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Dear Mr Mackintosh 

Potential issues on recent amendments to IFRS 10 and IAS 28 

In its meeting on 22 January 2015, the Board discussed an issue related to the amendments to 
IFRS 10 and IAS 28 Sale or Contribution of Assets between an Investor and its Associate or Joint 
Venture, issued on 11 September 2014 (Agenda Paper 12E). This letter describes two other issues 
related to these amendments that we believe could be also considered in the forthcoming 
proposals to amend IAS 28 and IFRS 10 suggested in that paper. 
 
Issue 1: Scope of recent amendments to IFRS 10 and IAS 28 

The amendments seek to distinguish the transfer of a business (requiring full recognition of the 
gain or loss) from the transfer of a non-business (requiring partial recognition of the gain or loss) 
– regardless of whether the ‘item’ transferred is within a subsidiary. 

There is no scope question where the transaction is with an existing joint venture or associate. 
Rather, our question is about transactions with new joint ventures or associates – e.g. transfers in 
the formation of a joint venture are common, much more so than transfers of assets with existing 
joint ventures. 

The question is whether the term ‘involving’ in IFRS 10.B99A and the term ‘downstream’ in 
IAS 28.28 are: 

• View 1: Broad and so include transactions, however structured, resulting in new joint 
ventures and associates (e.g. include transactions where an existing subsidiary becomes a 
joint venture). 

• View 2: Structural and so include only transactions directly structured with joint ventures and 
associates (e.g. include transfers to a new joint venture entity formed by the parties). 

• View 3: Narrow and so do not include transactions, however structured, resulting in new joint 
ventures and associates (i.e. include only transfers to existing joint ventures and associates). 
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We assume that the Board’s intention was View 1. Moreover, this seems to be the desirable 
outcome, because View 2 is subject to structuring opportunities and View 3 would make the 
accounting dependent on a difference of little substance (whether or not the joint 
venture/associate is new). However, BC190I may appear to stand in the way of View 1, because it 
scopes out from B99A ‘transactions with third parties’. 

Illustrative scenarios 

The issue is illustrated in applying the amendments to the following scenarios. 

Before the transaction, Entity P had a 100% interest in Subsidiary PS. PS does not constitute a 
business. P enters into a transaction with a third party investor, Entity Q, resulting in PS 
becoming a joint venture between P and Q. This can be achieved in different scenarios that are 
outlined below. 

Scenario A: P sells 50% of PS directly to Q, in exchange for cash 

Scenario A

P
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Q P

PS

Q

100% 50%
50%

Before After

 

Scenario B: P transfers 50% of PS directly to Q, which transfers to PS its subsidiary, QS, which 
does not constitute a business 

Scenario B
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Scenario C: P and Q transfer their respective subsidiaries, PS and QS, to a Newco in return for 
shares in Newco (50% each) 

P

PS

Q

100%

Before

QS

100%

After

Scenario C

P

NewCo

Q

50%

PS

50%

100%

QS

100%

 

Potential views 

View 1: Broad and so include transactions, however structured, resulting in new joint ventures 
and associates 

The natural reading of B99A’s ‘involving’ is a broad one. All of the scenarios above ‘involve’ a 
joint venture. Therefore, B99A applies to all of them; P and (in scenarios B and C) Q record the 
gain only on the 50% of PS or QS that has been lost.   

View 2: Structural and so include only transactions directly structured with joint ventures and 
associates 

Although there may be some ambiguity in B99A, read with BC190I it is clear that the 
amendments do not apply to transactions with third parties. However, an entity that is a joint 
venture or associate, including an entity that thereby becomes a joint venture or associate, is not a 
third party. Therefore, transactions structured directly with a new joint venture or associate are 
within the scope of B99A. 

The application of this view results in the following outcomes. 

Scenario Entity Outcome Comment 

A P B99A inapplicable, B98 
applicable instead – full gain 

P has transacted with Q, which is not 
P’s joint venture but is a third party 

B P B99A inapplicable, B98 
applicable instead – full gain 

P has transacted with Q, which is not 
P’s joint venture but is a third party 
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Scenario Entity Outcome Comment 

Q B99A applicable – partial gain 
Q has transacted with PS, which is 
(has become) its joint venture and 
therefore is not a third party 

C 

P B99A applicable – partial gain 
P has transacted with Newco, which is 
(has become) its joint venture and 
therefore is not a third party 

Q B99A applicable – partial gain 
Q has transacted with Newco, which is 
(has become) its joint venture and 
therefore is not a third party 

View 3: Narrow and so do not include transactions, however structured, resulting in new joint 
ventures and associates 

Although, as above, there may be some ambiguity in B99A, read with BC190I it is clear that the 
amendments do not apply to transactions with third parties. Moreover, a transaction with a third 
party occurs regardless of whether that involvement is direct or indirect. All transactions resulting 
in a new joint venture or associate necessarily involve a third party acquiring an interest in the 
former parent’s subsidiary, whether directly or indirectly.  

Accordingly, all of the scenarios illustrated above are transactions with a third party – e.g. from 
P’s point of view, it has lost an interest in PS at the same time that Q, a third party, has gained 
that interest in PS. Because B99A does not apply to them, IFRS 10.B98 applies when losing 
control of a subsidiary. Under that paragraph, gains or losses are recognised in full.  

The impact of IAS 28.28 on the issue 

The views set out above are focused on the reading of B99A and BC190I of IFRS 10. However, 
we believe that the issue of broad vs structural vs narrow also occurs in reading the term 
‘downstream’ in IAS 28.28.  

The issue is illustrated in the following variation of Scenario B: P obtains 50% of the equity 
interests in QS, a former subsidiary of Q, by transferring to QS some (directly held) assets that do 
not constitute a business. At the same time, QS becomes a joint venture of both P and Q. 

P Q

Before

QS

100%

After

Scenario B'

P

QS

Q

50% 50%

Assets

Assets
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A narrow scope (View 3) would say that this transaction is not downstream because it is 
indirectly with Q, a third party; under this view, P recognises the full gain. (Although there is no 
explicit reference to third parties in IAS 28, it is self-evident that transferring an asset to a third 
party is not a downstream transaction between an investor and its investee.) 

Both a broad (View 1) or structural (View 2) scope result in the same outcome for P – partial 
recognition of the gain or loss – because QS is or becomes its joint venture. In addition, we 
believe that few would understand this scenario other than as a downstream transaction. 

However, if IFRS 10 and IAS 28 are interpreted inconsistently, then the conflict between these 
standards would remain for some scenarios. For example, if B99A is narrow (View 3), but 
IAS 28.28 is broad (View 1), then the existing conflict between the latter and IFRS 10.B98 still 
exists for scenarios B and C – e.g. on View 1 for IAS 28, scenarios B and C are downstream and 
elimination applies, but on View 3 for IFRS 10 a full gain applies. 

We also believe that issue 1 meets the IFRIC agenda criteria (see Appendix 1). 

Issue 2: Partial recognition of remeasurement gains 

We understand that another issue surfaced at the Board’s January meeting concerning the partial 
‘step-up’ of retained interests under IFRS 10.B99A.  

We believe that this requirement, which was not subject to re-exposure, is difficult to justify, 
because it books a gain on the strength of a third party interest that does not exist and produces 
counter-intuitive results. In Appendix 2 we explain our difficulty. Therefore, we believe that this 
issue needs some attention, and it would be appropriate for the new exposure draft to ask 
constituents their views on the requirement to partially recognise ‘step-up’ gains as per bullet (b) 
in Example 17 (following IFRS 10.B99A). 

Please contact Mark Vaessen or Mike Metcalf, on +44 (0)20 7694 8871, if you wish to discuss 
any of the issues raised in this letter. 

 

Yours faithfully 

 
 
KPMG IFRG Limited 
 
Copy:  
Mr Wayne Upton, Chairman of the IFRS Interpretations Committee 
Mr Reinhard Dotzlaw, member of the IFRS Interpretations Committee 
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Appendix 1 
 
Assessment against IFRS Interpretation Committee’s agenda criteria for Issue 1 

(a) Is the issue widespread and has, or is expected to have, a material effect on those affected? 
Yes. The scenarios discussed in the paper are common scenarios where the amendments are 
likely to be applied. The difference between the full and partial recognition of gains or losses 
is generally material. 
  

(b) Would financial reporting be improved through the elimination, or reduction, of diverse 
reporting methods? Yes. The objective of the recently issued amendments is to eliminate 
diversity on this area. Therefore, clarifying its scope is necessary to achieve this objective 
completely.  

 
(c) Can the issue be resolved efficiently within the confines of IFRSs and the Conceptual 

Framework for Financial Reporting? Yes. We believe that the issue is capable of within the 
confines of IFRS and the Conceptual Framework. 
 

(d) Is the issue sufficiently narrow in scope that the Interpretations Committee can address 
this issue in an efficient manner, but not so narrow that it is not cost-effective for the 
Interpretations Committee to undertake the due process? Yes. 

 
(e) Will the solution developed by the Interpretations Committee be effective for a reasonable 

time period? The Interpretations Committee will not add an item to its agenda if the issue is 
being addressed in a forthcoming Standard and/or if a short-term improvement is not 
justified. Yes. The issue is not currently within the scope of any of the Board’s projects, since 
the project was finalised and the amendments already issued. 
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Appendix 2 
 
The following diagrams illustrate the transaction in Example 17 (following IFRS 10.B99A). 
 

P

S

Before

A

After

100% 20%

P

S

A

30% 20%

70%
Book value = CU 100
Fair value = CU 300

P’s effective interest = 
30% + 20% x 70% = 44%

Cash 
CU 210

 

 
There is a difference between the expected gain and the required gains, as follows. 
 
Expected  Required 

There a latent gain of CU 200 (fair value of 
CU 300 - book value of CU 100). 

P has disposed of 56% (100% - 44% retained 
effective interest). 

Therefore, the expected gain is CU 112 
(CU 200 x 56%). 

 On sale of 70% interest to a 20% associate: 
CU 210 received, less 70% of book value of 
CU 100 = CU 140; but eliminate 20% 
thereof gives CU 140 x 80% = CU 112. 

On partial step-up of retained 30%: full 
step-up is the 30% of fair value of CU 300, 
less 30% of book value of 100 = 60; P 
recognises 56% of this – i.e. 56% x CU 60 
= CU 34. 

The total gain is therefore CU 146. 
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Why is there a difference of CU 34? 
 
The difference above is the additional CU 34 step-up on P’s retained, direct 30% interest. 
 
This is the latent gain (60) on P’s direct 30% interest (the blue line below), multiplied by the third 
parties’ indirect interest in S (the red line below). Yet, as shown by the diagram below, the third 
parties have no interest at all in the P’s 30% direct interest in S. 

P

S

AP’s direct 
interest 30%

20%

Third parties’ 
indirect interest

56%

Third 
parties

80%

P indirect 
interest 14%
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