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(W EFRAG
DISCLAIMER

This paper has been prepared by the EFRAG Secretariat for discussion at a joint public meeting of EFRAG FR TEG — CFSS. The

paper forms part of an early stage of the development of a potential EFRAG position. Consequently, the paper does not
represent the official views of EFRAG or any individual member of the EFRAG FR TEG — CFSS .

The paper is made available to enable the public to follow the discussions in the meeting. Tentative decisions are made in
public and reported in the EFRAG Update. EFRAG positions, as approved by the EFRAG FRB, are published as comment
letters, discussion or position papers, or in any other form considered appropriate in the circumstances.
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(W EFRAG
OBJECTIVES AND STRUCTURE OF THE PAPER

Session objectives:

* to discuss some aspects of the feedback from the further work undertaken by the IASB on its proposal related to gains and losses from
transactions with associates and joint ventures to provide evidence from their jurisdiction in view of preparation of March 2026 ASAF
meeting;

* to update EFRAG FR TEG — CFSS members on the recent redeliberations and tentative decisions taken by the IASB.

Slide structure

* Background and useful links

* Summary of the ASAF paper presenting the further work undertaken by the IASB

* Summary of the IASB’s February 2026 discussion with relation to the transactions with associates and JVs
* EFRAG Secretariat analysis

* ASAF questions to EFRAG FR TEG — CFSS members

* APPENDIX
U Other February redeliberations
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BACKGROUND AND USEFUL LINKS

(W EFRAG

2

IASB ED IAS 28 Investments in Associates and Joint Ventures (revised 202x)

(published 19 September 2024)

EFRAG’s Final Comment Letter (published on 20 January 2025)

EFRAG’s Equity Method project page

0 Green tick mark used in the slides indicates alignment with the position expressed in EFRAG’s FCL

e Red cross used in the slides indicates tentative decision different from EFRAG’s FCL

Abbreviations used:

FVO — fair value option

JV —joint venture
ED — Exposure Draft

EFRAG FR TEG — CFSS meeting — 19 March 2026 — Paper 15-01 — www.efrag.org 4


https://www.efrag.org/system/files/sites/webpublishing/Project%20Documents/326/Equity%20Method%20ED%20-%20Final%20Comment%20letter.pdf
https://www.efrag.org/system/files/sites/webpublishing/Project%20Documents/326/Equity%20Method%20ED%20-%20Final%20Comment%20letter.pdf
https://www.efrag.org/system/files/sites/webpublishing/Project%20Documents/326/Equity%20Method%20ED%20-%20Final%20Comment%20letter.pdf
https://www.efrag.org/en/projects/equity-method-iasb-standard-setting-project/exposure-draft-consultation
https://www.ifrs.org/content/dam/ifrs/project/equity-method/exposure-draft/iasb-ed-2024-7-equity-method.pdf
https://www.ifrs.org/content/dam/ifrs/project/equity-method/exposure-draft/iasb-ed-2024-7-equity-method.pdf

TRANSACTIONS WITH
ASSOCIATES AND JOINT
VENTURES
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TRANSACTIONS WITH ASSOCIATES AND JOINT VENTURES

REMINDER
IASB’S ED PROPOSALS:

To require the investor recognise in full gains or losses
from all ‘'upstream’ and ‘downstream’ transactions with
its associates or joint ventures, including transactions
involving the loss of control of a subsidiary.

To disclose gains and losses from transactions with
associates or JVs on ‘downstream transactions’.

To apply the requirements retrospectively at the
transition date by recognising previously restricted
portion of gains or losses from transactions with
associates or joint ventures as an adjustment to the
carrying amount of the investment and the retained
earnings.

MIXED VIEWS RECEIVED BY THE IASB:

Following October 2025 meeting (where the original
feedback on the ED proposal was discussed), the IASB
conducted additional outreach activities:

* Japanese and Chinese stakeholders, stakeholders
disagreeing with the proposal that are members of
Business Europe, regulators, CMAC and GPF;

* Feedback was discussed with the IASB at its February
meeting;

e Additional input is asked from ASAF for its March
meeting.
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TRANSACTIONS WITH ASSOCIATES AND JOINT VENTURES

ASAF PAPER SUMMARY

Feedback obtained by the IASB on the ED proposals, including additional outreaches conducted:

* Respondents agreeing:
v’ provides users with more useful information than that provided by restricting gains and losses;
v’ resolves the longstanding inconsistency between IAS 28 and IFRS 10 Consolidated Financial Statements;

v’ is consistent with the Conceptual Framework for Financial Reporting and other IFRS Accounting Standards, as associate is not within the definition of a
group;

v’ is simple and less burdensome/costly than the current treatment;

v’ resolves other application questions related to the requirements to restrict gains and losses under IAS 28;

v' some respondents agreeing cautioned about possible earnings management/structuring opportunities.

* Respondents disagreeing:
v will lead to significant distortions in profits and losses and result in a presentation that is less aligned with the business model of investors;
v current requirements are consistent with the view that the equity method is a one-line consolidation method;

v will be inconsistent with the fundamental principle that an investor recognises its share of the investee’s financial performance based on its ownership
interest;

v proposal might lead to earnings management/structuring opportunities;

v inconsistent with the project objective as represents a fundamental change to the equity method. Such fundamental change should not be introduced
without fundamental review of the equity method;

v inconsistency with IFRS 10 does not justify the change, sales of businesses to an associate are relatively infrequent.
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TRANSACTIONS WITH ASSOCIATES AND JOINT VENTURES

ASAF PAPER SUMMARY

» Effect of the proposal on information reported in financial statements:
v Widespread use of associate in China and Japan: associates/JVs often have the same role as subsidiaries;
v’ Perceived negative implication for users: full recognition of gains or losses would not reflect the economic substance of the transaction;

v' Communication of performance to shareholder: users focus is on profit or loss attributable to shareholders for the period, there is the expectation that
the accounting treatment follows the same logic as for subsidiaries.

v’ Effects on reporting periods: Chinese stakeholders consider full recognition to violate prudence principle;
v’ In relation to the above points Business Europe supports the proposal for the following reasons:

i.  Monitoring and recognising the reversal of the restricted gain and loss is time consuming and costly:
ii. Timely access to information could be an issue

* Earnings management: some stakeholders, including some regulators, considers that recognition in full of gains and losses would increase earnings
management opportunities. Some regulators also stressed the need for greater transparency of related party transaction due to the inherent risk.

* Availability of information and cost-benefit assessment of the proposal:

v' Chinese and Japanese stakeholders said that the proposal reduce cost for preparers but could increase cost for users. In addition, they highlighted that
would be no cost saving if prepares are required to disclose the gains or losses;

v European stakeholders said that tracking and tracing adjusting gains and losses in costly and availability and timely access to information is an issue
especially in associate where investor has a lower ownership percentage or when the associate is listed.
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TRANSACTIONS WITH ASSOCIATES AND JOINT VENTURES

ASAF PAPER SUMMARY

* Disclosures as a way forward: IASB members and staff discuss with users and preparers if additional disclosure could be a way forward. There were mixed
views on that point.

* Consistency with the project objective: the objective of the project is answering application questions while the proposal is a fundamental change to
the equity method.

* Alternatives suggested by stakeholders:

v' Add a project on a comprehensive basis in a future agenda consultations;
IASB could finalise the 2014 amendments that have been effectively applied in China;
Retaining the existing requirements in alignment with US GAAP;

Practical expedient to reduce cost and complexity;

D N N NN

Separately address the inconsistency between IFRS 10 and IAS 28.
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TRANSACTIONS WITH ASSOCIATES AND JOINT VENTURES

IASB FEBRUARY 2026 MEETING

Discussed feedback received from stakeholders who disagreed with the proposal (mainly Japanese and Chinese stakeholders).

There was no decision taken, but there was agreement among the members in:

moving forward in the project. The next March ASAF meeting would be the last
consultation meeting before taking a decision on that matter;

exploring an alternative approach, if any, between the current approach and the
proposed approach and evaluating pros and cons of each alternative;

keeping in mind that the IASB has a responsibility towards the broader global market even
though few countries that are more affected than others disagree with the proposal.
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ANALYSIS
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EFRAG’S RESPONSE IN THE COMMENT LETTER IN RELATION TO
TRANSACTIONS WITH ASSOCIATES AND JOINT VENTU RES

N

I"'

EFRAG SUPPORTED

THE PROPOSED
AMENDMENT

Eliminates the conflict between IFRS 10
and IAS 28 on the accounting for the
sale/contribution of a subsidiary to its
associate or joint venture

Will result in desirable consistency in the
application of the equity method for all
transactions with associates or joint
ventures

The proposal will reduce the cost for
preparers

MAIN CONCERNS

Concerns about structuring opportunities
and earnings management particularly
for transactions between associates and
joint ventures under common control

The ED did not refer to or discussed side
stream transactions

Application of the proposals in Separate
Financial Statements

RECOMMENDATIONS

Enhanced disclosures to improve the
transparency and information content on
gains and losses recognised on
transactions

EFRAG recommended that the IASB
clarify whether side stream transactions
are within the scope of the proposal

EFRAG recommended that the IASB
permit prospective application for the
proposal
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TRANSACTIONS WITH ASSOCIATES AND JOINT VENTURES — OTHER

ASPECTS TO CONSIDER

IASB COULD . . )
CONSIDER Unrestricted fair value option

UNRESTRICTED °°.“'dda|:'dre;s the e
FVO (IAS 28) raise y other jurisdictions

We need to consider

implications for RETROSPECTIVE
retrospective transition APPLICATION

requirements

ENDORSEMENT What could be the impact on
CRITERIA the European economy?
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QUESTIONS FOR EFRAG FR
TEG AND EFRAG FR CFSS
MEMBERS
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QUESTIONS FOR EFRAG FR TEG AND EFRAG FR CFSS MEMBERS

-

Q1. Is there evidence from your jurisdiction that users of financial
statements focus on profit or loss attributable to shareholders of the parent
entity for the reporting period rather than on group operating profit or loss
for the year in consolidated financial statements (including if disclosures on

segment performance and other voluntary disclosures use profit or loss
attributable to shareholders of the parent entity)?

Q3. In restricting gains and losses on transactions with associates and joint
ventures (when applying IAS 28, some entities adjust the income from equity
accounted investments whereas other entities adjust the line item in the
income statement (such as revenue and cost of sales). What, if any, is the
prevailing practice in your jurisdiction?

\_

Q2. IFRS 12 Disclosure of Interests in Other Entities requires an entity to
provide a reconciliation of the summarised information presented about a
joint venture or associate to the carrying amount of that investment in the

statement of financial position. In your jurisdiction:

a) as part of this reconciliation, do entities disclose information
about restricted gains and losses?

b) if information about restricted gains or losses is disclosed, how do
users of financial statements use this information?

c) if information about restricted gains or losses is not disclosed, do
. the information would be useful to users of financial statements?

Q4. Do investors in your jurisdiction find it difficult to obtain information
from joint ventures or associates to comply with the requirements in IAS 28?
If so, what are the challenges in accessing that information?

J
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APPENDIX: OTHER FEBRUARY 2026
REDELIBERATIONS
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REDELIBERATIONS — IMPAIRMENT OF AN INVESTMENT

IASB’s ED proposal:

* Impairment indicators:
v’ to replace ‘decline...below cost’ of an investment in
paragraph 41C of IAS 28 with ‘decline...to less than its
carrying amount’;

v’ to remove ‘significant or prolonged’ decline in fair value;

v’ to add requirements to IAS 28 explaining that information
about the fair value of the investment might be observed
from the price paid to purchase an additional interest in
the associate or received to sell part of the interest, or
from a quoted market price for the investment.

Other matters — suggestions from respondents to
the ED

v’ Suggestion to move the impairment requirements from IAS
28 ‘Investments in Associates and Joint Ventures’ and
integrate them into IAS 36 ‘Impairment of Assets’

v' Selection of the unit of account for recognition and for
measurement

v" Two application issues on the reversal of an impairment
loss

IASB’s redeliberations (IASB’s February meeting):

e Impairment indicators:

v’ to retain guidance from IAS 28 in which it is clarified that:
o asingle, discrete event might not by itself indicate an
impairment;

o theinvestor is required to consider observable information that
comes to its attention when the investor determines whether
its net investment in an associate might be impaired

v’ toreplace ‘decline in the fair value of an investment ... below its cost’
with ‘decline in the fair value ... to less than its carrying amount’; @

v" to remove from IAS 28 the reference to a ‘significant or prolonged’
decline in fair value;

v’ to explain that an investor considers observable price information
when the investor determines whether its net investment might be
impaired;

v' to clarify that for a publicly traded associate, the investor considers the
guoted market price at the reporting date. Q

e Other matters

v" not to move the impairment requirements from IAS 28 to IAS 36
Impairment of Assets;

v" not to consider two application issues relating to the reversal of an
impairment loss.
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