IAS 28-Investments in Associates and Joint Ventures
1-Overview
This standard deals with the accounting for investments in associates and jointly controlled entities. An investment in which the investor owns between  20%-50% of the investee is called an associate, and thus the investor exercises significant influence on the operating and financial decisions of the associate directly or indirectly through voting power.
IAS 28 was reissued in May 2011 and applies to annual periods beginning on or after 1 January 2013
2-Objective of the standard
This Standard  aims is to prescribe the accounting for investments in associates and to set out the requirements for the application of the equity method when accounting for investments in associates and joint ventures.

3-Scope of the standard
IAS 28  must be applied by all investing entities (investors) that have joint control , or significant influence  over  an investee. That is, it applies to investments in jointly controlled entities and associates. 
4-Determination of significant influence
If an entity holds, directly or indirectly (eg through subsidiaries), 20 per cent or
more of the voting power of the investee, it is presumed that the entity has
significant influence.
Significant influence can be demonstrated by the investor (investing entity) in one or more of the following ways[footnoteRef:2]: [2:  ) IASB (2017),IFRS  Standards,part A, p 1038
] 

· representation on the board of directors or equivalent governing body of
          the investee;
· participation in policy-making processes, including participation in
         decisions about dividends or other distributions; 
·  material transactions  between the entity and its investee; 
         interchange of managerial personnel; or
·   provision of essential technical information.
In assessing whether potential voting rights contribute to significant influence,the entity examines all facts and circumstances that affect potential rights, except the intentions of management and the financial ability to exercise or convert those potential rights.

	EX1-

	Company (A) owns 18% of the shares of Company (F).This latter relies heavily on Company (A) employees as experts in the field of technical and technological matters. There are also two directors of Company (A) on the board of directors of Company (F), noting that the number of members of Company’(F) board of directors is 8 members.
Required: Determine how Company (A) classifies its investment in Company (F).
Solution
The investment must be classified as an investment in an associate company for two reasons:
Firstly,Company F  depends on Company A to a large extent in the field of technical and technological matters.
Secondly, there is a significant relative representation of Company (A) on the Board of Directors of Company (F), i.e. 8 out of 2 members, representing 25%.




5- Equity method
a-Initial recognition 
Under the equity method, on initial recognition the investment in an associate or a joint venture is recognised at cost.
When shares of the investee company are acquired, the investment account in associates or joint ventures is debited to the cost of purchasing the shares plus any direct expenses incurred to complete the transaction.
	
	Debit
	Credit

	Investments in Associates
           Bank
	XXXX
	
XXXX


 
b-Subsequent recognition
The book balance of the investment account is increased or decreased to record the investor’s share of the profit or loss of the investee after the date of acquisition, where:
· The carrying amount is increased or decreased to recognise the investor's share of the profit or loss of the investee after the date of acquisition.
· The investor recognizes its share of the profits or losses of the associate or joint venture in profit and loss.
· Then  the investment in associates or joint ventures account is reduced by the amount of distributions received from the associate or joint venture.
· The balance of the investment in associates or joint ventures account is adjusted for the investor's share of changes in other comprehensive income of the associate or joint venture, such as revaluation surplus on property, plant and equipment.
	
	Debit
	Credit

	Investments in Associates
           Profit
-------------------------------------
 Loss
        Investments in Associates

	XXXX


XXXX

	
XXXX


XXXX



	EX2-Equity Method

	Company A purchased 30% of the ordinary shares that have voting rights of Company A for an amount of 1000,000 $. As a result of this ownership,  A had a significant influence on the financial and operational decisions of Company (E). - The income statement of Company (E) for  year  end 2022 showed a net profit  of $ 800000.
On May 1,2023 companyE distributed the amount of $100000 of the net profit.
Required- Apply Equity method for those transactions
Solution
Because that company  A exercises a significant influence ( see definition),so A must apply the Equity method :
Journal entries
1-On initial recognition A must enter the following in the journal at the date of the acquisition of E shares :
	
	Debit(000)
	Credit(000)

	Investments in Associates
           Bank
	1000
	
1000



2-On December 31,2022, A recognise its profit share as :
	
	Debit(000)
	Credit(000)

	Investments in Associates
    Income from investments in associates
          8000000×30%
	2400000
	
240000




3-Profit Distribution on may1,2023

	
	Debit(000)
	Credit(000)

	Bank
        Investments in Associates
100000×30%
	30000
	
30000








5.2-Exemptions from Applying the Equity Method
An entity is exempt from applying equity method if the investment meets  the following conditions :
· The entity is a parent that is exempt from preparing consolidated financial statements under IFRS 10 .
· Or If the following four conditions are met together[footnoteRef:3]: [3:  ) www.iasplus.com/en/standards/ias/ias28-2011
] 

1- the entity is a wholly-owned subsidiary, or is a partially-owned subsidiary of another entity and its other owners,including those not otherwise entitled to vote, have been informed about, and do not object to, the investor notapplying the equity method
2- the investor or joint venturer's debt or equity instruments are not traded in a public market
3- the entity did not file, nor is it in the process of filing, its financial statements with a securities commission or other regulatory organisation for the purpose of issuing any class of instruments in a public market, and
4- the ultimate or any intermediate parent of the parent produces financial statements available for public use thatcomply with IFRSs, in which subsidiaries are consolidated or are measured at fair value through profit or loss in accordance with IFRS10.

7-Accounting for Changes in Ownership Interest
when the investor either sells some or all of its equity or acquires additional equity in the investee. The consequence of these actions could involve discontinuation of the equity method of accounting, or resumption of the use of that method. These cases are summarized as follow[footnoteRef:4] : [4:  ) Salim Alibhai and others (2020), Interpretation and Application of IFRS standards, John Wiley & Sons, Ltd ,p304

] 

7.1- Loss of significant influence :Significant influence is lost when :
-  an investee loses the power to participate in the financial  and operating policy decisions of the investee. 
- The associate may for instance be subjected to the control of a government, court, administrator or regulator.and
- Contractual arrangements could also change significant influence.
7.2-Discontinuing the Use of the Equity Method
An entity shall discontinue applying the equity method on the date on which the investment is no longer classified as an investment in associates and joint ventures, as follows:
· If an associate or joint venture becomes a subsidiary, the entity shall   
         account  for the investment in those entities in accordance with IFRS 3  
         “Combinations”   and IFRS 10 “Consolidated Financial Statements”.
· If the remaining interest in the former associate or joint venture is a financial asset as a result of the loss of significant influence, the investment shall be accounted for using IFRS 9 .

	EX3-

	Company A owns 30 % of shares in company D with the amount of $180,000 .
On june 30, 2022 company A sold 2/3 of its investment in company D with the amount of $140,000. Noting that the fair value of the remaining share in the associate company was $75,000.
Required: Calculate the  profit or loss resulting from the disposal of part of the investment in  company D.
Solution
Since company A sold 2/3 of its shares in D, this will lead to aloss of significant influence over the company D . The remaining share equals 10% ( 30%-30%×2/3) and it will be treated in accordance of IFRS 9 and classified as investment held for sale.
Profit will be calculated as follow :
Fair value of any remaining investment in D           75 ,000
Proceeds from sale of  of 2/3 of investment            140,000
Total                                                                         215,000
Deduct : the book value of investment                    180,000
Profit                                                            	  35,000



7.3-Acquisition of an associate in stages
An entity may hold an investment in another entity’s ordinary share that is below the level that would create a presumption of significant influence, which it later increases so that the threshold for application of the equity method is exceeded. So when the equity method is first applied an entity must :
-Compute the difference between the carrying amount of the investment and the fair value of the underlying net identifiable assets.and 
- when the equity method accounting threshold is first exceeded for a formerly passively held investment determine  the “goodwill-like” component of the investment .
 7.4-Increasing a stake in an associate while continuing the equity method 
When an entity increases its stake in an existing associate continuing to have significant influence but not gaining control, the cost of acquiring the additional stake  is added to the carrying value of the associate. Goodwill that
arises from the purchase of the additional stake is calculated based on the fair value information at the date of the acquisition of the additional stake.

	EX4-

	Company( A) owns 30 % of shares with avoting power   in company G with the amount of$ 145,000. As a result of this acquisition, Company A had a significant influence on the financial and operational decisions of Company (G), and the net fair value of Company (G)’s assets on the date of acquisition amounted to$ 430,000. There were also potential obligations on Company (G) that did not appear in its books, amounting to $30,000.
Required: Determine the amount of goodwill for Company A’s investment in Company G.
Solution
Goodwill= 145000-( 430000-30000)×30%
                 =+25000
30 % of  the net fair value of Company (G)’s assets equals  120000, and the increase of 25000 is a goodwill appears within the recorded value of the investment account in the associate company G.




8-Impairment losses
The net investment in an associate or joint venture is impaired and impairment
losses are incurred if, and only if, there is objective evidence of impairment as a
result of one or more events that occurred after the initial recognition of the net
investment  and that events have impact on the estimated future cash flows from the net investment that can be reliably estimated. 
Objective evidence that the net investment is impaired includes observable data that comes to the attention of the entity about the following loss events[footnoteRef:5]: [5:  ) IASB (2017),IFRS  Standards,part A,p1047
] 

·  significant financial difficulty of the associate or joint venture;
·  a breach of contract, such as a default or delinquency in payments by the
         associate or joint venture;
· the entity, for economic or legal reasons relating to its associate’s or joint
           venture’s financial difficulty.
· bankruptcy or other financial reorganisation.
· the disappearance of an active market for the net investment .

	EX5- Impairement losses

	Company (B) purchased 40% of the capital of Company (E) for $1 million on december31,2022 . At that date, the balance of retained earnings was $8 million  Company (B) wants to keep the investment on for a long period. Companies (B) and (E) prepare their financial statements at the year end 2023.The following e data was extracted from the  financial position statement for  B and E :

	Assets                   $8 million 
Liabilities            $ 1 million
Net Assets            $7 million
Equity
Capital                      $ 1 million
Additional capital     $ 2 million
Retained Earnings     $ 4 million                            


 
 The recoverable value of Company E was $4.5 million . The fair value of the net assets of Company E on the date of purchase was $ 5 million .
Required-Determine the impairment loss in the value of that investment.
Solution- Book value  of investment in associate on december31,2023
40 % × $ 7m =$2.8m
To determine the impairment loss on the investment in the associate E, and in accordanc with IAS (36),  we compare the book value of the investment in the books of the investor B with the recoverable value of the associate E, as follows:
	Recoverable value of investment in associate       $1.8m
( 4.5 × 40 %)                                                            
Book value of investment in associate                   ($2.8m)
impairment loss                                                         $1 m


 Since the recoverable amount is less than the book value (recorded) of the investment, there is an impairment loss of$ 1 million .
Journal entry
	
	Debit(000)
	Credit(000)

	Loss on impairment of investment in associate
                      Investments in associate
	1,000
	
1,000





9-Accounting in separate financial statements
If a entity has investments in a company, associates or joint venture. Then it has to account for  those investments  in the separate financial statements in accordance with IAS 27  ( see  III -  IAS 27separate financial statements ) using one of the following methods :
· Cost method,or
· Using IFRS 9.or
· Equity method.
10-Dislosure requirements
The disclosure requirements for investments in associates and joint ventures have moved to IFRS 12 “Disclosure of Interests in Other Entities”.



