Accounting for investment in associates
(Part 3)
If an investor's share of losses of an associate or a joint venture equals or exceeds its interest in
the associate or joint venture, the investor should discontinue recognising its share of further
losses.
Reciprocal interests
Accounting for treasury shares
held by an associate
The reciprocal interest should be
eliminated. The requirements of IAS
28(2011):26 apply to accounting for
reciprocal equity interests regardless of
how the investee has accounted for
the reciprocal interest.
Reciprocal interests should be treated
in a similar manner to an investor's
own shares, resulting in consolidation
elimination entries to eliminate the
investor's share of the reciprocal
interests.
Accounting for reciprocal
interests held by an associate of a
venture capital organisation
The reciprocal interest should not be
eliminated because venture capitalists
that measure their investment at fair
value in accordance with IFRS 9 are
not required to apply the equity
method. Therefore, IAS 28(2011):26
does not apply. Consequently, the
reciprocal equity interests are not
eliminated at the investor level.
Distributions received from an
associate or a joint venture
Distributions received from an
associate or joint venture reduce the
carrying amount of the investor's
interest in the associate or joint
venture. [IAS 28(2011):10
If an investor's share of losses of an
associate or a joint venture equals or
exceeds its interest in the associate or
joint venture, the investor should
discontinue recognising its share of
further losses. After the investor's
interest is reduced to zero, additional
losses are provided for, and a liability
recognised, only to the extent that the
investor has incurred legal or
constructive obligations or made
payments on behalf of the associate or
joint venture. However, IAS 28 does
not address the accounting for
distributions by equity-method
investees to an investor in excess of
the investor's carrying amount. If

distributions by an equity-method
previously exercised significant
investee to an investor are in excess
influence, or of which it previously
of the investor's carrying amount, and
had joint control, emerges from
(a) the distributions are not
bankruptcy. During the bankruptcy,
refundable by agreement or law, and
the investee's board of directors
(b) the investor is not liable for the
had no power to direct the
obligations of the investee or
investee's operating and financial
otherwise committed to provide
policies, or direct the relevant
financial support to the investee, then
activities, with all decisions instead
cash distributions received in excess
being made by an independent
of the investment in the investee
administrator appointed following
should be recognised as income. If
a vote by the investee's creditors.
the investee subsequently reports net
The investor had stopped applying
income, the investor should resume
the equity method for its
applying the equity method in
investment during the bankruptcy
accordance with IAS 28 once the
because it was unable to exercise
investee has made sufficient profits to
significant influence or joint control
cover the aggregate of any investee
over the investee;
losses not recognised by the investor ?
? an investor's representation on the
(due to the investor's zero balance in
board of directors of an investee
the investment) and any income
increases without a corresponding
previously recognised for excess cash
increase in the investor's
distributions.
investment (e.g. a board member
resigns and is not replaced, thereby
Commencing use of the equity
increasing the investor's
method
representation or, alternatively, the
investor is given or gains another
Date of commencing use of the
seat on the board for no
equity method
consideration); and
An investment is accounted for under
?
? an investment in an associate or a
the equity method from the date on
joint venture previously classified as
which it becomes an associate or a
held for sale in accordance with
joint venture.[IAS 28(2011):32
IFRS 5 no longer meets the criteria
to be so classified.
An investor will generally begin to use
the equity method when it first
acquires or it increases its interest in
Investments previously classified
the associate or joint venture such
as held for sale
that significant influence or joint
When an investment (or, under IAS
control is achieved. Transactions and
28(2011), a portion of an investment)
events other than a change in
in an associate or a joint venture
absolute or relative ownership levels
previously classified as held for sale in
that could require an investor to
accordance with IFRS 5 no longer
begin to use (or to resume the use of) meets the criteria to be so classified,
the equity method for an investment it should be accounted for using the
include, but are not limited to:
equity method retrospectively as from
the date of its classification as held
?
? the investor acquires potential
for sale. Financial statements for the
voting rights that impact on its
periods since classification as held for
ability to exercise significant
sale should be amended accordingly.
influence;
[IAS
28(2011):21
?
? the shareholders of the investee
enter into an agreement that
affects the control, joint control or
significant influence held by the
investors;
?
? an investee over which the investor

It is clear that IAS 28 requires
retrospective restatement in these
circumstances. On the face of it, this
is not consistent with the

requirements of IFRS 5 when an asset
ceases to be classified as held for
sale, because IFRS 5 applies the
change of classification prospectively
from the date that the criteria cease
to be met. However, the requirement
in IAS 28(2011):21 is more specific
and should therefore be
followed.

goodwill number, calculated in
accordance with IAS 28(2011):32.
IAS 28(2011):32 makes it clear that
any excess of the investor's share of
the net fair value of the investee's
identifiable assets and liabilities on
acquisition over the cost of the
investment should be included in
income.

Recognising the initial
investment
On the acquisition of an investment
in an associate or a joint venture, any
difference between the cost of the
investment and the entity's share of
the net fair value of the investee's
identifiable assets and liabilities is
accounted for as follows:
[IAS 28(2011):32
?
? goodwill relating to an associate or

a joint venture is included in the
carrying amount of the investment.
Amortisation of that goodwill is not
permitted; and
?
? any excess of the investor's share
of the net fair value of the
investee's identifiable assets and
liabilities over the cost of the
investment is included as income in
the determination of the investor's
share of the associate's or the joint
venture's profit or loss in the period
in which the investment is
acquired.
The investor's proportionate share of
the assets acquired and liabilities
assumed should be adjusted for
write-ups or write-downs to fair value
in the same manner as in business
combination accounting under IFRS
3. The investor would then amortise
its proportionate share of any
acquisition accounting adjustments
over the period necessary to match
them against the related assets and
liabilities.
Any goodwill that is recognised in the
statement of financial position of the
associate is ignored when
determining the identifiable assets
and liabilities assumed by the investor
and is effectively absorbed into the
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