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We are pleased to comment on the Exposure Draft ‘Equity Method in Separate Financial 

Statements (Proposed amendments to IAS 27)’. Our comments include views from a 

public hearing and responses collected from the various associations. We finalized the 

comment letter through the due process established in the KASB.  

 

Exposure Draft ‘Equity Method in Separate Financial Statements (Proposed 

amendments to IAS 27)’ 

 

Question 1 

 

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 agree to the proposals of the IASB; however, we believe there are some issues to be 

considered as the followings: 

 

(1) Applying the equity method as decribed in IAS 28 to the investment in associates 

and joint ventures in the entity's separate financial statements, there is no different result 

compared to the consolidated financial statements and the entity does not need to 

perform any additional procedures because it uses the same information that is used for 

consolidation of the subsidiary in its consolidated financial statements. 

 

However, there could be situation in which applying the equity method as decribed in 

IAS 28 to investments in subsidiaries in its separate financial statements would give a 

different result compared to the consolidated financial statements and incur additional 

expenses in producing information by applying the equity method within IAS 28 due to 

the differences between IFRS 10 and IAS 28 treatments. 

 

  - the elimination of the proportionate profit or loss from the downstream transaction 

(partial elimination vs full elimination)  

 

  - the recognition of additional losses when the investment account is reduced to zero 

(discontinuing recognition of further losses vs continuing recognition of further losses)  
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  - additional acquisition or partial disposal in a subsidiary’s shares when the entity 

continuously holds the control on the subsidiary(profit or loss transaction vs equity 

transaction) 

 

Paragraph 4 and BC10, and BC 12 of Exposure Draft can be interpreted to be 

inconsistent with each other in applying the equity method to the investment in 

subsidiaries. Because the IASB does not provide any guidance for the issue, there would 

be confusion in practice. 

Applying IAS 28 Equity Method Applying the Equity Method  

based on IFRS 10 

4  ..., or using the equity method as 

described in IAS 28 Investments in 

Associates and Joint Ventures 

BC12 The IASB noted that an entity 

should be able to use the information that 

is used for consolidation of the subsidiary 

in its consolidated financial statements for 

applying the equity method to the 

investment in the subsidiary in its separate 

financial statements. 

BC10 ... However, 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. ... The 

IASB concluded that creating any 

additional guidance within IAS 28 to 

eliminate such differences would not be 

appropriate. 

 

 

The KASB strongly believes that the information that is produced by applying the 

equity method to investments in subsidiaries in the entity's separate financial statements 

should be identical to the information in its consolidated financial statements. The 

reason is that when the information is different from each other, users of financial 

statements will bear additional costs for analysing the differences. Furthermore, it is 

probable that inappropriate information would be provided to the users of financial 

statements because preparers of financial statements could manipulate the profit or loss 

on its separate financial statements. For example, an entity can intentionally cause down 

stream transactions to the subsidiary in order to increase the profit or loss in its separate 

financial statement because according to IAS 28 the profit or loss are partially 

eliminated based on the entity’s interest in its investee only. 

 



 

 

 

 

- 3 - 

According to paragraph BC10 of Exposure Draft, the IASB noted that 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, and the IASB concluded that creating any additional guidance within IAS 

28 to eliminate such differences would not be appropriate. We think that the Basis for 

Conclusions needs to describe the reason why the IASB made its decision not to 

provide any additional guidance to eliminate the differences.  

 

For reference, the Korean local GAAP provides special requirements like belows in 

order to remove such difference.  

 

K-GAAP paragraph 8.35 (equity method) 

 

When an investee is a subsidiary of an investor under the equity method, the accounting 

treatment is that net income and net assets in the investor's individual financial statements, 

in which investments in associates and joint ventures are accounted for using equity method, 

are consistent with the ownership interest related to net income and net assets in its 

consolidated financial statements except for discontinuing use of the equity method when 

the investment account is reduced to zero. The followings are considerations in applying 

the equity method to investments in subsidiaries. 

 

① The investor eliminates full profit or loss from the downstream transaction that the 

investor sells its assets to the investee even though the investor's ownership interest in the 

subsidiary is less than 100%. 

 

② The difference between the price paid for the additional acquisition of a subsidiary's 

shares and the corresponding net assets in the investor's  consolidated financial statements 

is accounted for using capital surplus(or capital adjustment) account.  

 

③ When the investor still has control of a subsidiary after  partial disposal of the 

subsidiary's shares, the difference between the disposal consideration and carrying amount 

is accounted for as capital surplus(or capital adjustment) account, not recognised in profit 

or loss. 

 

④ When the investor's ownership interest is changed as a subsidiary issues additional 

shares to a third party or as others, the difference between (a) and (b) is included in capital 

surplus(or capital adjustment) account. 

(a) The acquisition cost of the acquired shares by issuing additional shares to a third party 

or doing others 

(b) The difference of a parent’s investments between before issuing additional shares to a 

third party or doing others and after issuing additional shares to a third party or doing 

others 
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⑤ When the investor has accounts receivable from a subsidiary and sets up the allowance 

for bad debts, the allowance for bad debts of the period shall be reversed by adding to 

investments in subsidiary and recognizing in profit or loss (ex: income for income).  

 

(2) According to paragraph BC 10 of Exposure Draft, in addition, there could be a 

situation in which applying the equity method as decribed in IAS 28 to investments in 

subsidiary in its separate financial statements would give a different result compared to 

the consolidated financial statements. Thus, we think that the IASB should specifically 

explain why the IASB concluded that creating any additional guidance within IAS 28 to 

eliminate such differences between separate financial statements and consolidated 

financial statements would not be appropriate. 

 

Question 2 

 

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? 

 

We would like to suggest the IASB to allow not only retrospective application but also 

prospective application for equity method. 

 

An entity does not need to perform any additional procedures for applying the equity 

method retroactively to the investment in associates and joint ventures in its separate 

financial statements because the entity can use the same information that is used in its 

consolidated financial statements. 

 

However, in some cases, there are some issues to be considered as we mentioned in 

question 1. In those cases, substantial efforts and costs may be required to determine the 

carrying amount of the investment in the subsidiary in separate financial statements 

from the assets and liabilities in consolidated financial statements for applying the 

equity method. 

 

Question 3 

 

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 
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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? 

 

We agree with the proposal of the IASB. 

 

Question 4 

 

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? 

 

We agree with the proposal of the IASB  

 

We believe that the IASB should add an additional paragraph to describe how to 

measure the remaining interest when an investor loses the control but holds a significant 

influence on the former subsidiary. We suggest to add the below proposal or similar one 

to IAS 28.  
 

------------------------------------------------------------------------------------------------------- 

25A When a subsidiary becomes an associate or a joint venture of an entity as the entity 

loses control of the subsidiary, the entity recognises the investment of the associate or the 

joint venture retained in a former subsidiary at its fair value when control is lost. 

------------------------------------------------------------------------------------------------------- 

 

Question 5 

 

Do you have any other comments on the proposals? 

 

Some difficulties are likely to be expected in practices for application of applying the 

equity method within IAS 28 because of the absence of requirements which deal with 

diverse transactions occuring in practice.  

 



 

 

 

 

- 6 - 

We have some concerns that applying the equity method to the investment in a 

subsidiary in separate financial statements with revision of the IAS 27 will generate 

additional problems in practice. 

 

Therefore, we would like to suggest that the IASB should clarify the ambiguities of 

applying the equity method by immediately launching 'comprehensive equity method 

project', which has been decided as one of the research agenda. 

 


