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The views expressed in this presentation are those of the presenter, not necessarily those of the KASB 

Agenda paper 6.1 



Objective 

 The objective of this presentation is to 

introduce and share the KASB’s research 

report recently distributed, and help the IASB 

initiate re-deliberation on the equity method 

of accounting. 

 These slides include some modification and 

further developments of the research report 

that has been distributed. 
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Problems of current standard 

 The confusion around the current IAS 28 ‘Investments 

in Associates and Joint Ventures’ 

 Not properly provide specific guidance in numerous 

cases 

 Even when the guidance is given, it is often vaguely 

stated 

 Diverse guidance and/or interpretations  
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Problems of current standard 

 Providing more guidance could not be an 

answer 

 Exposure Draft: Equity Method: Share of Other Net 

Asset Changes (March 2012) 

 Exposure Draft: Sale or Contribution of Assets 

between an Investor and its Associate or Joint 

Venture (June 2012) 

 Criticized by “inconsistencies within the 

standard” 
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The cause of the confusion 

 IAS 28 does not clearly present the concept 

of the equity method 

 Mixture of two concepts of the equity 

method – comingled approaches 

 Consolidation technique (one-line consolidation)  

 Measurement basis for the investment 
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The cause of the confusion 

 Example1: Elimination of transactions 

between an investor and equity-accounted 

investees.   

 One-line consolidation: the transactions must be 

eliminated (IAS 28).   

 Measurement: the transactions do not need to be 

eliminated.   

 IAS 28 is in line with the one-line consolidation 

concept. 
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The cause of the confusion 

 Example2: Losses of equity-accounted 

investees in excess of their carrying value 

 One-line consolidation: the losses should be 

recognized  

 Measurement: the losses should not be 

recognized (IAS 28)  

 IAS 28 also contains accounting methods 

that are much more related to the 

measurement basis 
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Historical background 

 The Equity method was used as an 

alternative to consolidation, since 

“consolidation” was not yet fully developed.  

Used as a way of reflecting the performance 

of subsidiaries on the parent’s stand-alone 

financial statements.   

 The Equity method was gradually replaced 

by the consolidated financial statements, as 

the concept of “consolidation” was 
completed. 
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Historical background 

 The Equity method was applied to 

unconsolidated subsidiaries, in order to 

obtain the same effect as being 

consolidated. 

 

 At the initial stage, the concept of the equity 

method was consolidation, for the 

application of equity method was towards 

the controlling entities such as subsidiaries 

(Dickerson, 1933) 
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Historical background 

 The extended application of the equity 
method to associates has been introduced 

as a valuation method rather than a 

consolidation method, even though non-

subsidiaries are not part of a group. 
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Possible concepts of the equity method 

 Necessity of a new dimension 

 The two underlying concepts of the equity 

method (i.e., one-line consolidation and 

measurement basis) are seemingly unrelated 

concepts 

 Without a dimension that regulates different 

concepts of the equity method, internally 

inconsistent standards having mixture of the 

different concepts will continue to exist 
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Possible concepts of the equity method 

 A new dimension: “scope of equity-

accounted group”  

 ‘a single economic entity’ consisting of an 

investor and its investees 

 a set of entities which is treated as a single 

economic entity in investor’s financial statement 

by means of equity method.  

 scope of equity-accounted group  

 the extent of inclusion of the associate in the 

equity-accounted group. 
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Possible concepts of the equity method 

 Three alternatives based on the new 

dimension 

 depending on the scope of an equity-accounted 

group 

 assumed that investor’s share of the associate is 

20% 
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Possible concepts of the equity method 
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Investor Investor Investor Investee 

80% of 

Investee 
Investee 

20% of 

Investee 

Alternative 1 Alternative 2 Alternative 3 

  Alternative 1 Alternative 2 Alternative 3 

Scope of 

equity-

accounted 

group 

Investor and  
investees 

Investor 

and its 
share of  

investees 

Investor only 

Nature of  

investment  
Business 

A part of 

business 

Financial 

asset 



Possible concepts of the equity method 
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 Application 1: transactions with associates 

• Ex: An investor  sells inventory to the associate (share 20%) 

at CU 1,000 (carrying amount: CU 500) and the associate 

holds the inventory at the end of the reporting period. 

• The entire effect should be entirely eliminated. 
 

  Dr) Sales 1,000    Cr) Equity-accounted investment  500 

                                      COGS                500 

Alternative 
1 

• Only 20% of the transaction should be eliminated  

  Dr) Sales 200      Cr) Equity-accounted investment   200 

                                     COGS                200 

Alternative 
2 

• The transaction is not eliminated 

    N/A 

Alternative 
3 



Possible concepts of the equity method 
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 Application 2: Recognition of changes in other capital 

transactions of the associate 

• Ex: The associate (share 20%) receives non-reciprocal capital 

contribution of CU 1,000 from its shareholder X. Accounts for this 

transaction as a capital transaction. The investor’s ownership 

interest after the capital contribution remains the same at 20%. 

• Shareholder X is an owner of the equity-accounted 

group, and the transaction is a capital transaction with 

the owner of the equity-accounted group 

Dr) Equity-accounted investment 200    Cr) Equity 200
  

Alternative 
1 

• Shareholder X is NOT an owner of the equity-accounted 

group, and the transaction is NOT a capital transaction 

with the owner of the equity-accounted group. 

Dr) Equity-accounted investment  200   Cr) Profit  200 

Alternative 
2 

• It is a transaction with third party.   

Dr) Equity-accounted investment  200  Cr) Profit /OCI*200 

    * depending upon investment type (e.g., FVTPL, AFS…) 

Alternative 
3 



Possible concepts of the equity method 
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 Comparison - IAS 28 and three alternatives 

  Alt 1 Alt 2 Alt 3 

1. Initial recognition of the investment ★ ★ ★ 

2. Recognition of changes in net asset of the 

associate 
★ ★   

3. Recognition of changes in other capital 

transactions of the associate 
★     

4. Uniform accounting policies ★ ★   

5. Losses of associates  in excess of their carrying 

value 
    ★ 

6. Transaction with associates- to what extent 

gain/loss is eliminated 
  ★   

7. Impairment of the investment ★ ★ ★ 

8. Consideration of assets held by the associate     ★ 

9. Additional acquisition without status change    ★ ★ 

10. Additional acquisition with status changes 

from associate to a subsidiary 
  ★ ★ 
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A proposal based on the Research 

Report 
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Current IFRSs 

Definition of the Equity Method: Para. 3 of IAS 28 

 Is a method of accounting whereby the 

investment is initially recognised at cost and 

adjusted thereafter for the post-acquisition 

change in the investor’s share of the investee’s 

net assets. 

 The investor’s profit or loss includes its share of the 

investee’s profit or loss and  

 The investor’s other comprehensive income 

includes its share of the investee’s other 

comprehensive income. 
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Current IFRSs 

Definition: Para. 3 of IAS 28 

 An associate is an entity over which the investor 

has significant influence. 

 A joint venture is a joint arrangement whereby the 

parties that have joint control of the arrangement 

have rights to the net assets of the arrangement. 

 Significant influence is the power to participate in 

the financial and operating policy decisions of 

the investee but is not control or joint control of 

those policies. 
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Current IFRSs 

Implying one-line consolidation: Para. 26 

of IAS28 

 Many of the procedures that are appropriate for 

the application of the equity method are similar 

to the consolidation procedures described in IFRS 

10 

 Furthermore, the concepts underlying the 

procedures used in accounting for the acquisition 

of a subsidiary are also adopted in accounting 

for the acquisition of an investment in an 

associate or a joint venture. 
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Current IFRSs 

Consolidation: IFRS 10 

 Consolidated financial statements is the financial 

statements of a group in which the assets, 

liabilities, equity, income, expenses and cash 

flows of the parent and its subsidiaries are 

presented as those of a single economic entity. 

 Control of an investee: An investor controls an 

investee when the investor is exposed, or has 

rights, to variable returns from its involvement with 

the investee and has the ability to affect those 

returns through its power over the investee. 

 Group is a parent and its subsidiaries. 
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Current IFRSs 

Consolidation: IFRS 10 

 Parent: An entity that controls one or more entities. 

 Subsidiary: An entity that is controlled by another 

entity. 
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Effect of one-line consolidation 

 Investment in investee (e.g. share 40%) 
 

28 

Consolidate 

 & offset 

F/S of Investee F/S of Investor 

Assets 

Liabilities 

Share(60%) 

of the other 

investors 

Share(40%) 

of the 

Investor 

Assets 

Liabilities 

Share(20%) 
of the 

investor 

Share(60%) 

of the 

other 

investors 

Share(40%) 

of the 

Investor 

Share(20%) 
of the 

investor 

Investment 

in 

associate 

One-line consolidation substantially results in the 

same with or similar to as if F/S of investee is 

consolidated and offset. 



Change of circumstances 
 Perspective of consolidation 
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Past Current 

Under 50% rule of control,  th

ere could be a doubt that a s

ubstantially controlled   invest
ee could be excluded from c

onsolidation as an  associate. 

 

The equity method being 

applied to such an investee 
could function as a substitute 

information of consolidation, 

in order to obtain the same 

effect as being consolidated. 

 

Under IFRS10, principles of su

bstantial control require to co

nsolidate an investee    subst
antially controlled     even wit

h less than 50% of     shares. 

 

The equity method is not 

needed any longer as a 
substitute information of 

consolidation 



Change of circumstances 
 Perspective of valuation (measurement) 
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Past Current 

Fair valuation was not so      

much incorporated in the       

IFRSs as current 

IFRS 9, IFRS 13 (Fair valuation) 

require measure at fair value 

Under historical cost-based 

accounting, the equity 

method could provide 

relevant information 

Fair value might reflect future 

cash flow better than equity 

method- book value 

Lack  of information 

disclosed for related entities 

 IAS 24 & IFRS 12 require 

strengthened disclosure for 

related entities 



Proposal  for accounting of investments 

 Differences in economic substance between 3 

categories of investments (in subsidiary, joint venture, 

associate) in terms of relationship between investor 

& investee 

 Subsidiary: control 

  joint venture: joint control 

 Associate: significant influence 

 3 categories of investments should be accounted for 

differently to depict different substance 

 Financial results of control, joint control and 

significant influence should not be comingled with 

one another by the same accounting method. 

 

31 



Proposal  for accounting of investments 

 Useful information about investments in subsidiary 

could be provided  

 By presenting consolidated information on gross basis in 

consolidated F/S (i.e. consolidation) 

  By presenting one-line consolidated information on net 
basis in separate F/S (i.e. the equity method of alternative 1) 

 Can reflect relationship between the investor and 

investee in terms of control 
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Proposal  for accounting of investments 

 Useful information about investments in joint venture 

could be provided  

 By presenting one-line consolidated information on net basis 

in consolidated F/S & in separate F/S (i.e. the equity method 

of alternative 2) 

 based on one-line (like-proportionate) consolidation 

 Can reflect relationship between the investor and 

investee in terms of joint control 
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Proposal  for accounting of investments 

 Useful information about investments in associate 

could be provided  

 By providing fair value of the investment as a financial asset 

in consolidated F/S & in separate F/S (i.e. alternative 3) 

 Fair value reflects future cash flows better than investee’s 
book value 

 Investor does not control assets & liabilities, 

consequently does not control net asset 

 Net asset is the residual of assets minus liabilities 

 Inappropriate to apply one-line consolidation picking up its 

share of net asset (alt 1 or alt 2) 
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Proposal  for investments in subsidiary 
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Alternative 1 Alternative 2 Alternative 3 

Most suitable based 

on one-line 

consolidation 

Need to adjust 

the numbers 

from 

consolidated 
F/S 

Cannot 

reflect 

substance of 

control 

Consistent with 
group 

Inconsistent with 
group 

Inconsistent 
with group 

Simple and easy to 

get the numbers 

from consolidated 
F/S 

 

More 

complicated  

In the separate F/S 



Proposal  for investments in joint venture 

36 

Alternative 1 Alternative 2 Alternative 3 

Confusing by mixing  

joint control and 

control 

Most suitable 
based on one-

line (like-

proportionate)
consolidation 

Cannot 

reflect 

substance of 

joint control 

More complicated 
to produce 

consolidated figures 

Consistent with 
joint control 

In the consolidated F/S  & separate F/S 



Proposal  for investments in associate 
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Alternative 1 Alternative 2 Alternative 3 

Confusing by 

mixing  significant 

influence and 

control 

Confusing by 

mixing  

significant 

influence and 
joint control 

Most suitable by 

providing fair 

value 

More 
complicated to 

produce one-line 

consolidated 

figures 

Complicated 
to reflect one-

line 

consolidation 

Fair value 
reflects future 

cash flows 

better than 

investee’s book 

value 

In the consolidated F/S  & separate F/S 



Conclusion 

 The problem is to apply the packaged mixture of 3 

different approaches of the equity method to all 

investments in related parties (subsidiary, joint 

venture, associate)  

 The proposal is to apply a different approach to 

each category reflecting differences in the 

economic substance between the 3 categories of 

investments 
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Conclusion 

 In the consolidated F/S 
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Category 
Proposed 

accounting  

Applied 

alternative 

Investment in 

subsidiaries 

Consolidation 

(IFRS 10) 
N/A 

Investment in joint 

ventures 
One-line 

consolidation  
(IAS 28 revision) 

Alternative 2 

Investment in 

associates 

Fair valuation  
(IFRS 9) 

Alternative 3 



Conclusion 

 In the separate F/S 
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Category 
Proposed 

accounting  

Applied 

alternative 

Investment in 

subsidiaries 

One-line 
consolidation  
(IAS 28 revision) 

Alternative 1 

Investment in joint 

ventures 

One-line 

consolidation  
(IAS 28 revision) 

Alternative 2 

Investment in 

associates 

Fair valuation  
(IFRS 9) 

Alternative 3 



Thank you 
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