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Dear Mr Hoogervorst 

Exposure Draft ED 2014/4 – Measuring Quoted Investm ents in Subsidiaries, Joint Ventures and 

Associates at Fair Value 

Deloitte Touche Tohmatsu Limited is pleased to respond to the International Accounting Standards 
Board’s (the IASB’s) Exposure Draft Measuring Quoted Investments in Subsidiaries, Joint Ventures and 
Associates at Fair Value (‘the exposure draft’). 

The principle that fair value measurement should be consistent with the unit of account of the asset or 
liability to be measured is fundamental to IFRS 13. We do not believe it is appropriate to require a 
departure from this principle solely due to the availability of a Level 1 input for individual assets within a 
larger unit of account. That is, the valuation technique and related inputs should be consistent with the 
unit of account prescribed by standard setters. 

Thus, we believe that investments in subsidiaries should be measured using the value of the controlled 
entity and not simply P x Q of the individual shares. In addition to being consistent with the unit of 
account, control over a subsidiary is an economic phenomenon, creating an asset that is distinct from, 
and as broadly observed in the market place typically of greater value than, an aggregation of individual 
shares. Ignoring this phenomenon will result in recognition of gains and losses (for example, impairments) 
that do not faithfully represent a change in value of the reporting entity’s assets due to differences 
between prices paid for these interests which reflect control and fair value measurement under the 
proposed guidance that does not.  

Similarly, the definition of joint control in IFRS 11 makes it clear by reference to the contractually agreed 
sharing of control that a joint venture exists only in circumstances distinct from a simple aggregation of 
rights attaching to individual shares. 

It is less clear that significant influence as defined in IAS 28 creates an asset that is distinct from an 
aggregation of individual shares (and possibly that has a different value), particularly given the unresolved 
question of whether equity accounting is a form of ‘one line’ consolidation of an investment or a valuation 
technique for the shares. We recommend that the Board address the question of the unit of account for 
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associates as part of its comprehensive project on the equity method of accounting, but in the meantime 
believe that a conclusion that the unit of account for investments in associates is the individual financial 
instrument held is supportable for the purposes of determining their fair value. 

We believe that proper application of the disclosure requirements of IFRS 13 and IAS 36 should provide 
users with sufficient information to assess the valuation methodology applied, including, where relevant, 
any adjustment made to reflect the difference between the value of an investment and the aggregate 
value of each individual share. 

In respect of portfolio exception in IFRS 13, we note that the proposed illustrative example applies 
measurement based on the price of an individual share, whereas the portfolio exception permits 
measurement based on a unit of account of the net long or short position. As with the other assets 
discussed in the exposure draft, we believe that the unit of account and unit of measurement should be 
consistent. 

We also note that similar issues to those described in the exposure draft can arise in applying other 
Standards (notably, IFRS 5 Non-current Assets Held for Sale and Discontinued Operations).  

Our detailed responses to the questions in the invitation to comment are included in the Appendix to this 
letter. 

If you have any questions concerning our comments, please contact Veronica Poole in London at +44 (0) 
20 7007 0884. 

Yours sincerely 

 

Veronica Poole 
Global IFRS Leader 
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Appendix 

Question 1 – The unit of account for investments in  subsidiaries, joint ventures and associates 

The IASB concluded that the unit of account for investments within the scope of IFRS 10, IAS 27 and IAS 
28 is the investment as a whole rather than the individual financial instruments included within that 
investment (see paragraphs BC3–BC7). 

Do you agree with this conclusion? If not, why and what alternative do you propose? 

In respect of subsidiaries, we agree that the unit of account is the investment as a whole. Control over a 
subsidiary is an economic phenomenon resulting in an asset whose nature differs from that of a simple 
collection of shares and as broadly observed in the market place is typically of greater value. Similarly, 
the definition of joint control in IFRS 11 makes it clear by reference to the contractually agreed sharing of 
control that a joint venture exists only in circumstances distinct from a simple aggregation of rights 
attaching to individual shares. 

As set out in IFRS 13, the fair value measurement of an item should be consistent with the unit of 
account. As discussed further below, we believe that the proposals referred to in Question 2 are 
inconsistent with the stated view that the unit of account is the subsidiary or investment in the joint 
venture as a whole. 

In respect of associates, the analysis is less clear with many seeing significant influence as defined in IAS 
28 as an accounting construct that does not represent an economic phenomenon observed in the market 
place (particularly given the unresolved question of whether equity accounting is a form of ‘one line’ 
consolidation of an investment or a valuation technique for the shares). We also note that significant 
influence can be deemed to exist solely through the aggregation of voting rights (which could be seen as 
consistent with a view that the unit of account is the individual share) or through rights such as board 
representation that are distinct from the rights attaching to an individual share (which could be seen as 
consistent with a view that the unit of account is the investment as a whole), whereas the definition of 
control requires power over relevant activities, which can arise even in the absence of share ownership. 
We recommend that the Board address the question of the unit of account for investments in associates 
as part of its comprehensive project on the equity method of accounting, but in the meantime believe that 
a conclusion that the unit of account for investments in associates is the individual financial instrument 
held is supportable for the purposes of determining their fair value. 

Question 2 – Interaction between Level 1 inputs and  the unit of account for investments in 
subsidiaries, joint ventures and associates 

The IASB proposes to amend IFRS 10, IFRS 12, IAS 27 and IAS 28 to clarify that the fair value 
measurement of quoted investments in subsidiaries, joint ventures and associates should be the product 
of the quoted price (P) multiplied by the quantity of financial instruments held (Q), or P × Q, without 
adjustments (see paragraphs BC8–BC14). 

Do you agree with the proposed amendments? If not, why and what alternative do you propose? Please 
explain your reasons, including commenting on the usefulness of the information provided to users of 
financial statements. 

We do not believe that it is appropriate to require a departure from the fundamental principle in IFRS 13 
that fair value measurement should be consistent with the unit of account of the asset or liability to be 
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measured. To do so would result in the recognition of gains and losses (for example, impairments) that do 
not faithfully represent a change in value of the reporting entity’s assets due to differences between prices 
paid for these interests which reflect control and fair value measurement under the proposed guidance 
that does not. 

As noted in our response to Question 1 above, an investment in a subsidiary or joint venture is 
(regardless of whether the investee’s shares are quoted in an active market) qualitatively different from a 
collection of individual shares and, as such, it should be valued on a different basis. Even in the case of a 
quoted investee, a ‘Level 1’ price does not exist in an active market for an identical asset (the investment 
as a whole), the price exists only for a non-identical asset (the individual share). Applying the principles of 
IFRS 13 would thus lead to classification of the investment as ‘Level 2’ or ‘Level 3’ in the fair value 
hierarchy.  

We believe that proper application of the disclosure requirements of IFRS 13 in respect of Level 2 or 
Level 3 inputs should provide users with sufficient information to assess the valuation methodology 
applied, including where relevant any adjustment made to reflect the difference between the value of a 
subsidiary or joint venture and the aggregate value of each individual share.  

As noted above, the unit of account analysis is less clear for associates.  

We also note that no amendment is proposed to IFRS 5 Non-current Assets Held for Sale and 
Discontinued Operations. It is therefore unclear whether the Board intends an unadjusted P x Q approach 
to apply to quoted subsidiaries classified as held for sale. Due to the existence of a control premium, and 
for the same reasons discussed above, this may not reflect the value actually realised on disposal. The 
question of possible adjustments to a P x Q measurement can also arise in applying IFRS 3 Business 
Combinations (for example, in determining the value of a previously held interest in a stepped 
acquisition). 

Question 3 – Measuring the fair value of a CGU that  corresponds to a quoted entity 

The IASB proposes to align the fair value measurement of a quoted CGU to the fair value measurement 
of a quoted investment. It proposes to amend IAS 36 to clarify that the recoverable amount of a CGU that 
corresponds to a quoted entity measured on the basis of fair value less costs of disposal should be the 
product of the quoted price (P) multiplied by the quantity of financial instruments held (Q), or P × Q, 
without adjustments (see paragraphs BC15–BC19). To determine fair value less costs of disposal, 
disposal costs are deducted from the fair value amount measured on this basis. 

Do you agree with the proposed amendments? If not, why and what alternative do you propose? 

Conceptually, we believe the issues in respect of measurement of investments at fair value noted in our 
response to Question 2 are equally relevant to the determination of fair value less costs of disposal for a 
CGU (or group of CGUs). We do not believe it is appropriate to recognise an impairment based on the 
value of an asset (the individual shares) that is qualitatively different from the item being assessed for 
impairment (the collective assets of the CGU or group of CGUs). 

In addition to disagreeing with the premise of applying an unadjusted ‘P x Q’ approach to determining the 
fair value of a controlled or jointly controlled CGU (or group of CGUs), this approach becomes even more 
problematic when we consider more complex scenarios, such as the following: 
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• a quoted subsidiary constituting multiple CGUs (or groups of CGUs) to be tested separately for 
impairment; 

• a CGU (or group of CGUs) consisting of both quoted and unquoted subsidiaries; or 
• a quoted subsidiary that constitutes a CGU (of group of CGUs) and uses corporate assets of the 

larger group. 

Under the proposals as currently drafted, questions are likely to arise on how, or whether, they apply in 
these more complex situations.  

We believe that proper application of the disclosure requirements of IAS 36 for ‘Level 3’ inputs to a 
determination of fair value less costs of disposal should provide users with sufficient information to assess 
the approach taken to valuation of a CGU that corresponds to a quoted entity.  

Question 4 – Portfolios  

The IASB proposes to include an illustrative example to IFRS 13 to illustrate the application of paragraph 
48 of that Standard to a group of financial assets and financial liabilities whose market risks are 
substantially the same and whose fair value measurement is categorised within Level 1 of the fair value 
hierarchy. The example illustrates that the fair value of an entity’s net exposure to market risks arising 
from such a group of financial assets and financial liabilities is to be measured in accordance with the 
corresponding Level 1 prices. 

Do you think that the proposed additional illustrative example for IFRS 13 illustrates the application of 
paragraph 48 of IFRS 13? If not, why and what alternative do you propose? 

The proposed illustrative example diverges from paragraph 48 of IFRS 13 in applying measurement 
based on the price of an individual share, whereas paragraph 48 permits measurement based on a unit of 
account of the net long or short position. As with the other assets discussed in the exposure draft, we 
believe that the unit of account and unit of measurement should be consistent.  

Question 5 – Transition provisions 

The IASB proposes that for the amendments to IFRS 10, IAS 27 and IAS 28, an entity should adjust its 
opening retained earnings, or other component of equity, as appropriate, to account for any difference 
between the previous carrying amount of the quoted investment(s) in subsidiaries, joint ventures or 
associates and the carrying amount of those quoted investment(s) at the beginning of the reporting period 
in which the amendments are applied. The IASB proposes that the amendments to IFRS 12 and IAS 36 
should be applied prospectively. 

The IASB also proposes disclosure requirements on transition (see paragraphs BC32–BC33) and to 
permit early application (see paragraph BC35). 

Do you agree with the transition methods proposed (see paragraphs BC30–BC35)? If not, why and what 
alternative do you propose? 

We agree with prospective application of the proposed amendments to IFRS 12 and IAS 36, as this would 
be consistent with the general approach to transition to IFRS 13. 

In terms of the proposed amendments to IFRS 10, IAS 27 and IAS 28, we do not object to an adjustment 
to equity at the beginning of the current period, but recommend that the description of that approach in 
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proposed paragraphs C6C and C6D of IFRS 10 (and equivalent paragraphs in IAS 27 and IAS 28) be 
revised to read as follows: 

“An entity shall apply the amendments referred to in paragraph C1D prospectively from the beginning of 
the annual reporting period for which they are applied for the first time. An adjustment to equity shall be 
made, and its effect disclosed, for any difference in the carrying value of investments in subsidiaries 
arising from initial application of the amendments at that date.” 

 




