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In October Business Europe sent a letter to the Trustees raising concerns about several 
aspects of the due process followed when the IASB developed IFRS 11 
Joint Arrangements.  This report responds to the matters raised in that letter.     

Selection of companies participating in the outreach when developing the IFRS  

During the development of IFRS 11 the staff and Board of the IASB undertook 
extensive outreach.  The letter questions the selection process, saying that it is not 
transparent.     

The objective of the outreach was to get a better understanding of concerns that had 
been raised to the IASB during the development of the proposals.  The staff undertook 
this additional outreach with representatives from 41 companies.  About half of the 
companies contacted had submitted comment letters on the exposure draft ED 9 
Joint Arrangements.   

The selection was skewed towards companies that were critical of the proposals.  
Around 13 per cent of the companies were approached at the suggestion of audit firms 
and about 25 per cent were contacted independently by the project staff.  These 
companies were selected because of the relevance of joint arrangements in the 
industries in which they participate (eg the mining industry) or because joint 
arrangements feature prominently in their financial statements.  In some cases they 
were approached because they had already made the transition from proportionate 
consolidation to the equity method and the staff wanted to learn more about their 
experience.  Finally, 12 per cent of the participants did not send in a comment letter but 
contacted the project staff directly.   
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The companies covered a wide geographical spread: Europe 63 per cent, Asia-Pacific 

5 per cent, Africa 5 per cent, North America 24 per cent and Global 3 per cent.  The 

industries represented were Energy 27 per cent, Mining 15 per cent, Construction 

10 per cent, Banking 7 per cent, Telecommunications 5 per cent, Aerospace & defence 

5 per cent, Food & beverage 5 per cent, Representative bodies 5 per cent, 

Conglomerates 5 per cent and Other (pharmaceuticals, industrial engineering, 

advertising, environmental services, agriculture, automotive and healthcare) 

16 per cent. 

The outreach allowed the staff to access joint arrangement contracts and discuss how 

the new requirements would be applied.  The project leader had many face-to-face and 

telephone meetings.   

Need for re-exposure 

The letter questions whether the Board should have considered re-exposure of ED 9.  

The arguments used by Business Europe relate mainly to the increase in guidance in the 

IFRS compared to the ED and the perception that the IFRS includes new requirements 

that were not exposed in the ED.  These concerns are discussed in more detail below.  

However, in simple terms, the Board decided that re-exposure was not necessary 

because the IFRS respects the core principle presented by the ED for the recognition by 

parties of their interests in joint arrangements.   

More guidance in the IFRS than in the ED  

IFRS 11 includes more guidance than was exposed in ED 9.  However, this was in 

response to comment letters on ED 9.  The guidance provided in the IFRS aims to assist 

preparers to apply the core requirements of the IFRS, which deal with the classification 

of the arrangements.  The fatal flaw reviews and extensive balloting processes did not 

generate any concerns about the guidance.  None of the principles changed.  In 

addition, the number of people and organisations included in the fatal flaw review was 

significantly greater than in our normal processes.  The fatal flaw reviewers included 

many preparers.   

Introduction of new requirements  

The letter suggests that the term other facts and circumstances introduces new 

requirements to IFRS 11, which do not have a clear principle and for which constituents 

did not have a chance to follow their development. 

The requirement in IFRS 11 to consider other facts and circumstances is aligned to the 

principle for parties to recognise their rights and obligations arising from the 

arrangements.  These are not new requirements.  ED 9 acknowledged the possibility 

that arrangements being accounted for using the equity method could end up being 
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accounted for on a gross basis.  The relevant paragraphs of ED 9 are as follows 

(emphasis added): 

BC10 In addition, IAS 31 can lead to an entity not recognising its assets 

and liabilities.  When a jointly controlled entity is similar in 

substance to jointly controlled operations or jointly controlled 

assets, a party controls assets and has obligations relating to the 

activities of the joint arrangement.  These assets and liabilities 

should be recognised in the party’s financial statements.  However, 

if the party accounts for such jointly controlled entities using the 

equity method (because IAS 31 emphasises the form of the 

arrangement), the party does not recognise the assets that it 

controls and its liabilities.  

 

BC11 Therefore, the Board also concluded that recognising a net 

interest in a joint arrangement (for example, when using the 

equity method) is not appropriate when the parties have 

contractual rights and obligations relating to individual assets 

and liabilities of the joint arrangement. 

 

No respondents expressed concerns about these statements.  The change made from 

ED 9 to IFRS 11 is that the term other facts and circumstances was introduced as a 

convenient shorthand term.       

The letter also refers to Illustrative Example 5, which was published along with 

IFRS 11 as an example that aims to illustrate other facts and circumstances.  This is 

incorrect.  Example 5 aims to illustrate that the contractual terms of the agreement 

between the parties are able to modify or reverse the effects that the legal form can 

have on the parties’ rights and obligations.  This is not something new introduced by 

IFRS 11.  ED 9 had introduced this possibility in the following paragraphs (emphasis 

added): 

6 Among the factors that a party considers in assessing the type of 

arrangement is the legal form of the arrangement.  The form of the 

arrangement can affect the rights and obligations of the parties, 

but is not always the determining factor.  For example, the 

shareholders of a limited liability company are not usually obliged 

to pay for expenses incurred by, and financing of, the company.  

However, a contract (such as a guarantee contract) can negate 

the effect of limited liability. 

BC6 Accounting for interests in joint arrangements in accordance with 

IAS 31 follows the form of an arrangement (ie the accounting can 

differ depending on whether a legal entity is established).  The 

Board acknowledges that the form of an arrangement affects the 

rights and responsibilities of an entity.  For example, an entity 

might transfer an asset that it owns into an entity that it controls 

with the effect that the owner has limited its liability in relation to 

that asset by using a legal structure.  Equally, however, an owner 
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could reverse the effects of that legal structure through 

guarantees or indemnities. 

Other facts and circumstances is developed on the basis of a clear and understandable 
principle  

As mentioned above, the letter states that other facts and circumstances does not reflect 

a clear principle.  In IFRS 11 other facts and circumstances relates to the circumstances 

in which a party to a joint arrangement has interests in the assets and liabilities of the 

arrangement.  IFRS 11 states: 

B31  When the activities of an arrangement are primarily designed for 

the provision of output to the parties, this indicates that the parties 

have rights to substantially all the economic benefits of the assets 

of the arrangement. The parties to such arrangements often ensure 

their access to the outputs provided by the arrangement by 

preventing the arrangement from selling output to third parties. 

B32  The effect of an arrangement with such a design and purpose is 

that the liabilities incurred by the arrangement are, in substance, 

satisfied by the cash flows received from the parties through their 

purchases of the output.  When the parties are the only source of 

cash flows contributing to the continuity of the operations of the 

arrangement, this indicates that the parties have an obligation for 

the liabilities relating to the arrangement.  

 

This is not a ‘new’ principle for recognition of assets and liabilities in IFRSs.  IFRIC 4 

Determining whether an Arrangement contains a Lease gives similar economic reasons 

that give evidence of whether an arrangement is, or contains, a lease.1  

Companies will face implementation issues 

The letter also mentions that companies will face implementation difficulties when 

applying the requirements relating to ‘other facts and circumstances’.  The main 

examples that are provided of implementation difficulties are:  

Additional information required  

In our view, the need for additional information for the recognition of assets and 

liabilities arising from joint operations should not be a major constraint, because the 

                                                 

 

 

1
 Relevant paragraphs in IFRIC 4 are paragraphs 9, BC30-BC39.  
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information required should already have been available to entities when accounting for 

those interests under the equity method.  

Contracts might need to change 

We think that this is a possibility if the parties think that their contracts do not reflect 

the rights and economic substance they thought sought.  In that case, this could be a 

positive effect of the IFRS. 

Additional discussions with auditors about the classification 

The letter states that the new IFRS generates additional audit costs.  This is 

acknowledged in the Effect Analysis.  All new IFRSs imply implementation costs for 

constituents.  

The letter also mentions that application costs will be particularly high for start-up 

companies with research and development or production activities.  The letter suggests 

that these cost considerations justify retention of the equity method for some joint 

operations.  The purpose of the reforms was to increase the usefulness of the 

information presented in relation to joint arrangements.  Unfortunately the letter from 

Business Europe does not provide any analysis of decision-usefulness, which is the 

basis for the Board’s decision.  This concern was also not raised in Business Europe’s 

comment letter responding to ED 9.    

Other matters 

The letter mentions that joint arrangements that are not structured in entities are joint 

operations.  This is perceived as being a rule.  This requirement has not changed from 

either IAS 31 or ED 9 and this aspect of the exposure draft did not cause major 

concerns to constituents responding to ED 9.  This matter was not mentioned in the 

comment letter written by Business Europe in response to ED 9. 

Conclusion reached in the Effect Analysis 

The letter also questions some of the conclusions reached in the Effect Analysis 

document; in particular, the expectation by the staff and Board that most ‘jointly 

controlled entities’ will be ‘joint ventures’ in accordance with IFRS 11.  

The staff assessment has not changed.  The staff have continued to discuss the new 

requirements with interested parties over the last few months.  Their assessment 

remains that more jointly controlled entities will be joint ventures than joint operations.  

In addition, the staff assessment is that ‘other facts and circumstances’ will affect the 

classification of only very specific types of arrangements (only those designed as 

described in paragraphs B32 and B33 of IFRS 11).  The purposes for which joint 

arrangements are established are many and the requirements in paragraphs B32 and 
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B33 relate to arrangements with a specific purpose that are designed in such a way that 

parties have rights to the assets, and obligations for the liabilities, of the arrangement.   

For this specific type of arrangement, outreach was carried out with constituents in the 

oil and gas, mining, automotive and pharmaceutical industries.  These industries will be 

some of the main industries affected.   

In addition, all the major audit firms were also involved in all the stages of the 

development of IFRS 11.     
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