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Note to constituents

IFRS 11 includes consequential amendments to IFRS 9 Financial Instruments, which has not yet been endorsed in the EU. Those consequential amendments are not addressed in this Draft Endorsement Advice and will be considered together with the related requirements in IFRS 9.
Appendix 1
a summary of IFRS 11 Joint Arrangements 
Background
1 Entities will generally enter into a ‘joint arrangement’ when they decide to share control of one or more economic activities with one or more parties. Such arrangements are common in the oil and gas and construction industries, although they can also be found in other industries.  

2 IAS 31 Interests in Joint Ventures (IAS 31) defines a joint venture as a contractual arrangement whereby two or more parties undertake an economic activity that is subject to joint control. 
3 Users of financial statements have criticised IAS 31 for permitting a choice of accounting policy for jointly controlled entities (the use of either proportionate consolidation or equity accounting). This was one of the main reasons why the IASB decided to change IAS 31. 

4 The IASB also believed that the accounting requirements under IAS 31 depended too much on the form of the arrangement (i.e. the existence of a separate entity) which, combined with the choice of accounting treatment for jointly controlled entities, resulted in some arrangements giving parties similar rights and obligations to be accounted for differently and, conversely, arrangements that give the parties different rights and obligations but are accounted for similarly under existing IFRSs.  
5 The IASB therefore decided to amend IAS 31 to address the concerns described above. In particular, IFRS 11 aims to establish a set of principles that determine the accounting for all joint arrangements.
6 The IASB ‘Joint ventures’ project was initiated as a part of the Memorandum of Understanding between the FASB and the IASB. One of its objectives was to achieve further convergence between IFRS and US GAAP.
What has changed?
7 IFRS 11 replaces the term ‘joint venture’ in IAS 31 with ‘joint arrangement’, which is defined as ‘an arrangement of which two or more parties have joint control. 
8 IFRS 11 introduces the following new elements in accounting for joint arrangements:

(a) Core principal for classification and accounting for interests in joint arrangements;
(b) Parties without joint control having an interest in a joint operation; and

(c) Accounting for interests in joint operations in separate financial statements.
Core principal for classification and accounting for interests in joint arrangements 
9 The ‘core principle’ in IFRS 11 is that the classification and accounting for the interests in joint arrangements is based on the rights and obligations of the parties to a joint arrangement. 

Classification: type of joint arrangements 
10 IFRS 11 requires that the classification of a joint arrangement be based on whether the parties to the arrangement have ‘rights’ to assets and ‘obligations’ for liabilities of the underlying arrangement or, alternatively, only have rights to the net assets of the joint arrangement.  
11 Following the ‘core principle’, IFRS 11 identifies two types of joint arrangements: a joint operation and a joint venture. 
(a) In a joint operation, the parties have rights to the assets and obligations for the liabilities of the arrangement. The notion of ‘jointly controlled assets’ that existed in IAS 31 has been merged into one type of joint arrangement called ‘joint operation’.

(b) In contrast, in a joint venture, the parties to the arrangement have rights to the net assets of the arrangement. 
12 The term ‘jointly controlled entity’ is not used in IFRS 11. Under IAS 31 the distinction between ‘jointly controlled entities’ and all other joint ventures (previously called jointly controlled assets/operations) was based on the existence of a legal entity. This is not the case in IFRS 11, which states that if the legal separation of rights to assets and obligations for liabilities is overcome by the legal form, contractual terms or other facts and circumstances, the arrangement is accounted for in the same way as arrangements in which there is no separate structure at all. Appendix B of IFRS 11 sets out the application requirements and specific tests for each of these. To summarise: 

(a) Joint arrangements not structured through a separate vehicle: If a joint arrangement is not structured through a separate vehicle, IFRS 11 states that the parties to a joint arrangement have rights and obligations to the assets and liabilities of the arrangement and hence the arrangement must be classified as a joint operation. No further assessment is required.
(b) Joint arrangements structured through a separate vehicle: If a joint arrangement is structured through a separate vehicle this could be either a joint venture or a joint operation. In such a case the parties need to assess whether the legal form of the separate vehicle, the terms of the contractual arrangement and, when relevant, any other facts and circumstances give them: rights to the assets, and obligations for the liabilities (i.e. the arrangement is a joint operation) or rights to the net assets to the arrangement (i.e. the arrangement is a joint venture). In other words, the existence of a separate vehicle is a necessary, but not sufficient, condition for a joint arrangement to be considered a joint venture.
13 In some cases, the parties to a joint arrangement are bound by a framework agreement that sets up the contractual terms for undertaking one or more activities, which might be undertaken through different joint arrangements to deal with specific activities that form part of the agreement. In such cases, the rights and obligations of the parties might differ with regard to the different joint arrangements. In such cases, each joint arrangement set up under the framework agreement should be assessed separately and classified either as a joint operation or a joint venture. 
Accounting for joint arrangements 

14 The method of accounting will depend on the type of joint arrangement. The focus is no longer on the legal structure of the joint arrangements, but rather on how rights and obligations are shared by the parties to the arrangement. A party to a joint operation recognises – in accordance with all applicable IFRSs – in its financial statements: 

(a) its assets, including its share of any assets held jointly; 

(b) its liabilities, including its share of any liabilities incurred jointly; 

(c) its revenue from the sale of its share of the output of the joint operation;

(d) its share of revenue from the sale of the output by the joint operation; and 

(e) its expenses, including its share of any expenses incurred jointly.

15 A joint venturer accounts for its interest in a joint venture using the equity method of accounting under IAS 28 (2011). The existing accounting option to apply proportional consolidation to jointly controlled entities in IAS 31 has been eliminated.
Parties that participate in a joint arrangement but which do not have joint control

16 Under existing IFRSs, a party to a joint venture (under IAS 31 the term ‘joint venture’ included all types of joint arrangements) that did not have joint control should account for its interest in the joint venture in accordance with IFRS 9 Financial Instruments (IFRS 9) or IAS 39 Financial Instruments: Recognition and Measurement (IAS 39) or under existing IAS 28 (if it had significant influence over the joint venture). 

17 Under IFRS 11, parties to a joint operation which do not have joint control in the arrangement, are required to measure their interest in the arrangement in the same way as joint operators if they have rights over the assets and obligations for the liabilities of the arrangement (recognition of assets, liabilities, revenue and expenses). Parties to a joint operation that do not have joint control and neither rights to assets nor obligations for the liabilities, account for their interests in the joint operation in accordance with IFRSs applicable to their interests.
18 Under IFRS 11, parties to a joint venture that do not have joint control, will continue to account for their investment in accordance with IFRS 9/IAS 39, unless they have significant influence over the joint venture, in which case they shall account for it in accordance with IAS 28 (2011).
Accounting for interests in joint operations in separate financial statements 

19 Under existing IAS 27 Consolidated and Separate Financial Statements (IAS 27), all interests in jointly controlled entities are accounted for at cost or at fair value in accordance with IFRS 9 or IAS 39.
20 Under IFRS 11, interests in joint operations are accounted for in the separate financial statements in the same manner as they are accounted for in the consolidated financial statements. That is, a joint operator will recognise its assets, liabilities, revenues and expenses relating to the joint operation. This requirement has been extended to parties to a joint operation that do not have joint control, but have rights to the assets and obligations for the liabilities of the arrangement.

21 Joint ventures are accounted for either at cost or fair value in accordance with IFRS 9 or IAS 39 in the separate financial statements of the joint venturers.

Other changes 

The scope exception in existing IAS 31

22 The scope exception in existing IAS 31 for venture capital organisations, mutual funds, unit trusts or similar entities, including investment-linked insurance funds, has been removed and characterised as a measurement exception. As a result, entities are required to provide the disclosures in IFRS 12 Disclosure of Interests in Other Entities (IFRS 12) for all interests in joint ventures, including those that are held by venture capital organisations or similar entities and measured at fair value.
SIC-13 Jointly Controlled Entities – Non Monetary Contributions by Venturers
23 The guidance in SIC-13 Jointly Controlled Entities – Non Monetary Contributions by Venturers has been incorporated into IAS 28 (2011) Investments in Associates and Joint Ventures (IAS 28 (2011)).  
Disclosure requirements under IFRS 12 for joint arrangements 

24 IFRS 12 requires extensive disclosures about an entity’s interests in joint arrangements in response to user needs and as a result of the new accounting model for joint arrangements in IFRS 11.
25 Among others, IFRS 12 requires an entity to disclose the nature of the activities of the joint arrangement and summarised financial information about each joint venture that is material to the entity. 
26 In relation to individually immaterial joint ventures, an entity is required to provide aggregate information about the carrying amounts of those investments and limited aggregate information about profit and loss and comprehensive income. 

27 IFRS 12 requires less information about interests in joint operations than about interests in joint ventures, mainly because IFRS 11 requires a joint operator to account for (and disclose information about) assets and liabilities, income and expenses relating to its interest in a joint operation, in accordance with applicable IFRSs.
When does IFRS 11 become effective?
28 IFRS 11 is effective for annual periods beginning on or after 1 January 2013, with early application permitted provided IFRS 10 Consolidated Financial Statements (IFRS 10), IFRS 12, IAS 27 (2011) Separate Financial Statements (IAS 27 (2011)) and IAS 28 (2011) are adopted at the same time. 
Appendix 2
EFRAG’s TECHNICAL assessment of IFRS 11 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 IFRS 11 meet the technical criteria for EU endorsement?
1 EFRAG has considered whether IFRS 11 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 IFRS 11:
(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 IFRS 11.

Approach adopted for the technical evaluation of IFRS 11 

2 In performing its initial assessment, EFRAG focused on the impact of the new following elements introduced by IFRS 11:

(a) Core principle for classification and accounting for interests in joint arrangements; 
(b) Parties without joint control having an interest in a joint operation; and
(c) Accounting for interests in joint operations in separate financial statements.

Each of these elements has been assessed separately in this Appendix.
3 The scope exception in existing IAS 31 for venture capital organisation, mutual funds, unit trusts or similar entities, including investment-linked insurance funds, has been moved to IAS 28 (2011) and characterised as a measurement exception. The main effect of this change is that it triggers a requirement for additional disclosure under IFRS 12. EFRAG initial assessments on IFRS 12 are discussed in a separate document: Invitation to comments on EFRAG’s Initial Assessments of IFRS 12. 
4 The accounting guidance in SIC-13 on non-monetary contributions has been incorporated into IAS 28 (2011) and now also applies to associates. This amendment to IAS 28 is further discussed in a separate document: EFRAG’s Initial Assessment of IAS 28 (2011). In that document EFRAG has initially assessed that this amendment is straightforward and does not raise any new concerns.
5 The new disclosure requirement IFRS 12 on interests in joint arrangement are discussed and assessed in a separate document: EFRAG’s Initial Assessment of IFRS 12. 
6 To obtain evidence to support its initial assessment of IFRS 11, EFRAG considered the effect analysis published by the IASB, held meetings with the various groups of constituents and conducted field-testing activities. This is described in more detail in the document titled ‘Methodology of EFRAG’s Initial Assessments of IFRS 10, IFRS 11, IFRS 12, IAS 27 (2011) and IAS 28 (2011)’, which is issued as part of EFRAG’s invitation to comment on the five standards. The results of the various consultations have been reflected in this initial assessment of IFRS 11.
Core principle for classification and accounting for interests in joint arrangements
Relevance 
7 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. 

8 EFRAG considered whether IFRS 11 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. 
9 EFRAG notes that accounting for interest in joint operations not structured through separate vehicle is consistent with existing IFRSs and does not raise any concerns about relevance. 
10 EFRAG notes that based on the ‘core principle’, IFRS 11 requires parties to joint arrangements which have rights to the assets and obligations for the liabilities to the joint arrangement, to recognise those assets and liabilities in their financial statements.
11 In practice, the accounting outcome for joint arrangements classified as joint operations, will be similar to proportionate consolidation under existing IFRSs for consolidated financial statements (unless a party’s ownership interest in the joint operation differs from its share of assets, liabilities, revenue and expenses). However, the rationale under IFRS 11 is that an entity has rights to assets and obligations for liabilities, which is not something that is required to exist to qualify for proportionate consolidation under IAS 31. For this reason, some argue that proportionate consolidation does not produce relevant information because in their view there is no basis for combining jointly controlled assets and liabilities with those ‘fully’ consolidated (and controlled) by an entity. Supporters of this view contend that a party to a joint arrangement that does not control its share of the assets and liabilities of the joint arrangement, should not report those items in its statements of financial position because they do not meet the definition of an asset or liability, respectively. 
12 The concern described above would be addressed if the focus in classifying a joint arrangement was on the ‘rights to assets and obligations for the liabilities’ a party has relating to its involvement in the arrangement. IFRS 11 does that, and states that rights and obligations conferred on the parties can arise in various ways: from a legal perspective, from contractual agreements between the parties to the arrangements or from other facts and circumstances. 
13 EFRAG notes that under IFRS 11, an entity would recognise assets and liabilities relating to its interests in the joint operation, if they meet the IFRSs recognition criteria for assets and liabilities. In particular, when the legal form of a joint arrangement does not grant a separation between the parties and the separate vehicle, the parties have rights to the assets of the joint arrangement and are liable for its obligations. In EFRAG’s view the accounting required under IFRS 11 will reflect this lack of ‘separation’ in an appropriate manner and therefore provides relevant information. Also in cases when the contractual arrangement between the parties reverse the separation between the parties and a joint arrangement and give the parties direct rights to the assets and the parties agree to take over the liabilities of this joint arrangement, recognition of these assets and liabilities in the financial statements of the parties would be appropriate and should bring relevant information to users.
14 Under IFRS 11, an entity would be considered to have rights to assets also if the purpose of the joint arrangement is to provide the parties with all output being produced by the assets. In such cases, the economic benefits generated by those assets flow entirely (or substantially) to the parties that jointly control the arrangement and therefore the parties are required to recognise those assets in their financial statements. A similar argument could be used for the liabilities of a joint arrangement, if the liabilities it incurs, are in substance, satisfied by the parties either through a contractual agreement or by the cash flows received from the parties through their purchases of the output. In both cases, the indication is that the parties have an obligation for the liabilities of the arrangement, which they should recognise. In EFRAG’s view, in such cases the substance of the joint arrangement overrides its legal form. In such cases parties have in essence set up a joint arrangement with the intention to have access to the assets and not in order to receive a profit from the investment. 
15 However, some constituents argue that applying the ‘core principle’ might result in an entity recognising liabilities for which it does not have an obligation. According to these constituents when a joint arrangement has been structured through a separate vehicle, and the legal form grants a separation between the parties and this feature has not been reversed by a contractual agreement, it should not be concluded that the parties have rights to assets and obligations for liabilities based solely on the other facts and circumstances (e.g. whether the parties purchase the output of the arrangement or not). In the fact pattern described in the above paragraph, the parties are not severally liable for the obligations of the joint arrangement from a legal perspective and in case of liquidation of a separate entity their potential loss is limited to their share in the net assets.

16 Furthermore, these constituents argue that the parties do not have direct rights to the assets of the arrangement as they do not control the assets. Accordingly, the differentiating feature between a joint operation and a joint venture should not be whether the parties purchase the output from the joint arrangement. The outcome should be the same irrespective of whether the parties purchase all the output from a joint arrangement or from an independent supplier. 
17 EFRAG notes that IFRS 11 requires recognition of the share of assets, liabilities, revenue and expenses based on the contractual rights of the parties and which could in some cases be different from the share of assets, liabilities, revenue and expenses recognised based on the ownership interest in a joint arrangement. In EFRAG’s opinion the information based on those contractual rights and obligations would have more predictive value.
18 EFRAG notes that based on the ‘core principle’ in IFRS 11, if parties to a joint arrangement have neither rights to assets nor obligations for the liabilities, they recognise their interest in the joint venture in accordance with the equity method under IAS 28 (2011), as this reflects the fact that the parties have only rights to the net assets of the joint arrangement. The parties are not liable for the obligations of the joint venture and should therefore not recognise these as liabilities. They also do not have direct rights to the specific assets of the joint arrangement. 

19 EFRAG notes that IFRS 11 eliminates proportionate consolidation, which means that the parties to joint arrangements will not be able to recognise a share of assets and liabilities, revenue and expenses of the joint arrangement in their financial statements unless they have rights to the assets and obligations for the liabilities. Under IFRS 11 those rights and obligations can be conferred to the parties by legal form of an arrangement, through contractual agreements or as a result of other fact and circumstances indicating that in substance the parties have rights to the assets and obligations for the liabilities. 
20 Some constituents argue that the ‘core principle’ should not focus solely on ‘rights and obligations’, rather on the fact to which extend the activity of the joint arrangement is linked to the business of the parties.
21 EFRAG considered whether there are cases when relevant information will be omitted because the loss of proportionate consolidation would no longer allow entities (parties to a joint arrangement) to report performance and underlying revenue and expenses of the activities in the joint arrangement in a way that provides relevant information to users.

22 EFRAG notes that in many cases activities undertaken through the joint arrangement are closely related to the business and operating activities of the parties and the parties are highly involved in the activities of the arrangement which is consequently considered as an ‘extension’ of the activities of these parties. For example, when parties agree that part of their production activity should be outsourced to a joint arrangement. In such cases, the joint arrangement is often structured such that it would meet the definition of a joint operation, in which case the parties to the arrangement would need to recognise their share of assets, liabilities, revenue and expenses based on the contractual rights. This accounting would provide – unless a party’s ownership interest in the joint operation differs from its share of assets, liabilities, revenue and expenses – in practice similar information as proportionate consolidation would have under IAS 31, as it provides information about the scale of the operations managed by, and the risks borne by, the parties undertaking the joint activity. 

23 EFRAG notes that in some cases a joint arrangement may not meet the criteria to be classified as a joint operation, for example, because the arrangement has been structured so that the output it produces is sold to a third party rather than to the parties to the arrangement. In these cases the legal form of a joint arrangement that confers separation between the parties and the separate vehicle might have been chosen because of legal constraints in the jurisdiction in which it operates, or for tax purposes. In those cases joint venturers will be precluded from recognising their share of the joint arrangements’ assets, liabilities, revenue and expenses in their financial statements. This would cause a loss of useful information in the statement of financial position and the income statement of the parties to the joint arrangement. 

24 Furthermore, EFRAG understands that applying the equity method to joint ventures will in some cases be inconsistent with management reporting under IFRS 8 Segment Reporting and the way in which management views its business operations and makes strategic and operating decisions. 

25 EFRAG notes a potential concern expressed by users about the equity method being applied to interests in joint ventures is the lack of information it provides about the performance of a joint venture and its debt. Therefore, users have stressed the importance and relevance of the additional disclosure about interest in joint ventures and the risks associated with those interests. In EFRAG’s view, a key element to consider are the enhanced disclosure requirements in IFRS 12 for all joint arrangements, particularly those accounted for using the equity method.
26 Under IFRS 12 much of the information about the assets, liabilities and performance of the joint venture will be presented separately for each joint venture considered material to the reporting entity. Furthermore, in relation to individually immaterial joint ventures, limited aggregate information will be provided about an entity’s share in the joint ventures’ profit and loss and other comprehensive income. Moreover, EFRAG notes that the summarised financial information for each joint venture will be disaggregated from the assets, liabilities, revenues and expenses of the parties as presented on the face of the financial statements. EFRAG understands that disaggregation of information on joint ventures is considered useful for users in their analysis. 

27 EFRAG notes that the accounting in IFRS 11 is complemented by the disclosure of interests in joint arrangements under IFRS 12; the potential loss of information on the face of the financial statements will be, at least partially, compensated for by the information provided in the notes to the financial statements.
Conclusion
28 Overall, EFRAG agrees with the ‘core principle’ in IFRS 11, which requires an entity to recognise its interests in a joint arrangement based on its rights and obligations. In EFRAG’s view, it is appropriate to recognise assets and liabilities in the financial statements of the parties if they have direct rights to the assets and are liable for the obligations, as this results in relevant information to users. 
29 EFRAG also agrees that in some cases other facts and circumstances might indicate that the recognition of assets and liabilities in the financial statements of the parties would be more relevant than equity accounting. That could be the case when parties set up a joint arrangement with a sole purpose of receiving the whole output of this joint arrangement, that is being produced according to their specifications. In this case the joint arrangement’s only source of cash flow to settle its liabilities comes from the parties of the joint arrangement. In EFRAG’s view, recognition of assets, liabilities, revenue and expenses relating to this joint arrangement in the financial statements of the parties reflects the economic substance of the joint arrangement. 

30 However, as explained above, EFRAG acknowledges that there will be situations in which IFRS 11 requires application of the equity method to joint arrangements despite the fact that they might be a key element of an entity’s core business. In such situations, relevant information might be omitted from the face of the primary financial statements. In EFRAG’s view, this loss of relevance will be partially compensated by the detailed disclosure about interest in joint arrangements required by IFRS 12.
31 Taken together, EFRAG’s initial assessment is that IFRS 11, in relation to the ‘core principle’ for classification and accounting for interests in joint operation, meets the relevance criterion.
Reliability

32 EFRAG also considered the reliability of the information that will be provided by applying IFRS 11. 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. 

33 There are a number of aspects to the notion of reliability: freedom from material error and bias, faithful representation, and completeness.

Classification

34 IFRS 11 requires an entity to consider a number of factors when assessing classification of joint arrangements: their legal form, contractual agreements, and when relevant, other facts and circumstances. 

35 EFRAG believes that a classification principle based on indicative factors such as legal form of the vehicle, contractual agreements, and where necessary the purpose and design of the arrangement, will help an entity to make a comprehensive assessment about why it is involved with the joint arrangement. This approach is, therefore, likely to help entities make the right assessment and thus provide reliable information.

36 EFRAG notes that determining the type of joint arrangement structured through a separate vehicle requires a degree of judgement. (IFRS 11 does not provide ‘bright lines’ about the classification of a joint arrangement).  

37 In particular, this is the case when the legal form of the separate vehicle ensures the separation between the parties and the joint arrangement, and the contractual agreement does not explicitly provide the parties with the rights and the obligations, the entities should consider other facts and circumstances to conclude on the classification.
38 Although, the standard assumes that the contractual arrangements will include terms that make reference to the assets, liabilities, revenue and expenses to which each joint operator is entitled, it stresses that in some cases it is necessary to refer back to the purpose of the joint arrangement (for example, whether the purpose is to provide the parties with an output).

39 IFRS 11 provides guidance on the facts and circumstances that should lead to classifying the separate entity as a joint operation. However, EFRAG acknowledges in some cases the guidance may require a considerable degree of judgement particularly in complex fact patterns. EFRAG notes that IFRS 12 requires an entity to disclose the significant judgements and assumptions made in determining the type of joint arrangement. In EFRAG’s view, the disclosures required by IFRS 12 will provide useful information to users that help them understand the assessments made by the entity, which should mitigate concerns about the impact of significant judgement on the reliability of information.

Accounting for joint operations and joint ventures

40 IFRS 11 requires the parties to a joint operation to recognise their assets and liabilities, revenues and expenses based on the contractual agreements, and to account for them in accordance with all applicable IFRSs. In EFRAG’s view, this should lead to the provision of reliable information as it only broadens the application of existing standards.
41 EFRAG notes that in some cases the contract may not state clearly the percentage of assets to which a party to a joint operation has rights (the same for liabilities, revenue and expenses). This may happen when the classification to the joint operation is based solely on the fact that the parties purchase the output of the joint arrangements and the percentage purchased may either vary from the ownership percentage and vary from year to year. In these cases, management would need to apply judgement to determine the appropriate share of assets, liabilities, revenue and expenses that should be recognised in the financial statement, which may raise a concern about reliability of information. 
42 IFRS 11 requires a party to a joint venture to recognise their interests as an investment and account for their interests applying the equity method under IAS 28 (2011). In EFRAG’s view, applying the equity method should not raise concerns about reliability.
Conclusion
43 EFRAG’s initial assessment is that IFRS 11, in relation to the ‘core principle’ for classification and accounting for interests in joint operation, satisfies the reliability criterion. 

Comparability

44 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.

45 EFRAG has considered whether IFRS 11 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.

Classification 

46 As noted earlier, IFRS 11 requires the parties to classify their interests in joint arrangements as joint operations or joint ventures based on the assessment of their rights and obligations in relation to the joint arrangements. In performing the classification, the parties should consider the legal form of an arrangement, contractual terms and other facts and circumstances. Therefore, in EFRAG’s view, IFRS 11 would lead to the provision of comparable information, by ensuring that like arrangements are being accounted for similarly, while dissimilar transactions would not be accounted for as if they were similar.
47 EFRAG notes that in some cases, contractual agreements establish that parties to a joint arrangement have different rights to assets and obligations for liabilities. Under IFRS 11, this fact pattern would need to be considered when determining the classification of the joint arrangement for each of the parties concerned. On this basis, EFRAG believes that comparability of information will be preserved because the joint arrangements will be classified based on the parties’ rights and obligations. In reaching this conclusion, EFRAG also notes that paragraph BC35 of IFRS 11 states ‘that the unit of account of a joint arrangement is the activity that two or more parties have agreed to control jointly, and that a party should assess its rights to the assets, and obligations for the liabilities, relating to that activity’. Furthermore, paragraph 18 of IFRS 11 provides guidance when entities are bound by a framework agreement that sets up different joint arrangements to undertake different activities and which can result in the parties having different rights and obligations. In such cases, each joint arrangement set up under the framework agreement would be assessed separately and classified either as a joint operation or a joint venture. 
48 Some constituents argue that IFRS 11 does not provide clear guidance to address situations in which a joint arrangement that is structured through separate vehicle undertakes more than one activity. In such cases, the rights and obligations of the parties might differ with regard to the different activities undertaken by the joint arrangement. For the reasons noted in paragraph 47 above, EFRAG believes that the guidance in IFRS 11 is sufficient to enable consistent application in situations when two separate activities coexist in one separate vehicle. 
49 EFRAG observes that the classification of joint arrangements structured through a separate vehicle requires judgement which in some cases may lead to a different classification of similar joint arrangements, and have a negative impact on comparability. In EFRAG’s view, it is likely that entities require time to apply the requirements in a consistent manner, and that full comparability will only be achieved over time between entities. 

50 EFRAG notes that IFRS 12 requires the entities to disclose the significant judgements and assumptions applied when determining the type of joint arrangements, which should be helpful to address at least some of the concerns expressed above about comparability. 

Accounting for joint operations and joint ventures 

51 IFRS 11 requires all interests in joint ventures to be accounted for using the equity method, and does not allow a choice of accounting policy for those interests. 

52 Furthermore, IFRS 11 develops a single accounting method for all interests in joint operations; that is, recognition of assets, liabilities, revenue and expenses in the financial statement of the joint operator in accordance with applicable IFRSs. 

53 In EFRAG’s view, the elimination of accounting options together with the requirement applicable for all joint arrangements, that the interests in the joint arrangements should be recognised based on the parties rights and obligations will enhance comparability of information. 

54 EFRAG observes that IFRS 11 does not provide specific guidance about how a party to a joint operation should recognise its share of assets and liabilities when the parties to a joint arrangement have ownership interests that are different to the percentage of output acquired (or the right to reserve capacity) – on the basis of ownership interest or on the basis of percentage of output acquired. IFRS 11 assumes that the contractual arrangements will include terms that make reference to the share of assets, liabilities, revenue and expenses to which each joint operator is entitled to and requires the joint operators to refer to the contracts. EFRAG understands that some constituents perceive this as a lack of specific guidance in IFRS 11 that could lead to diversity in practice, and reduce comparability. However, in most cases, parties to a joint arrangement are likely to agree on their rights and obligations in the contractual terms of their joint arrangement and entities will be able to consistently reflect these in the accounting. 

Conclusion
55 EFRAG’s initial assessment is that IFRS 11, in relation to the ‘core principle’ for classification and accounting for interests in joint operation, satisfies the comparability criterion. 
Understandability

56 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.

57 Although there are a number of aspects to the notion of ‘understandability’, EFRAG believes that most of the aspects are covered by the discussion above about relevance, reliability and comparability. 

58 As a result, EFRAG believes that the main additional issue it needs to consider, in assessing whether the information resulting from the application of IFRS 11 is understandable, is whether that information will be unduly complex.

59 EFRAG notes that IFRS 11 requires joint operators to recognise and account for their assets, liabilities, revenue and expenses in accordance with all applicable IFRSs. Furthermore, the joint venturers should apply the equity method to their interests in joint ventures. In EFRAG’s view, the requirements in IFRS 11 do not raise significant concerns about complexity of information.  
60 Moreover, the requirement of IFRS 12 to disclose significant judgements and assumptions made in determining the type of joint arrangement ensure that the information produced under IFRS 11 is understandable to users, as it will enable them to better understand the financial information provided in case of more complex arrangements, particularly when the classification assessment is based on other facts and circumstances and structure of the joint arrangement is complex.

Conclusion
61 EFRAG’s initial assessment is that IFRS 11 in relation to the ‘core principle’ for classification and accounting for interests in joint operation satisfies the understandability criterion.
Parties without joint control having an interest in a joint operation

62 Under IFRS 11, parties to a joint operation that do not have joint control in the arrangement, are required to recognise their interest in the arrangement in the same way as joint operators, provided that they have rights over the assets and obligations for the liabilities of the arrangement (recognition of assets, liabilities, revenue and expenses). Parties to a joint operation that do not have joint control and neither rights to assets nor obligations for the liabilities, account for their interests in the joint operation in accordance with IFRSs applicable to their interests.
Relevance 
63 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. 

64 EFRAG considered whether IFRS 11 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. 
65 EFRAG considered whether the fact that some parties to joint operation do not have joint control of the arrangement should prevent them from recognising assets to which they have rights or obligations for which they are not liable. EFRAG notes that parties to a joint operation might have an agreement that gives them access to their share of the assets and obligations for their share of liabilities. Also, such parties may receive their returns in the form of product produced by the arrangement. 
66 EFRAG understands that the examples of such agreements are common in particular in the oil and gas industry. In EFRAG’s view, when parties without joint control have rights to assets and obligations for the liabilities of the joint operations, recognising those rights and obligations in their financial statements would provide relevant information. 
Conclusion
67 EFRAG’s initial assessment is that IFRS 11, in relation to the recognition of interest in joint arrangements by parties without joint control, satisfies the relevance criterion. 
Reliability

68 EFRAG also considered the reliability of the information that will be provided by applying IFRS 11. 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. 

69 There are a number of aspects to the notion of reliability: freedom from material error and bias, faithful representation, and completeness.

70 IFRS 11 requires the parties to the joint arrangement that do not have joint control to recognise their interests in the joint operation according to their contractual rights and obligations. In EFRAG’s view, this should not create concerns about reliability. 
Conclusion
71 EFRAG’s initial assessment is that IFRS 11, in relation to the recognition of interest in joint arrangements by parties without joint control, satisfies the reliability criterion. 

Comparability

72 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.

73 EFRAG has considered whether IFRS 11 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.
74 In EFRAG’s view, IFRS 11 would lead to provision of comparable information in similar situations, by requiring the parties to a joint arrangement that do not have joint control to recognise always – regardless of the legal form – the assets to which they have rights and the liabilities for which they have an obligation.
Conclusion
75 EFRAG’s initial assessment is that IFRS 11, in relation to the recognition of interest in joint arrangements by parties without joint control, satisfies the comparability criterion. 
Understandability

76 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.

77 Although there are a number of aspects to the notion of ‘understandability’, EFRAG believes that most of the aspects are covered by the discussion above about relevance, reliability and comparability. 

78 In EFRAG’s view, by requiring the parties to the joint operation without joint control but with rights to assets and obligations for liabilities to recognise those assets and liabilities instead of a single line investment IFRS 11 enhances the understandability of the financial statements.
Conclusion
79 EFRAG’s initial assessment is that IFRS 11, in relation to the recognition of interest in joint arrangements by parties without joint control, satisfies the understandability criterion.
Accounting for interests in joint operations in the separate financial statements
80 Under existing IFRSs, interests in jointly controlled entities are accounted for at cost or at fair value under IFRS 9 or IAS 39. 
81 Under IFRS 11, a joint operator will recognise its assets, liabilities, revenues and expenses relating to its interests in a joint operation. Therefore, interests in joint operations are accounted for in the separate financial statements in the same manner as they are accounted for in the consolidated financial statements. This requirement has been extended to parties to a joint operation which do not have joint control in the arrangement.

Relevance 
82 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. 

83 EFRAG considered whether IFRS 11 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. 

84 As discussed above in respect to accounting for interests in joint arrangements in the consolidated financial statements, EFRAG’s initial assessment is that the accounting for joint operations under IFRS 11 reflects the underlying rights and obligations of the parties to a joint operation and therefore provides users with relevant information of an entity’s assets and liabilities, revenue and expenses that arise from its interest in the joint operation. 

85 EFRAG notes that under IFRS 11, an investor (a joint operator or a party to joint operation which does not have joint control) only recognises assets and liabilities of a joint operation to the extent that it has rights to the assets and obligation for the liabilities, in which case the assets and liabilities must meet the recognition criteria from the investors’ perspective. 
86 EFRAG notes that in some cases the legal form of a separate vehicle does not grant a separation between that vehicle and the parties to the arrangement. In those cases parties have direct rights to assets and are liable for the obligations of the joint arrangement. Therefore, in EFRAG’s view, it is appropriate to recognise those assets and liabilities in the separate financial statements of the entity. 
87 EFRAG notes that if an entity concludes that it has rights to the assets of the joint arrangement and is liable for its obligations, that fact should be taken into account in preparing the consolidated as well as the separate financial statements. EFRAG also notes that, if an entity has contracts in place that give it rights to the assets of a subsidiary and is liable for its obligations, that fact should be taken into account in preparing the consolidated as well as the separate financial statements. In EFRAG’s view, such rights and obligations should be accounted for in accordance with the IFRSs applicable to the particular assets, liabilities, revenues and expenses that they give rise to.
88 EFRAG notes that the accounting required by IFRS 11 is based on the economic substance of the contract, which overrides its legal form. EFRAG observes that application of the substance-over-form principle in IFRSs is not restricted to just the consolidated financial statements, but is also applicable to the separate financial statements.  
89 For the reasons explained above, EFRAG’s initial assessment is that IFRS 11 will enable users to have access to the relevant information about the rights and obligations of the parties to the joint operation directly in their separate financial statements. EFRAG believes that this information is relevant if a joint operation is structured through a legal entity. Moreover, this information could be particularly valuable for users in relation to those entities that do not have subsidiaries and are therefore not otherwise required to produce this information. 
90 However, some constituents believe that in the case of entities that do prepare consolidated financial statements, such information might be redundant. These constituents also believe that the recognition of assets and liabilities of the joint operation structured through separate vehicle in the separate financial statements of the parties would be misleading and would not provide the relevant information. Moreover, they argue that investments in joint operations structured through an entity should be accounted for in accordance with existing IAS 27 which they believe requires that the assets and liabilities of joint operations to which the entity has rights should not be recognised in the separate financial statements.
Conclusion
91 Taken together, EFRAG’s initial assessment is that IFRS 11, in relation to the information provided for the joint operations in separate financial statements, satisfies the relevance criterion because joint operators will recognise in their separate financial statements those assets and liabilities that meet the IFRS recognition criteria.
Reliability
92 EFRAG also considered the reliability of the information that will be provided by applying IFRS 11. 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. 

93 There are a number of aspects to the notion of reliability: freedom from material error and bias, faithful representation, and completeness. In EFRAG’s view, IFRS 11 does not raise any significant issues concerning freedom from material error and bias. 

94 IFRS 11 does not provide new requirements in terms of measurement; it simply prescribes the same recognition and measurement requirements for joint operations in the consolidated accounts and the separate accounts of the joint operator. It therefore does not raise significant concerns about reliability. 

Conclusion
95 EFRAG’s initial assessment is that IFRS 11, in relation to the information provided for the joint arrangements in separate financial statements, satisfies the reliability criterion.
Comparability

96 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.

97 EFRAG has considered whether IFRS 11 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. 

98 IFRS 11 ensures that, in the separate financial statements of the joint operator, joint operations structured through an entity are accounted for in the same way as those that are not structured through an entity. Furthermore, IFRS 11 requires other parties to a joint operation which do not have joint control but have rights to assets and obligations for the liabilities of the joint operation to recognise those assets and liabilities also in their separate financial statements.
99 In EFRAG’s view, IFRS 11 will result in economically similar transactions being accounted for in a similar way in the separate financial statements of the joint operators.

100 Some constituents believe that the recognition criteria for joint operations structured through a separate vehicle are inconsistent with the requirements that apply to the treatment of subsidiaries in the separate financial statements. As explained in paragraph 87 above, EFRAG believes that to the extent that an entity has rights to the assets of a subsidiary and is liable for its obligations, that fact should be taken into account in preparing the consolidated as well as the separate financial statements. In EFRAG’s view, such rights and obligations should be accounted for in accordance with the IFRSs applicable to the particular assets, liabilities, revenues and expenses that they give rise to.
101 Moreover, some constituents believe that IFRS 11 is not clear on how a joint operator should account in its separate financial statements for subsidiaries held by a joint operation. EFRAG observes that IFRS 11 requires joint operators to recognise and account for its assets, liabilities, revenue and expenses relating to its interests in a joint operation in accordance with applicable IFRSs. Therefore, provided that the interest held by a joint operation meets the definition of a subsidiary it should be accounted for in accordance with IAS 27 (2011) in the separate financial statements of the joint operators. 
Conclusion
102 On balance, EFRAG’s initial assessment is that IFRS 11, in relation to the information provided for the joint arrangements in separate financial statements, satisfies the comparability criterion. 
Understandability

103 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.

104 Although there are a number of aspects to the notion of ‘understandability’, EFRAG believes that most of the aspects are covered by the discussion above about relevance, reliability and comparability.
105 As a result, EFRAG believes that the main additional issue it needs to consider, in assessing whether the information resulting from the application of IFRS 11 is understandable, is whether that information will be unduly complex.

106 In EFRAG’s view, the requirements of IFRS 11 do not introduce any new complexities in the separate financial statements that may impair understandability.
107 Some constituents argue that the inconsistency between the requirements for subsidiaries and joint operations structured through separate vehicle, could also affects the understandability of financial statements. However, for the reasons explained in paragraph 100, EFRAG believes that IFRS 11 would in fact improve understandability in most cases as comparability is improved.
Conclusion
108 EFRAG’s initial assessment is that IFRS 11, in relation to the information provided for the joint arrangements in separate financial statements, satisfies the understandability criterion.
True and Fair

109 Overall, EFRAG’s initial assessment is that the information resulting from the application of IFRS 11 would not be contrary to the true and fair view principle. 

European public good

110 EFRAG is not aware of any reason to believe that it is not conducive to the European public good to adopt IFRS 11.
Conclusion

111 For the reasons set out above, EFRAG’s initial assessment is that IFRS 11 satisfies the technical criteria for EU endorsement and EFRAG should therefore recommend its endorsement. 
Appendix 3

EFRAG’s evaluation of the costs and benefits of the IFRS 11
1 EFRAG has also considered whether, and if so to what extent, implementing IFRS 11 in the EU might result in incremental costs for preparers and users, and whether those costs are likely to be exceeded by the benefits to be derived from its adoption.

Approach adopted for the costs and benefits assessment of IFRS 11

2 IFRS 11 introduces the following new elements in the accounting for joint ventures:

(a) Core principle for classification and accounting for interests in joint arrangements;
(b) Parties without joint control having an interest in a joint operation; and

(c)
Accounting for interests in joint operations in separate financial statements. 
3 The costs and benefits related to each of those new elements are discussed separately in this Appendix.

4 EFRAG’s assessment of costs and benefits of new disclosures and of the change in scope of IFRS 11, which would result in venture capital and similar organisations being required to provide all of the disclosures under IFRS 12, has been included in a separate document: Invitation to Comment on EFRAG’s Initial Assessment of IFRS 12. 
5 EFRAG’s assessment of costs and benefits of the incorporation of SIC-13 into IAS 28 (2011) has been included in a separate document: EFRAG’s Initial Assessment of IAS 28 (2011). In that document EFRAG has initially assessed that this amendment to IAS 28 is straightforward and does not bring any new concerns about costs and benefits.
6 In order to gather additional evidence on the costs and benefits of implementing IFRS 11, EFRAG considered the Effect analysis published by the IASB, held meetings with the various groups of constituents and conducted field-testing activities. This is described in more detail in the ‘Methodology of EFRAG’s Initial Assessments of IFRS 10, IFRS 11, IFRS 12, IAS 27 (2011) and IAS 28 (2011)’. The results of the various consultations have been reflected in this initial evaluation of the costs and benefits of IFRS 11.

Core principle for classification and accounting for interests in joint arrangements

Cost for preparers

7 EFRAG has carried out an initial assessment of the cost implications for preparers resulting from IFRS 11 in relation to the determining of the type of the joint arrangement and the change in method of accounting.
One-off costs incurred on transition

8 To proceed with the transition from IAS 31 to IFRS 11, it is expected that preparers will need to incur the following types of costs:
(a) reading and understanding of IFRS 11;

(b) analysis of arrangements and data collection; and

(c) systems and processes modifications.

9 These types of costs are discussed in details in the paragraphs that follow. The relief provided by IFRS 11 transitional requirements from retrospective reassessment of the data is also discussed.

Reading and understanding of IFRS 11
10 Preparers will incur one-off costs to get acquainted with the new requirements, understand their impact on the reporting processes and to train their employees accordingly. These costs would need to be incurred by all entities that are a party to a joint arrangement, regardless of whether they currently use the proportionate consolidation or equity method. EFRAG foresees some effort to read and understand the new requirements, with no significant costs for preparers.

11 In addition, preparers may need to incur some costs of communicating and explaining the changes in their financial statements to users. In EFRAG’s view, this cost will not be significant.
Analysis of arrangements and data collection

12 EFRAG notes that one of the most significant costs preparers will incur relates to the need to analyse and classify the joint arrangements as either a joint operation or a joint venture.

13 When a joint arrangement is structured through a separate vehicle, preparers will need to consider the legal form, contractual agreements and other facts and circumstances in order to classify the joint arrangement as a joint venture or joint operation. For some entities this assessment will be straightforward and the cost of assessment will be insignificant. However, for other preparers classification of their joint arrangements will require more effort and lead to higher costs. In some cases, it might not be clear whether the legal form of the joint arrangement or the contractual agreement confer separation between the vehicle and the parties to the arrangement. In these cases, preparers may need to seek legal advice and engage external advisors or consultants, which would lead to entities incurring additional costs.

14 In EFRAG’ view preparers that currently use proportionate consolidation may have access to all the data necessary to make the transition either to the equity accounting for their interests in joint ventures or to recognise assets, liabilities, revenue and expenses of their joint operations. However, in some cases entities may need to collect additional information about individual assets, liabilities, revenue and expenses of the joint operation to be able to recognise the appropriate share (percentage of assets, liabilities, revenue and expenses) in the financial statements.

15 Entities that currently use the equity method and that will classify some of their interests in joint arrangements structured through separate vehicle as joint operations might need to get access to additional information to recognise their share of assets, liabilities, revenue and expenses of a joint operation. Where the contractual arrangements currently do not foresee the provision of such detailed information, entities may need to agree with other joint operators on a way to obtain the required data.
Systems and processes modifications 

16 Preparers are likely to incur costs to adapt and in some cases modify their financial systems and internal processes in order to make the transition either from proportionate consolidation to the equity method or from the equity method to accounting for assets, liabilities, revenue and expenses. That will depend on the classification of their interests in joint arrangements under IFRS 11 and the method of accounting currently used.

17 Some preparers which currently use equity method, will classify their interests in IAS 31 jointly controlled entities as joint ventures. In this case, they will continue using equity method.
18 Other preparers which currently use equity method, will classify some of their interests in IAS 31 jointly controlled entities as joint operations, in which case they might need to change existing systems and processes.

19 Some preparers which currently use proportionate consolidation, will classify their interests in IAS 31 jointly controlled entities as joint ventures and they will need to change from proportionate consolidation to the equity method. If these companies continue to use proportionate consolidation in their management reporting, it is possible that they will need to enhance their systems. 

20 Other preparers which currently use proportionate consolidation, will classify their interests in IAS 31 jointly controlled entities to joint operations and will not need to modify their systems significantly. However, in cases when – according to the arrangement – a different percentage of individual assets, liabilities, revenue and expenses will need to be recognised (e.g. because their share of output taken differs from their legal ownership share in the vehicle), enhancement of the financial system might be needed.

21 EFRAG’s initial assessment is that the one-off costs to modify and change systems and processes will be significant for some preparers, in particular those which currently use the equity method and will classify some IAS 31 jointly controlled entities as joint operations.  
Transition requirements
22 Preparers would need to incur one-off costs of restating retrospectively joint arrangements (from proportionate consolidation to the equity method or from the equity method to accounting for assets and liabilities) for comparative periods. 

23 EFRAG notes that the transitional provisions in IFRS 11 bring some relief in the following situations:

(a) In case of transition from proportionate consolidation to equity method entities will need to recognise their investments in joint ventures at the beginning of the earliest period presented as an aggregate of the existing carrying amounts of assets and liabilities that the entity previously proportionally consolidated. No remeasurement or restatement of the previous accounting is required.
(b) In case of transition from equity method to recognition of assets and liabilities entities will need to derecognise their existing investment and recognise their share of assets and liabilities in a joint operation at the beginning of the earliest period presented. Entities do not need to remeasure the recognised assets and liabilities at the date of transition.
24 Overall, in EFRAG’s opinion the reliefs mentioned above will reduce the initial costs for preparers of applying IFRS 11.

Impact on the cost of capital for joint arrangements classified as joint ventures

25 The change in the accounting method from proportionate consolidation to the equity method will result in different information being reported in financial statements. For example, total assets and total revenue reported by entities will decrease on the face of financial statements. If analysis were not to modify their approach, that change would have impact on certain key financial ratios, which may then affect the cost of capital for those entities. 
26 However, users will be provided with summarised financial information about each joint venture that is material to the entity and for all immaterial joint ventures in aggregate, as required by IFRS 12. This should enable users to conduct their analysis in a way they believe is most relevant and appropriate. Moreover, having financial data about all joint arrangements in the notes being disaggregated from assets, liabilities and revenue and expenses of joint venturers, is likely to be useful for users. 
Ongoing costs

27 Preparers are expected to incur the following incremental recurring costs to implement IFRS 11:

(a) data collection; and
(b) analysis of arrangements.

28 These costs are discussed in the paragraphs that follow. 

Data collection

29 In some cases, IFRS 11 will lead to costs savings in terms of data collection and processing, in particular when the entity will change from the proportionate consolidation to the equity method. 

30 However, some preparers may decide to continue to use proportionate consolidation for their management reporting under IFRS 8. For those entities implementation of equity method will not bring savings.

31 EFRAG notes that under IFRS 12, entities will need to collect data to present summarised financial information on joint ventures that are considered material to the entity. As a result, the overall costs savings in changing from proportionate consolidation to the equity method are not expected to be significant.

32 For the entities that currently use the equity method and will classify some or all their interests in jointly controlled entities as joint operations, IFRS 11 may lead to an increase in ongoing costs of data collecting and processing. For some entities this cost will be insignificant, however for others it could be more significant, and will depend on the number of joint operations, characteristics of the joint arrangement and accessibility of the financial data. 

33 For some entities that currently use proportionate consolidation, the reclassification of some of their interests to joint operations could lead to some increase in the costs of collecting and processing data, in order to be able to capture the additional information on a transaction level. 
Analysis of arrangements

34 Entities will need to monitor the changes in key clauses of their contractual arrangements, in order to verify the correct classification of their joint arrangements on an ongoing basis. However, the changes to contracts or shareholders agreements that would trigger reclassification are not expected to occur frequently.

Initial conclusion on costs for preparers

35 Overall, EFRAG’s initial assessment is that IFRS 11 is likely to result in incremental one-off costs for preparers, which for some preparers could be significant. Preparers which expect to be most impacted are those that have interests in joint operations structured through separate vehicle, which were previously accounted for under the equity method.

36 Overall, EFRAG’s initial assessment is that the ongoing costs will not be significant for most preparers.
Costs for users

37 EFRAG has carried out an initial assessment of the cost implications for users resulting from IFRS 11.
38 Users will need to understand the new requirements and analyse why the numbers in the financial statements are different in order to amend their models and compare year-to-year figures. However, this cost is expected to be reduced by the fact that on transition preparers are required to provide the comparative data for all periods presented in their financial statements. Moreover, entities are required to provide reconciliation between the interests in joint arrangements accounted under IAS 31 as equity investment or proportionate consolidation and the interest in joint arrangements accounted for using different method under IFRS 11. This should make the transition more understandable for users.

39 Users will lose some information reported on the face of the financial statements in relation to jointly controlled entities that are currently proportionally consolidated. However, the summarised financial information for each material interest in joint venture, and in aggregate for all immaterial joint ventures, will be provided in the notes to the financial statements. The expanded disclosures are expected to compensate partially for the loss of information on the face of the primary financial statements. 
Initial conclusion on costs for users
40 Overall, EFRAG’s initial assessment is that the IFRS 11 is unlikely to result in significant costs for users.
Benefits for preparers and users

41 EFRAG has carried out an initial assessment of the benefits for users and preparers resulting from IFRS 11.
42 IFRS 11 eliminates the existing accounting option for jointly controlled entities, and provides guidance on the classification of joint arrangements created through a separate vehicle. As a result, it is expected that users and preparers will benefit from the increased comparability of the financial statements under IFRS 11.

43 Moreover, the principle in IFRS 11 is based on recognising rights to assets and obligations for liabilities that arise from parties’ involvement in a joint arrangement, and not on the legal form of the arrangement. IFRS 12 requires more comprehensive disclosure about key financial data and risks and debt obligations associated with joint ventures. Having a consistent principle, with comprehensive disclosure is likely to increase usefulness of information to users.

Initial conclusion on benefits for preparers and users

44 For the reasons explained above, EFRAG initial assessment is that preparers are likely to benefit from IFRS 11. Moreover, EFRAG’s initial assessment is that IFRS 11 will provide significant benefits for users.
Overall initial assessment about the costs and benefits of implementing the IFRS 11 core principle for classification and accounting

45 EFRAG’s initial assessment is that the overall benefits resulting from IFRS 11 are likely to outweigh costs associated with implementation of new requirements.

Parties without joint control having interests in joint operation
Cost for preparers

46 EFRAG has carried out an initial assessment of the cost implications for preparers resulting from the guidance in IFRS 11 on accounting by parties without joint control having interests in joint operation.
47 The parties to the joint operations that do not have joint control but have rights to assets and obligations for liabilities of the joint operations, will need to change their accounting from applying IFRS 9/IAS 39 (or IAS 28 in case of significant influence) to recognising assets and liabilities based on the contractual rights they have under the joint arrangement. 

48 EFRAG acknowledges that those entities will need to incur some additional costs of reviewing the contracts and collecting the necessary data to change the current accounting practice. In EFRAG’s view, the costs involved are unlikely to be significant. 
49 In EFRAG’s view, the ongoing costs involved are unlikely to be significant.
Costs for users

50 EFRAG has carried out an initial assessment of the cost implications for users resulting from the IFRS 11 guidance on accounting in the financial statements of parties without joint control having interests in joint operation.
51 EFRAG acknowledges that users will need to make some effort to understand the changes – in the financial statements of the parties that do not have joint control but only rights to the assets and obligations for the liabilities of the joint operation – and to update their analyses. However, as the scope of this change is limited, in EFRAG believes that the cost for users will not be significant.

Benefits for preparers and users

52 EFRAG has carried out an initial assessment of the benefits for users and preparers resulting from the IFRS 11 guidance on accounting in the financial statements of parties without joint control having interests in joint operation.
53 In EFRAG’s view, preparers without joint control that have rights to the assets and obligations for the liabilities of a joint operation will benefit from the new accounting guidance in IFRS 11 as they will be able to reflect better the activities conducted in cooperation with the joint arrangement.

54 In EFRAG’s view, users are expected to benefit from the IFRS 11 guidance on parties without joint control having interests in joint arrangement, because they will be provided with useful and relevant information about the rights to the assets and obligations for the liabilities which the parties without joint control have in relation to their interest in joint arrangements.

Overall initial assessment about the costs and benefits of implementing the IFRS 11 core principle for classification and accounting

55 EFRAG’s initial assessment is that the overall benefits from the IFRS 11 guidance, on parties without control that have an interest in a joint operation, are likely to outweigh costs associated with implementation of the new requirements.

Accounting for interests in joint operations in separate financial statements
Cost for preparers

56 EFRAG has carried out an initial assessment of the cost implications for preparers resulting from IFRS 11 in relation to accounting in the separate financial statements.
57 IFRS 11 requires the same accounting for the interests in joint operations, which is the recognition of assets and liabilities, revenue and expenses in separate and consolidated financial statements of the joint operator. Some of the joint arrangements structured through a separate vehicle will be classified as joint operations under IFRS 11. Under IAS 31 they may have been classified as jointly controlled entities and accounted for at cost or at fair value according to existing IAS 27.
One-off costs

58 In EFRAG’s view, entities that prepare consolidated financial statements will not incur additional significant costs to apply the requirements in the separate financial statements.  
59 However, EFRAG acknowledges that entities which prepare only separate financial statements may need to incur additional costs. As explained above in ‘consolidated financial statements’, costs will be incurred to determine classification of the joint arrangement, collecting of additional data (about the underlying assets and liabilities), and modification of systems and processes. 
60 Those preparers may also need to incur additional costs to explain and communicate this change in their separate financial statements to users.
61 In addition, preparers for which the separate financial statements are the basis for the tax declarations may need to incur costs that result from the underlying tax implications.
62 One-off costs will also (similar to those discussed above) be incurred by parties to a joint operation that do not have joint control but have rights to assets and liabilities for obligations relating to the arrangement. 
63 EFRAG’s initial assessment is that one-off costs of implementing IFRS 11 might be significant for some entities that prepare only separate financial statements and have interests in joint operations structured through separate vehicle. In addition, the eventual tax implications that result from assessing tax obligations based on different numbers will also result in some preparers incurring additional costs (it should be noted that there is an equal and opposite benefit to the tax authorities).
Ongoing costs

64 Similar to one-off costs, preparers that currently account for their interests in joint operations structured through separate vehicle at cost or at fair value in their separate financial statements will incur some additional ongoing costs of providing the information about their rights to the assets and obligations for the liabilities of the joint operations.

65 The additional ongoing costs may include costs of data collection and processing, additional reconciliations with tax declarations and higher audit fees.

66 EFRAG’s initial assessment is that the ongoing costs could be significant for some of the entities (that prepare only separate financial statements), in particular having interests in numerous joint operations structures through separate vehicle. 

Initial conclusion on costs for preparers

67 Overall, EFRAG’s initial assessment is that the guidance in IFRS 11 on accounting for the interests in joint arrangements in the separate financial statements is likely to result in incremental one-off and ongoing costs for preparers, which prepare separate financial statements. 
68 These costs could be significant for preparers that present only separate financial statements and have interests in a number of joint operations structured through separate vehicle. For other preparers the costs are expected to be insignificant.
Costs for users

69 EFRAG has carried out an initial assessment of the cost implications for users resulting from the IFRS 11 guidance on accounting in separate financial statements.
70 Users will need to incur some costs of understanding the changes arising from IFRS 11 on the separate financial statements of joint operators and other parties to the joint operations that have rights to the assets and obligations for the liabilities relating to the joint operation. However, similarly to the consolidated financial statements, this cost will be mitigated by the fact that that the entities are required to provide reconciliation between the investment derecognised (at cost or at fair value) and the assets and liabilities recognised.
Initial conclusion on costs for users
71 Overall, EFRAG’s initial assessment is that the guidance in IFRS 11 on accounting in separate financial statements is unlikely to result in significant costs for users.
Benefits for preparers and users

72 EFRAG has carried out an initial assessment of the benefits for users and preparers resulting from IFRS 11 in respect to separate financial statements.
73 Users will have access to the information about a joint operator’s assets, liabilities, revenue and expenses relating to its interests in a joint operation, directly from the separate financial statements. This level of detail is unlikely to be readily available in the consolidated accounts, given that they have different focus and require less disclosure of information for each individual joint operation. In EFRAG’s view it will allow users to better understand the rights and obligations of the joint operators that arise from the interests in joint operation. This would be important in particular for the financial statements of the entities which do not prepare consolidated financial statements.

74 Furthermore, the information about the joint operations would be the same in the separate and consolidated financial statements, which would enhance comparability.
Initial conclusion on benefits for preparers and users

75 EFRAG initial assessment is that users are likely to benefit from the requirements in IFRS 11 in respect to separate financial statements.
Overall initial assessment about the costs and benefits of IFRS 11 guidance on accounting in the separate financial statements

76 EFRAG’s initial assessment is that the overall benefits resulting from IFRS 11 guidance on accounting in separate financial statements are likely to outweigh costs associated with implementation of the new requirements.

Overall initial assessment about the costs and benefits of implementing IFRS 11 in the EU

77 To summarise, EFRAG reached the following individual initial conclusions on each of the areas discussed above. The following initial assessment combines the effects of one-off and ongoing costs to preparers and users with the benefits expected from the new requirements in IFRS 11:

(a) Core principle for classification and accounting for interests in joint arrangements – The requirements are likely to result in increased costs for preparers and for some preparers the one-off costs could be significant. However, the benefits for users of the increased comparability and relevance of financial reporting are expected to outweigh the costs of implementation.

(b) Parties without joint control having interests in joint operations – The requirement is unlikely to result in significant costs for preparers and users, and therefore the benefits of a more faithful representation of rights and obligations of parties to a joint operation that do not have joint control, are likely to outweigh the costs of implementation.

(c) Accounting for interests in joint operation in separate financial statements – The requirement is likely to result in increased costs for preparers. These costs could be significant for those preparers that have interest in numerous joint operations structured through separate vehicle and which prepare only separate financial statements. However, the benefits for users of a more faithful representation of rights and obligations of joint operators in their separate financial statements are likely to outweigh the costs. 

78 On balance, EFRAG’s initial assessment is that the overall benefits resulting from IFRS 11 are likely to outweigh costs associated with implementation of new requirements.
Appendix 4

Dissenting opinions

1 Four EFRAG TEG members dissent from recommending the endorsement of IFRS 11 Joint Arrangements. 

Elimination of proportionate consolidation

2 IFRS 11 eliminates proportionate consolidation as a method of accounting for interests in joint arrangements classified as joint ventures. Under IFRS 11, interests in joint ventures are accounted for using the equity method in accordance with IAS 28 (2011). 

3 Three EFRAG TEG members disagree with the elimination of proportionate consolidation for the reasons explained below. 

Dissenters 1 and 2 
4 The view of two EFRAG TEG members is based on previous empirical research studies that investigate the relative information content of the equity method compared to proportionate consolidation as a means to explain market risk and bond ratings. These EFRAG TEG members observe that the findings from these studies are consistent with the view that financial statements prepared using proportional consolidation (1) provide a better basis to predict shareholder returns on equity and (2) are more risk relevant for explaining price volatility of market prices than financial statements prepared using the equity method. 

5 Although there is some evidence that indicates that the application of the equity method could be more relevant to explain bond ratings, most of the findings analysed by these EFRAG TEG members conclude that proportionate consolidation is, in all cases, more relevant for creditors.

6 For the above reasons, these EFRAG TEG members believe that the elimination of proportionate consolidation for interests in joint arrangements classified as joint ventures will result in a loss of relevant information to users.

Dissenter 3 
7 One EFRAG TEG member believes that proportionate consolidation reflects more appropriately the performance and the debt position of a joint arrangement that is classified as a joint venture under IFRS 11. The equity method provides limited information and does not provide users with sufficient insight for the purposes of performing a debt analysis of the operations that are jointly controlled, because the total statement of financial position is artificially reduced.

8 For the above reasons, this EFRAG TEG member believes that the elimination of proportionate consolidation for interests in joint arrangements classified as joint ventures will result in a loss of relevant information to users.

Dissenter 2 
9 In addition, one EFRAG TEG member believes that EFRAG’s basis for conclusions supporting its tentative decision to recommend endorsement of IFRS 11 should, with respect to the European public good, have reflected the fact that often the development of European companies is substantially made through joint ventures in certain geographic areas. This EFRAG TEG member is concerned that these companies may be inadequately assessed and valued by investors as their consolidated financial statements will not fully reflect their operations and underlying performance, and will lack key financial data required by investors. 

Insufficient guidance in IFRS 11 for classification and accounting for interests in joint arrangement structured through separate legal entity 
Dissenter 3
10 IFRS 11 lacks clear application guidance on the application of the criteria to determine whether a joint arrangement is a joint operation or a joint venture. This EFRAG TEG member is concerned that the lack of guidance in this area will result in different interpretations of IFRS 11 and create a lack of comparability of information. 

Dissenter 4
11 IFRS 11 requires an investor in a joint arrangement structured through a separate vehicle to recognise either direct individual rights and obligations or the equity interest in the separate vehicle, depending on the joint arrangement being classified as a joint operation rather than a joint venture. This is true for both consolidated and separate financial statements. 

12 The classification of an arrangement as joint operation rather than a joint venture may lead to dramatic differences in the purported information therefore such decision must, in this EFRAG TEG member’s view, be guided to limit the scope for similar arrangements being classified differently. This EFRAG TEG member is convinced that IFRS 11 does not contain sufficiently clear guidance to ensure that such decision is made consistently. 

13 In addition, the wording in the standard does not provide sufficiently clear guidance in respect to the extent to which, in a joint operation, the rights and obligations are to be measured and presented: either based on the extent of interest held in the separate vehicle (resembling proportionate consolidation) or based on the actual exposure to individual assets and liabilities conveyed by the arrangement (as the main principle seems to suggest). Certain joint arrangements could also present a mix of exposure in the vehicle's equity as well as direct exposure to specific assets/liabilities. The treatment to be followed in these cases is even more unclear. 
14 The lack of guidance in IFRS 11 would force preparers to apply an extraordinary level of judgement to the extent of impairing the reliability criterion. This EFRAG TEG member believes that this would inevitably generate diversity in practice and hence the comparability criterion would also be undermined. 

Accounting for interests in joint operations structured through a separate vehicle in separate financial statements

15 Two EFRAG TEG members disagree with new accounting requirements in IFRS 11 with regard to the accounting for interests in joint operations structured through separate vehicle in separate financial statements. Their reasons are explained below. 
Dissenter 4
16 This EFRAG TEG member observes that the specific reference to the application of IFRS11 to separate financial statements, the views presented in paragraphs 11-14 above hold true. In addition, in those cases where a preparer would conclude that the assets and liabilities of a joint operation are to be presented on the basis of the interest held in the separate vehicle (a sort of proportionate consolidation), the information would not be relevant as it would not report the actual exposure and rights of the entity. It would in fact be a simulation of an overall position not necessarily in place. 
17 On the other hand a preparer who believes that a joint operation is to be presented based on the actual involvement of the entity in the individual assets and liabilities of the arrangement reaches the same accounting already in place based on current standards (as per certain types of consortiums). IFRS 11 is, in this EFRAG TEG member’s view, a step back from what currently in IAS 27. 
18 As a consequence of this lack of clarity and considering the current use of separate financial statements in the EU, this EFRAG TEG member believes that also the understandability criterion is not satisfied.   

Dissenter 2
19 IFRS 11 requires a joint operator, in its separate financial statements, to account for its interest in a joint operation structured through a separate legal entity, in the same manner as in the consolidated financial statements, regardless of the existence of the separate legal entity. This EFRAG TEG member disagrees with this requirement, as this EFRAG TEG member believes that IFRS 11 will:
(a) result in inconsistency with the accounting for interests in subsidiaries under IAS 27 (2011) at cost or fair value. IAS 27 (2011) does not consider whether the parent controls the assets or has an obligation for the liabilities of the subsidiary. Even if the parent had such control (or obligation), it would recognise the equity investment under IAS 27 (2011) at cost or fair value. This EFRAG TEG member struggles to understand why such a distinction is relevant only in circumstances when parties share joint control. For that reason, this EFRAG TEG member believes that extending the recognition principle in IFRS 11 to separate financial statements could give rise to comparability issues since economic similar situations could be accounted for differently; and
(b) lead to situations when assets and liabilities would be directly (even if only pro-rata) recognised in the annual accounts of an entity, irrespective of the existence of direct ownership rights or control by the entity over the individual assets or liabilities of the joint operation. In the view of this EFRAG TEG member, this could conflict with the legal frameworks that define the purposes of annual accounts in the EU member states requiring or permitting the use of IFRSs in annual accounts, as further explained hereunder.  

20 Under IFRSs, separate financial statements are those presented by a parent (i.e. an investor with control of subsidiary) or an investor with joint control of, or significant influence over, an investee, in which the investments are accounted for at cost or in accordance with IFRS 9/IAS 39. Separate financial statements are presented in addition to consolidated financial statements or in addition to financial statements in which associates or joint ventures are accounted for using the equity method, unless an entity is exempted from consolidation or from applying equity accounting for associates or joint ventures. Hence, unless an entity has neither an investee nor a subsidiary, separate financial statements are never presented without consolidated financial statements. This reflects the definition of an entity under IFRSs. 
21 European regulations do not refer to separate financial statements, but to ‘annual accounts’ and differentiates them from consolidated accounts. The Regulation (EC) No 1606/2002 of the European Parliament and of the Council of 19 July 2002 on the application of international accounting standards leaves to Member States the option to permit or require companies to prepare their annual accounts in conformity with IFRSs as endorsed by the European Union. Annual accounts are also commonly described as company-only accounts, stand-alone accounts or statutory accounts. 

22 In their Basis for Conclusions to IFRS 11, ‘the IASB [had] acknowledged that the requirement for joint operations to be accounted for in the same way in the entity's consolidated financial statements as in the entity's separate financial statements might lead to additional costs to entities in jurisdictions in which separate financial statements are required to be reported in accordance to IFRSs. This is because those requirements might cause entities to perform additional manual procedures such as reconciliations between the statutory accounts and the tax returns, and might require an entity to provide additional explanations of the impact of the changes to, for example, its creditors. Except for these costs […], the costs of accounting for joint arrangements once the entities have determined their classification will remain unchanged as a result of the IFRS.’ 

23 This EFRAG TEG member believes that the IASB’s assessment, as described above, does not recognise the diversity of the legal frameworks that define the purposes of statutory accounts in the European Union, and that this matter is not within the remit of the IASB. Therefore, this EFRAG TEG member is of the view that an additional assessment by the European Union and the Member States would be necessary to determine whether the European public good criterion is met when applying the requirements of IFRS11 to annual accounts.
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