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Appendix 1
a summary of IAS 28 (2011)
Background
1 Existing IAS 28 Investments in Associates (IAS 28) provides guidance on the accounting for associates and the application of the equity method. 
2 The changes to existing IAS 28 result from the IASB’s project on IFRS 11 Joint Arrangements (IFRS 11), which replaces the existing IAS 31 Interests in Joint Ventures (IAS 31).
3 Under IFRS 11, joint arrangements are classified either as joint operations or joint ventures and joint ventures are required to be accounted for using the equity method. The IASB decided to incorporate the accounting for joint ventures in IAS 28 (2011) given that the equity method is required for both investments in associates and joint ventures. 
The issue 

4 The majority of changes to IAS 28 result from the incorporation of the accounting for joint arrangements classified as ‘‘joint ventures’’ under IFRS 11, into IAS 28 (2011). 
5 It was not the IASB’s intention to reconsider the fundamental approach to the equity method established by IAS 28 and related Interpretations. Therefore, the assessment of significant influence and the approach underlying the equity method of accounting have been carried forward from existing IAS 28. 
What has changed?

6 The title of IAS 28 has been changed to reflect that it addresses the application of the equity method with regard to associates and joint ventures.
7 IAS 28 (2011) introduces a number of small amendments to the existing IAS 28, which are summarised below: 
(a) Potential voting rights: The additional guidance on potential voting rights when assessing significant influence or joint control has been moved from Guidance on implementing IAS 27 Consolidated and Separate Financial Statements, IAS 28 and IAS 31 to IAS 28 (2011). The guidance requires an entity to take into account the effect of potential voting rights that currently give the entity access to the returns associated with an ownership interests. The guidance has not been amended to reflect the new guidance on potential voting rights in IFRS 10 Consolidated Financial Statements (IFRS 10), because the IASB did not reconsider the definition of significant influence when it amended IAS 28 and concluded that it would not be appropriate to change one element of significant influence in isolation.  
(b) Classification as held for sale: IAS 28 (2011) clarifies that an entity must apply the requirements in IFRS 5 Non-current Assets Held for Sale and Discontinued Operations to a portion of an investment in an associate or a joint venture that meets the criteria to be classified as held for sale. 
(c) Partial use of fair value option extended to a portion of an associate: The use of the fair value measurement option in existing IAS 28 is extended to a portion of an investment in an associate if that portion is held indirectly through a venture capital organisation or a similar entity. Existing IAS 28 is silent in this respect and different accounting practices have emerged. The guidance on partial use of fair value option does not apply to interests in joint ventures, because the IASB thought that such events would be unlikely in practice.
(d) Incorporation of SIC-13 Jointly Controlled Entities–Non-Monetary Contributions by Venturers: SIC-13 provides guidance on non-monetary contributions to a jointly controlled entity being made in exchange for an equity interest in the jointly controlled entity, and limits a venturer to recognise in profit or loss only the portion of the gain or loss attributable to the equity interests of the other venturers. The guidance in SIC-13 has been substantially carried forward to IAS 28 (2011) and applies also to interests in associates. 
8 IAS 28 (2011) also introduces the following two more significant amendments to accounting and disclosure requirements: 
(a) Changes in interests held when an associate becomes a joint venture or vice versa: 
A change was introduced in the accounting with respect to scenarios where an investment in an associate becomes an investment in a joint venture, or vice versa. Currently such changes trigger a remeasurement. IAS 28 (2011) eliminates the requirement to remeasure the retained interest, because the IASB noted that the composition of the group is unaffected, when an interest in a joint venture becomes an associate or vice versa. In such cases, both investments (i.e. the joint venture and the associate) continue to be measured using the equity method. Considering that there is neither a change in the group boundaries nor a change in the measurement requirements, the IASB concluded that losing joint control and retaining significant influence is not an event that triggers remeasurement.   
(b) Disclosures in IFRS 12 Disclosure of Interests in Other Entities (IFRS 12) – apply to all interests within the scope of IAS 28: 
The scope exception in existing IAS 28 for investments held in venture capital organisations and similar entities has been removed and characterised as a measurement exception. As a result, entities are required to provide the disclosures in IFRS 12 for all interests in joint ventures and associates, including those that are held by venture capital organisations or similar entities and measured at fair value. 
When does IAS 28 (2011) become effective?
9 IAS 28 (2011) becomes effective for annual periods beginning on or after 1 January 2013. Earlier application is permitted. Early adopters would need to disclose that fact and apply IFRS 10, IFRS 11, IFRS 12 and IAS 27 (2011) Separate Financial Statements at the same time.
Appendix 2
EFRAG’s TECHNICAL assessment of IAS 28 (2011) against the endorsement criteria
In its comment letters to the IASB, EFRAG points out that such letters are submitted in EFRAG’s capacity of contributing to the IASB’s due process. They do not necessarily indicate the conclusions that would be reached by EFRAG in its capacity of advising the European Commission on endorsement of the definitive IFRS in the European Union and European Economic Area.

In the latter capacity, EFRAG’s role is to make a recommendation about endorsement based on its assessment of the final IFRS or Interpretation against the technical criteria for the European endorsement, as currently defined. These are explicit criteria which have been designed specifically for application in the endorsement process, and therefore the conclusions reached on endorsement may be different from those arrived at by EFRAG in developing its comments on proposed IFRSs or Interpretations. Another reason for a difference is that EFRAG’s thinking may evolve.
Does the accounting that results from the application of IAS 28 (2011) meet the technical criteria for EU endorsement?
1 EFRAG has considered whether IAS 28 (2011) meets the technical requirements of the European Parliament and of the Council on the application of international accounting standards, as set out in Regulation (EC) No 1606/2002, in other words that IAS 28 (2011):
(a) is not contrary to the principle of ‘true and fair view’ set out in Article 16(3) of Council Directive 83/349/EEC and Article 2(3) of Council Directive 78/660/EEC; and 

(b) meets the criteria of understandability, relevance, reliability and comparability required of the financial information needed for making economic decisions and assessing the stewardship of management.
EFRAG also considered whether it had any evidence that it would not be conducive to the European public good to adopt IAS 28 (2011).
Approach adopted for the technical assessment of IAS 28 (2011)
2 EFRAG notes that the following small changes resulting from IAS 28 (2011) are primarily clarifications of existing IFRSs or confirm existing practices in the absence of specific guidance in IFRSs:
(a) Potential voting rights; 

(b) Classification as held for sale;
(c) Partial use of fair value option extended to a portion of an associate; and
(d) Incorporation of SIC-13 into IAS 28. 
3 In EFRAG’s view, these four amendments to IAS 28 are straightforward – they clarify or correct existing IFRS in minor ways – and do not raise any new concerns. For this reason, they are not discussed specifically in this Appendix. 
4 IAS 28 (2011) also requires that entities provide the disclosures in IFRS 12 for all investments in joint ventures and associates, including those that are held by venture capital organisations or similar entities and measured at fair value. As explained in Appendix 1, the main effect of this change is that it triggers a requirement for additional disclosure under IFRS 12, but does not change the way these interests are measured or the entities that fall within its scope. EFRAG’s initial assessments on IFRS 12, including this amendment, are discussed in a separate document.

5 Finally, IAS 28 (2011) introduces a change in accounting with respect to scenarios where an investment in an associate becomes an investment in a joint venture, or vice versa, and eliminates the requirement to remeasure the retained interest. This amendment is discussed in the paragraphs that follow.

Changes in interests held when an associate becomes a joint venture or vice versa

Relevance 
6 Information is relevant when it influences the economic decisions of users by helping them evaluate past, present or future events or by confirming or correcting their past evaluations. 
7 EFRAG considered whether this amendment would result in the provision of relevant information – in other words, information that has predictive value, confirmatory value or both – or whether it would result in the omission of relevant information. 
8 The amendment eliminates the requirement to remeasure a retained interest when an entity changes its interest in an investment from an associate to a joint venture, or vice versa. In such cases, both interests will be measured using the equity method ‘before’ and ‘after’ the change. It follows that there is neither a change in the “group boundaries” nor a change in the measurement requirements, and therefore information will be relevant to users without remeasurement.  
9 For the reasons stated above, EFRAG’s overall initial assessment is that this amendment meets the relevance criterion. 

Reliability

10 EFRAG also considered the reliability of the information that will be provided by applying this amendment. Information has the quality of reliability when it is free from material error and bias and can be depended upon by users to represent faithfully what it either purports to represent or could reasonably be expected to represent, and is complete within the bounds of materiality and cost. 
11 There are a number of aspects to the notion of reliability: freedom from material error and bias, faithful representation, and completeness. EFRAG notes that this amendment does not involve significant judgement and would therefore not raise any significant issues with regard to reliability of information. 
12 EFRAG’s overall initial assessment is that this amendment satisfies the reliability criterion. 

Comparability
13 The notion of comparability requires that like items and events are accounted for in a consistent way through time and by different entities, and that unlike items and events should be accounted for differently.
14 EFRAG has considered whether the amendment results in transactions that are:

(a) economically similar being accounted for differently; or 
(b) transactions that are economically different being accounted for as if they are similar. 
15 This amendment applies to situations that involve an entity losing joint control of a joint venture and retaining significant influence in the underlying investment (an associate) and vice versa, and requires no remeasurement in such cases.
16 The purpose of this amendment is to address the accounting when an entity changes its interest in an associate to a joint venture or vice versa. EFRAG acknowledges that, in such cases, the investor-investee relationship and the nature of the interest changes. However, EFRAG notes that in both cases the underlying interests will continue to be accounted for using the equity method. In such cases the information would be more comparable from year to year as nothing has changed as it would not be necessary to remeasure the investment.
17 For this reason, EFRAG’s initial assessment is that this amendment satisfies the comparability criterion. 

Understandability

18 The notion of understandability requires that the financial information provided should be readily understandable by users with a reasonable knowledge of business and economic activity and accounting and the willingness to study the information with reasonable diligence.
19 Although there are a number of aspects to the notion of ‘understandability’, EFRAG notes that most of the aspects are covered by the discussion above about relevance, reliability and comparability. 
20 As a result, EFRAG is of the view that the main additional issue it needs to consider, in assessing whether the information resulting from the application of the amendment is understandable, is whether that information will be unduly complex.
21 In EFRAG’s view, the amendment does not introduce any new complexities that may impair understandability. Therefore, EFRAG’s overall initial assessment is that this amendment satisfies the understandability criterion.
True and Fair

22 EFRAG’s overall initial assessment is that the information resulting from the application of IAS 28 (2011) would not be contrary to the true and fair view principle. 

European public good

23 EFRAG is not aware of any reason to believe that it is not conducive to the European public good to adopt IAS 28 (2011).
Conclusion
24 For the reasons set out above, EFRAG’s overall initial assessment is that IAS 28 (2011) satisfies the technical criteria for EU endorsement and EFRAG should therefore recommend its endorsement. 

25 EFRAG notes that the amendment relating to disclosure is assessed as part of EFRAG’s initial assessments on IFRS 12.
Appendix 3

EFRAG’s evaluation of the costs and benefits of IAS 28 (2011)
1 EFRAG has also considered whether, and if so to what extent, implementing IAS 28 (2011) in the EU might result in incremental costs for preparers and/or users, and whether those costs are likely to be exceeded by the benefits to be derived from its adoption.  
Approach adopted for EFRAG’s cost and benefit assessments of IAS 28 (2011)
2 The approach adopted to conduct EFRAG’s initial assessments on the costs and benefits of IAS 28 (2011) is similar to the approach EFRAG undertook in its technical assessments of IAS 28 (2011). Essentially, EFRAG focused on the changes that are likely to result in additional costs and additional benefits to preparers and users.  
3 EFRAG notes that the following small changes resulting from IAS 28 (2011) are primarily clarifications of existing IFRSs or confirm existing practices in the absence of specific guidance in IFRSs:
(a) Potential voting rights; 

(b) Classification as held for sale;
(c) Partial use of fair value option extended to a portion of an associate; and

(d) Incorporation of SIC-13 into IAS 28. 
4 In EFRAG’s view, these four amendments to IAS 28 are straightforward – they clarify or correct existing IFRS in minor ways – and do not raise any new concerns about costs and benefits. For this reason, they are not discussed specifically in this Appendix. 
5 The amendment relating to disclosure is assessed as part of EFRAG’s initial assessments on IFRS 12.
6 IAS 28 (2011) introduces a change in accounting with respect to scenarios where an investment in an associate becomes an investment in a joint venture, or vice versa, and eliminates the requirement to remeasure the retained interest. This amendment is discussed in the paragraphs below.
Cost for preparers and users 
7 EFRAG has carried out an initial assessment of the cost implications for preparers and users resulting from IAS 28 (2011). 
8 EFRAG’s overall initial assessment is that IAS 28 (2011) will result in a decrease in costs to preparers, primarily because an entity does not have to remeasure an investment at fair value, when it changes its interest in the investment from a joint venture to an associate and vice versa. Costs to users are unlikely to be significantly affected by IAS 28 (2011). 
Benefits for preparers and users

9 EFRAG has carried out an initial assessment of the benefits for preparers and users resulting from IAS 28 (2011). 
10 EFRAG’s initial assessment is that benefits for preparers are unlikely to be significantly affected by IAS 28 (2011). 
11 Overall, EFRAG’s initial assessment is that users are likely to benefit from IAS 28 (2011) as the information resulting from it will generally remove inconsistencies in accounting and therefore increase comparability between entities and will enhance their analysis. 
Conclusion
12 EFRAG’s overall initial assessment is that overall the benefits to be derived from IAS 28 (2011) (excluding the amendment relating to disclosure, which is assessed as part of EFRAG’s initial assessments on IFRS 12) are likely to outweigh any incremental costs associated with them. 
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