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Rio de Janeiro, February 3, 2014 
CONTABILIDADE 0007/2014 
 
Mr Hoogervorst, Chairman 
International Accounting Standards Board 
30 Cannon Street 
London EC4M 6XH 
United Kingdom 
 
Subject: Equity Method in Separate Financial Statements 
Reference: Exposure Draft ED/2013/10 
 
Dear Sir, 
 
Petróleo Brasileiro S.A. - Petrobras welcomes the opportunity to comment on the 
Exposure Draft named Equity Method in Separate Financial Statements. We believe this is 
an important opportunity for all parties interested in the future of IFRS and we hope to 
contribute to the progress of the Board’s activities. 
 
Petrobras is dedicated, directly or through its subsidiaries to prospecting, drilling, 
refining, processing, trading and transporting crude oil from producing onshore and 
offshore oil fields and from shale or other rocks, as well as oil products, natural gas and 
other liquid hydrocarbons. In addition, Petrobras carries out energy related activities, 
such as research, development, production, transport, distribution and trading of all forms 
of energy, as well as any other correlated or similar activities. The Company is controlled 
by the Federal Brazilian Government and our 2013-2017 business plan foresees 
investments in the order of US$236.7 billion (of which US$147.5 billion will be related to 
our exploration & production activities in Brazil). 
 
In Brazil, the financial statements of holding companies are already required to consider 
the Equity Method in the accounting for equity investments in subsidiaries, associates and 
joint ventures. Despite any conceptual disagreements that one might have concerning the 
use of the Equity Method, we believe that this method has the advantage of simplifying the 
reconciliation between the holding and consolidated financial information, and for this 
reason we support the project. We have just one important comment concerning the use of 
the Equity Method in the accounting for Joint Operations, when these are organized 
through separated legal entities (please see our answer on question five of the Exposure 
Draft). 
 
We hope that our recommendations help the IASB in making the decisions necessary to 
develop and maintain principles-based standards of high quality. If you have any 
questions in relation to the content of this letter please do not hesitate to contact us 
(contabilidade@petrobras.com.br). 
 
Respectfully yours, 
 
 
/s/ Marcos Menezes 
Marcos Menezes 
Chief Accountant 
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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? 
 

Question 2—Transition provisions 

The IASB proposes that an entity electing to change to the equity method would be 
required to apply that change retrospectively, and therefore would be required to apply 
IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors. 
 
Do you agree with the proposed transition provisions? If not, why and what alternative do 
you propose? 
 
Question 3—First-time adopters 

The IASB does not propose to provide any special relief for first-time adopters. A first time 
adopter electing to use the equity method would be required to apply the method from the 
date of transition to IFRSs in accordance with the general requirements of IFRS 1 First-
time Adoption of International Financial Reporting Standards. 
 
Do you agree that a special relief is not required for a first-time adopter? If not, why and 
what alternative do you propose? 
 
Question 4—Consequential amendment to IAS 28 Investments in Associates and 

Joint Ventures 

The IASB proposes to amend paragraph 25 of IAS 28 in order to avoid a conflict with the 
principles of IFRS 10 Consolidated Financial Statements 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 separate financial statements. 
 
Do you agree with the proposed consequential amendment? If not, why? 
 
Comments on Questions 1, 2, 3 and 4 

We agree with the Exposure Draft’s proposals. 
 

Question 5—Other comments 
Do you have any other comments on the proposals? 
 

Comments on Question 5 

In Brazil, the financial statements of holding companies are generally prepared in the 
form of Individual Financial Statements, which have some differences when compared 
to Separate Financial Statements, as defined in IAS 27. One of these differences 
involves the requirement that investments in subsidiaries, associates and joint ventures 
must be accounted for using the Equity Method of accounting.  
 
Additionally, when IFRS 11 was adopted in Brazil some noticed that the accounting for 
joint operations in Separate Financial Statements, as required by that standard, could 
have some undesired practical effects if it were to be adopted in the preparation of 
Individual Financial Statements. As a consequence, the local standard setter and the 
regulator provided an exception in the preparation of Individual Financial Statements 
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which allows the investment in a joint operation to be accounted for under the Equity 
Method, if this joint operation is organized through a separate legal entity. 
 
We reproduce below the local exception created by paragraph 27A of CPC Standard Nr. 
19 for Individual Financial Statements (our translation):1 
 

In its Individual Financial Statements, only companies with interests in 
joint operations that are not organized through separate legal entities 
must apply the requirements of items 20 to 22 or 23 of this Standard. 

 
We agree with the approach adopted by the CPC for conceptual and practical issues that 
could result from the application of paragraphs 20 to 23 of IFRS 11 when an investor 
accounts for its interests in joint operation organized through separate legal entities. 
 
IFRS 11 does not clarify whether such joint operation should not recognize assets and 
liabilities that are rights and obligations of the investor or, whether these assets and 
liabilities should be simultaneously recognized by the joint operation and its investor. 
Both situations are conceptually challenging and could conflict with corporate and tax 
laws and regulations in Brazil, while requiring excessive amounts of resources for 
implementation and maintenance. 
 
It is also worth mentioning that the benefits from the application of paragraphs 20 to 23 
of IFRS 11 in Separate Financial Statements would be naturally reduced due to the fact 
that the investor’s share in the assets and liabilities of the joint operation are already 
presented in Consolidated Financial Statements. 
 
Therefore, we would like to request an exception in the application of paragraphs 20 to 
23 of IFRS 11 that permits the use of the Equity Method to account for interests in joint 
operations organized through separate legal entities, when preparing Separate Financial 
Statements. 

                                                 
1 Items 20 to 23 of CPC Standard Nr. 19 are analogous to paragraphs 20 to 23 of IFRS 11. 


