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Proposed amendment to IFRS 11: ED/2012/7 – Acquisition of an 

Interest in a Joint Operation 

FAR, the Institute for the Accountancy Profession in Sweden, hereby responds to your 

invitation to comment on the Proposed amendment to IFRS 11: ED/2012/7 – Acquisition 

of an Interest in a Joint Operation.  

FAR welcomes the IASB’s efforts in this area and the opportunity to comment on the 

proposal. FAR understands the conceptual basis as a rationale in the proposed amendment 

and also the reason for the proposal (an effort to reduce diversity) but does not agree with 

the proposals due to other reasons. The main reasons for this conclusion are: 

FAR believes that a measurement issue might arise in specific industries with relation to 

deferred tax and goodwill when the proposed principles lead to an application of business 

combination principles in IFRS 3.  

The single solution presented does not deal with series of transactions or similar 

transactions. Some elements of IFRS 3 are used but not others. The proposed amendment 

is not comprehensive and might lead to further diversity in practice.  

The scope in question 2 needs to be clarified 

FAR therefore believes that the IASB should not proceed with this specific project. Also, 

FAR is somewhat concerned that the current definition of a business may not be 

sufficiently robust and creates diversity in practice, for example within the real estate 

industry. Therefore, FAR believes that, although the proposed amendment will remove a 

conceptual inconsistency, it will at the same time result in another diversity in practice due 

to the definition of a business in IFRS 3. 

However FAR does acknowledge that there is diversity in practice regarding the treatment 

of joint operation acquisitions and other similar arrangements and thus recommends the 

Board to, instead of issuing this interpretation, update in a more holistic approach IFRS 11 

together with other related standards. Preferably after the post implementation review has 

been completed of the “suite of five” in order to capture the full scope of this complicated 

area.  
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Please see the attached appendix for detailed comments to the questions raised in the 

exposure draft. 

 

FAR 

 
Göran Arnell 

Chairman FAR Accounting Policy Group  

 
 



 

 

Appendix 

Detailed comments from FAR 

 
Question 1: Relevant principles 

The IASB proposes to amend IFRS 11 and IFRS 1 so that a joint operator accounting for 

the acquisition of an interest in a joint operation in which the activity of the joint operation 

constitutes a business applies the relevant principles on business combinations accounting 

in IFRS 3 and other Standards, and discloses the relevant information required by those 

Standards for business combinations. Do you agree with the proposed amendment? Why 

or why not? If not, what alternative do you propose? 

FAR does not agree with the proposed amendment.  

Applying the principles of distinguishing between a joint venture and a joint operation on 

business combinations accounting in this respect will create considerable accounting 

judgmental problems regarding the definitions of “joint operation” and “business” for both 

preparers and auditors. One major effect that might arise is in the extractive industry where 

investments often are made in joint operations in jurisdictions with very high tax rates. If 

such an investment is classified as an investment into a business in a joint operation with 

the proposed application of IFRS 3, the end result is very likely to be a major deferred tax 

liability and a goodwill item that will be very hard to justify economically going forward
1
. 

Thus the reasoning in BC 7 (a) might not be preferable in all situations. An accounting 

solution where the investment, as in many ways the is the case today, is measured as an 

investment in assets measured at fair value with an application of the initial recognition 

exemption in IAS 12 is probably easier to prepare, provides less measurement problems 

with regards to a goodwill item (and combinations of CGUs to justify the goodwill item in 

order to avoid impairment), and more likely to be understood by users. As long as the 

measurement problem related to IAS 12 remains, business combination accounting can 

lead to less understandable accounting.  

The above identified problem would occur if the activity constitutes a business. If it is not 

seen as a business the accounting solution would be remarkably different. Thus, depending 

on how a management interprets and “uses” the definition of a business (which in our 

experience differs in practice between different industries and jurisdictions) transactions 

with similar or close to similar economical meaning will lead to quite different accounting 

solutions, and will most likely be differently interpreted by users. Thus the conceptual 

problem and diversity in practice that the Board intends to reduce might instead lead to 

diversity in another area. A similar shift, from one problem to another, appears also in the 

proposed amendment to IFRS 10 in ED 2012/6 in relation to the definition of a business.  

 

                                                 
1
 In the extractive industry it is common that very high income taxes are charged. If an investment is made by 

paying fair value for acquired assets and these assets have lower tax acquisition values (original cost), 

temporary differences will appear. If IFRS 3 principles are applied, this will result in deferred tax liabilities and 

goodwill. With tax rates as high as 70-90 % the DTL and related Goodwill will be substantial.  
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Using a piecemeal approach of inserting specific measurement principles into IFRS 11 

(refer also to ED 2012/6 that provides one other specific solution in relation to joint 

ventures) instead of applying a more comprehensive approach of transactions with joint 

operations/joint ventures might lead to more accounting diversity in practice instead of 

reducing it. The suggested amendment to the standard applies only to one specific area. 

Other areas in IFRS 3 are also relevant to consider. This relates for example to contingent 

liabilities from contingent considerations, previously held interest measurement when an 

entity assumes control over a joint operation, accounting for the loss of control when a 

business is contributed to a joint operation in exchange for an interest in the joint 

operation,  further investments in a joint operation etc. As explained above, it might not 

only be the “suite of five” that needs to be considered together for these related issues. The 

lack of reaching a consensus in the Board’s IAS 12 project, with regard to deferred tax 

liabilities and the conceptually difficult goodwill items, is to a high degree related to the 

issues.  

Question 2: Scope 

The IASB intends to apply the proposed amendment to IFRS 11 and the proposed 

consequential amendment to IFRS 1 to the acquisition of an interest in a joint operation on 

its formation. However, it should not apply if no existing business is contributed to the 

joint operation on its formation. Do you agree with the proposed amendment? Why or why 

not? If not, what alternative do you propose? 

Regarding the concept of business and business combinations accounting and the 

comprehensiveness of the proposal, refer to FAR’s discussion under question 1.  

FAR is concerned regarding the notion of “acquisition of an interest in a joint operation at 

its formation”. What is the intended meaning of “formation”-accounting compared to 

investments (acquisitions) after the formation? Would there be any accounting differences 

if the proposed paragraph B33B is not included? FAR believes not.  

Question 3: Transition requirement 

The IASB intends to apply the proposed amendment to IFRS 11 and the proposed 

consequential amendment to IFRS 1 prospectively to acquisitions of interests in joint 

operations in which the activity of the joint operation constitutes a business on or after the 

effective date. Do you agree with the proposed transition requirement? Why or why not? If 

not, what alternative do you propose? 

Since FAR is concerned with the scope of the proposed amendment and the 

comprehensive accounting effects in certain industries, the preferable solution would be 

not to issue the proposed amendment. However, if the proposed amendment is issued FAR 

would agree with the proposed transition requirements for prospective application. 

 

 


