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Assumptions
The investor has the following three types of interests in the associate:

(a) O Shares—ordinary shares representing a 40% ownership interest to which the
investor applies the equity method. This interest is the least senior of the three
interests, based on their relative priority in liquidation.

(b) P Shares—non-cumulative preference shares that form part of the net investment in
the associate and that the investor measures at fair value through profit or loss
applying IFRS 9.

(c) LT Loan—a long-term loan that forms part of the net investment in the associate and
that the investor measures at amortised cost applying IFRS 9, with a stated interest
rate and an effective interest rate of 5% a year. The associate makes interest-only
payments to the investor each year. The LT Loan is the most senior of the three

interests.
LT Loan applying
P Shares applying | IFRS 9 (amortised | Profit (Loss) of the
At the end of IFRS 9 (fair value) cost) associate
Year 1 cu110 CcuU90 CuUs0
Year 2 CU90 Cu70 CU(200)
Year 3 CU50 CU50 CU(500)
Year 4 CU40 CU50 CU(150)
Year 5 CuU60 Cue0 -
Year 6 Ccuso Cu70 Cu500
Year 7 Cu110 Cu90 Cu500

https.//www.ifrs.org/-/media/project/long-term-interests-and-joint-ventures/illustrative-

example/illustrative-example-long-term-interests.pdf
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Year 1

The investor recognises the following in Year 1:

Investments in the associate:

DR. O Shares Cu200

DR. P Shares cu1o00

DR. LT Loan cu100
CR. Cash

To recognise the initial investment in the associate

DR. P Shares cu10
CR. Profit or loss
To recognise the change in fair value (CU110 — CU100)

DR. Profit or loss Ccu10
CR. Loss allowance (LT Loan)
To recognise an increase in the loss allowance (CU90 — CU100)

DR. O Shares Ccu20
CR. Profit or loss
To recognise the investor’s share of the associate’s profit (CU50 x 40%)

Cu400

Cu10

Cu10

CuU20

At the end of Year 1, the carrying amount of O Shares is CU220, P Shares is CU110 and the

LT Loan (net of loss allowance) is CU90.

Year 2

The investor recognises the following in Year 2:

DR. Profit or loss Cu20
CR. P Shares
To recognise the change in fair value (CU90 — CU110)

DR. Profit or loss Ccu20
CR. Loss allowance (LT Loan)
To recognise an increase in the loss allowance (CU70 — CU90)

DR. Profit or loss cuso
CR. O Shares
To recognise the investor’s share of the associate’s loss (CU200 x 40%)

Ccu20

Cu20

Ccuso

At the end of Year 2, the carrying amount of O Shares is CU140, P Shares is CU90 and the LT

Loan (net of loss allowance) is CU70.

LT Loan applying
P Shares applying | IFRS 9 (amortised | Profit (Loss) of the
At the end of IFRS 9 (fair value) cost) associate
Year 1 Ccuito CuU90 Cus0
Year 2 Cugo CuU70 CU(200)
Year 3 Cus0 CU50 CU(500)

Year 3

Applying paragraph 14A of IAS 28, the investor applies IFRS 9 to P Shares and the LT Loan
before it applies paragraph 38 of IAS 28. Accordingly, the investor recognises the following
in Year 3:

DR. Profit or loss Cu40
CR. P Shares Cu40
To recognise the change in fair value (CU50 — CU90)
DR. Profit or loss cu20
CR. Loss allowance (LT Loan) Ccu20
To recognise an increase in the loss allowance (CU50 — CU70)
DR. Profit or loss Ccu200
CR. O Shares Cu140
CR. P Shares CuUs0
CR. LT Loan cuito

To recognise the investor’s share of the associate’s loss in reverse order of seniority as
specified in paragraph 38 of IAS 28 (CU500 x 40%)

At the end of Year 3, the carrying amount of O Shares is zero, P Shares is zero and the LT
Loan (net of loss allowance) is CU40.

https://www.ifrs.or¢/-/media/project/long-term-interests-and-joint-ventures/illustrative-

example/illustrative-example-long-term-interests.pdf
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The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we
endeavor to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will

continue to be accurate in the future. No one should act upon such information without appropriate professional advice after a thorough examination of the
particular situation. Materials published may only be reproduced with the consent of FAP.

amosBwUnys TuwssususwUnun e Federation of Accounting Professions



