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27 February 2014 

Hans Hoogervorst  
International Accounting Standards Board Chair  
30 Cannon Street 
London EC4M 6XH 
United Kingdom 
 
Dear Hans,  

Re: Accounting for Interests in Joint Operations structured through a separate 
vehicle in separate financial statements 

On behalf of the European Financial Reporting Advisory Group (EFRAG), I am writing 
regarding an issue on the accounting for interests in joint operations structured through 
a separate vehicle in separate financial statements. 

Need for an option in IAS 27 Separate Financial Statements (2011) 

IFRS 11 Joint Arrangements requires a joint operator, in its separate financial 
statements, to account for its interest in a joint operation structured through a separate 
vehicle in the same manner as in the consolidated financial statements. This is the case 
regardless of whether or not the joint operation is structured through a separate vehicle. 

On the other hand, the revised IAS 27 Separate Financial Statements (2011) requires 
investments in subsidiaries, associates or joint ventures to be accounted for, either at 
cost or fair value in the separate financial statements of the investor.  

Applying the requirements of IFRS 11 in the separate IFRS financial statements of a 
joint operator, to a joint operation that is structured through a separate vehicle has 
created significant concerns for listed companies that present separate financial 
statements in accordance with IFRS. These concerns were raised with the IASB by the 
Italian standard-setter (‘the OIC’) in a meeting in May 2012 in which EFRAG also 
participated. At that meeting it was discussed whether existing IAS 27 should be 
amended, to allow joint operators an option to apply the requirements in IAS 27 to joint 
operations in their separate financial statements. We understand that the issue is 
explained in a letter from the OIC to the IASB dated 13 June 2013.   

EFRAG agrees with the concerns expressed by the OIC. We also believe that a 
practical solution to address the issue is for the IASB to amend IAS 27 to allow joint 
operations( structured through a separate vehicle) to be accounted for in the same way 
as joint ventures (i.e. at cost or fair value) in the separate financial statements of the 
joint operator. IFRS 11 would also need to be amended to refer to IAS 27 where 
necessary. Given that companies are already applying IFRS 11, we would support an 
option that allows joint operations (structured through a separate vehicle) to be 
accounted for either using the requirements in IAS 27 (i.e. cost or fair value) or the 
requirements in IFRS 11 (same as the consolidated accounts) in separate financial 
statements.  

We note that in December 2013 the IASB issued a proposal to amend IAS 27 to allow 
investments in subsidiaries, associates or joint ventures to be accounted for using the 
equity method. EFRAG supported the IASB proposal. In discussing an additional option, 
the IASB noted that separate financial statements are optional and thereby reduce any 
impacts on comparability the option might bring. In EFRAG’s comment letter on that 
proposal, we noted that the definition of separate financial statements should be revised 
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so that it focuses on the parent or investor’s interest (in associates and joint ventures) 
and on the performance of the assets as investments. In our view, this would be in line 
with the view that interests in joint operations structured through separate vehicles 
should be accounted for as investments in the separate financial statements. 

Discussions at the IFRS Interpretations Committee 

The issue on the accounting for interests in joint operations structured through a 
separate vehicle in separate financial statements was discussed by the IFRS 
Interpretations Committee at its meeting in November 2013. The Committee 
acknowledged that the issue is prevalent in practice because separate financial 
statements are common in many jurisdictions, within and outside of Europe. No 
decisions were taken and the outcome of the discussion was passed on to the IASB. 

Economic substance does not always override legal form in separate financial 
statements 

IFRS 11 requires parties to joint arrangements to consider other facts and 
circumstances, even if the structure of the arrangement, its legal form and contractual 
arrangements indicates that an arrangement is a joint venture. It might be that parties 
have ‘indirect’ rights and obligations to substantially all of the economic benefits of the 
assets relating to the arrangements (which in turn fund the arrangement), without having 
contractually and (legally) enforceable terms. In such a case, the arrangement could still 
be a joint operation, by virtue of the ‘other facts and circumstances’ criterion in IFRS 11. 
Whist contractual arrangements (enforceable terms) are generally considered a legal 
form, in the case of ‘facts and circumstances’, the substance over form principle would 
generally prevail.  

In our view, the separate IFRS financial statements tend to follow the legal form of an 
arrangement more closely than the consolidated IFRS financial statements. Therefore, it 
is not always appropriate to apply the same accounting requirements in both sets of 
accounts. Under current IFRS, for example, a 100% interest in a single-asset subsidiary 
(e.g. a property holding) that is held by a parent entity is presented in the separate IFRS 
financial statements as an investment (measured at cost or fair value under IAS 27). 
Even though the ‘facts and circumstances’ – as defined in IFRS 11 – suggest that the 
parent is essentially the owner of the property, the parent is only the indirect owner of 
the property and the ‘corporate veil’ has not been pierced.  

A similar argument applies to joint operations that are structured through a separate 
vehicle. If the joint operator is only the indirect owner of such a joint operation (and 
legally or contractually the veil of incorporation has not been pierced) then it would be 
more consistent also to account in these cases for the joint operation, in the separate 
IFRS accounts, as an investment under IAS 27.  

If you would like to discuss this issue further, please do not hesitate to contact Isabel 
Batista or me. 

Yours sincerely, 

 

Françoise Flores 

EFRAG Chairman 


