
 

 

 

 

IASB publishes exposure draft on 

consolidation exception for 

investment entities 

Issue 
 
The IASB has published an exposure draft (‘ED’) of amendments to 
IFRS 10 and IAS 28 following discussions on the application of the 
consolidation exception. The deadline for comments is 15 September 
2014. 
 
The following is a summary of the proposed amendments. 

 
Key proposals 
 
Exemption from preparing consolidated financial statements 
 
The ED proposes to confirm that the exemption from preparing 
consolidated financial statements is available to intermediate parent 
entities which are subsidiaries of investment entities.  
 
This exemption would continue to be available where the investment 
entity parent measures its subsidiaries at fair value. 

 
Subsidiaries which provide services relating to the parent’s 
investment activities 

 
The current standard requires an investment entity to consolidate 
subsidiaries which provide services relating to its investment 
activities. However, where a subsidiary of an investment entity itself 
meets the definition of an investment entity and, additionally, 
provides services that relate to the parent’s investment activities, the 
present wording is unclear on whether the investment entity parent 
should measure that subsidiary at fair value or consolidate it. 

 
The proposals attempt to clarify this situation.  
 
The ED proposes that an assessment be made of the main purpose of 
the subsidiary: 

 If the main purpose is to act as an extension of the operations of 
the investment entity, and the subsidiary would not qualify as an 
investment entity itself, consolidation is required.  

 If the subsidiary would itself qualify as an investment entity, the 
parent measures it at fair value. 
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The assessment of purpose would consider the provision of services 
to both the parent and third parties. 
 
Application of the equity method by non-investment entity investors 

 
Non-investment entity investors in associates and joint ventures are 
required to equity account for those investments. 
 
The ED proposals would introduce a difference in the equity 
accounting where the associates and joint ventures meet the 
definition of an investment entity. 
 
An investor in an associate which is an investment entity will apply 
equity accounting to the fair value measurement performed by the 
associate for its interests in subsidiaries. 
 
An investor in a joint venture which is an investment entity, however, 
will be required to take a different approach to its equity accounting.  
 
The proposals require the investor (the joint venturer) to reverse the 
fair value measurement performed by the joint venture. A  
sub-consolidation would then be performed at the level of the joint 
venture which would use accounting policies which conform to the 
investor’s accounting policies. 
 
The investor would then apply equity accounting to that                   
sub-consolidation. 

 
Am I affected? 
 
The proposals will affect: 

 intermediate parent entities which are subsidiaries of 
investment entities; and  

 non-investment entity investors in associates and joint ventures 
which are investment entities. 

 
The proposals might also affect investment entities with subsidiaries 
which perform support services to the entity or to third parties. 

 
What do I need to do? 
 
Management should read the proposed amendments to determine 
their impact and consider commenting on the proposals. 

 


