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China accounting standards system

e Passed by NPC

e Article 8 of the Accounting Law:

e The National Uniform Accounting System is implemented
throughout the country.
The National Uniform Accounting System is formulated
and issued in accordance with this Law by Ministry of
Finance (MOF), People’s Republic of China.

{ W bl e China MOF: administrative tasks on accounting work in China.
':IJ‘#A&I\ ﬂ]@ﬁﬁ‘ﬂi e The only accounting standards setter
Accounting Law of the People’s e The authority in charge of regulation on accounting and
Republic of China

financial reporting
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China Legal System Publishing House



Evolution of China accounting standards system

1978-1992

“Two standards and two
systems”

- Two standards:
Accounting Standards for
Business Enterprises,
General Rules on
Corporate Finance;

- Two systems: Accounting
system for 13 industries,
Finance system for 10
industries;

1992-2005

“Specific accounting
standards”

- 1997-2003 16 specific
accounting standards
issued by MOF;

- Oct 31, 1999 Accounting
Law of the PRC amended;

- Dec 29, 2000 Accounting
System for Business
Enterprise issued by MOF;

2005 — present

“Accounting standards
converged with IFRS”

- Feb 15, 2006 39
Accounting Standards for
Business Enterprise issued

by MOF, in convergence
with international
standards.
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Introduction of GreenLand Group

Atways Innovating oM E LR
Greenland (9 2

Established on July 18, 1992 with its headquarter in Shanghai China, Greenland Holding Group is a diverse enterprise group with
business presence around the world. It is listed in the A-share stock market (600606.5H) in China while holding a cluster of listed

companies in Hong Kong.
Over the past 27 years, Greenland has established diverse business models worldwide that focus on the real estate as its main
business while simultaneously develops infrastructure, finance, consumption and other rising industries. Under the development

strategy of capitalization, publication and internationalization, Greenland has established subsidiaries on a global scale and launched
projects in over 30 countries and ranks among the Fortune Global 500 for 7 consecutive years.

RANK MAME REVENUES (5M) REVENUE PERCENT PROFITS (5m)
CHANGE

202 Greenland Holding Group $52,720.90 22.7% $1,719.60




Map of Greenland Auto Service Group
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Implementation of Converged accounting standards CAS 14-Rev

€ Updated CAS 14 Revenue released by MOF in July 2017,converged
with IFRS 15 Revenue from Contracts with Customers

e For the enterprises list in overseas or both in overseas and China, effective
from 1t Jan 2018, consistent with the timeline of IFRS 15;

e For the enterprises only list in China, effective from 1t Jan 2020;

e For non-public enterprises, effective from 15 Jan 2021;



Introduction of Converged accounting standards CAS 14-Rev

To recognise revenue under IFRS 15, an entity applies the following five steps:

* identify the contract(s) with a customer.

« identify the performance obligations in the contract. Performance obligations are promises in a
contract to transfer to a customer goods or services that are distinct.

» determine the transaction price. The transaction price is the amount of consideration to which an
entity expects to be entitled in exchange for transferring promised goods or services to a customer.
If the consideration promised in a contract includes a variable amount, an entity must estimate the
amount of consideration to which it expects to be entitled in exchange for transferring the promised
goods or services to a customer.

» allocate the transaction price to each performance obligation on the basis of the relative stand-alone
selling prices of each distinct good or service promised in the contract.

« recognise revenue when a performance obligation is satisfied by transferring a promised good or
service to a customer (which is when the customer obtains control of that good or service). A
performance obligation may be satisfied at a point in time (typically for promises to transfer goods to
a customer) or over time (typically for promises to transfer services to a customer). For a
performance obligation satisfied over time, an entity would select an appropriate measure of
progress to determine how much revenue should be recognised as the performance obligation is
satisfied.



Change in CAS 14-Rev

CAS 14 (2017) CAS 14 (2006)

* One single revenue recognition model * Two types of revenue recognition methods

Provide one revenue recognition standard, to judge whether  [Revenue from product sales and construction contract
the entity satisfies a performance obligation, over time or at a [uses different recognition methods, e.g. the risk and
point in time. reward transfer method, and percentage-of-completion
method

An asset is transferred when (or as) the customer

_ Emphasize the risk and reward transfer
obtains control of that asset.

* A performance obligation is satisfied over time if one of the
following criteria is met:

- the customer simultaneously receives and consumes the
benefits provided by the entity’s performance as the entity
performs;

- the entity’s performance creates or enhances an asset (for
example,work in progress) that the customer controls as the
asset is created or enhanced;

- the entity’s performance does not create an asset with an
alternative use to the entity and the entity has an enforceable
right to payment for performance completed to date.




Example of Rev(Real Estate)

Revenue from an

apartment sales should
be recognized over time

or at a point in time?

How to make the
judgment?

The entity is building a residential tower including 50 apartments, each apartment

is unigue(e.g. the position in the tower ).The entity signs irrevocable sales

contract with customer for each of the apartment.

Scenario 1

Scenario 2

The customer pay deposit when
signs the sales contract, and the
deposit only can be refund when
the entity can not finish the
construction in accordance with the
contract;

The customer pay irrevocable deposit when
signs the sales contract, and need to pay
consideration during the construction work,
based on the progress of the work;

The customer will pay the rest of
consideration when the entity finish
construction work and handover the
apartment to the customer;

The sales contract does not allow the entity
to transfer the apartment to another
customer;

the entity does not have an
enforceable right to payment for
performance completed to date.

the entity does have an enforceable right to
payment for performance completed to
date.




Implementation and Impact of Converged accounting standards
CAS 14-Rev(Real Estate)

€ How to implement?

e Management need to review the key terms of the sales contracts.
e To evaluate the progress payment enforceable right.

e To obtain the opinion from legal department.

* To recognize the revenue and cost over time for the ones met the
criteria.

& What is the impact?
* Finance perspective: revenue, cost, inventory, debt ratio
e Operation perspective: sale contracts, sales strategy



Example for Rev(Motor sales + service)

Vehicle sales together with 3 to 5 years warranty and maintenance service in one sales
contract.

CAS 14 (2017) Before

The transaction price need to be separated by
vehicle and service, based on the proportion of
stand alone price of each obligation in the sales
contract.

The total consideration on the sales contract
received will be recognized as revenue when
the vehicle transferred to the customer.

The revenue can be recognized when transfer
the vehicle is only the consideration allocated
to the vehicle. The consideration allocated to
the service received will be recorded as
liability.

The vehicle cost and average estimated
service cost will be acccured as total cost of
sales. The accrued service cost of sold vehicles
build up serice provision pool.

When the customer return to have the service,
no revenue and cost of sales will be
recognized, the cost of the service will be
deducted from the service provision pool.

the entity does not have an enforceable right
to payment for performance completed to
date.




Implementation and Impact of Converged accounting standards
CAS 14 — Rev(Motor sales + service)

€ How to implement?
e Management need to review the key terms of the sales contracts.

e To determine the stand-alone selling price for each obligation in the
sales contract.

* To allocate the total transaction price to each obligation.

* To recognize the revenue and cost over time for the ones met the
criteria.

& What is the impact?
e Finance perspective: revenue, cost, inventory, debt ratio, defer tax



Implementation of Converged accounting standards
CAS 21 - Lease

€ Updated CAS 21 Lease released by MOF in Dec 2018,converged with
IFRS 16 Lease

* For the enterprises list in overseas or both in overseas and China, effective
from 15t Jan 2019 consistent with the timeline of IFRS 16;

e For the rest enterprises, effective from 15t Jan 2021;



Change in CAS 21-Lease

CAS 21 (2018) CAS 21 {2006)

* Combine operating lease and finance lease
* Operating lease and finance lease
Under operating lease, it is required to recognize
right-of-use asset and lease liability in the Under finance lease, the entity will record the
statement of financial position. lease asset and liability;

Under operating lease, the entity will record the
depreciation of the right-of use asset and finance
cost of the liability.

Under operating lease, the entity will only record
lease expense during the lease period.




Implementation and Impact of Converged accounting standards
CAS 21 - Lease

& How to implement?

 Management need to classify lease contract by materiality and lease
period

e To estimate the discount factor, to calculate the present value of the
right-of-use asset

* In each accounting period, the depreciation expense and financial
cost of the lease asset need to be recorded.

€ What is the impact?
e Finance perspective: Debt ratio, operating cashflow, ebit
e Operation perspective: lease contract terms design



Thank you!

Luochi
luochi@Hotmail.com
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