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Summary

This new development summary provides two “quick reference guides” aimed to assist with
the decision process when applying the requirements within IFRS 11 Joznt Arrangements,
specifically in determining whether joint control exists and the type of joint arrangement to
which an entity is a party.

The two guides encompass the following areas:
e classification of a joint arrangement, and
e transition guidance (for consolidated financial statements only).

Background

In May 2011, the International Accounting Standards Board issued IFRS 11 Joznt
Aprrangements which replaces IAS 31 Interests in Joint V'entures and SIC-13 Jointly Controlled
Entities-Non-Monetary Contributions by 1 enturers. By issuing IFRS 11, the IASB created a clear
definition of joint control and a requirement to classify joint arrangement based on the
substance (and not just the legal form) of the rights and obligations that are held by the
parties to the joint arrangement. IFRS 11 addresses all arrangements where there is joint
control and requires a party to a joint arrangement to determine the type of joint
arrangement in which it is involved by assessing its rights and obligations arising from the
arrangement. IFRS 11 also eliminates the use of proportionate consolidation for joint
ventures. IAS 28 Investments in Associates and Joint Ventures was amended for changes in scope
arising from the publication of IFRS 11 but continues to prescribe the mechanics of the
equity method which must be used to account for investments in joint ventures. IFRS 11
and IAS 28 (amended) are effective for annual periods beginning on or after January 1,
2013.

Other resources

While we hope you will find these guides useful, they are not a substitute for a careful
reading of the standard. For further assistance, please reach out to your local Grant
Thornton adviser or search our directory here.
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FIGURE 1: QUICK REFERENCE—CLASSIFICATION OF A JOINT
ARRANGEMENT (IFRS 11)
Outside the scope of
IFRS 11 (no joint
control)

Identify the relevant Doesthe contractual arrangement give
activities of the allthe parties, or a group of parties,
arrangement control collectively?

Do decisions about the relevant ;
g ; ; Outsidethe scope of
activities require the unanimous IFRS 11 (nojoint
consent of allthe parties or a group of control)
the partiesthat collectively control the
arrangement?

There s joint control (the arrangement
is a joint arrangement)

Isthe joint arrangement structured
through aseparate vehicle?

Doesthe legal form ofthe
separate vehicle give rights
and obligations to the
parties?

Doesthe contractual e JOINT OPERATION
arrangement give rights and

obligations to the parties?
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Facts and circumstances:
* Qutput provided to the
parties ve
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= Source of cash flows and
settlement of liabilities

JOINT VENTURE J
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FIGURE 2: QUICK REFERENCE—IFRS 11 TRANSITION GUIDANCE
(CONSOLIDATED FINANCIAL STATEMENTS ONLY)

Joint arrangement classified as a joint venture underIFRS 11 —
Transition from proportionate consolidationto the equity

Joint arrangement classified as a joint operation underIFRS 11
—Transition from the equity method to accountingfor assets

method

INITIALRECOGNITION

The joint venturer should:

* Recognize its investent in the joint venture using the equity
method at the beginning of the period immediately preceding
the beginning of the annual reporting period for which the
entity1s applying IFRS 11 for the first time (hereinafter
“Irroediately preceding period™)

o Measuredas the aggregate of the canying amounts of the
proportionately consolidated assets and liabilities

= Allocate the goodwall to the joint venture on the basis of the

and liabilities

INITIALRECOGNITION

The joint operator should:

* Derecognize the iovestment that was previously accounted for
using the equity method at the beginning of the immediately
preceding period

= Recognize its share of the assets and liabilities (including any
goodwall that formed part of the canying amount of the
irvestment)

o Ivleasure the initial canying amounts of the assets and Labilibes
bydisaggrezating thera from the canying arount of the
intvestment on the basis of the information used in applying the

relative camying amounts of the joint venture and the cash- equity method
generating unit to which it belonged

The opening balance of the investment is regarded as its deemed

cost. The joint venturer should:

» ApplyIAS 28.40 to 43 (mpairment)

» Recognize any mpaiment loss in retained eamungs at the
beginning of the immediately preceding penod

Note 1: The initial recognition exception provided in [AS 12

Income Taxes does not apply

Note 2: Provide a breakdown of the assets and habilities that had
been aggregated (a single one for all the joint ventures
concerned).

Doesthe value ofthe investment differfromthe net amount
ofthe assets and liabilities?

Difference > Difference <
derecognized investment? derecognized investment?

Difference Difference

» Adjusted against the
opening balance of
retained earmings for

Aniyregiaint the irmediately
difference adjusted recodting pcicil

against the opening
balance of retained

earnings for the
_ — . irmediately
Recognize the Adjust retained earnings preceding period
corresponding liabilities forthe immediately
preceding period

» Offsetagainst any
goodwill relating to

Aggregate of carrying amounts of assets and liabilities =
negative net assets? the mvestroent

Doesthe entity have legal or constructive obligations in
relationto the negative net assets?

SUBSEQUENTRECOGNITION

* Inaccordance with IAS 28 (2011)
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