
         

  KPMG IFRG Limited  Tel +44 (0)20 7694 8871 
  8 Salisbury Square  mark.vaessen@kpmgifrg.com 
  London EC4Y 8BB   

  United Kingdom   
     
     

     
 

  
KPMG IFRG Limited, a UK company limited by guarantee, is a member of  
KPMG International Cooperative, a Swiss entity.  

Registered in England No 5253019 
Registered office: 8 Salisbury Square, London, EC4Y 8BB 

 

€

Mr Hans Hoogervorst 
International Accounting Standards Board 
1st Floor 
30 Cannon Street 
London 
EC4M 6XH 

3 February 2014 

 
  
  
  

Our ref JS/IASB-ED 
Contact Mark Vaessen 

  
  
  

   

 
Dear Mr Hoogervorst 

Comment letter on ED/2013/10 Equity Method in Separate Financial Statements 

We appreciate the opportunity to comment on ED/2013/10 Equity Method in Separate Financial 
Statements – Proposed amendments to IAS 27. We have consulted with, and this letter 
represents the views of, the KPMG network. 

We do not object to the proposed amendments, which we believe will be welcomed by 
jurisdictions where the accounting for investments using the equity method is the only 
difference between separate financial statements prepared in accordance with local regulations 
and those prepared under IFRS. However, we consider the amendments to be temporary, and 
understand that they will be revisited as part of the outcome of the IASB’s research project on 
the usefulness and difficulties in applying the equity method. 

The Appendix to this letter contains our responses to the specific questions raised in the ED. 

Please contact Mark Vaessen or Julie Santoro at +44 (0)20 7694 8871 if you wish to discuss any 
of the issues raised in this letter. 

Yours sincerely 

 
 
 
KPMG IFRG Limited 
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Appendix 

Question 1 – Use of the equity method 

The IASB proposes to permit the equity method as one of the options to account for an entity’s 
investments in subsidiaries, joint ventures and associates in the entity’s separate financial 
statements. Do you agree with the inclusion of the equity method as one of the options? If not, 
why? 

We do not object to the inclusion of the equity method as one of the options to account for an 
entity’s investments in subsidiaries, joint ventures and associates in the entity’s separate 
financial statements. 

However, the proposal is not a straightforward one, as detailed below. 

• In deciding to remove the equity method as one of the measurement options for investments 
in separate financial statements in 2003, it is pointed out in IAS 27.BC10 that the focus of 
such statements is on the financial performance of the assets as investments. This proposal 
creates confusion about the purpose and nature of the separate financial statements under 
IFRS: aside from its single-line presentation, all the normal consolidation rules would apply 
(including, for example, intra-group profit eliminations). It also raises more questions about 
the purpose and nature of the equity method as either a one-line consolidation or a type of 
financial instruments valuation. 

• A research project about the usefulness and difficulties in applying the equity method of 
accounting is stated as one of the IASB’s research priorities in the Feedback Statement: 
Agenda Consultation 2011. The option proposed in the ED will increase the use of the 
equity method (particularly in the light of its application to subsidiaries) and will potentially 
increase the number of challenges in applying this accounting, e.g. transactions with non-
controlling shareholders of a subsidiary.  

Question 2 – Transitional provisions 

Do you agree with the proposed transition provisions? If not, why and what alternative do you 
propose? 

Yes, we agree with the proposed transition provisions.  

This is on the basis that if the intention is to provide relief for constituents for whom equity 
accounting is the only difference between separate financial statements under IFRS and those 
prepared in accordance with local regulations, then the information needed to apply the equity 
method should be available. In the event that the information is not readily available – e.g. 
because the application of the equity method under local regulations is not identical to IFRS – 
the impracticability exemption in IAS 8 may apply after making every reasonable effort. 
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This is a different reasoning from that explained in BC12 of the ED. The ED itself notes in 
BC10 that there may be differences between the accounting in the consolidated financial 
statements and separate financial statements (e.g. impairment testing of goodwill), which means 
that additional procedures that require reasonable efforts may be necessary. 

We also note that BC12 of the ED is premised on an assumption that an entity that prepares 
IFRS separate financial statements is also preparing IFRS consolidated financial statements, 
which, given the exemptions in IFRS 10.4, may not necessarily be the case. Therefore, 
consideration should be given to whether existing users of IFRS would require further relief. 

Question 3 – First-time adopters 

Do you agree that special relief is not required for a first-time adopter? If not, why and what 
alternative do you propose? 

No, we believe that special relief is required for a first-time adopter of IFRS when applying 
equity accounting in its separate financial statements.  

We believe that it is necessary to acknowledge that relief, similar to that offered for a first-time 
adopter applying the equity method to associates and joint ventures in its consolidated financial 
statements (per IFRS 1.C5), would also be available for a first-time adopter applying equity 
accounting for these investments in its separate financial statements. In addition, it should be 
clarified that Appendix C of IFRS 1 would apply to equity accounted investees in separate 
financial statements. Although one may argue that Appendix C of IFRS 1 already applies as 
currently drafted because it covers all past business combinations, to avoid confusion both 
IFRS 1.D14 and Appendix C should be amended to explicitly acknowledge the above points. 

We also believe that IFRS 1.D17 needs to be amended to incorporate the use of the 
subsidiaries’, associates’ and joint ventures’ carrying amounts in applying the equity method in 
the entity’s separate financial statements when an entity becomes a first-time adopter later than 
its investees. It would be helpful if IFRS 1.D14 makes reference to the requirement of 
IFRS 1.D17. 

Finally, BC14 of the ED states that the proposed amendments should be applied ‘from the date 
of transition’, which does not have the same meaning as implied by retrospective application in 
IFRS 1.39W. The drafting should therefore be made consistent. 

Question 4 – Consequential amendment to IAS 28 

The IASB proposes to amend paragraph 25 of IAS 28 in order to avoid a conflict with the 
principles of IFRS 10 in situations in which an entity loses control of a subsidiary but retains an 
ownership interest in the former subsidiary that gives the entity significant influence or joint 
control, and the entity elects to use the equity method to account for the investments in its 
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separate financial statements. Do you agree with the proposed consequential amendment? If 
not, why? 
 
No, we do not agree with the drafting of the proposed consequential amendment, in part because 
the intent of the Board is unclear. 

Based on BC11 of the ED and the question above, it appears that the Board’s intention is to 
require the remeasurement of the retained interests at fair value in an investment when there is a 
change in the status from a subsidiary to an associate or a joint venture, as well as the full 
reclassification of items of other comprehensive income (OCI) to profit or loss, by analogy to 
IFRS 10. However, this intention is not entirely clear from the current drafting, and the ED does 
not weigh the relative merits of the loss-of-control/consolidation (the chosen approach) over the 
continuation-of-equity-accounting approach. 

The proposed amendment to IAS 28.25 does not reflect what appears to be the Board’s 
intention, because it does not address a change from subsidiary to associate or joint venture. If 
the proposal described in BC11 is retained, then we believe that the accounting treatment for 
both the measurement of the retained interests and the reclassification of items of OCI should be 
clearly stated.  

In addition, the interaction with IAS 21 The Effects of Changes in Foreign Exchange Rates, in 
particular paragraphs 48−48A, should be considered by the Board. 

Question 5 – Other comments 

Do you have any other comments on the proposals? 

Paragraph 12(a) of the ED proposes that dividends be recognised in profit or loss when the 
related investment is accounted for in accordance with IFRS 9. However, this is not consistent 
with the requirements of IFRS 9, which has separate requirements depending on the 
classification of the investment.  

We recommend that paragraph 12 only address the timing of the recognition of dividends and 
then cross-reference to the applicable standards (e.g. IFRS 9 or IAS 28); this will avoid 
unintended inconsistencies.  


	We appreciate the opportunity to comment on ED/2013/10 Equity Method in Separate Financial Statements – Proposed amendments to IAS 27. We have consulted with, and this letter represents the views of, the KPMG network.
	We do not object to the proposed amendments, which we believe will be welcomed by jurisdictions where the accounting for investments using the equity method is the only difference between separate financial statements prepared in accordance with local...
	The Appendix to this letter contains our responses to the specific questions raised in the ED.
	Please contact Mark Vaessen or Julie Santoro at +44 (0)20 7694 8871 if you wish to discuss any of the issues raised in this letter.
	Question 1 – Use of the equity method
	The IASB proposes to permit the equity method as one of the options to account for an entity’s investments in subsidiaries, joint ventures and associates in the entity’s separate financial statements. Do you agree with the inclusion of the equity meth...
	Question 3 – First-time adopters
	Do you agree that special relief is not required for a first-time adopter? If not, why and what alternative do you propose?
	No, we believe that special relief is required for a first-time adopter of IFRS when applying equity accounting in its separate financial statements.
	We believe that it is necessary to acknowledge that relief, similar to that offered for a first-time adopter applying the equity method to associates and joint ventures in its consolidated financial statements (per IFRS 1.C5), would also be available ...
	We also believe that IFRS 1.D17 needs to be amended to incorporate the use of the subsidiaries’, associates’ and joint ventures’ carrying amounts in applying the equity method in the entity’s separate financial statements when an entity becomes a firs...
	Finally, BC14 of the ED states that the proposed amendments should be applied ‘from the date of transition’, which does not have the same meaning as implied by retrospective application in IFRS 1.39W. The drafting should therefore be made consistent.
	Question 4 – Consequential amendment to IAS 28
	No, we do not agree with the drafting of the proposed consequential amendment, in part because the intent of the Board is unclear.
	Based on BC11 of the ED and the question above, it appears that the Board’s intention is to require the remeasurement of the retained interests at fair value in an investment when there is a change in the status from a subsidiary to an associate or a ...
	Question 5 – Other comments
	Do you have any other comments on the proposals?
	Paragraph 12(a) of the ED proposes that dividends be recognised in profit or loss when the related investment is accounted for in accordance with IFRS 9. However, this is not consistent with the requirements of IFRS 9, which has separate requirements ...
	We recommend that paragraph 12 only address the timing of the recognition of dividends and then cross-reference to the applicable standards (e.g. IFRS 9 or IAS 28); this will avoid unintended inconsistencies.

