period of credit, except when the difference is charged to cost of investment property in accordance with VAS 16, Borrowing Costs. .


Subsequent Expenditure


020. Subsequent expenditure relating to an investment property that has already been recognised should be added to the net-book value of the investment property when it is probable that future economic benefits, in excess of the originally assessed standard of performance of the existing investment property, will flow to the enterprise. 


021. The appropriate accounting treatment for expenditure incurred subsequently to the acquisition of an investment property depends on the circumstances which were taken into account on the initial measurement and recognition of the related investment. For instance, when the purchase price of an asset reflects the enterprise’s obligation to incur expenditure that is necessary in the future to bring the asset to its working condition. An example of this might be the acquisition of a building requiring renovation. In such circumstances, the subsequent expenditure is added to the net-book value.


Measurement Subsequent to Initial Recognition


022. After initial recognition, investment property should be measured at cost, less accumulated depreciation to arrive at net book value in the holding period.  


Transfers


023. Transfers to, or from, investment property should be made when, and only when, there is a change in use, evidenced by:


(a)
commencement of owner-occupation, for a transfer from investment property to owner-occupied property;


(b)
commencement of development with a view to sale, for a transfer from investment property to inventories;


(c)
end of owner-occupation, for a transfer from owner-occupied property to investment property;


(d)
commencement of an operating lease to another party, for a transfer from inventories to investment property; or 


(e)
end of construction or development, for a transfer from property in the course of construction or development (covered by VAS 03, Tangible Fixed Assets) to investment property.


024. Paragraph 23(b) above requires an enterprise to transfer a property from investment property to inventories when, and only when, there is a change in use, evidenced by commencement of development with a view to sale. When an enterprise decides to dispose of an investment property without development, the enterprise continues to treat the property as an investment property until it is derecognised (eliminated from the balance sheet) and does not treat it as inventory. Similarly, if an enterprise begins to redevelop an existing investment property for continued future use as investment property, it remains an investment property and is not reclassified as owner-occupied property during the redevelopment.


025. Transfers between investment property, owner-occupied property and inventories do not change the net-book value of the property transferred and they do not change the cost of that property for measurement or disclosure purposes.


Disposals


026. An investment property should be de-recognized (eliminated from the balance sheet) on disposal or when the investment property is permanently withdrawn from use and no future economic benefits are expected from its disposal.


027. The disposal of an investment property may occur by sale or by entering into a finance lease. In determining the date of disposal for investment property and for recognising revenue from the sale of goods, an enterprise applies the criteria in VAS 14, Revenue and Other Income, VAS 06, Leases, applies on a disposal by entering into a finance lease or by a sale and leaseback.


028. Gains or losses arising from the retirement or disposal of investment property should be determined as the difference between the net disposal proceeds and the net-book value of the asset and should be recognised as income or expense in the income statement (unless VAS 06, Leases, requires otherwise on a sale and leaseback).


029. The consideration receivable on disposal of an investment property is recognised initially at fair value. In particular, if payment for an investment property is deferred, the consideration received is recognised initially at the cash price equivalent. The difference between the nominal amount of the consideration and the cash price equivalent is recognised as interest revenue under VAS 14, Revenue and Other Income.


Disclosure


030. The disclosures set out in this VAS apply in addition to those in VAS 06, Leases, under which the lessor is to disclose operating leases and the lessee finance lease.


031. An enterprise should disclose:


(a) the depreciation methods used;


(b) the useful lives or the depreciation rates used;


(c) the gross net-book value and the accumulated depreciation at the beginning and end of the period;


(d)  when classification is difficult, the criteria developed by the enterprise to distinguish investment property from owner-occupied property and from property held for sale in the ordinary course of business;


(e) Income and expense items relating to property lease including:


· rental income from investment property;

· direct operating expenses (including repairs and maintenance) arising from investment property that generated rental income during the period; and 

· direct operating expenses (including repairs and maintenance) arising from investment property that did not generate rental income during the period;

(f) Reasons of and affects on income from investment property trading; 


(g) material contractual obligations to purchase, construct or develop investment property or for repairs, maintenance or enhancements;


(h) The followings should be disclosed (comparative information is not required):


· additions, disclosing separately those additions resulting from acquisitions and those resulting from capitalised subsequent expenditure;


· additions resulting from acquisitions through business combinations;


· disposals; and


· transfers to and from inventories and owner-occupied property; and 


(i) the fair value of investment property at the end of a period. When an enterprise cannot determine the fair value of the investment property reliably, the enterprise should disclose:


· a description of the investment property; and 


· an explanation of why fair value cannot be determined reliably. 


* * *
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VIETNAMESE STANDARDS ON ACCOUNTING


----------------------------------------------------------------------------------------------------


STANDARD 21


PRESENTATION OF FINANCIAL STATEMENTS


(Issued in pursuance of the Minister of Finance Decision No. 234/2003/QD-BTC


dated 30 December 2003)

GENERAL 


01. The objective of this Standard is to prescribe guidelines on general considerations and policies for the preparation and presentation of financial statements setting out the purposes, requirements and principles on and the structure and basis contents of the financial statements.


02. This Standard should be applied in the presentation of financial statements prepared and presented in accordance with Vietnamese Accounting Standards.


03. This Standard applies to the financial statements of an individual enterprise and to the consolidated financial statements for a group of enterprises. This Standard also applies to condensed interim financial information.


04.
This Standard applies to all types of enterprises. Additional requirements for banks, credit institutions and financial institutions are set out in Standard “Disclosures in the Financial Statements of Banks and Similar Financial Institutions”.

CONTENTS OF the STANDARD


PURPOSE OF FINANCIAL STATEMENTS


05.
Financial statements are a structured financial representation of the financial position of and the transactions undertaken by an enterprise. The objective of general-purpose financial statements is to provide information about the financial position, performance and cash flows of an enterprise that is useful to a wide range of users in making economic decisions. To meet this objective, financial statements provide information about an enterprise’s:


(a)
assets;


(b)
liabilities;


(c)
equity;


(d)
revenue, other income, expenses, gains and losses; 


(e)
cash flows.


This information, along with other information in the notes to financial statements, assists users in predicting the enterprise’s future cash flows and in particular the timing and certainty of the generation of cash and cash equivalents.


RESPONSIBILITY FOR PREPARATION AND PRESENTAION OF FINANCIAL STATEMENTS


06.
The director (or leader) of an enterprise is responsible for the preparation and presentation of its financial statements.


COMPONENTS OF FINANCIAL STATEMENTS


07.
A complete set of financial statements includes the following components:


(a)
Balance sheet;


(b)
Income statement;


(c) Cash flow statement;


(d) Notes to the financial statements.


08. Enterprises are encouraged to present, outside the financial statements, a review by management which describes and explains the main features of the enterprise’s financial performance and financial position and the principal uncertainties it faces if management believes they will assist users in making economic decisions.


REQUIREMENTS FOR PREPARATION AND PRESENTATION OF FINANCIAL STATEMENTS


09.
Financial statements should present fairly the financial position, financial performance and cash flows of an enterprise. To achieve a fair presentation, financial statements should be prepared and presented in compliance with prevailing accounting standards, accounting policies and related regulations. 


10.
An enterprise whose financial statements comply with Vietnamese accounting standards and accounting policies should disclose that fact in the notes to the financial statements.  Financial statements should not be described as complying with Vietnamese accounting standards and accounting policies unless they comply with all the requirements of each applicable standard and policy and each applicable regulations of the Ministry of Finance guiding the implementation of the Vietnamese Accounting Standards.


In case that an enterprise applies accounting policies which are not in accordance with Vietnamese accounting standards and accounting policies, it is not then considered as complying with prevailing accounting standards even though it is fully disclosed in the Notes to the financial statements.


11.
A fair presentation of financial statements requires:

(a)
selecting and applying accounting policies in accordance with paragraph 12;


(b)
presenting information, including accounting policies, in a manner which provides relevant, reliable, comparable and understandable information; 


(c)
providing additional disclosures when the requirements in Vietnamese Accounting Standards are insufficient to enable users to understand the impact of particular transactions or events on the enterprise’s financial position and financial performance.


 Accounting Policies


12. An enterprise should select and apply accounting policies so that the financial statements comply with all requirements of each applicable Vietnamese accounting standard. Where there is no specific requirement, the enterprise should develop policies based upon the Framework to ensure that the financial statements provide information that is:


(a)
relevant to the decision-making needs of users; 


(b)
reliable in that they:


- represent fairly the results and financial position of the enterprise;


- reflect the economic substance of events and transactions and not merely the legal form;


- are neutral, that is free from bias;


- are prudent;


- are complete in all material respects.


13.
Accounting policies are the specific principles, bases, conventions, rules and practices adopted by an enterprise in preparing and presenting financial statements.


14.
In the absence of a specific accounting standard, in developing an accounting policy, an enterprise considers:


(a)
the requirements and guidance in accounting standards dealing with similar and related issues;


(b)
the definitions, recognition and measurement criteria for assets, liabilities, income and expenses set out in the Framework;


(c) Particular regulations of the industry which are accepted only to the extent that they are consistent with (a) and (b) of this paragraph.


Requirements in preparation and presentation of financial statements:


Going concerns


15. When preparing financial statements, the Director (or leader) of an enterprise should make an assessment of the enterprise’s ability to continue as a going concern.  Financial statements should be prepared on a going concern basis unless the enterprise either intends to liquidate the enterprise or to cease trading, or has no realistic alternative but to do so. When the Director (or leader) of the enterprise is aware, in making its assessment, of material uncertainties related to events or conditions which may cast significant doubt upon the enterprise’s ability to continue as a going concern, those uncertainties should be disclosed. When the financial statements are not prepared on a going concern basis, that fact should be disclosed, together with the basis on which the financial statements are prepared and the reason why the enterprise is not considered to be a going concern.


16.
In assessing whether the going concern assumption is appropriate, the Director (or leader) of an enterprise takes into account all available information for the foreseeable future, which should be at least twelve months from the balance sheet date.  


Accrual basis of accounting


17.
An enterprise should prepare its financial statements, except for cash flow information, under the accrual basis of accounting.


18.
Under the accrual basis of accounting, transactions and events are recognised when they occur and not as cash or its equivalent is received or paid; and they are recorded in the accounting records and reported in the financial statements of the periods to which they relate. Expenses are recognised in the income statement on the basis of a direct association between the costs incurred and the earning of specific items of income (matching). However, the application of the matching concept does not allow the recognition of items in the balance sheet which do not meet the definition of assets or liabilities.


Consistency of presentation


19.
The presentation and classification of items in the financial statements should be retained from one period to the next unless:


(a)
a significant change in the nature of the operations of the enterprise or a review of its financial statement presentation demonstrates that the change will result in a more appropriate presentation of events or transactions; or


(b)
a change in presentation is required by another accounting standard 


20.
A significant acquisition or disposal, or a review of the financial statement presentation, might suggest that the financial statements should be presented differently. Only if the revised structure is likely to continue, or if the benefit of an alternative presentation is clear, should an enterprise change the presentation of its financial statements. When such changes in presentation are made, an enterprise reclassifies its comparative information in accordance with paragraph 30 and discloses the reasons for changes together with the impacts on the financial statements in the accompanying notes.


Materiality and aggregation


21. Each material item should be presented separately in the financial statements.  Immaterial amounts should be aggregated with amounts of a similar nature or function and need not be presented separately.


22. In presenting financial statements, information is material if its non-disclosure or improper presentation could cause material misstatements and influence the economic decisions of users taken on the basis of the financial statements.  Materiality depends on the size and nature of the item judged in the particular circumstances of its omission.  In deciding whether an item or an aggregate of items is material, the nature and the size of the item are evaluated together. Depending on the circumstances, either the nature or the size of the item could be the determining factor. For example, individual assets with the same nature and function are aggregated even if the individual amounts are large.  However, large items which differ in nature or function are presented separately.


23. If an item is not individually material, it is aggregated with other items either on the face of the financial statements or in the notes to the financial statements. An item that is not sufficiently material to warrant separate presentation on the face of the financial statements may nevertheless be sufficiently material that it should be presented separately in the notes to the financial statements.


24. Materiality provides that the specific disclosure requirements of accounting standards need not be met if the resulting information is not material.


Offsetting


25.
Assets and liabilities should not be offset except when offsetting is required or permitted by another accounting standard.  


26.
Items of revenue, other income and expense should be offset when, and only when:


(a)
an accounting standard requires or permits it; or


(b)
gains, losses and related expenses arising from the same or similar transactions and events are not material. Such amounts should be aggregated in accordance with paragraph 21.


27.
It is important that assets and liabilities, and income and expenses, when material, are reported separately. Offsetting in either the income statement or the balance sheet, except when offsetting reflects the substance of the transaction or event, detracts from the ability of users to understand the transactions undertaken and to assess the future cash flows of the enterprise.  


28.
VAS 14, “Revenue and other income”, defines the term revenue and requires it to be measured at the fair value of consideration received or receivable, taking into account the amount of any trade discounts and volume rebates allowed by the enterprise. An enterprise undertakes, in the course of its ordinary activities, other transactions which do not generate revenue but which are incidental to the main revenue generating activities.  The results of such transactions are presented, when this presentation reflects the substance of the transaction or event, by netting any income with related expenses arising on the same transaction. For example:


(a)
gains and losses on the disposal of non-current assets, including investments and operating assets, are reported by deducting from the proceeds on disposal the carrying amount of the asset and related selling expenses;


(b)
expenditure that is reimbursed under a contractual arrangement with a third party (a sub-letting agreement, for example) is netted against the related reimbursement


29.
Gains and losses arising from a group of similar transactions are reported on a net basis, for example foreign exchange gains and losses or gains and losses arising on financial instruments held for trading purposes. Such gains and losses are, however, reported separately if their size, nature or incidence is such that separate disclosure is required by Accounting Standard “Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting Policies”.


Comparative Information


30.
Comparative numerical information should be disclosed in respect of the previous period for all numerical information in the financial statements. Comparative information should be included in narrative and descriptive information when it is relevant to an understanding of the current period’s financial statements.  


31.
When the presentation or classification of items in the financial statements is amended, comparative amounts should be reclassified (unless it is impracticable to do so) to ensure comparability with the current period, and the nature, amount of, and reason for, any reclassification should be disclosed. When it is impracticable to reclassify comparative amounts, an enterprise should disclose the reason for not reclassifying and the nature of the changes that would have been made if amounts were reclassified.


32.
Circumstances may exist when it is impracticable to reclassify comparative information to achieve comparability with the current period. For example, data may not have been collected in the previous periods in a way which allows reclassification, and it may not be practicable to recreate the information. In such circumstances, the nature of the adjustments to comparative amounts that would have been made is disclosed. Accounting Standard “Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting Policies” deals with the adjustments required to comparative information following a change in accounting policy that is applied retrospectively.


STRUCTURE AND BASIC CONTENT OF FINANCIAL STATEMENTS


General information about an enterprise


33.
In financial statements, the following information should be prominently displayed:


(a)
the registered name and address of the reporting enterprise;


(b)
whether the financial statements are separate financial statements of the reporting enterprise or consolidated financial statements for a group of enterprises; 


(c) the date of the financial statements;


(d) the reporting currency.


34. The requirements in paragraph 33 are presented in the financial statements. Depending on the circumstances, judgement is required in determining the best way of presenting such information. In case the financial statements are read electronically, separate pages may not be used; the above items are then presented frequently enough to ensure a proper understanding of the information given.


Reporting Period


35.
Financial statements should be presented at least annually. When, in exceptional circumstances, an enterprise’s balance sheet date changes and annual financial statements are presented for a period longer or shorter than one year, an enterprise should disclose, in addition to the period covered by the financial statements:


(a)
the reason for the change in balance sheet date; and


(b)
the fact that comparative amounts for the income statement, cash flows statement and related notes to the financial statements are not comparable to those of the current period. 


36.
In exceptional circumstances an enterprise may be required to, or decide to, change its balance sheet date, for example following the acquisition of the enterprise by another enterprise with a different balance sheet date. In this is the case, the current period figures and the comparative amounts are not comparable, and the reason for the change of the balance sheet date is disclosed by the enterprise.


Balance Sheet


The Current/Non-current Distinction


37.
Each enterprise should present current and non-current assets and current and non-current liabilities as separate classifications on the face of the balance sheet. When an enterprise is unable to make this classification due to the nature of its operation, assets and liabilities should be presented descending in order of their liquidity.


38.
Whichever method of presentation is adopted, an enterprise should disclose, for each asset and liability item that combines amounts expected to be recovered or settled both before and after twelve months from the balance sheet date, the amount expected to be recovered or settled after more than twelve months.


39.
When an enterprise supplies goods or services within a clearly identifiable operating cycle, separate classification of current and non-current assets and liabilities on the face of the balance sheet provides useful information by distinguishing the net assets that are continuously circulating as working capital from those used in the enterprise’s long-term operations. It also highlights assets that are expected to be realised within the current operating cycle, and liabilities that are due for settlement within the same period.  


Current and Non-current Assets


40.
An asset should be classified as a current asset when it:


(a)
is expected to be realised in, or is held for sale or consumption in, the normal course of the enterprise’s operating cycle; or


(b)
is held primarily for trading purposes or for the short-term and expected to be realised within twelve months of the balance sheet date; or


(c)
is cash or a cash equivalent asset which is not restricted in its use.


41. All other assets should be classified as non-current assets.


42.
Non-current assets include tangible, intangible, financial assets of a long-term nature and other non-current assets.


43.
The operating cycle of an enterprise is the time between the acquisition of materials entering into a process and its realisation in cash or an instrument that is readily convertible into cash. Current assets include inventories and trade receivables that are sold, consumed and realised as part of the normal operating cycle even when they are not expected to be realised within twelve months of the balance sheet date.  Marketable securities are classified as current assets if they are expected to be realised within twelve months of the balance sheet date; otherwise they are classified as non-current assets.


Current and Non-current Liabilities


44.
A liability should be classified as a current liability when it:


(a)
is expected to be settled in the normal course of the enterprise’s operating cycle; or


(b)
is due to be settled within twelve months of the balance sheet date.


45. All other liabilities should be classified as non-current liabilities.


46.
Current liabilities can be categorised in a similar way to current assets. Some current liabilities, such as trade payables and accruals for employee and other operating costs, form part of the working capital used in the normal operating cycle of the business.  Such operating items are classified as current liabilities even if they are due to be settled after more than twelve months from the balance sheet date.


47.
Other current liabilities are not settled as part of the current operating cycle, but are due for settlement within twelve months of the balance sheet date. Examples are the current portion of interest-bearing liabilities, bank overdrafts, taxes and other non-trade payables. Interest-bearing liabilities that provide the financing for working capital on a long-term basis, and are not due for settlement within twelve months, are non-current liabilities.


48.
An enterprise should continue to classify its long-term interest-bearing liabilities as non-current, even when they are due to be settled within twelve months of the balance sheet date if:


(a)
the original term was for a period of more than twelve months;


(b)
the enterprise intends to refinance the obligation on a long-term basis and that intention is supported by an agreement to refinance, or to reschedule payments, which is completed before the financial statements are authorised for issue.


The amount of any liability that has been excluded from current liabilities in accordance with this paragraph, together with information in support of this presentation, should be disclosed in the notes to the balance sheet.


49.
Some obligations that are due to be repaid within the next operating cycle may be expected to be refinanced or ‘rolled over’ at the discretion of the enterprise and, therefore, are not expected to use current working capital of the enterprise. Such obligations are considered to form part of the enterprise’s long-term financing and should be classified as non-current. However, in situations in which refinancing is not at the discretion of the enterprise (as would be the case if there were no agreement to refinance), the obligation is classified as current unless the completion of a refinancing agreement before the authorisation of the financial statements for issue provides evidence that the substance of the liability at the balance sheet date was long-term.  


50.
Some borrowing agreements incorporate undertakings by the borrower (covenants) which have the effect that the liability becomes payable on demand if certain conditions related to the borrower’s financial position are breached. In these circumstances, the liability is classified as non-current only when:


(a)
the lender has agreed, prior to the authorisation of the financial statements for issue, not to demand payment as a consequence of the breach; and 


(b)
it is not probable that further breaches will occur within twelve months of the balance sheet date.


Information to be presented on the Face of the Balance Sheet

51.
As a minimum, the face of the balance sheet should include line items which present the following amounts:


1. Cash and cash equivalents;


2. Short-term financial investments;


3. Trade and other receivables;


4. Inventories;


5. Other current assets;


6. Tangible fixed assets;


7. Intangible fixed assets;


8. Long-term financial investments;


9. Construction in progress;


10. Other non-current assets


11. Short-term loan;


12. Trade and other payables;


13. Taxes payable; 


14. Long-term loans and other long-term liabilities;


15. Provisions;


16. Minority interest; 


17. Paid -in capital;


18. Reserves;


19. Undistributed earnings.


52.
Additional line items, headings and sub-totals should be presented on the face of the balance sheet when an accounting standard requires it, or when such presentation is necessary to present fairly the enterprise’s financial position.


53.
The format in which items are to be presented on the face of the Balance Sheet applied for each type of enterprise will be prescribed in the applicable regulations providing implementation guidance to this standard. (Paragraph 51 simply provides a list of items that are so different in nature or function that they deserve separate presentation on the face of the Balance Sheet). Adjustments to the line items presented on the face of the Balance Sheet include the followings:


(a)
line items are added when another accounting standard requires separate presentation on the face of the balance sheet, or when the size, nature or function of an item is such that separate presentation would assist in presenting fairly the enterprise’s financial position; 


(b) the descriptions used and the ordering of items may be amended according to the nature of the enterprise and its transactions, to provide information that is necessary for an overall understanding of the enterprise’s financial position.  For example, for a bank or a similar financial institution, the presentation of the balance sheet will be more specifically prescribed in paragraphs Accounting Standard “Disclosures in the Financial Statements of Banks and Similar Financial Institutions”.


Information to be Presented Either on the Face of the Balance Sheet or in the Notes to the Financial Statements


54.
An enterprise should disclose, either on the face of the balance sheet or in the notes to the balance sheet, further sub-classifications of the line items presented, classified in a manner appropriate to the enterprise’s operations. Each item should be sub-classified, when appropriate, by its nature and, amounts payable to and receivable from the parent enterprise, fellow subsidiaries and associates and other related parties should be disclosed separately.


55.
The detail provided in sub-classifications, either on the face of the balance sheet or in the notes depends on the requirements of Vietnamese Accounting Standards and the size, nature and function of the amounts involved. The disclosures will vary for each item, for example:


(a)
tangible fixed assets are classified as described in VAS 03 “Tangible fixed assets” into Buildings, structures; Machinery and equipments; Means of transportation, and transmission; Management tools and devices; Perennial trees, working and/or product animals; Other tangible fixed assets.


(b)
receivables are analysed between amounts receivable from trade customers, inter-company receivables, receivables from related parties, prepayments and other amounts;


(c)
inventories are sub-classified, in accordance with VAS 02, “Inventories”, into classifications such as materials, tools and supplies, work in progress and finished goods etc; 


(d)
provisions are analysed showing separately the various classes in a manner appropriate to the enterprise’s operations; and


(e) equity capital and reserves from profits are analysed showing separately the various classes of paid – in capital, share premium and reserves.


Income Statement


Information to be presented on the face of the Income Statement


56.
As a minimum, the face of the income statement should include line items which present the following amounts:


1. Revenue from sales of goods and rendering of services;


2. Deductible items;


3. Net revenue from sales of goods and rendering of services;


4. Cost of goods sold;


5. Gross profit from sale of goods and rendering of services;


6. Income from financial activities;


7. Expenses from financial activities;


8. Selling expenses;


9. General and administration expenses;


10. Other income;


11. Other expenses;


12. Share of profits and losses of associates and joint ventures accounted for using the equity method (in the case of consolidated income statement);


13. Operating profit;


14. Enterprise income tax;


15. Profit after tax;


16. Minority interest in profit after tax (in the case of consolidated income statements);


17. Net profit/loss for the period.


57. Additional line items, headings and sub-totals should be presented on the face of the income statement when required by another Vietnamese Accounting Standard, or when such presentation is necessary to present fairly the enterprise’s financial performance.


58. Descriptions used and the ordering of items are amended when this is necessary to explain the elements of performance. Factors to be taken into consideration include materiality and the nature and function of the various components of income and expenses. For example, for a bank or a similar financial institution, the presentation of the balance sheet will be more specifically prescribed in Accounting Standard  “Disclosures in the Financial Statements of Banks and Similar Financial Institutions”.


59. If, due to the operation nature of an enterprise, items on the face of the income statement could not be presented based on the function of expenses, they will be presented based on the nature of expenses.


Information to be presented either on the face of the Income statement or in the Notes to the Financial statements.


60. Enterprises classifying expenses by function should disclose additional information on the nature of expenses, for example, depreciation and amortisation expenses and staff costs.


61. An enterprise should disclose in the notes the amount of dividends per share, declared or proposed, for the period covered by the financial statements.


Cash Flow Statement


62. Cash flow statement is prepared and presented in accordance with the requirements set out in VAS 24 “Cash flow statement”.


Notes to the Financial Statements


Structure


63.
The notes to the financial statements of an enterprise should:


(a)
present information about the basis of preparation of the financial statements and the specific accounting policies selected and applied for significant transactions and events;


(b)
disclose the information required by Vietnamese Accounting Standards that is not presented elsewhere in the financial statements; 


(c)
provide additional information which is not presented on the face of the financial statements but that is necessary for a fair presentation.


64.
Notes to the financial statements should be presented in a systematic manner. Each item on the face of the balance sheet, income statement and cash flow statement should be cross-referenced to any related information in the notes.


65.
Notes to the financial statements include narrative descriptions or more detailed analyses of amounts shown on the face of the balance sheet, income statement, cash flow statement, as well as additional information. They include information required to be disclosed by others accounting standards, and other disclosures necessary to achieve a fair presentation.


66.
Notes to the financial statements are normally presented in the following order and should be presented consistently in this order in order to assist users in understanding the financial statements and comparing them with those of other enterprises:


(a)
statement of compliance with Vietnamese accounting standards;


(b)
statement of the measurement basis (bases) and accounting policies applied;


(c) supporting information for items presented on the face of each financial statement in the order in which each line item and each financial statement is presented; 


(d) statement of changes in equity;


(e) other disclosures, including:


(i)
contingencies, commitments and other financial disclosures; and


            (ii) non-financial disclosures.

Presentation of Accounting Policies


67.
The accounting policies section of the notes to the financial statements should describe the following:


(a)
the measurement basis (or bases) used in preparing the financial statements; and


(b)
each specific accounting policy that is necessary for a proper understanding of the financial statements.


68.
In addition to the specific accounting policies used in the financial statements, it is important for users to be aware of the measurement basis (bases) used (historical cost, current cost, realisable value, fair value or present value) because they form the basis on which the whole of the financial statements are prepared. When more than one measurement basis is used in the financial statements, for example when certain assets are revalued as required by statutes, it is sufficient to provide an indication of the categories of assets and liabilities to which each measurement basis is applied.


69.
In deciding whether a specific accounting policy should be disclosed in the financial statements, the Director (or leader) of an enterprise considers whether disclosure would assist users in understanding the way in which transactions and events are reflected in the reported performance and financial position. The accounting policies that an enterprise might consider presenting include, but are not restricted to, the following:


(a)
revenue recognition;


(b)
consolidation principles, including subsidiaries and associates;


(c)
business combinations;


(d)
joint ventures;


(e)
recognition and depreciation/amortisation of tangible and intangible assets; amortization of prepaid expense and goodwill;


(f)
capitalisation of borrowing costs and other expenditure;


(g)
construction contracts;


(h)
investment properties;


(i)
financial instruments and investments;


(j)
leases;


(k)
research and development costs;


(l)
inventories;


(m)
taxes, including deferred taxes;


(n)
provisions;


(o) foreign currency translation and hedging;


(p)
definition of business and geographical segments and the basis for allocation of costs between segments;


(q)
definition of cash and cash equivalents;


(r)
government grants.


Other accounting standards specifically require disclosure of accounting policies in many of these areas.


70.
Each enterprise considers the nature of its operations and the policies which the user would expect to be disclosed for that type of enterprise. When an enterprise has significant foreign operations or transactions in foreign currencies, disclosure of accounting policies for the recognition of foreign exchange gains and losses and the hedging of such gains and losses would be expected. In consolidated financial statements, the policy used for determining goodwill and minority interest is disclosed.


71.
An accounting policy may be significant even if amounts shown for current and prior periods are not material. It is also appropriate to disclose an accounting policy for each policy not covered by existing Vietnamese Accounting Standards, but selected and applied in accordance with paragraph 12.


Presentation of changes in equity


72.
An enterprise should disclose in the notes to the financial statements the information regarding changes in equity as following:

(a)
the net profit or loss for the period;


(b)
each item of income and expense, gain or loss which, as required by other Standards, is recognised directly in equity, and the total of these items; and


(c)
the cumulative effect of changes in accounting policy and the correction of fundamental errors dealt with under the accounting treatments in Accounting Standard “Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting Policies”.


(d)
capital transactions with owners and distributions to owners;


(e)
the balance of accumulated profit or loss at the beginning of the period and at the balance sheet date, and the movements for the period; and


(f) a reconciliation between the carrying amount of each class of equity capital, share premium and each reserve at the beginning and the end of the period, separately disclosing each movement. 


73.
An enterprise should disclose the following in the notes to the financial statements:


(a)
for each class of share:


(i)
the number of shares authorised;


(ii)
the number of shares issued and fully paid, and issued but not fully paid;


(iii)
par value per share, or that the shares have no par value;


(iv)
a reconciliation of the number of shares outstanding at the beginning and at the end of the year;


(v)
the rights, preferences and restrictions attaching to that class including restrictions on the distribution of dividends and the repayment of capital;


(vi)
shares in the enterprise held by the enterprise itself or by subsidiaries or associates of the enterprise; and


(vii)
shares reserved for issuance under options and sales contracts, including the terms and amounts;


(b) a description of the nature and purpose of each reserve within owners’ equity;


(c) the amount of dividends that were proposed or declared after the balance sheet date but before the financial statements were authorised for issue; and


 (d)
the amount of any cumulative preference dividends not recognised.


An enterprise without share capital, such as a partnership, a state-owned enterprise or a limited liability company should disclose information equivalent to that required above, showing movements during the period in each category of equity interest and the rights, preferences and restrictions attaching to each category of equity interest.


Other Disclosures


74.
An enterprise should disclose the following if not disclosed elsewhere in information published with the financial statements:


(a)
the domicile and legal form of the enterprise, its country of incorporation and the address of the registered office (or principal place of business, if different from the registered office);


(b)
a description of the nature of the enterprise’s operations and its principal activities;


(c)
the name of the parent enterprise and the ultimate parent enterprise of the group; and


(d)
either the number of employees at the end of the period or the average for the period.


* * *
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STANDARD 08


FINANCIAL REPORTING OF INTEREST IN JOINT VENTURES


(Issued in pursuance of the Minister of Finance Decision No. 234/2003/QD-BTC


dated 30 December 2003)

general 


01. The objective of this standard is to prescribe the accounting policies and procedures in relation to interests in joint ventures, including the forms of joint venture, and venturers’ separate financial statements and consolidated financial statements for their bookkeeping and financial reporting purposes. 

02. This Standard should be applied in accounting for interests in joint ventures including jointly controlled operations, jointly controlled assets and jointly controlled entities. 


03. The following terms are used in this Standard with the meanings specified:


A joint venture is a contractual arrangement whereby two or more parties undertake an economic activity which is subject to joint control. Jointly controlled activities referred to herein include


· business cooperation contract involvement in the form of jointly controlled operations;  


· business cooperation contract involvement in the form of jointly controlled assets; 


· joint venture contract involvement in the establishment of jointly controlled entities.


Control is the power to govern the financial and operating policies of an economic activity relating to interests in joint ventures so as to obtain benefits from it.


Joint control is the power to jointly govern the financial and operating policies of an economic activity on a contractual basis.


Significant influence is the power to participate in the financial and operating policy decisions of an economic activity but is not control or joint control over those policies.


A venturer is a party to a joint venture and has joint control over that joint venture.


An investor in a joint venture is a party to a joint venture and does not have joint control over that joint venture.


The equity method is a method of accounting and reporting whereby an interest in a jointly controlled entity is initially recorded at cost and adjusted thereafter for the post acquisition change in the venturer's share of net assets of the jointly controlled entity. The income statement reflects the venturer's share of the results of operations of the jointly controlled entity.


The cost method is a method of accounting and reporting whereby an interest in a jointly controlled entity is initially recorded at cost and kept unadjusted thereafter for the post acquisition change in the venturer's share of net assets of the jointly controlled entity. The income statement only reflects the venturer's share of the net accumulated profits of the jointly controlled entity arising as from the contribution date.


Contents of the standard


Forms of Joint Venture


04. This Standard identifies three broad types of joint venture: business co-operation contract in the form of jointly controlled operation (jointly controlled operations), business cooperation contract in the form of jointly controlled assets (jointly controlled assets) and establishment of jointly controlled entities (jointly controlled entities).


The following characteristics are common to all joint ventures:


(a) two or more venturers are bound by a contractual arrangement; and


(b) the contractual arrangement establishes joint control


Contractual Arrangement


05. The existence of a contractual arrangement distinguishes interests which involve joint control from investments in associates in which the investor has significant influence (see VAS 07, Accounting for Investments in Associates). 


Activities which have no contractual arrangement to establish joint control are not joint ventures for the purposes of this VAS.


06. The contractual arrangement may be evidenced in a number of ways, for example by a contract between the venturers or minutes of discussions between the venturers. In some cases, the arrangement is incorporated in the articles or other by-laws of the joint venture. The contractual arrangement is usually in writing and deals with such matters as:


(a) the activity and duration the joint venture and reporting obligations of venturers;


(b) the appointment of the board of directors of the joint venture and the voting rights of the venturers; 


(c) capital contributions by the venturers; and 


(d) the sharing by the venturers of the output, income, expenses or results of the joint venture. 


07. The contractual arrangement establishes joint control over the joint venture. Such a requirement ensures that no single venturer is in a position to control unilaterally the activity. The arrangement identifies those decisions in areas essential to the goals of the joint venture which require the consent of all the venturers and those decisions which may require the consent of a specified majority of the venturers.


08. The contractual arrangement may identify one venturer as the operator or manager of the joint venture. The operator does not control the joint venture but acts within the financial and operating policies which have been agreed by the venturers in accordance with the contractual arrangement and delegated to the operator. If the operator has the power to govern the financial and operating policies of the economic activity, it controls the venture and the venture is a subsidiary of the operator and not a joint venture.


Business Cooperation Contract Involvement in the Form of Jointly Controlled Operations


09. The operation of some joint ventures involves the use of the assets and other resources of the venturers rather than the establishment of a corporation, partnership or other entity, or a financial structure that is separate from the venturers themselves. Each venturer uses its own property, plant and equipment and carries its own inventories. It also incurs its own expenses and liabilities and raises its own finance, which represent its own obligations. The joint venture activities may be carried out by the venturer's employees alongside the venturer's similar activities. The business cooperation contract usually provides a means by which the revenue from the sale of the joint product and any expenses incurred in common are shared among the venturers


010. An example of a jointly controlled operation is when two or more venturers combine their operations, resources and expertise in order to manufacture, market and distribute jointly a particular product, such as an aircraft. Different parts of the manufacturing process are carried out by each of the venturers. Each venturer bears its own costs and takes a share of the revenue from the sale of the aircraft, such share being determined in accordance with the contractual arrangement.


011. In respect of its interests in jointly controlled operations, a venturer should recognise in its separate financial statements and consequently in its consolidated financial statements:


(a) the assets that it controls and the liabilities that it incurs; and 


(b) the expenses that it incurs and its share of the income that it earns from the sale of goods or services by the joint venture.


012. Separate accounting records may not be required for the joint venture itself and financial statements may not be prepared for the joint venture. However, the venturers may prepare management accounts so that they may assess the performance of the joint venture.


Business Cooperation Contract Involvement in the Form of Jointly Controlled Assets


013. Some joint ventures involve the joint control, and often the joint ownership, by the venturers of one or more assets contributed to, or acquired for the purpose of, the joint venture and dedicated to the purposes of the joint venture. The assets are used to obtain benefits for the venturers. Each venturer may take a share of the output from the assets and each bears an agreed share of the expenses incurred.

014. These joint ventures do not involve the establishment of a new entity. Each venturer has control over its share of future economic benefits through its share in the jointly controlled asset.

015. Many activities in the oil, gas and mineral extraction industries involve jointly controlled assets; for example, a number of oil production companies may jointly control and operate an oil pipeline. Each venturer uses the pipeline to transport its own product in return for which it bears an agreed proportion of the expenses of operating the pipeline. Another example of a jointly controlled asset is when two enterprises jointly control a property, each taking a share of the rents received and bearing a share of the expenses.


016. In respect of its interest in jointly controlled assets, a venturer should recognise in its separate financial statements: 


(a) its share of the jointly controlled assets, classified according to the nature of the assets;


(b) any liabilities which it has incurred;


(c) its share of any liabilities incurred jointly with the other venturers in relation to the joint venture;


(d) any income from the sale or use of its share of the output of the joint venture, together with its share of any expenses incurred by the joint venture; and


(e) any expenses which it has incurred in respect of its interest in the joint venture.


017. In respect of its interest in jointly controlled assets, each venturer recognises in its separate financial statements: 


(a) its share of the jointly controlled assets, classified according to the nature of the assets rather than as an investment. For example, a share of a jointly controlled oil pipeline is classified as property, plant and equipment;


(b) any liabilities which it has incurred, for example those incurred in financing its share of the assets;


(c) its share of any liabilities incurred jointly with other venturers in relation to the joint venture;


(d) any income from the sale or use of its share of the output of the joint venture, together with its share of any expenses incurred by the joint venture; and 


(e) any expenses which it has incurred in respect of its interest in the joint venture, for example those related to financing the venturer's interest in the assets and selling its share of the output.


018. The treatment of jointly controlled assets reflects the substance and economic reality and, usually, the legal form of the joint venture. Separate accounting records for the joint venture itself may be limited to those expenses incurred in common by the venturers and ultimately borne by the venturers according to their agreed shares. Management accounts and financial statements may not be prepared for the joint venture, although the venturers may prepare management accounts so that they may assess the performance of the joint venture.


Joint Venture Contract Involvement in Establishment of Jointly Controlled Entities


019. A jointly controlled entity is a joint venture which involves the establishment of a new entity in which each venturer has an interest. The entity operates in the same way as other enterprises, except that a contractual arrangement between the venturers establishes joint control over the economic activity of the entity.


020. A jointly controlled entity controls the assets of the joint venture, incurs liabilities and expenses and earns income. It may enter into contracts in its own name and raise finance for the purposes of the joint venture activity. Each venturer is entitled to a share of the results of the jointly controlled entity, although some jointly controlled entities also involve a sharing of the output of the joint venture.


021. A common example of a jointly controlled entity is 


(a) when two domestic enterprises combine their activities in a particular line of business by transferring the relevant assets and liabilities into a jointly controlled entity. 


(b) when an enterprise commences a business in a foreign country in conjunction with an agency in that country, by establishing a separate entity which is jointly controlled by the enterprise and the agency.


(c) when a foreign investor commences a business in conjunction with a domestic enterprise, by establishing a separate entity which is jointly controlled by these enterprises.


022. Many jointly controlled entities are similar in substance to those joint ventures referred to as jointly controlled operations or jointly controlled assets. For example, the venturers may transfer a jointly controlled asset, such as an oil pipeline, into a jointly controlled entity, for other reasons. Similarly, the venturers may contribute into a jointly controlled entity assets which will be operated jointly. Some jointly controlled operations also involve the establishment of a jointly controlled entity to deal with particular aspects of the activity, for example, the design, marketing, distribution or after-sales service of the product.


023. A jointly controlled entity maintains its own accounting records in the same way as other enterprises in conformity with the appropriate prevailing law on accounting.


024. Each venturer usually contributes cash or other resources to the jointly controlled entity. These contributions are included in the accounting records of the venturer and recognised in its separate financial statements as an investment in the jointly controlled entity.


Separate Financial Statements of a Venturer


025. A venturer should prepare and disclose its interest in a joint venture in its separate financial statements in accordance with the cost method.


Consolidated Financial Statements of a Venturer


026. Where a venturer is to consolidate its financial statements, the venturer should report in its consolidated financial statements its interest in a jointly controlled entity using the equity method.


027. A venturer should discontinue the use of the equity method from the date on which it ceases to have joint control over or clases to maintain significant influence on a jointly controlled entity.


Exceptions to the Equity method:


028. A venturer should account for the following interests in accordance with the cost method:


(a) an interest in a jointly controlled entity which is acquired and held exclusively with a view to its subsequent disposal in the near future, normally 12 months; and


(b) an interest in a jointly controlled entity which operates under severe long-term restrictions that significantly impair its ability to transfer funds to the venturer. 


029. The use of the equity method is inappropriate when the interest in a jointly controlled entity is acquired and held exclusively with a view to its subsequent disposal in twelve months. It is also inappropriate when the jointly controlled entity operates under severe long-term restrictions which significantly impair its ability to transfer funds to the venturer. 


30. From the date on which a jointly controlled entity becomes a subsidiary of a venturer, the venturer accounts for its interest in accordance with VAS 25, Consolidated Financial Statements and Accounting for Investments in Subsidiaries.


Transactions between a Venturer and a Joint Venture


31. When a venturer contributes or sells assets to a joint venture, recognition of any portion of a gain or loss from the transaction should reflect the substance of the transaction. 


Where the venturer has transferred the significant risks and rewards of ownership, the venturer should recognise only that portion of the gain or loss which is attributable to the interests of the other venturers. 


The venturer should recognise the full amount of any loss when the contribution provides evidence of a reduction in the net realisable value of current assets or the net book value of fixed assets.


32. When a venturer sells assets to a joint venture, recognition of any portion of a gain or loss from the transaction should reflect the substance of the transaction. 


Where a venturer has transferred the reward of ownership and the assets are retained by the joint venture without selling to an independent third party, the venturer should recognise only that portion of the gain or loss which is attributable to the interests of the other venturers. 


Where the joint venture resells the assets to an independent third party, the venturer is entitled to recognise that portion of the actual gain or loss which is arise from the sale of asset to Joint Venture. 


The venturer should recognise the full amount of any loss when the sale provides evidence of a reduction in the net realisable value of current assets or net-book value of fixed assets.


33. When a venturer purchases assets from a joint venture, recognition of any portion of a gain or loss from the transaction should reflect the substance of the transaction. 


The venturer should not recognise its share of the profits of the joint venture from the transaction until it resells the assets to an independent party. 


Where the venturer sells the assets to an independent third party, the venturer is entitled to recognise that portion of the actual gain attributable to its interests in the joint venture. 


A venturer should recognise its share of the losses resulting from these transactions in the same way as profits except that losses should be recognised immediately when they represent a reduction in the net realisable value of current assets or the net-book value of fixed assets.


Reporting Interests in Joint Ventures in the Financial Statements of an Investor


34. An investor in a joint venture, which does not have joint control, should report its interest in a joint venture in accordance VAS, Financial Instruments: Recognition and Measurement, or, if it has significant influence in the joint venture, in accordance with VAS 07, Accounting for Investments in Associates. 


Disclosure


035. A venturer should disclose the aggregate amount of the following contingent liabilities, unless the probability of loss is remote, separately from the amount of other contingencies:


(a) any contingent liabilities that the venturer has incurred in relation to its interests in joint ventures and its share in each of the contingencies which have been incurred jointly with other venturers; 


(b) its share of the contingent liabilities of the joint ventures themselves for which it is contingently liable; and


(c) those contingent liabilities that arise because the venturer is contingently liable for the liabilities of the other venturers of a joint venture.


36. A venturer should disclose the aggregate amount of the following commitments in respect of its interests in joint ventures separately from other commitments:


(a) any capital commitments of the venturer in relation to its interests in joint ventures and its share in the capital commitments that have been incurred jointly with other venturers; and


(b) its share of the capital commitments of the joint ventures themselves


037. A venturer should disclose a listing and description of interests in significant joint ventures held in jointly controlled entities. 


038. A venturer which does not issue consolidated financial statements, because it does not have subsidiaries, should disclose the information required in paragraphs 35, 36 and 37.


039. It is appropriate that a venturer which does not prepare consolidated financial statements because it does not have subsidiaries provides the same information about its interests in joint ventures as those venturers that have subsidiaries. 


* * *
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VIETNAMESE STANDARDS ON ACCOUNTING


----------------------------------------------------------------------------------------------------


STANDARD 25


CONSOLIDATED FINANCIAL STATEMENTS AND ACCOUNTING FOR INVSTMENTS IN SUBSIDIARIES


(Issued in pursuance of the Minister of Finance Decision No. 234/2003/QD-BTC


dated 30 December 2003)

general


01. The objective of this Standard is to prescribe the principles and methods of preparing and presenting the consolidated financial statements of a group composing subsidiaries controlled by a parent company and accounting for investments in subsidiaries on the separate financial statements of the parent company.  

02. This Standard should be applied in:


· 
the preparation and presentation of consolidated financial statements for a group of enterprises under the control of a parent.


· accounting for investments in subsidiaries in a parent's separate financial statements.


02. This Standard does not deal with:


(a)
methods of accounting for business combinations and their effects on consolidation, including goodwill arising on a business combination (see VAS Business Combinations);


(b)
accounting for investments in associates (see VAS 07, Accounting for Investments in Associates); and


(c)
accounting for investments in joint ventures (see VAS 08, Financial Reporting of Interests in Joint Ventures).


The consolidated financial statements are covered by the definition of “financial statements” specified in VAS 01, Frameworks. Therefore, The consolidated financial statements are prepared in compliance with Vietnamese Accounting Standards.   


03.  The following terms are used in this Standard with the meanings specified:


Control is the power to govern the financial and operating policies of an enterprise so as to obtain benefits from its activities.

A subsidiary is an enterprise that is controlled by another enterprise (known as the parent).


A parent is an enterprise that has one or more subsidiaries.


A group is a parent and all its subsidiaries.

Consolidated financial statements: are the financial statements of a group presented as those of a single enterprise. These financial statements are prepared based on the consolidation of financial statements of a parent and those of its subsidiaries in accordance with this VAS. 

Minority interest is that part of the net results of operations and of net assets of a subsidiary attributable to interests which are not owned, directly or indirectly through subsidiaries, by the parent.


CONTENTS OF THE STANDARD


Presentation of Consolidated Financial Statements


04. A parent, other than a parent mentioned in paragraph 05, should present consolidated financial statements. 


05. A parent that is a wholly owned subsidiary, or is virtually wholly owned, need not present consolidated financial statements provided, in the case of one that is virtually wholly owned, the parent obtains the approval of the owners of the minority interest. Such a parent should disclose the reasons why consolidated financial statements have not been presented together with the bases on which subsidiaries are accounted for in its separate financial statements. The name and registered office of its parent that publishes consolidated financial statements should also be disclosed.


06. Users of the financial statements of a parent are usually concerned with, and need to be informed about, the financial position, results of operations and changes in financial position of the group as a whole. This need is served by consolidated financial statements, which present financial information about the group as that of a single enterprise without regard for the legal boundaries of the separate legal entities.


07. A parent that is itself wholly owned by another enterprise may not always present consolidated financial statements since such statements may not be required by its parent and the needs of other users may be best served by the consolidated financial statements of its parent. Virtually wholly owned is often taken to mean that the parent owns 90% or more of the voting power.


Scope of Consolidated Financial Statements


08. A parent which issues consolidated financial statements should consolidate all subsidiaries, foreign and domestic, other than those referred to in paragraph 10.


09. The consolidated financial statements include all enterprises that are controlled by the parent, other than those subsidiaries excluded for the reasons set out in paragraph 10. Control is presumed to exist when the parent owns, directly or indirectly through subsidiaries, more than one half of the voting power of an enterprise unless, in exceptional circumstances, it can be clearly demonstrated that such ownership does not constitute control. Below are the conditions where control also exists even when the parent owns less than one half of the voting power of an enterprise: 


(a) power over more than one half of the voting rights by virtue of an agreement with other investors;


(b) power to govern the financial and operating policies of the enterprise under a statute or an agreement;


(c) power to appoint or remove the majority of the members of the Board of Management or equivalent governing body; or


(d) power to cast the majority of votes at meetings of the Board of Management or equivalent governing body.


010. A subsidiary should be excluded from consolidation when:


(a)
control is intended to be temporary because the subsidiary is acquired and held exclusively with a view to its subsequent disposal in the near future (normally under twelve months); or 


(b)
it operates under severe long-term restrictions which significantly impair its ability to transfer funds to the parent.


Such subsidiaries should be accounted for in accordance with Accounting Standard “Financial Instruments: Recognition and Measurement”.


011. A subsidiary is not excluded from consolidation because its business activities are dissimilar from those of the other enterprises within the group. Better information is provided by consolidating such subsidiaries and disclosing additional information in the consolidated financial statements about the different business activities of subsidiaries. For example, the disclosures required by VAS Segment Reporting, help to explain the significance of different business activities within the group.


Consolidation Procedures


012. In preparing consolidated financial statements, the financial statements of the parent and its subsidiaries are combined on a line-by-line basis by adding together like items of assets, liabilities, equity, income and expenses. In order that the consolidated financial statements present financial information about the group as that of a single enterprise, the following steps are then taken:


(a) the carrying amount of the parent's investment in each subsidiary and the parent's portion of equity of each subsidiary are eliminated (see Accounting Standard “Business Combinations”, which also describes the treatment of any resultant goodwill);


(b) minority interests in the net income of consolidated subsidiaries for the reporting period are identified and adjusted against the income of the group in order to arrive at the net income attributable to the owners of the parent; and


(c) minority interests in the net assets of consolidated subsidiaries are identified and presented in the consolidated balance sheet separately from liabilities and the parent shareholders' equity. Minority interests in the net assets consist of:


(i)
the amount at the date of the original combination calculated in accordance with Accoungting Standard “Business Combinations”; and


(ii)
the minority's share of movements in equity since the date of the combination.


013. Taxes payable by either the parent or its subsidiaries on distribution to the parent of the profits retained in subsidiaries are accounted for in accordance with Accoungting Standard “Income Taxes”.


014. Intra-group balances in the balance sheet and intra-group transactions and resulting unrealised profits should be eliminated in full. Unrealised losses resulting from intra-group transactions should also be eliminated unless cost cannot be recovered.


015. Intra-group balances in the balance sheet and intra-group transactions, including sales, expenses and dividends, are eliminated in full. Unrealised profits resulting from intra-group transactions that are included in the carrying amount of assets, such as inventory and fixed assets are eliminated in full. Unrealised losses resulting from intra-group transactions that are deducted in arriving at the carrying amount of assets are also eliminated unless cost cannot be recovered. Timing differences that arise from the elimination of unrealised profits and losses resulting from intra-group transactions are dealt with in accordance with Acounting Standard “Income Taxes”.


016. When the financial statements used in the consolidation are drawn up to different reporting dates, adjustments should be made for the effects of significant transactions or other events that occur between those dates and the date of the parent's financial statements. In any case the difference between reporting dates should be no more than three months.


017. The financial statements of the parent and its subsidiaries used in the preparation of the consolidated financial statements are usually drawn up to the same date. When the reporting dates are different, the subsidiary often prepares, for consolidation purposes, statements as at the same date as the group. When it is impracticable to do this, financial statements drawn up to different reporting dates may be used provided the difference is no greater than three months. The consistency principle dictates that the length of the reporting periods and any difference in the reporting dates should be the same from period to period.


018. Consolidated financial statements should be prepared using uniform accounting policies for like transactions and other events in similar circumstances. If it is not practicable to use uniform accounting policies in preparing the consolidated financial statements, that fact should be disclosed together with the proportions of the items in the consolidated financial statements to which the different accounting policies have been applied. 


019. In many cases, if a member of the group uses accounting policies other than those adopted in the consolidated financial statements for like transactions and events in similar circumstances, appropriate adjustments are made to its financial statements when they are used in preparing the consolidated financial statements. 


020. The results of operations of a subsidiary are included in the consolidated financial statements as from the date of acquisition, which is the date on which control of the acquired subsidiary is effectively transferred to the buyer, in accordance with Accounting Standard “Business Combinations”. The results of operations of a subsidiary disposed of are included in the consolidated income statement until the date of disposal which is the date on which the parent ceases to have control of the subsidiary. The difference between the proceeds from the disposal of the subsidiary and the carrying amount of its assets less liabilities as of the date of disposal is recognised in the consolidated income statement as the profit or loss on the disposal of the subsidiary. In order to ensure the comparability of the financial statements from one accounting period to the next, supplementary information is often provided about the effect of the acquisition and disposal of subsidiaries on the financial position at the reporting date and the results for the reporting period and on the corresponding amounts for the preceding period.

021. An investment in an enterprise should be accounted for in accordance with VAS Financial Instruments: Recognition and Measurement, from the date that it ceases to fall within the definition of a subsidiary and does not become an associate as defined in VAS 07, Accounting for Investments in Associates.

022. The carrying amount of the investment at the date that it ceases to be a subsidiary is carried using the cost method.

023. Minority interests should be presented in the consolidated balance sheet separately from liabilities and the parent shareholders' equity. Minority interests in the income of the group should also be separately presented.

024. The losses applicable to the minority in a consolidated subsidiary may exceed the minority interest in the equity of the subsidiary. The excess, and any further losses applicable to the minority, are charged against the majority interest except to the extent that the minority has a binding obligation to, and is able to, make good the losses. If the subsidiary subsequently reports profits, the majority interest is allocated all such profits until the minority's share of losses previously absorbed by the majority has been recovered.


025. If a subsidiary has outstanding cumulative preferred shares which are held outside the group, the parent computes its share of profits or losses after adjusting for the subsidiary's preferred dividends, whether or not dividends have been declared.


Accounting for Investments in Subsidiaries in a Parent's Separate Financial Statements


026. In a parent's separate financial statements, investments in subsidiaries that are included in the consolidated financial statements should be carried using the cost method;


027. Investments in subsidiaries that are excluded from consolidated financial statements should be carried using the cost method;


Disclosure


028. In addition to those disclosures required by paragraphs 05 and 18, the following disclosures should be made:


(a) in consolidated financial statements a listing of significant subsidiaries including the name, country of incorporation or residence, proportion of ownership interest and, if different, proportion of voting power held; 


(b) in consolidated financial statements, where applicable:


i) the reasons for not consolidating a subsidiary;


ii) the nature of the relationship between the parent and a subsidiary of which the parent does not own, directly or indirectly through subsidiaries, more than one half of the voting power;


iii) the name of an enterprise in which more than one half of the voting power is owned, directly or indirectly through subsidiaries, but which, because of the absence of control, is not a subsidiary; and


iv) the effect of the acquisition and disposal of subsidiaries on the financial position at the reporting date, the results for the reporting period and on the corresponding amounts for the preceding period; and


(c)
in the parent's separate financial statements, a description of the method used to account for subsidiaries.


* * *
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VIETNAMESE STANDARDS ON ACCOUNTING


----------------------------------------------------------------------------------------------------


STANDARD 26


RELATES PARTY DISCLOSURES


(Issued in pursuance of the Minister of Finance Decision No. 234/2003/QD-BTC


dated 30 December 2003)

      GENERAL 


01. The objective of this Standard is to prescribe accounting principles and treatment for related party disclosures and transactions between a reporting enterprise and its related parties in the financial statements.


02. This Standard should be applied in dealing with related parties and transactions between a reporting enterprise and its related parties. The requirements of this Standard apply to the financial statements of each reporting enterprise.


This Standard applies only to those related party relationships described in paragraph 04, as modified by paragraph 07.


03. This Standard deals only with those related party relationships described below:


(a) enterprises that directly, or indirectly through one or more intermediaries, control, or are controlled by, or are under common control with, the reporting enterprise. (This includes holding companies, subsidiaries and fellow subsidiaries);


(b)
associates (see VAS 07 “Accounting for Investments in Associates”);


(c)
individuals owning, directly or indirectly, an interest in the voting power of the reporting enterprise that gives them significant influence over the enterprise, and close members of the family of any such individual. Close members of the family of an individual are those that may be expected to influence, or be influenced by, that person in their dealings with the enterprise, for examples: parent, spouse, progeny, siblings, etc;

(d)
key management personnel, that is, those persons having authority and responsibility for planning, directing and controlling the activities of the reporting enterprise, including directors and officers of companies and close members of the families of such individuals; and


(e)
enterprises in which a substantial interest in the voting power is owned, directly or indirectly, by any person described in (c) or (d) or over which such a person is able to exercise significant influence. This includes enterprises owned by directors or major shareholders of the reporting enterprise and enterprises that have a member of key management in common with the reporting enterprise.



In considering each possible related party relationship, attention is directed to the substance of the relationship, and not merely the legal form.


04.  No disclosure of transactions is required:


(a)
in consolidated financial statements in respect of intra-group transactions;


(b)
in parent financial statements when they are made available or published with the consolidated financial statements; and


(c) in financial statements of a wholly-owned subsidiary if its parent is incorporated in Vietnam and provides consolidated financial statements in Vietnam.


05. The following terms are used in this Standard with the meanings specified:


      Related party: parties are considered to be related if one party has the ability to control the other party or exercise significant influence over the other party in making financial and operating decisions.



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


       Control: ownership, directly, or indirectly through subsidiaries, 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 the management of the enterprise. 


Significant influence: participation in the financial and operating policy decisions of an enterprise, but not control of those policies. Significant influence may be exercised in several ways, such as representation on the Board of Directors, participation in the policy making process, material inter-company transactions, interchange of managerial personnel or dependence on technical information.  Significant influence may be gained by share ownership, statute or agreement. With share ownership, significant influence is presumed in accordance with the definition contained in VAS 07 “Accounting for Investments in Associates”.

06. In the context of this Standard, the following are deemed not to be related parties:


(a)
two companies simply because they have a director in common, notwithstanding paragraphs 4 (d) and (e) above, (but it is necessary to consider the possibility, and to assess the likelihood, that the director would be able to affect the policies of both companies in their mutual dealings);


(b)
Organizations and individuals maintaining normal dealings with an enterprise, namely:


· providers of finance; 


· social organizations, unions and societies;


· public utilities;


· government departments and agencies,


(c) a single customer, supplier, franchisor, distributor, or general agent with whom an enterprise transacts a significant volume of business merely by virtue of the resulting economic dependence.


CONTENT OF THE STANDARD


The Related Party Issue


07. Related party relationships are a normal feature of commerce and business. For example, enterprises frequently carry on separate parts of their activities through subsidiary or associated enterprises and acquire interests in other enterprises - for investment purposes or for trading reasons - that the investing company can control or exercise significant influence on the financial and operating decisions of its investee.


08. A related party relationship could have an effect on the financial position and operating results of the reporting enterprise. Related parties may enter into transactions which unrelated parties would not enter into. Also, transactions between related parties may not be effected at the same amounts as between unrelated parties.


09. The operating results and financial position of an enterprise may be affected by a related party relationship even if related party transactions do not occur. The mere existence of the relationship may be sufficient to affect the transactions of the reporting enterprise with other parties.For example, a subsidiary may terminate relations with a trading partner on acquisition by the parent of a fellow subsidiary engaged in the same trade as the former partner.  Alternatively, one party may refrain from acting because of the significant influence of another - for example, a subsidiary may be instructed by its parent not to engage in research and development.


010. Because there is an inherent difficulty for management to determine the effect of influences which do not lead to transactions, disclosure of such effects is not required by this Standard.


011. Accounting recognition of a transfer of resources is normally based on the price agreed between the parties. Between unrelated parties the price is an arm's length price. Related parties may have a degree of flexibility in the price-setting process that is not present in transactions between unrelated parties.


012. To determine a price for a transaction between related parties, the following methods can be used:


(a) comparable uncontrolled price method


(b) resale price method


(c) cost-plus method


013. Comparable uncontrolled price method sets the price by reference to comparable goods sold in an economically comparable market to a buyer unrelated to the seller. 


This method is often used where the goods or services supplied in a related party transaction, and the conditions relating thereto, are similar to those in normal trading transactions. It is also often used for determining the cost of finance.


014. Under the resale price method, the transfer price to the reseller is determined by reducing the resale price by a margin, representing an amount from which the re-seller would seek to cover his costs and make an appropriate profit.  There are problems of judgment in determining a compensation appropriate to the re-seller's contribution to the process.  


This method is often used where goods are transferred between related parties before they are sold to an independent party. This method is also used for transfers of other resources, such as rights and services.


015. The cost-plus method seeks to add an appropriate mark-up to the supplier's cost.  Difficulties may be experienced in determining both the elements of cost attributable and the mark-up. Among the yardsticks that may assist in determining transfer prices are comparable returns in similar industries on turnover or capital employed.


016. Sometimes prices of related party transactions are not determined under one of the methods described in paragraphs 14, 15, 16 above.  Sometimes, no price is charged - as in the examples of the free provision of management services and the extension of free credit on a debt.  


017. Sometimes, transactions would not have taken place if the relationship had not existed. For example, a company that sold a large proportion of its production to its parent company at cost might not have found an alternative customer if the parent company had not purchased the goods.


Disclosure


018. Financial statements are required to give disclosures about certain categories of related parties. Attention is focused on transactions with the directors of an enterprise, especially their remuneration and borrowings, because of the fiduciary nature of their relationship with the enterprise, as well as disclosures of significant inter-company transactions and investments in and balances with group and associated companies and with directors. VAS 25 “Consolidated Financial Statements and Accounting for Investments in Subsidiaries”, and VAS 07 “Accounting for Investments in Associates” require disclosure of a list of significant subsidiaries and associates.  Accounting Standard “Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting Policies” requires disclosure of items of income and expense within profit or loss from ordinary activities that are of such size, nature or incidence that their disclosure is relevant to explain the performance of the enterprise for the period.


019. The following are examples of situations where related party transactions may lead to disclosures by a reporting enterprise in the period which they affect:


· purchases or sales of goods (finished or unfinished);


· purchases or sales of property and other assets;


· rendering or receiving of services;


· agency arrangements;


· leasing arrangements;


· transfer of research and development;


· license agreements;


· finance (including loans and equity contributions in cash or in kind);


· guarantees and collaterals; and


· management contracts.


020. Related party relationships where control exists should be disclosed irrespective of whether there have been transactions between the related parties.


021. In order for a reader of financial statements to form a view about the effects of related party relationships on a reporting enterprise, it is appropriate to disclose the related party relationship where control exists, irrespective of whether there have been transactions between the related parties. 


022. If there have been transactions between related parties, the reporting enterprise should disclose the nature of the related party relationships as well as the types of transactions and the elements of the transactions.


023. The elements of transactions would normally include:


(a)
an indication of the volume of the transactions, either as an amount or as an appropriate proportion;


(b)
amounts or appropriate proportions of outstanding items; and


(c) pricing policies.


024. Items of a similar nature may be disclosed in aggregate except when separate disclosure is necessary for an understanding of the effects of related party transactions on the financial statements of the reporting enterprise.


025. Disclosure of transactions between members of a group is unnecessary in consolidated financial statements because consolidated financial statements present information about the parent and subsidiaries as a single reporting enterprise. Transactions with associated enterprises accounted for under the equity method are not eliminated and therefore require separate disclosure as related party transactions.


* * *


- 1 -


PAGE  

- 6- 





