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January, 2014 

International Accounting Standards Board 

30 Cannon Street 

London EC4M 6XH 

United Kingdom 

RE: Exposure Draft (ED| 2013| 10) on Equity Method in Separate Financial Statements – 

Proposed amendments to IAS 27 

 

Dear Board Members, 

I welcome the opportunity to comment on the Exposure Draft (ED| 2013| 10) on Equity Method in 

Separate Financial Statements – Proposed amendments to IAS 27. 

This document summarizes my own points of view, and the opinions included in this comments 

letter are exclusively my responsibility, and do not represent necessarily the points of view of the 

organizations with I am related.  

 

Overall comments 

I do not support the inclusion of the equity method as one of the accounting policy option of the 

IAS 27 Separate Financial Statements (i.e. for measuring investments in subsidiaries, associates or 

joint ventures). In the present document you can find my reasons for this opinion. 

Consequently to my overall point of view, I only limited my comments to questions Q1.1 and 

Q.2.2, included in the exposure draft. 

If you have any questions about my comments, please contact hcasinelli@globalcontable.com 

 

Yours sincerely 

 

 

Hernán Pablo Casinelli 

IFRS Consultant 

mailto:hcasinelli@globalcontable.com
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 Question 1  

Q1.1.: Do you agree with the inclusion of the equity method  as one of the option? 

A1.1.: No, I do not agree. 

Q2.2.: If not, why? 

A2.2.: My reasons are the follow: 

 Including the equity method as one of the options of IAS 27 would not allow solving the 

problem of the jurisdictions which demanded this inclusion (see the paragraphs a) – e) of 

this commentary). 

 The IASB should not modify an IFRS to consider local laws and regulations in individual 

jurisdictions (see the paragraphs f) – h) of this commentary). 

 Including the equity method as an accounting policy option into IAS 27 could create an 

inconsistency with the focus of the separate financial statements established by the IASB 

(see the paragraphs i) – k) of this commentary). 

 Including the equity method as an accounting policy option into IAS 27 is against the 

intension of the IASB expressed in the paragraph 12 of the Preface to International 

Financial Reporting Standards (see the paragraphs l) – m) of this commentary). 

 

Including the equity method as one of the options of IAS 27 would not allow solving 

the problem of the jurisdictions which demanded this inclusion 

a) In many jurisdictions, standards setting bodies argue that to prohibit the use of the equity 

method for subsidiaries, associates and joint ventures in separate financial statements does 

not allow to present the same amount for: 

1) the comprehensive income attributable to the parent, presented in the consolidated 

financial statements of the group; and 

2) the comprehensive income of the parent as an individual entity, presented in its 

separate financial statements. 

 

b) In those jurisdictions, local laws use to require to use the equity method because:  

1) they have the underlying presumption that using this method, the amount of the 

comprehensive income attributable to a parent in its consolidated financial 

statements and the parent separate financial statements’ comprehensive income will 

be the same; and 

2) local laws establish the ‘individual accounting net income’ as the point of departure 

for arriving to the fiscal income or the income for paying dividends to the 

stockholders’ entity; or both.  
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c) However, in my opinion this difference is not caused for the valuation basis used for 

subsidiaries, associates and joint ventures, if not for the approach followed in the 

preparation of financial reporting: IFRSs adopt the ‘entity approach’, while in many of this 

jurisdictions, for regulatory reasons, the “owner approach” has been adopted. 

  

d) Some illustrative examples of issues that the equity method would not solve in the sense 

mentioned could be listed
1
: 

1) a disposal of a part of a subsidiary (NIIF 10, paragraph 22-23) is considered an 

equity transaction, while a disposal of part of an investment valuated with the 

equity method (IAS 28, paragraph 25 and 22 (b)) produces effects in gains and 

losses; 

2) goodwill and fair value adjustments in consolidated financial statements are treated 

as a part of the subsidiary (IAS 21,  paragraph 47), while in accordance with IAS 

28, these items are part of the cost of the investment (IAS 28, paragraph 32), and 

this different considerations require to use different currency rates for translating 

financial reporting on applying equity method and for preparing consolidated 

financial statements for similar items; 

3) on applying the impairment test of IAS 36, the cash-generating-units (CGU) 

defined for the group as a whole could be different of the CGU defined in the 

separate financial statements of the parents as an individual entity; and this could 

produce different impairment figures in both separate and consolidated financial 

statements; 

4) otherwise, the impairment test would be apply in the investments of  a parent in its 

separate financial statements: that means that if an entity impairs its investments in 

its separate financial statements will not present the same comprehensive income 

the the attributable to the parent in the consolidated financial statements of the 

group; 

5) IFRS 3 allows to choose two different method to value the non-controlling-interest 

in a business combination, transaction-by-transaction: fair value and the 

proportioned approach (IFRS, paragraph 19); this could produce different amounts 

in the goodwill determinate in accordance with IFRS 3 and similar item 

determinate with IAS 28; 

6) if there were pre-existent relationship between the acquirer and the acquiree, in 

many cases IFRS 3 requires to treat this relationship as a separate transaction from 

the business combination (IFRS 3, paragraph 51-52 and B50-B62) and gains or 

losses could appear in the moment “cero” of the transaction; instead on applying 

IAS 28, this results would not appear. 

 

                                                           
1 I have analysed this problem more detail in a work that was exposed and published at the 19° National Congress of 

Economic Sciences Professions of Argentina | FACPCE (2010). Its title is ‘Acerca de la ineficacia per se del método de la 

participación para lograr la igualdad del resultado y del patrimonio de una controladora presentados en sus estados 

financieros propios y en sus estados financieros consolidados’ and this was only published in a Spanish version. 
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e) Even the Board itself recognized that “generally, the investor’s net assets and profit or loss 

attributable to the equity holders of the investor would be the same in its consolidated 

financial statements and its separate financial statements wherein all investments in 

subsidiaries, joint ventures and associates are accounted for using the equity method as 

described in IAS 28” but “(…) there could be situations in which applying the equity 

method to investments in subsidiaries in separate financial statements would give a 

different result compared to the consolidated financial statements” (BC10). That means that 

the principal legal problem of those jurisdictions which demanded to include the equity 

method as an accounting policy option into IAS 27 would not be solved with this inclusion. 

 

THE IASB SHOULD NOT MODIFY AN IFRS TO CONSIDER LOCAL LAWS AND 

REGULATIONS IN INDIVIDUAL JURISDICTIONS 

f) As I stated in the precedent paragraph of this document, the rational for the change 

demanded is based on legal problems in many jurisdictions. It is clearly established by the 

Board in the paragraph B4 of the Exposure Draft:  

In their responses to the IASB’s 2011 Agenda Consultation, some respondents said that: 

(a) the laws of some countries require listed companies to present separate financial 

statements prepared in accordance with local regulations; 

(b) those local regulations require the use of the equity method to account for investments in 

subsidiaries, joint ventures and associates; and 

(c) in most cases, the use of the equity method would be the only difference between the 

separate financial statements prepared in accordance with IFRSs and those prepared in 

accordance with local regulations. 

 

g) Nevertheless, in the paragraph OB10 of The Conceptual Framework for Financial 

Reporting the Board stated (the remark was added): 

Other parties, such as regulators and members of the public other than investors, lenders and 

other creditors, may also find general purpose financial reports useful. However, those 

reports are not primarily directed to these other groups. 

 

And in the paragraph BC1.20 of the IFRS Framework Basis for Conclusions, the Board 

states and issue and its point of view about it in the paragraph BC1.23 of the same 

document: 

Some constituents said that maintaining financial stability in capital markets (the stability of 

a country’s or region’s economy or financial systems) should be an objective of financial 

reporting. They stated that financial reporting should focus on the needs of regulators and 

fiscal policy decision-makers who are responsible for maintaining financial stability. 

(…) 

The Board acknowledged that the interests of investors, lenders and other creditors often 

overlap with those of regulators. However, expanding the objective of financial reporting to 

include maintaining financial stability could at times create conflicts between the objectives 

that the Board is not well-equipped to resolve. For example, some may take the view that 

the best way to maintain financial stability is to require entities not to report, or to delay 
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reporting, some changes in asset or liability values. That requirement would almost certainly 

result in depriving investors, lenders and other creditors of information that they need. The 

only way to avoid conflicts would be to eliminate or de-emphasise the existing objective of 

providing information to investors, lenders and other creditors. The Board concluded that 

eliminating that objective would be inconsistent with its basic mission, which is to serve the 

information needs of participants in capital markets. The Board also noted that providing 

relevant and faithfully represented financial information can improve users’ confidence in 

the information, and thus contribute to promoting financial stability. 

 

 

In addition, the Board recently expressed for a similar request in other Exposure Draft (the 

remark was added): 

The IASB noted that it is not possible for the IFRS for SMEs to consider local laws and 

regulations in individual jurisdictions and that any amendments should be considered under 

the objectives of the IFRS for SMEs.(…)
2
 
3
  

 

h) In my opinion, the inclusion of a new accounting policy option should be based on the 

objective of the financial reporting established in the paragraph OB2 of The Conceptual 

Framework for Financial Reporting, and not in considering local laws and regulations in 

individual jurisdictions. Besides, I can’t understand why it is not possible for the IASB 

amends the IFRS for SMEs to consider local laws and regulations in the individual 

jurisdictions, and it is possible for the Board in the full IFRSs environment.  

 

Including the equity method as an accounting policy option into IAS 27 could create 

an inconsistency with the focus of the separate financial statements established by the 

IASB 

i) In the paragraph BC10 of the IAS 27 Basis for Conclusions, the Board stated (the remark 

was added): 

 

(…) For separate financial statements, the focus is upon the performance of the assets as 

investments. The Board concluded that separate financial statements prepared using either 

the fair value method in accordance with IAS 39 or the cost method would be relevant. 

Using the fair value method in accordance with IAS 39 would provide a measure of the 

economic value of the investments. Using the cost method can result in relevant 

information, depending on the purpose of preparing the separate financial statements. For 

example, they may be needed only by particular parties to determine the dividend income 

from subsidiaries. 

 

                                                           
2 Proposed amendments to the International Financial Reporting Standard for Small and Medium-sized Entities, paragraph 

B66. 
3 Where the Board states ‘the IFRS for SMEs’, we could replace for ‘IFRSs’. 
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j) This paragraph illustrates that the Board vision is that the equity method does not provide 

relevant information about the performance of the assets as investments. However, this 

paragraph is not modified in the ED. 

 

k) This I stated in the two precedent paragraphs of this commentary implies, at least, that: 

 

1) for including the equity method as an accounting policy option into IAS 27, the 

IASB should revise the focus of the separate financial statements; or 

2) including the equity method as and accounting policy option into IAS 27 could 

create an inconsistency into the standard. 

 

Including the equity method as an accounting policy option into IAS 27 is against the 

intension of the IASB expressed in the paragraph 12 of the preface to international 

financial reporting standards 

l) In the paragraph 12 of the Preface to International Financial Reporting Standards, it is 

stated (the remark was added): 

Some IFRSs permit different treatments for given transactions and events. The IASB’s 

objective is to require like transactions and events to be accounted for and reported in a like 

way and unlike transactions and events to be accounted for and reported differently, both 

within an entity over time and among entities. Consequently, the IASB intends not to permit 

choices in accounting treatment. Also, the IASB has reconsidered, and will continue to 

reconsider, those transactions and events for which IFRSs permit a choice of accounting 

treatment, with the objective of reducing the number of those choices. 

 

m) Including a new accounting policy option into the IAS 27 is against the intension of the 

IASB expressed in the paragraph 12 of the Preface to International Financial Reporting 

Standards. 

 

END OF THE COMMENTS 


