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Instituto de Contabilidad y Auditoría de Cuentas (ICAC) - Spanish Standard Setter

COMMENTS ON THE EXPOSURE DRAFT: ED9 JOINT ARRANGEMENTS
In the following comments you will find ICAC’s answers to the questions set on the invitation to comment of the Exposure Draft 9 Joint Arrangements.

Mainly, ICAC would like to transmit its concerns about the proposal to eliminate the proportionate consolidation method for joint ventures. We believe, this change is not justified enough by the Board at present. We consider it is the best method for joint ventures accounting, and also, it is the most used by those sectors that usually take part of these operations, as transactions are more faithfully shown on the face of financial statements, and therefore best gives information to the users.
Question 1 - Definitions and terminology

Do you agree with the proposal to change the way joint arrangements are described? If not, why?

We believe that stability in standards and also in terminology is an important issue, any change should be justified enough to be made. 

In this case, we don’t appreciate the advantages of the changes proposed in ED9, we support the maintenance of the three actual types of "joint arrangements" as they are contained in IAS 31. 

In general terms, the new definition of "joint ventures" would be applied in those cases already defined in IAS 31 as "jointly controlled entities", and, in the other cases, expected exceptional, the principle of economic substance over the form expressly contained in the Framework would lead to assimilate other possible situations that had the same economic substance.

Questions 2 and 3 -Accounting for joint arrangements

Do you agree that a party to a joint arrangement should recognise its contractual rights and obligations relating to the arrangements? If so, do you think that the proposals in the exposure draft are consistent with and meet this objective? If not, why? what would be more appropriate?

We find the Core Principle too generic; nevertheless the subsequent reading helps its understanding.

Bearing in mind that many joint arrangements are made with no other purpose than sharing income and expenses, our view is that the Core Principle in this respect omits other elements like income, expenses or cash flows that may have especial importance on the accounting of joint arrangements.

Do you agree that proportionate consolidation should be eliminated, bearing in mind that a party would recognise assets, liabilities, income and expenses if it has contractual rights and obligations relating to individual assets and liabilities of a joint arrangement? If not, why?

We are not convinced by reading the ED that proportionate consolidation is not consistent with the Framework. There should be given more rational arguments and evidences enough to eliminate proportionate consolidation than those contained in the Draft.

The problem about proportionate consolidation explained by the Board in BC8 exposes that with this method, the jointly controlled entity recognises as assets and liabilities a proportion of items that it does not control or for which it has no obligation. These supposed assets and liabilities, says the Board, do not meet the definition of assets and liabilities of the Framework.

Our point of view is that these arguments are not fully convincing, moreover, when there is at present a revision of some of these terms and definitions that are contained in the Framework.

ICAC supports the Board’s concern to change from treating the form of the arrangement as the most significant factor in determining the accounting. Nevertheless, we find that the ED`s proposal as it is set up, the methodology to differentiate and apply to these operations may be complex and difficult to apply in straightforward operations.
Finally, in order to go towards convergence and reduce differences between IFRSs and US generally accepted accounting principles (GAAP) we are not fully convinced, as an important difference has been left on the ED: proportionate consolidation has been removed, while in the US GAAP it remains available for certain sectors. 
Questions 4 - 6 - Disclosure

Do you agree with the disclosures proposed for this draft IFRS? If not, why? Are there any additional disclosures relating to joint arrangements that would be useful for users of financial statements?
If proportionate consolidation was removed, we find it reasonable that jointly controlled entities, in the ED “joint ventures” were required to give more disclosure information than joint assets and joint operations. Nevertheless, we believe that information on the face of the principal financial statements should not be replaced by the disclosure notes’ information.

On this matter we would like to suggest including in paragraph 39 (a) of the ED, the requirement of disclosing the name, address, and legal form of the joint ventures in which the entity is part.

Do you agree with the proposal to restore to IAS 27 and IAS 28 the requirements to disclose a list and description of significant subsidiaries and associates? If not, why?

We agree with the proposal.

Do you agree that it is more useful to users if an entity discloses current and non-current assets and liabilities of associates than it is if the entity discloses total assets and liabilities? If not, why?

We support the disclosure disgregation of current and non-current assets and liabilities for joint arrangements. We do not find this proposal so relevant for associates.
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