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Subsidiaries, Investments and Interests in Joint
Arrangements

in December 2016, the Accounting Standards Board (AcSE) issued amendments to
the following Sections in Part I (Accounting Standards for Private Enterprises) of the
CRA Canada Handbook-Accounting.

«  Bection 1591, Subsidiaries

«  Section 3051, investments

»  Section 3086, interests in Joint Arrangements

This CRA Canada Financial Reporting Alert (Alert) highlights the key changes resulting
from these amendments and considers some possible assurance implications.

What Are the Main Oblectives of the Amendments?

The main objaectives of the amendmaents are

» o provide guidance on how to apply the cost method when recognizing subsidiaries
and other investments using the cost method (Hete: this includes impairment and
subsequent measurement)

«  to improve disclosure reqguirements when the cost method is used

« to clarify that when an enterprise prepares non-consolidated financial statements,
it is not reguired to identify and disclose information about subsidiaries controlled
through contractual arrangements
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¢ to clarify that the transitional provisions in Sections 1591 and 3056 can only
be used during transition to those standards or during the initial adoption
of ASPE

« o provide additional indicators of impairment relating to the acguisition
of an additional interest, sale of a portion of an interest or dilution of an
investor's interest in an investee,

The Cost Method of Accounting for Investments
Cost is an acceptable method of accounting for subsidiaries, investments
subject to significant influence, and some joint arrangements (i.e., jointly
controlled enterprises when the investor uses the cost method). The amend-
ments discussed in this Afert are related to the application of the cost method.
Section 3051 includes a definition of the cost method:

The cost mathod {s & basle of accaunting Tor ivestments whereby the invest
ment {s initlally recorded ot cost sarnings from such investments are recounived
only B the extent recaived or raceivable Cane Bavagranh B of Saction 00

Who Applies these Amendments?

The principal users of these amendments will be private enterprises that apply

Part I of the Mandbook and.

« are appiving the transitional guidance on the initial adoption of Section 1591
for subsidiaries and Section 30856 for joint arrangements (2017 amendments)

« account for interests in subsidiaries or investments subject to significant
influence using the gost method (2018 amendments).

Hot-for-profit organizations are not affected by these amendmaents. Con-
trolled organizations are consolidated (Unless they hold a large number of
immaterial organizations) and account for investments subject to significant
influence using the eguity method.

Raminder: Notidoredralite snpbving Bart 1 saust abply Sacting 4480 Banading
Controded and Belated Entities by Notfor profit Corganications when acoount:
g for interests disciussed in this Aleet
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‘hen Are the Amengments Effective?

The following chart provides a summary of the amendments classified
by section and effective date;

2077 s amendments = amendments
(Effective for annual to transitional to transitional
periods beginning guidance guidance

on or after January 1, s preparation of

20173 non-consolicdated

financial state-
ments— subsid-
iaries controlled
through contrac-
tual arrangements

2018 = application of +  application of
(Effective for annual cost mathod, cost method
periods beginning and some addi- » indicators of
on or after January 1, ticnal clarifving impairmeant
2018) amendmeants

Rosnindes: Section 15971 and Section 3058 and the amandments to Secting 3081
To wihich some of these smenchionts relate. gra affeerive for anntsl Sancial
shatemients relating 1o Biscal vears bedinning on or after Jdanbary 1 2018 thoual
aariioy aonolicating was pormiliod feen URA Conada's S8 800 Baatine: R enaiinbing
Tor investimuits dometinng TRGE S0ET sl BORR s foor additionad guldance on
these standarday

What Are the Key Amendments?

This Afert addresses the key amendments by the effective dates of annual
financial statements for fiscal years beginning on or aften,

= A Jdanuary 1, 2017 (Section 1581 and Section 3058)

o B January 1, 20718 Section 1581 and Section 305D
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A Effective for annual financlal statements relating o fiscal
years beginning on or after January 1, 2077

Amendments to clarify that

1.

b3

The transitional provisions in paragraphs
1591.42-47 can only be applied to annual
financial statements relating to the first
fiscal vear in which Section 1597 is applisd
and cannot be applied when an enterprise
changes its accounting policy choice to
consolidate its subsidiaries {l.e., the relief
provided in the transitional guidance is
only avallable to enterprises transitioning
to Saction 1591 for the first time).

An enterprise preparing non-consolidated
financial statements is not required to
assass whether contractual arrangements
give rise to control (see paragraph 234 of
Section 1591).

This is a very important clarification since
many private enterprisas only preparse
non-conscelidated financial statements.
However, it must be noted that the policy
choice under paragraph 1581.24) to not
consolidate subsidiaries must be made for
all interests in subsidiaries. Therefore, if
consolidated financial statements are pre-
pared, then the enterprise must determineg
whether any subsidiaries arise from con-
tractual arrangements either on their own
or in combination with equity or potential
equity interests,

Amendment to clarify that:

The transitional provisions in paragraphs
2056.44-49 can only bhe applied to annual
financial statements relating to the first fis-
cal year in which Section 3056 is applied
and cannot be applied when the enterprise

changes its accounting policy for accounting
for joint arrangements (L.e., the relief provided
in the transitional guidance is only available to
enterprises transitioning to Section 3056 for

the first time (see paragraph 438 of 30581,

When an investor iy prasaring sontconsolicated Hnancisl stateivieonts
s I BEGLHBER thal the investar (ool for subsidiarvioas contralled by

contracis?

e dn s e

Siibdidiaties oy

Wo dnce b boloy phoie nd to cobaolidlate
srent Ubidler Sectic s 1RO be i

frpi e e

o cantiact

Remingder: When non-conunlidated Sinancial ststemants are trepared. the haals
usoed to account for an enterorise’s subsidiavies must be disclosed (see para.
graph 38 of Sactian 1RGh
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H: Effective for annual financial statements relating 1o fiscal
yvears beginning on or after January 1, 2018

Section 1591 provides an accounting-policy option for private enterprises to
consolidate their subsidiaries or acgount for their subsidiaries using either the
equity method or the cost method. The amendmaeants to Sections 1591 and 3051
orimarily address the use of the cost methoed, including the initial measurement
of the investment. The amendments are based on the principle that an interest
in a subsidiary should initially be measured on a similar basis, regardiess of the
subseguent accounting policy choice,

Amencgments to Section 1591, Subsidiaries

Application: The amendments to Section 1591 issusd in December 2016 are
generally applicable o annual financial statements relating to fiscal vears
beginning on or after January 1, 2018, Earlier application is permitted.

fnftiaf measurement

«  Costis measured at the acguisition-date fair value of the consideration
transferred, including measurement of any contingent consideration:

— When a subsidiary is acguired by an exchange of only equity interests,
the acguisition-date fair value of the subsidiary's equity interests may
be more reliably measurable than the acguisition-date fair value of the
enterprise’s equity interests. If so, the enterprise must determine the fair
value of the consideration transferred by using the acquisition-date fair
vatue of the subsidiary’s equily interests instead of the acquisition-date
fair value of the enterprise’s sguity interests transferred.

—  When an investment in a subsidiary is acquired in two or more trans-
actions at the same or different dates, the cost of the invesiment is
the sum of the costs of the separate transactions.

«  When an enterprise and the subsidiary have a pre-existing relationship or
other arrangement that existed before negotiations for the acquisition of
the subsidiary began, or the enterprise enfers into an arrangement during
the negotiations that is separate from the acquisition of the subsidiary,
including the remuneration of employees or former owners of the acquiree
for future services or reimbursement of the acquiree or its former owners
for paying the acguirer's acquisition-related costs, then the reqguirements in
Section 1582, Business Combinations, are applied. Acquisition costs incurred
are recognized as an expense, except for costs o issue debt and eguity
securities {(see Section 3858, Financial instruments and Section 3610, Capital
Transactions).

+ A bargain-purchase gain on the purchase of a subsidiary is not recognized.

« A previcusly held investment is not remeasured in a step acquisition.

« if the initial accounting for a subsidiary s incomplete by the end of the
reporting period in which the acqguisition occurs {(a.g., because of a working
capital adjustment clause), the carrying amount must include a provisional
amotint. The amendments address the accounting for any provisional
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amounts in subsegquent periods as well as provide guidance on any acaui-
sitions that were incomplete prior to the applications of these amendments
(see paragraphs 268y and 39C of Section 1597,

Subseguent periods

%

Recognize earnings from subsidiaries only to the extent received or
receivable.

At the end of each reporting period, the reguirements on impairment

in Section 3051 must be applied {see additional guidance on indicators

of impairment in the Remindsgr in the following section).

When the contingency is resolved, contingent consideration must be
remeaasured on the same basis as required by Section 1582,

The provisional carrying amount, if any, of the interest in the subsidiary is Lo
be adjusted in the period in which the provisional amounts are finalized; this
measuremeant period must not exceed one year from the acquisition date.
Guidance on accounting for the interest when an ownership interest in

a subsidiary decreasas or increases in subsequent periods is addressed
(i.e., sale or purchase of a portion of the interest or dilution).

Deciosury

®

Disclosures related to non-consolidated financial statements using the cost
or equity method are clarified.

Reminder I intarests in subsidiarions sxisl even i there are o ineasutement
chandes in the accounting for these Interests and fo new geguisitions in the
currant perlod I is imoortant to chsek that the notes to the financial state

ents et e sow reddifements ales thaes amendments are sanlied

s the aceounting for commuon control transactions addrassed
I these nandments?

Cclarity the seobe of corinen conarel|

B SSsion of Bamrnar i aE Gl Seanis bl Bl
Sialde e ame DA G :fsd@ ASPE Belefing Amalaamal m‘m
of Wianily. x}wnm Enterprises (lanuary 2000
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Amendgdments o Section 3081, Investmenis

Application: The amendments to Section 3051 issued in December 2016 are
applied to annual financial statements relating to fiscal vears peginning on
or after January 1, 2018, The amendments may be applied prospectively as
defined in 1506.05(g). Earlier application is permitted.

Indtiad measurement

«  Costis measured at the acquisition-date fair value of the consideration
transferred, including measurement of any contingent consideration:

- When an investment sublect to significant influence is acquired by
an exchangs of only equity interests, the acquisition-date falr value of
the investee’s equity interests may be more reliably measurable than
the acgquisition-date fair value of the enterprise’s equity interests. if so,
the enterprise must determine the fair value of the consideration trans-
ferred by using the acguisition-date fair value of the investes’s equity
interests instead of the acguisition-date fair value of the enterprise’s
aquity interests transferred.

— When an interest subject to significant influence is acguired in two or
more transactions at the same or different dates, the cost of the invest-
ment is the sum of the costs of the separate transactions.

«  Acguisition costs incurred are recognized as an expense, except for costs
to issue debt and equity securities (see Section 3856, Financial instruments
and Section 3610, Capital Transactions).

«  New indicators of impairment have been added for consideration when
an additional interest in an investee is acquired or when the interest in
the investes is diluted,

Subseguent periods
= One of the most significant amendments is the additional guidance on
indicators of impairment.

Romindar: Sor vach panerting periad. an investor must assess wihether there
ars any indicatinng an inveshimant mav be imoaired

—  When there is an indication of impairment, an investor must determine
whether a significant adverse change has occurred during the period in
the expected timing or amount of future cash flows from the investment,

- The following indicators of impairment have been added as part of the
amendments:

» an acquisition of an additional interest or the sale of a portion of an
interast in an invesies for consideration paid or received that is less
than the proportionate share of the carrying amount of the interest
in an investee immediately before the acguisition or sale
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» & dilution of an investor's interest in an investee that indicates the
expected amount of future cash flows from holding or selling the
investment is less than the carrving amount of the investment
immediately before the dilution.

Disclosure

®

Disclosures related to non-consolidated financial statements using the cost
method have been clarified

Heminder: I stratealc Investments eoist Ue | investments subiect to slanifls
cant influence and intorasts In subsicharios) even IF thers are oo misastrement
changes in the accounting for the investmsiits and no new acouisitinng in the
current perlod 1 s important 1o check that the notes to the Hinancial state.
ments mioet Hhs roew raniiitements once those amendments are anplied

Are There Any Consequential Amendments?

®

Section 1800, First-time Adoption —to allow an investor adopting Part 1
for the first time o apply the transition provisions from Sections from 1591
and 3051

Section 1508, Accounting Changes —to clarify the guidance on a change
in accounting policy related to accounting for subsidiaries and investments
subject to significant influence

Section 1582, Businass Combinations —to clarify that certain disclosures
are required only when consolidated financial statements are prepared
(i.e., Section 1582 reguires an acquirer that prepares consolidated financial
statements to disclose for each material business combination the amount
of any gain recognized in a bargain purchase, the acguisition-date fair value
of a pre-existing eguity interest in the acguiree, and the amount of any gain
or loss recognized as a result of remeasuring the pre-existing equity inter-
est to fair value)

minor editorial corrections 1o Sections 1582, 1591, 3051 and 3240.
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Fhat Are the Possible Assurance Implications?

The amendments discussed in this dferf related to the accounting for certain

investments may require practitioner and management to discuss:

« the identification of any investments held or acquired that are affected by
the amendments related o the use of the cost method and to determine
whether new information is needed to determine the cost of future invest-
ments or the potential impairmeant of existing investments

+  how management intends to apply the amendments and make sure the

varicus effective dates are considered for each amendment.

in addition, the following considerations may be relevant in assurance

engagements:

«  provision by management of sufficient financial information for any invest-
ments affected by these amendments to appropriately account for the
investments, including any assaessment for impairment

«  determination of whether the planned procedures are appropriate (e.g.,
consideration of management’s analysis of any investments affected by
the amendments when identifying a risk of material misstatement (audit)
or an area where it is likely a material misstatement will arise (review))

« updating the documentation of the understanding of the entity so that
it appropriately reflects the current state (e.g., the entity’s identification
of its investments, and the selection of its policy choices)

«  consideration of the reporting requirements related to retrospective
application, if any.
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nat Resources Are Available to Help Me?

CRA Canada
o ALSPE Briefing: Accournting for investments (sections 1881, 2051, and 3058)
o Gyide to ASPE

Accounting Standards Board
«  FY Article — Accounting for Investments: Are You Ready For the Changes?

2017 Amendmenis

«  Basis for Conclusions — Clarifications to Sections 15871 and 3058

o FYL Article —Subsidiaries and interests in Joint Arrangsments:
Take Advantage of the Transitional Provisions in 20185

2088 Amendmenis
«  Basis for Conclusions — Subsiciaries and Investments — Sections 1581
argd 3051
«  FY Article — Clarifying the Cost Method: Subsidiaries and Investments
o Wabinar— AcSE Exposure Drafh Subsidiaries and Investments
~ decounting Standards for Private Enterprises

Comments on this CP4A Canada Financial Reporting Alert, and suggestions for future Financial
Reporting Alerts should be sent 1o

Taryn Abate, CPA, CA, CPA (1L}

Research, Guidance and Support

Chartered Professional Accountants of Canada
277 Wellington Street West

Toronto ON MEBY 3H2

email tabate@opacanada.ca
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