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Executive summary  

IFRS 11 Joint Arrangements issued in May 2011 brings about changes to the accounting for jointly 
controlled entities, especially for groups that currently use proportionate consolidation. 

This document aims at giving practical guidance to SAP® Financial Consolidation users to help them 
achieving the transition to IFRS 11. 

SAP® Financial Consolidation is part of SAP enterprise performance management (EPM) solutions. This product 
addresses financial consolidation requirements and can be integrated into both SAP and non-SAP software 
environments. 

SAP starter kit for IFRS is a complete configuration on top of SAP® Financial Consolidation ɀ from data collection to 
publishing of financial statements ɀ designed to perform, validate and publish a statutory consolidation in 
accordance with IFRS. 

The starter kit is provided to SAP® Financial Consolidation customers at no additional charge and can be 
downloaded from SAP Service Marketplace. It is regularly updated to comply with the latest accounting standards. 
This document refers to the starter kit delivered in June 2013 (SP4) available for version 10.0 of SAP® Financial 
Consolidation. 

This document firstly summarizes the main changes introduced by IFRS 11 (part 1) and their expected 
effects (part 2). It then focuses on the starter kit, providing practical examples of transition to IFRS 11 
(based on sets of data delivered within the starter kit). The last part is dedicated to the expected 
impacts on the future releases of the starter kit for IFRS. 
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1. IFRS 11: what does it change? 

On 12 May 2011, the International Accounting Standards Board (IASB) completed one of its major 
projects regarding consolidation and joint arrangements by issuing three new standards and two 
revised ones: 

¶ IFRS 10 Consolidated Financial Statements replaces IAS 27 for the part regarding consolidated 
statements and the interpretation SIC-12 relating to special purpose entities; 

¶ IFRS 11 Joint Arrangements supersedes IAS 31 Interests in Joint Ventures and its related 
interpretation SIC-13; 

¶ IFRS 12 Disclosure of Interests in Other Entities combines, enhances and replaces the disclosure 
requirements previously included in IAS 27, IAS 28 and IAS 31; 

¶ IAS 27 (revised 2011) Separate Financial Statements now only focuses on separate financial 
statements (as opposed to consolidated statements); 

¶ IAS 28 (revised 2011) Investments in Associates and Joint Ventures is revised mainly as a 
consequence of the other changes. 

 

These standards are effective for annual periods beginning on or after 1 January 2013. Earlier 
application is permitted only if all the standards included iÎ ÔÈÉÓ ȰÐÁÃËÁÇÅȱ ÁÒÅ ÓÉÍÕÌÔÁÎÅÏÕÓÌÙ ÁÐÐÌÉÅÄȢ  

The European Union has endorsed these standards (Commission Regulation (EU) No 1254/2012) 
while postponing the mandatory effective date to 1 January 2014. 

1.1. No major changes in the definition of a joint arrangeme nt  

A joint arrangement is defined as an arrangement of which two or more parties have joint control. 
Joint control is the contractually agreed sharing of control of an arrangement, which exists only when 
decisions about the relevant activities require the unanimous consent of the parties sharing control. 
An arrangement can be a joint arrangement even though not all of its parties have joint control of the 
arrangement. IFRS 11 distinguishes between parties that have joint control of an arrangement (joint 
operators or joint venturers) and parties that participate in, but do not have joint control of, a joint 
arrangement. 

IFRS 11 provides multiple examples to understand whether joint control exists and, in particular, to 
distinguish between joint control and collective control. The fact that two or more investors hold equal 
shares in an entity does not automatically mean that this entity is a joint arrangement. 

Two examples of IFRS 11 application guidance illustrate this principle.  

Example 1, IFRS11.B8 

Assume that three parties establish an arrangement: A has 50 per cent of the voting rights in the arrangement, B 
has 30 per cent and C has 20 per cent. The contractual arrangement between A, B and C specifies that at least 75 
per cent of the voting rights are required to make decisions about the relevant activities of the arrangement. 
Even though A can block any decision, it does not control the arrangement because it needs the agreement of B. 
The terms of their contractual arrangement requiring at least 75 per cent of the voting rights to make decisions 
about the relevant activities imply that A and B have joint control of the arrangement because decisions about 
the relevant activities of the arrangement cannot be made without both A and B agreeing. 

Example 2, IFRS11.B8 

Assume an arrangement has three parties: A has 50 per cent of the voting rights in the arrangement, and B and C 
each have 25 per cent. The contractual arrangement between A, B and C specifies that at least 75 per cent of the 
voting rights are required to make decisions about the relevant activities of the arrangement. Even though A can 
block any decision, it does not control the arrangement because it needs the agreement of either B or C. In this 



 

SAP EPM ɀ Transition to IFRS 11 with SAP Financial Consolidation starter kit for IFRS 

example, A, B and C collectively control the arrangement. However, there is more than one combination of 
parties that can agree to reach 75 per cent of the voting rights (either A and B or A and C). In such a situation, to 
be a joint arrangement, the contractual arrangement between the parties would need to specify which 
combination of the parties is required to agree unanimously to decisions about the relevant activities of the 
arrangement. 

Following up this example, it should also be noticed that an entity whose shares are equally held by 
two or more parties is not automatically a joint arrangement. For instance, if four shareholders each 
hold a 25% interest in an entity and the contractual arrangement requires a 75% majority to approve 
decisions, this is a collective control and not a joint control. For there to be a joint control, the voting 
arrangements would have to require an unanimous agreement (100%) or to specify which 
combination of the parties has to agree. In case of a collective control, each investor account for its 
interest in the entity as an associate (equity method as set out in IAS 28). 

1.2. Classification of joint arrangements into 2 categories  

According to IFRS 11, a joint arrangement is either a joint operation  or a joint venture  whereas 
there were three forms of joint arrangements in IAS 31 (jointly controlled assets, jointly controlled 
operations and jointly controlled entities). 

Under IAS 31, the classification mainly depends upon the legal structure: any joint arrangement that 
was structured through a separate vehicle1 qualified as a jointly controlled entity. Under IFRS 11, the 
ÌÅÇÁÌ ÓÔÒÕÃÔÕÒÅ ÉÓ ÔÁËÅÎ ÉÎÔÏ ÁÃÃÏÕÎÔ ÁÓ Á ÆÉÒÓÔ ÓÔÅÐ ×ÈÅÎ ÁÓÓÅÓÓÉÎÇ ÔÈÅ ÐÁÒÔÉÅÓȭ ÒÉÇÈÔÓ ÁÎÄ ÏÂÌÉÇÁÔÉÏÎÓ ÉÎ 
the arrangement: any joint arrangement that is not structured through a separate vehicle is a joint 
operation. However, the classification ultimately depends on the substance of the arrangement. 

IFRS 11 provides the following chart (Application Guidance, B21) to illustrate the classification 
process: 

 

                                                      
 
1 A separate vehicle is defined as « a separately identifiable structure, including separate legal entities or entities recognized by statute, 
regardless of whether those entities have a legal personality » (IFRS11. Appendix A) 
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If a joint arrangement is structured through a separate vehicle, further analysis is required as 
illustrated in the following chart (IFRS 11, Application Guidance, B33): 

 

The following example given in IFRS 11 Application Guidance (B32, example 5) helps understand the 
process described above: 

Assume that two parties structure a joint arrangement in an incorporated entity (entity C) in which each party 
has a 50 per cent ownership interest. The purpose of the arrangement is to manufacture materials required by 
the parties for their own, individual manufacturing processes. The arrangement ensures that the parties operate 
the facility that produces the materials to the quantity and quality specifications of the parties. 

The legal form of entity C (an incorporated entity) through which the activities are conducted initially indicates 
that the assets and liabilities held in entity C are the assets and liabilities of entity C. The contractual 
arrangement between the parties does not specify that the parties have rights to the assets or obligations for the 
liabilities of entity C. Accordingly, the legal form of entity C and the terms of the contractual arrangement 
indicate that the arrangement is a joint venture. 

However, the parties also consider the following aspects of the arrangement: 

- The parties agreed to purchase all the output produced by entity C in a ratio of 50:50. Entity C cannot sell any 
of the output to third parties, unless this is approved by the two parties to the arrangement. Because the 
purpose of the arrangement is to provide the parties with output they require, such sales to third parties are 
expected to be uncommon and not material. 

- The price of the output sold to the parties is set by both parties at a level that is designed to cover the costs of 
production and administrative expenses incurred by entity C. On the basis of this operating model, the 
arrangement is intended to operate at a break-even level. 
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From the fact pattern above, the following facts and circumstances are relevant: 

- The obligation of the parties to purchase all the output produced by entity C reflects the exclusive 
dependence of entity C upon the parties for the generation of cash flows and, thus, the parties have an 
obligation to fund the settlement of the liabilities of entity C. 

- The fact that the parties have rights to all the output produced by entity C means that the parties are 
consuming, and therefore have rights to, all the economic benefits of the assets of entity C. 

These facts and circumstances indicate that the arrangement is a joint operation. The conclusion about the 
classification of the joint arrangement in these circumstances would not change if, instead of the parties using 
their share of the output themselves in a subsequent manufacturing process, the parties sold their share of the 
output to third parties. 

If the parties changed the terms of the contractual arrangement so that the arrangement was able to sell output 
to third parties, this would result in entity C assuming demand, inventory and credit risks. In that scenario, such 
a change in the facts and circumstances would require reassessment of the classification of the joint 
arrangement. Such facts and circumstances would indicate that the arrangement is a joint venture. 

It is therefore possible to classify as a joint operation an arrangement that was previously regarded as 
a jointly controlled entity because of its legal form. 

)Î ÃÏÎÃÌÕÓÉÏÎȟ ÔÈÅ ÔÒÁÎÓÉÔÉÏÎ ÆÒÏÍ )!3 σρȭÓ ÃÌÁÓÓÉÆÉÃÁÔÉÏÎ ÔÏ )&23 ρρȭÓ ÏÎÅ ÃÁÎ ÂÅ ÓÕÍÍÁÒÉÚÅÄ ÁÓ 
follows: 

 

1.3. Accounting principles  

Accounting principles depend on the nature of the joint arrangement. In contrast with IAS 31, IFRS 11 
does not offer any accounting choice: each type of joint arrangement (joint operation or joint venture) 
corresponds to one ɀ and only one ɀ accounting method. 

1.3.1. Joint operations  

A joint operator shall recognize in relation to its interest in a joint operation (IFRS11.20): 

¶ its assets including its share of any assets held jointly, 

¶ its liabilities including its share of any liabilities incurred jointly, 

¶ its revenue from the sale of its share of the output arising from the joint operation, 

¶ its share of the revenue from the sale of the output by the joint operation, 

¶ its expenses, including its share of any expenses incurred jointly. 
 

When a joint operator enters into a transaction, such as a sale of assets, with its joint operation, any 
gains or losses resulting from this transaction should only be recognized to the extent of the other 
ÐÁÒÔÉÅÓȭ ÉÎÔÅÒÅÓÔ ÉÎ ÔÈÅ ÊÏÉÎÔ ÏÐÅÒÁÔÉÏÎ. 

When a joint operator enters into a transaction, such as a purchase of assets, with its joint operation, it 
should not recognize its share of the gains and losses until it resells those assets to a third party. 
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These principles apply to consolidated statements as well as to separate statements. It means that 
these accountiÎÇ ÅÎÔÒÉÅÓ ÓÈÏÕÌÄ ÂÅ ÒÅÃÏÇÎÉÚÅÄ ÉÎ ÔÈÅ ÊÏÉÎÔ ÏÐÅÒÁÔÏÒȭÓ ÉÎÄÉÖÉÄÕÁÌ ÓÔÁÔÅÍÅÎÔÓ ÐÒÏÖÉÄÅÄ 
that IFRS are applied in local statements. 

 

1.3.2. Joint venture s 

In separate statements, the investment should be accounted for in accordance with IAS 27. Two 
options are available: at cost or in accordance with IFRS 9 Financial Instruments. 

In its consolidated statements, a venturer should recognize its interest in a joint venture as an 
investment and should account for that investment using the equity method in accordance with IAS 
28. The accounting option that allowed the choice between proportionate consolidation and equity 
method under IAS 31 has been removed. 

According to IAS 28, any gains and losses resulting from transactions between a venturer (including its 
consolidated subsidiaries) and its joint venture are recognized only to the extent of unrelated 
ÉÎÖÅÓÔÏÒÓȭ ÉÎÔÅÒÅÓÔÓ ÉÎ ÔÈÅ ÊÏÉÎÔ ÖÅÎÔÕÒÅȢ 
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2. Expected impacts from transition to  IFRS 11 

2.1. Effect analysis published by the IASB  

The IASB has carried out an extensive analysis to assess the likely effect of new requirements. The 
ÒÅÓÕÌÔÓ ÈÁÖÅ ÂÅÅÎ ÐÕÂÌÉÓÈÅÄ ÉÎ Á ÄÏÃÕÍÅÎÔ ÅÎÔÉÔÌÅÄ Ȱ%ÆÆÅÃÔ ÁÎÁÌÙÓÉÓȱ ÁÎÄ ÐÕÂÌÉÓÈÅÄ ÉÎ *ÕÌÙ ςπρρȢ 

This document firstly analyses the joint venture deals between 1990 and 2010. The data used by the 
IASB are from the Thomson Financial SDC Platinum Alliances/Joint ventures database. Much 
information is provided from which the following trends can be noticed: 

¶ After a period of growth from 1990 to 1995 (8,044 deals), the number of JV deals has noticeably 
decreased (less than 1,000 deals per year since 2009). This decline has mainly been attributed to 
the liberalization of foreign investment regimes in various countries. 

¶ From a geographical standpoint, the United States rank first, representing 37.1% of the JV deals for 
the 1990-2010 period; China (7.05%) and Japan (5.62%) are respectively second and third. 

¶ The database classifies joint ventures as Ȱstrategic alliancesȱ ÁÎÄ ȰÉÎÄÅÐÅÎÄÅÎÔ ÆÉÒÍÓȱ ÄÅÐÅÎÄÉÎÇ ÏÎ 
whether an independent business entity is created or not. Independent firms represent 37% of the 
deals during this period. However, this percentage varies with the country: from 18% in the United 
States to 75% in China or in Russia. 

 

The second part of the document analyses the effects upon the financial statements of those groups 
that are affected by the changes. It should be noticed that only joint ventures structured through an 
independent entity are potentially concerned. Indeed, strategic alliances were classified as jointly 
controlled assets or jointly controlled operations under IAS 31 and will qualify as joint operations 
under IFRS 11. The way they will be accounted for will therefore remain unchanged. 

A survey of the first IFRS consolidated financial statements for annual periods ending on 31 December 
2005 brings out the following conclusions: 

¶ 144 out of the 199 companies selected included jointly controlled entities in their consolidated 
financial statements. 

¶ The ratio expressing the use of proportionate consolidation versus the equity method was exactly 
50:50. 

¶ However, this average ratio does not reflect the significant discrepancies between countries. 
Proportionate consolidation is commonly preferred to equity method in Spain (87%), France 
(82%) and to a lower extent in Netherlands (56%) whereas the equity method appears as the 
common choice in the other countries, especially in Hong Kong (90%) and in the United Kingdom 
(81%). 

 

Based on this survey, the Board concludes its analysis as follows: 

Ȱ/Î ÔÈÅ ÂÁÓÉÓ ÏÆ ÔÈÅ ÄÁÔÁ ÇÁÔÈÅÒÅÄȟ ÏÕÒ ÁÓÓÅÓÓÍÅÎÔ ÉÓ ÔÈÁÔ )&RS 11 will not lead to a change for a 
large number of the arrangements  within the scope of the IFRS. This is because most joint 
arrangement activity is dealt with through arrangements that do not involve the establishment of an 
entity and, as a result, parties will continue recognizing assets, liabilities, revenues and expenses 
arising from those arrangements as they did when applying IAS 31. We expect that most of the 
ÁÒÒÁÎÇÅÍÅÎÔÓ ÓÔÒÕÃÔÕÒÅÄ ÔÈÒÏÕÇÈ ÓÅÐÁÒÁÔÅ ÖÅÈÉÃÌÅÓ ×ÉÌÌ ÂÅ ȬÊÏÉÎÔ ÖÅÎÔÕÒÅÓȭȢ ɍȣɎ !Ó Á ÒÅÓÕlt, IFRS 11 
will lead to changes for those entities currently using proportionate consolidation  when 
accounting for those arrangements, which we have estimated as being half of the entities with 
interests in jointly controlled entities. To a lesser extent, IFRS 11 will also lead to changes for entities 
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×ÉÔÈ ÉÎÔÅÒÅÓÔÓ ÉÎ ÔÈÏÓÅ ÊÏÉÎÔÌÙ ÃÏÎÔÒÏÌÌÅÄ ÅÎÔÉÔÉÅÓ ÔÈÁÔ ×ÉÌÌ ÂÅ ÃÌÁÓÓÉÆÉÅÄ ÁÓ ȬÊÏÉÎÔ ÏÐÅÒÁÔÉÏÎÓȭ ÉÎ 
ÁÃÃÏÒÄÁÎÃÅ ×ÉÔÈ )&23 ρρ ÁÎÄ ÔÈÁÔ ÁÒÅ ÃÕÒÒÅÎÔÌÙ ÂÅÉÎÇ ÁÃÃÏÕÎÔÅÄ ÆÏÒ ÕÓÉÎÇ ÅÑÕÉÔÙ ÍÅÔÈÏÄȢȱ 

In conclusion, IFRS 11 can result into the following changes as regards the accounting for a joint 
arrangement: 

¶ from proportionate consolidation to the equity method (the most frequent one), 

¶ from the equity method to the joint operation accounting (more rarely). 

2.2. From propor tionate consolidation to equity method  

2.2.1. Transition  provisions  

Transition provisions are set out in appendix C and have been modified by amendments issued in June 
2012 (which also apply to IFRS 10 and IFRS 12). 

Ȱ7ÈÅÎ ÃÈÁÎÇÉÎÇ ÆÒÏÍ ÐÒÏÐÏÒÔÉÏÎÁÔÅ ÃÏÎÓÏÌÉÄÁÔÉÏÎ to the equity method, an entity shall recognise its 
investment in the joint venture as at the beginning of the immediately preceding period. That initial 
investment shall be measured as the aggregate of the carrying amounts of the assets and liabilities that 
the entity had previously proportionately consolidated, including any goodwill arising from 
ÁÃÑÕÉÓÉÔÉÏÎȢȱ ɉ)&23 ρρȢ#ςɊ 

Ȱ)Æ ÁÇÇÒÅÇÁÔÉÎÇ ÁÌÌ ÐÒÅÖÉÏÕÓÌÙ ÐÒÏÐÏÒÔÉÏÎÁÔÅÌÙ ÃÏÎÓÏÌÉÄÁÔÅÄ ÁÓÓÅÔÓ ÁÎÄ ÌÉÁÂÉÌÉÔÉÅÓ ÒÅÓÕÌÔÓ ÉÎ ÎÅÇÁÔÉÖÅ ÎÅÔ 
assets, an entity shall assess whether it has legal or constructive obligations in relation to the negative 
net assets and, if so, the entity shall recognise the corresponding liability. If the entity concludes that it 
does not have legal or constructive obligations in relation to the negative net assets, it shall not 
recognise the corresponding liability but it shall adjust retained earnings at the beginning of the 
immediately preceding period. The entity shall disclose this fact, along with its cumulative 
unrecognised share of losses of its joint ventures as at the beginning of the immediately preceding 
period and at the date at which this IFRS is first applied.ȱ ɉ)&23ρρȢ#τɊ 

2.2.2. Effects on financial statements  

Changing from proportionate consolidation to the equity method has a significant impact on the 
financial statements: 

¶ On the statement of financial position, the investment in the joint venture will be captured in a 
single line item. Removing the previously recognized share in the individual assets and liabilities of 
the joint venture can deeply modify some ratios such as the debt ratio. 

¶ The statement of profit and loss is particularly affected as the major performance metrics ɀ such as 
turnover, EBITDA or operating profit - will decrease. 

¶ On the statement of cash flows, reported operating, investing and financing cash flow figures will 
decline to the extent of the previously recognized share in the cash flows of the joint ventures. After 
transition to IFRS 11, only dividends will be presented as cash flows from the joint venture. 

 

For those groups that participate in a number of joint arrangements and currently apply proportionate 
consolidation, management should assess as soon as possible how the impact will be presented to all 
stockholders (analysts, investors, ...). It may be worth considering some changes in the way financial 
communication is presented. 
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Presenting the share of profit or loss of equity -accounted joint ventures within the 
operating profit  

This solution may be considered as IAS 1 Presentation of Financial Statements does not precisely 
define which items can be included in operating profit. 

However, the share of the profit or loss of associates and joint ventures accounted for using the equity 
ÍÅÔÈÏÄ ÉÓ ÕÓÕÁÌÌÙ ÃÁÌÃÕÌÁÔÅÄ ÏÎ ÔÈÅ ÂÁÓÉÓ ÏÆ ÔÈÏÓÅ ÅÎÔÉÔÉÅÓȭ ÎÅÔ ÐÒÏÆÉÔȟ ×ÈÉch means after finance costs 
and tax. Including such items in the operating profit may be regarded as inconsistent. This issue can be 
avoided by presenting different levels of profit for equity-accounted entities within the consolidated 
statement of profit ÏÒ ÌÏÓÓ ȡ ÓÈÁÒÅ ÏÆ ÏÐÅÒÁÔÉÎÇ ÐÒÏÆÉÔȟ ÓÈÁÒÅ ÏÆ ÆÉÎÁÎÃÅ ÃÏÓÔȟ ÓÈÁÒÅ ÏÆ ÉÎÃÏÍÅ ÔÁØȣ Then 
again, the presentation of the statement turns out to be more complicated. Besides, from a software 
standpoint, it makes it necessary to enhance the configuration. 

Getting the most out of segment information  

Under IFRS 8 Operating segments, information provided regarding operating segments should be 
based on internal reporting (information used by management to make decisions) even though the 
accounting methods used are different from the ones used for external financial statements. 

Feedback received both by the IASB during the comment period and the EFRAG (European Financial 
Reporting Advisory Group) during its field-test shows that many groups currently using proportionate 
consolidation would continue doing so for management purposes and to report  segment information 
because they believe that the information is more relevant. 

However, reconciliation of segment information to the corresponding amounts in the primary 
financial statements will be more difficult and may require systems and processes to be modified. 

Using non-GAAP financial measures 

More and more companies report non-GAAP measures in addition to the required information, stating 
that it more accurately reflects their company's performance. Such communication is generally 
admitted by regulators provided that it is not a substitute for mandatory information and adjustments 
made to GAAP figures are clearly explained. 

By their nature, non-GAAP measures use selective information and focus on key financial metrics 
ɉÓÕÃÈ ÁÓ ÒÅÖÅÎÕÅÓ ÏÒ ÍÁÒÇÉÎɊȢ )Î ÖÉÅ× ÏÆ ÔÈÉÓȟ ÔÈÅ ÇÒÏÕÐȭÓ ÓÈÁÒÅ ÉÎ ÊÏÉÎÔ ÖÅÎÔÕÒÅÓȭ ÃÏÒÒÅÓÐÏÎÄÉÎÇ 
figures can be included if it  provides a better insight into the underlying operational performance. 

2.3. From equi ty method to joint operation accounting  

!ÃÃÏÒÄÉÎÇ ÔÏ ÔÈÅ )!3"ȭÓ ÓÕÒÖÅÙȟ ÔÈÉÓ ÓÉÔÕÁÔÉÏÎ ÓÈÏÕÌÄ ÒÅÍÁÉÎ ÑÕÉÔÅ ÕÎÃÏÍÍÏÎ. It occurs when a jointly 
controlled entity, that was accounted for using the equity method as permitted by IAS 31, meets the 
criteria set out in IFRS 11 for joint operations. 

2.3.1. Transition  provisions  

Transition provisions are set out in appendix C and have been modified by amendments issued in June 
2012 (which also apply to IFRS 10 and IFRS 12). 

Ȱ7ÈÅÎ ÃÈÁÎÇÉÎÇ ÆÒÏÍ ÔÈÅ ÅÑÕÉÔÙ ÍÅÔÈÏÄ ÔÏ ÁÃÃÏÕÎÔÉÎg for assets and liabilities, an entity shall, at the 
beginning of the immediately preceding period, derecognise the investment that was previously 
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ÁÃÃÏÕÎÔÅÄ ÆÏÒ ÕÓÉÎÇ ÔÈÅ ÅÑÕÉÔÙ ÍÅÔÈÏÄ ÁÎÄ ÁÎÙ ÏÔÈÅÒ ÉÔÅÍÓ ÔÈÁÔ ÆÏÒÍÅÄ ÐÁÒÔ ÏÆ ÔÈÅ ÅÎÔÉÔÙȭÓ ÎÅÔ 
investment in the arrangement in accordance with paragraph 38 of IAS 28 and recognize its share of 
each of the assets and the liabilities in the respect of its interest in the joint operation, including any 
goodwill that might have formed part of the carrying amount of the investmentȢȱ ɉ)&23 ρρȢ#7) 

ȰAny difference arising from the investment previously accounted for using the equity method 
ÔÏÇÅÔÈÅÒ ×ÉÔÈ ÁÎÙ ÉÔÅÍÓ ÔÈÁÔ ÆÏÒÍÅÄ ÐÁÒÔ ÏÆ ÔÈÅ ÅÎÔÉÔÙȭÓ ÎÅÔ ÉÎÖÅÓÔÍÅÎÔ ÉÎ ÔÈÅ ÁÒÒÁÎÇÅÍÅÎÔ ÉÎ 
accordance with paragraph 38 of IAS 28 , and the net amount of the assets and liabilities, including any 
goodwill, recognized shall be: 

(a) offset against any goodwill relating to the investment with any remaining differences 
adjusted against retained earnings at the beginning of the immediately preceding period, if 
the net amount of the assets and the liabilities, including any goodwill, recognized is higher 
ÔÈÁÎ ÔÈÅ ÉÎÖÅÓÔÍÅÎÔ ɉÁÎÄ ÁÎÙ ÏÔÈÅÒ ÉÔÅÍÓ ÔÈÁÔ ÆÏÒÍÅÄ ÐÁÒÔ ÏÆ ÔÈÅ ÅÎÔÉÔÙȭÓ ÎÅÔ ÉÎÖÅÓÔÍÅÎÔɊ 
derecognized 

(b)  adjusted against retained earnings at the beginning of the immediately preceding period, if 
the net amount of the assets and the liabilities, including any goodwill, recognized is lower 
ÔÈÁÎ ÔÈÅ ÉÎÖÅÓÔÍÅÎÔ ɉÁÎÄ ÁÎÙ ÏÔÈÅÒ ÉÔÅÍÓ ÔÈÁÔ ÆÏÒÍÅÄ ÐÁÒÔ ÏÆ ÔÈÅ ÅÎÔÉÔÙȭÓ ÎÅÔ ÉÎÖÅÓÔÍÅÎÔɊ 
derecognizedȢȱ (IFRS11.C9) 

2.3.2. Effects on financial statements  

Changing from the equity method to accounting for assets and liabilities has a significant impact on the 
financial statements, symmetrical to the one described above for transition from proportionate 
consolidation to the equity method. 

Moreover, it may require modifications to existing systems and processes because more information is 
needed from the jointly controlled entity for joint operation accounting than for the equity method. 

Lastly, companies that apply IFRS in their local statements will have to account for their shares in the 
ÊÏÉÎÔ ÏÐÅÒÁÔÉÏÎȭÓ ÁÓÓÅÔÓ ÁÎÄ ÌÉÁÂÉÌÉÔÉÅÓ ÉÎ ÔÈÅÓÅ ÓÔÁÔÅÍÅÎÔÓ ɉ×ÈÅÒÅÁÓ ÔÈÅ ÅÑÕÉÔÙ ÍÅÔÈÏÄ ÏÎÌÙ ÁÐÐÌÉÅÓ ÔÏ 
consolidated statements) even though the joint operation is a legal separate entity. 

2.4. Proportionate consolidation and joint operation accounting  

In its effect analysis, the IASB seems to estimate that the transition from proportionate consolidation 
to joint operation accounting (where a jointly controlled entity meets the definition of a joint 
operation) does not represent a change. 

Actually, these methods are similar as they both consist in accounting for the assets, liabilities, income 
and expenses of the jointly controlled entity. However, they may differ in practice. In its Basis for 
Conclusions to IFRS 11 (§ BC38), the Board noted two main differences: 

¶ the accounting for joint operations applies to consolidated statements as well as to separate 
statements, in contrast with the proportionate consolidation method that only affected 
consolidated statements; 

¶ the rights and obligations that a joint operator has in the assets, liabilities, revenues and expenses 
of the joint operation are specified in the contractual arrangement and can be different from its 
ownership interest in the joint operation. 
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3. Transition to IFRS 11 using the  starter kit  

3.1. About the starter kit for IFRS  

The starter kit for IFRS is a complete configuration on top of SAP® Financial Consolidation. 

Because the starter kit is an international configuration that can be used in all countries applying IFRS 
for the consolidated statements, data entered in the packages are supposed to be IFRS compliant, 
whether they correspond to local statements (for entities that can apply IFRS in their separate 
statements) or to adjusted data (general ledger in local GAAP, then restated to IFRS for the purpose of 
consolidation). 

The three usual consolidation methods ɀ full consolidation, proportionate consolidation and equity 
method ɀ are supported in SAP® Financial Consolidation. The starter kit for IFRS provides dedicated 
features for proportionate consolidation and equity method where they call for specific processes (in 
particular: elimination of internal transactions, changes in ownership interests). 

3.2. Sets of data 

In order to illustrate the transition to IFRS 11, sets of data have been developped in the starter kit. 
They rely on the following assumptions: 

¶ A parent company holds a 50% interest in two joint arrangements. 

¶ These joint arrangements are separate legal entities. Therefore, they were classified as jointly 
controlled entities under IAS 31. 

¶ According to IFRS 11 criteria, the first joint arrangement qualifies as a joint venture and the second 
is a joint operation. 

¶ IFRS 11 is applied from 2013 on (the fiscal year ended 31 December). 
 

Two scenarios have been built to cover all possible transition consequences. 

In the first one (Scope DEMO-IFRS11, Variant IFRSYTD), the parent company (reporting unit S10) had 
chosen to apply proportionate consolidation to jointly controlled entities under IAS 31. Transition to 
IFRS 11 has the following consequences as regards the accounting for the joint arrangements: 

¶ Reporting unit S11 (joint venture): from proportionate consolidation to the equity method 

¶ Reporting unit S12 (joint operation): from proportionat e consolidation to joint operation 
accounting 

 

In the second one (Scope DEMO-IFRS11, Variant LOCALYTD), the equity method was applied under 
IAS 31. Then, transition to IFRS 11 has the following consequences: 

¶ Reporting unit S11: no change (equity method) 

¶ Reporting unit S12: from equity method to joint operation accounting 
 

Financial statements published for 2011 and 2012 are based on IAS 31. For 2013, they should comply 
with IFRS 11. In order to present comparatives to 2013 financial statements, 2012 figures need to be 
restated afterwards as if IFRS 11 had been applied. 
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With SAP® Financial Consolidation, using variants of consolidation allows for keeping historical data 
unchanged while running another version of consolidated data based on the same local data but with 
new accounting methods applied. 

3.3. Scenario no. 1 (PCĄEM, PCĄjoint operation accounting ) 

In this case, proportionate consolidation was used for jointly controlled entities as permitted by IAS31. 

3.3.1. Procedures  

The different steps for restating 2012 figures are as follows: 

¶ Historical data are stored by « saving as » the corresponding consolidation using another variant. 

 

At this stage, it is necessary to give a positive answer to the question « Do you want to copy the data 
(with a change of variant)?». Once the historical consolidation saved as another variant (5 in our 
example), it  is advisable to lock this consolidation in order to prevent from unintentional changes 
and to preserve historical data as they were published. 

¶ A new version of scope is entered for 2012. 

Scope DEMO-IFRS11

Period 2012.12

RU Clos. Meth % conso % fin. interest RU Clos. Meth % conso % fin. interest

S10 Full 100% 100% S10 Full 100% 100%

S11 PC 50% 50% S11 EM 50% 50%

S12 PC 50% 50% S12 NC

Scope Version 1 Scope Version 2

 

Entity S12, which meets the definition of a joint operation according to IFRS11, leaves the 
consolidation scope. Indeed, the share in its assets, liabilities, income and expenses has to be 
ÉÎÔÅÇÒÁÔÅÄ ÉÎ ÔÈÅ ÊÏÉÎÔ ÏÐÅÒÁÔÏÒȭÓ ɉ3ρπɊ ÓÅÐÁÒÁÔÅ ÆÉÎÁÎÃÉÁÌ ÓÔÁÔÅÍÅÎÔÓ ɉÔÈÕÓ ÉÎ 3ρπȭÓ ÐÁÃËÁÇÅ ÉÎ ÔÈÅ 
starter kit, see below). 

¶ A manual journal entry is entered for entity S10 in order to take into account its share in S12. This 
solution allows for keeping unchanged the historical consolidation as it is possible to limit the 
validity of a manual journal entry to one or more variants (see below). 

This manual journal entry is included in the set of data with the following Ids: 

A (category) ɀ 2012.12 ɀ CENTRAL (journal) ɀ number: 6 
 

Key points: 

o Audit-ID: PACK91. This audit-ID is transferred to audit-ID PACK01 when the opening data are 
generaÔÅÄ ÆÏÒ ÔÈÅ ÓÕÂÓÅÑÕÅÎÔ ÐÅÒÉÏÄȢ 4ÈÅÎȟ 3ρπȭÓ ÒÅÓÔÁÔÅÄ ÃÌÏÓÉÎÇ ÂÁÌÁÎÃÅÓ ÆÏÒ ςπρς ×ÉÌÌ 
automatically appear as opening data in the 2013 package. 

o Variant: the manual journal entry should only be taken into account for consolidations that 
comply with IFRS 11 (here: IFRSYTD). 

Category Data 
entry 
period 

Scope Variant  Currency Saved 
as: 

Category Data 
entry 
period 

Scope Variant  Currency 

A 2012.12 DEMO-IFRS11 IFRSYTD EUR  A 2012.12 DEMO-IFRS11 5 EUR 
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o Accounting schemes: 3ρπȭÓ share in the opening balances of S12 is entered on flow F09 
(changes in accounting methods) whereas the movements of the period are entered on the 
ÓÁÍÅ ÆÌÏ×Ó ÁÓ ÔÈÏÓÅ ÉÎÉÔÉÁÌÌÙ ÕÓÅÄ ÉÎ 3ρςȭÓ ÐÁÃËÁÇÅȢ 

o All intra group transactions and balances between S12 and S10 are eliminated. 

This manual journal entry is presented in appendix 1. 

¶ The consolidation definition corresponding to the variant IFRSYTD (restated amounts) is modified: 
the version of scope is the last created (version 2). 

3.3.2. Findings  

When checking the restated 2012 figures, the following issues arise: 

¶ Existing goodwill to be re-entered. 

¶ Flow allocation (F09 / F98) for the entity switching from equity method to joint operation 
accounting, 

¶ Display of cash opening position in the statement of cash flows for the entity switching from 
proportionate consolidation to equity method. 

Goodwill  

Goodwill initially recognized on entity S11 is automatically derecognized on flow F02 (old method) 
and is not included in the carrying amount of S11 as an associate on flow F03 (new mode). To comply 
with transition provisions set out in IFRS 11, a manual journal entry is needed to re-declare goodwill1 
(in our set of data: A ɀ 2012.12 ɀ CENTRAL ɀ number: 7). 

Flow allocation  (F09/F98 ) 

Entity S12 is handled as an outgoing entity in the scope. As a consequence, its opening balances are 
automatically derecognized on flow F98. )Î ÐÁÒÁÌÌÅÌȟ ÔÈÅÓÅ ÄÁÔÁ ÁÒÅ ÉÎÃÏÒÐÏÒÁÔÅÄ ÉÎÔÏ 3ρπȭÓ ÐÁÃËÁÇÅ 
data using flow F09 dedicated to changes in accounting methods. 

Although consolidated data are correct at closing, this flow division makes it more difficult to control 
the consolidation process and generates errors in the statement of cash flows and in the statement of 
changes in equity. 

As regards the statement of cash flows, 3ρςȭÓ ÏÐÅÎÉÎÇ ÃÁÓÈ ÂÁÌÁÎÃÅ ÉÓ taken into account twice: 
through the opening flow (F00) of the consolidated data (because S12 is part of the consolidation 
ÓÃÏÐÅ ÁÔ ÏÐÅÎÉÎÇɊ ÁÎÄ ÔÈÒÏÕÇÈ ÆÌÏ× &πω ÏÆ 3ρπȭÓ ÄÁÔÁ ɉÔÈÉÓ ÆÌÏ× is positioned as an adjustment of the 
ÏÐÅÎÉÎÇ ÂÁÌÁÎÃÅ ÉÎ ÔÈÅ ÓÔÁÔÅÍÅÎÔ ÏÆ ÃÁÓÈ ÆÌÏ×ÓɊȢ !Ô ÔÈÅ ÓÁÍÅ ÔÉÍÅȟ ÔÈÅ ÄÅÒÅÃÏÇÎÉÔÉÏÎ ÏÆ 3ρςȭÓ ÃÁÓÈ ɉÁÓ 
ÁÎ ÏÕÔÇÏÉÎÇ ÅÎÔÉÔÙ ÉÎ ÔÈÅ ÓÃÏÐÅɊ ÉÓ ÐÏÓÉÔÉÏÎÅÄ ÏÎ ÔÈÅ ÌÉÎÅ ÉÔÅÍ ȰÏÔÈÅÒ ÃÁÓÈ ÒÅÃÅÉÐÔÓ ÆÒÏÍ ÓÁÌÅ ÏÆ 
ÉÎÔÅÒÅÓÔÓ ÉÎ ÊÏÉÎÔ ÖÅÎÔÕÒÅÓȱȢ 

In the statement of changes in equity, ÔÈÅ ÉÎÃÏÒÐÏÒÁÔÉÏÎ ÏÆ 3ρςȭÓ ÅÑÕÉÔÙ ÉÎÔÏ 3ρπ ÉÓ ÌÁÉÄ ÄÏ×Î ÏÎ ÔÈÅ 
line item « changes in accounting policies » whereas the derecognition of that equity (as equity of an 
outgoing entity) ÉÓ ÐÏÓÉÔÉÏÎÅÄ ÏÎ ÔÈÅ ÌÉÎÅ ÉÔÅÍ ȰÏÔÈÅÒ ÍÏÖÅÍÅÎÔÓȱȢ 

Some solutions can be considered to restore a more accurate flow allocation.  

The first and preferred one consists in configuring a dedicated consolidation rule that will reclassify 
flow F98 to flow F09 for designated entities. A template is presented in appendix 2. This consolidation 
rule should be positionned at the end of the subset 22-END. Where the consolidation runs using this 
                                                      
 
1 For more information, see part 4 of this document 
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set of rules, flows F09 and F98 are offset, thus correcting the statement of cash flows and the 
statement of changes in equity. 

The second one consists in reclassifying flow F98 as explained above but manually, by entering a 
journal entry. This solution has been ruled out in the set of data because the manual journal entry that 
would have been necessary seemed too tedious (too many line items). Moreover, the correction might 
be incomplete as it is difficult to adjust accurately each level of amount (local / converted / 
consolidated) by manual journal entries. 

The last solution consists in adjusting only the data that are stricly needed to restore the presentation 
of the statement of cash flows and the statement of changes in equity. 

As regards the statement of cash flows, it is possible to correct directly the line items by entering a 
manual journal entry using the dedicated indicators (see below the solution proposed for entity S11). 
This feature does not exist for indicators of the statement of changes in equity. Therefore, the manual 
journal entry should impact the equity accounts (reclassifying from F98 to F09). Since it only corrects 
partially the consolidated data, this solution is not our preferred one. 

Statement of cash flows 

To present reliable comparatives to 2013 cash flow statement figures, it is necessary that the restated 
flows presented for 2012 be based on the new consolidation methods of the jointly controlled entities. 

As regards entity S11, which is accounted for using the equity method under IFRS 11, its opening cash 
balance ɀ displayed as such in the statement of financial position as the change from propor tionate 
consolidation to equity method takes place during the period ɀ should not be included in the opening 
cash position of the statement of cash flows. Two solutions can be considered: 

¶ Enter a manual journal entry that directly corrects the statement of cash flows indicators 

This is the choice made in the set of data; this manual journal entry (A ɀ 2012.12 ɀ CENTRAL ɀ 
number: 9) is as follows: 

R.U. S11

Audit-ID CFS01

Currency EUR

Variant IFRSYTD

Account Flow Debit Credit Analysis Debit Credit

XCFS Cash flow reclassifications and calculationsY99 SCF4110 Cash flows from losing control of subsidiaries 5 000

SCF7100 Cash and cash equivalents at beginning of period 5 000
 

¶ Adjust manually (outside of the software) the figures when publishing the financial statements 

3.3.3. Foreign currenc y 

)Î ÔÈÅ ÓÔÁÒÔÅÒ ËÉÔȟ ×ÈÅÎ Á ÊÏÉÎÔ ÖÅÎÔÕÒÅȭÓ ÆÕÎÃÔÉÏÎÁÌ ÃÕÒÒÅÎÃÙ ÉÓ ÄÉÆÆÅÒÅÎÔ ÆÒÏÍ ÔÈÅ ÃÏÎÓÏÌÉÄÁÔÉÏÎ 
currency, the change of consolidation method ɀ from proportionate consolidation to the equity 
method ɀ triggers the derecognition of the foreign currency translation reserve. It is therefore 
necessary to re-enter it by manual journal entry1 using flow F03. 

For a practical illustration, please refer to the entity S11BIS (scope DEMO-JO, variant IFRSYTD, period 
2012.12). 

                                                      
 
1 See part 4 of this document for possible enhancements of the starter kit 
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3.3.4. Financial year  2013  

The consolidation of financial year 2013 ɀ first application of IFRS 11 in our example ɀ does not raise 
any particular issues. 

Howewer, it should be reminded that the opening balances (RU organizer, scope, consolidation 
definition) should correspond to the restated data for 2012 and not to the published figures. 

3.4. Scenario no. 2 (EMĄEM, EMĄ joint operation accounting ) 

In this case, the equity method was used for jointly controlled entities as permitted by IAS31. 
Transition to IFRS 11 is easier as only the entity S12 is affected. 

3.4.1. Procedures  

Principles are the same as those described above in scenario no. 1: 

¶ Historical data are stored by « saving as » the corresponding consolidation using another variant. 

  

¶ A new version of scope is entered for 2012. 

Scope DEMO-IFRS11

Period 2012.12

RU Clos. method % conso % fin. interest RU Clos. method % conso % fin. interest

S10 Full 100% 100% S10 Full 100% 100%

S11 EM 50% 50% S11 EM 50% 50%

S12 EM 50% 50% S12 NC

Scope version 3 Scope version 4

 

¶ A manual journal entry is entered for entity S10 in order to take into account its share in S12. This 
is the same as in the first scenario (variant LOCALYTD is selected in addition to variant IFRSYTD). 

¶ The consolidation definition corresponding to variant LOCALYTD (restated amounts) is modified: 
the version of scope is the last created (version 4). 

3.4.2. Findings  

It  should be reminded that entity S11 is not affected by the transition to IFRS 11 in this scenario. As 
regards entity S12, the same findings as those described above in scenario no. 1 can be reported. 

3.4.1. Financial year 2013  

The consolidation of financial year 2013 ɀ first application of IFRS 11 in our example ɀ does not raise 
any particular issues. 

Category Data 
entry 
period 

Scope Variant  Currency Saved 
as: 

Category Data 
entry 
period 

Scope Variant  Currency 

A 2012.12 DEMO-IFRS11 LOCALYTD EUR  A 2012.12 DEMO-IFRS11 6 EUR 
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3.5. Alternative solutions for joint operation accounting  

The accounting for joint operation should be applied in the separate statements of the joint operator 
(and therefore in its consolidated statements as well). However, some jurisdictions only require 
application of IFRS in the consolidated statements; some of them even prohibit the use of IFRS in 
individual statements. 

Besides, it should be reminded that, in the starter kit, local data as entered in packages should be IFRS 
compliant. It implies that joint operators should account for their interests in joint operations in their 
packages. 

In view of this, joint operators that do not apply IFRS in local statements should adjust their financial 
data to take into account their share in joint operations prior to entering these data in SAP® Financial 
Consolidation. Such a restatement may be tedious especially where internal transactions, that should 
be eliminated at this stage, are numerous. 

Consequently, it could be worth considering alternative solutions even if they depart from the starter 
kit principles. Naturally, these solutions are interesting only for joint operators that do not apply IFRS 
in their individual statements. 

3.5.1. Using proportionate consolidation  

Using proportionate consolidation features for joint operation accounting can be considered only 
when the rights in each asset and the obligations in each liability of the joint operation correspond to 
the overall ownership interest. It is not always the case as contractual arrangements may specify other 
allocation principles. 

A set of data (scope DEMO-JO, 2012.12 and 2013.12) is available in the starter kit to illustrate how 
proportionate consolidation can be used for joint operation accounting (entity S12BIS). This example 
does not call for particular comments. 

3.5.2. Using full consolidation  

This solution adresses more particularly the joint arrangements where joint operators have differing 
rights (obligations) to various assets (liabilities) or where these rights and obligations are different 
from its ownership interest in the joint operation. In other words, it is to be considered when using 
proportionate consolidation (i.e. a single percentage applied to all items) is not appropriate. 

This solution can also be relevant where each joint operator takes part to internal transactions to the 
extent of its ownership interest. Indeed, in this case, automatic elimination entries- resulting from the 
consolidation rules configured in the starter kit ɀ should be completed by manual journal entries (see 
appendix 3). Using full consolidation method would here prevent from entering manual journal 
entries provided that data (in particular intra-group data) are correctly entered in the packages. 

Using full consolidation method for joint operation accounting consists in: 

¶ ÅÎÔÅÒÉÎÇ ÌÏÃÁÌ ÄÁÔÁ ÉÎ ÔÈÅ ÊÏÉÎÔ ÏÐÅÒÁÔÉÏÎȭÓ ÐÁÃËÁÇÅ ÔÈÁÔ ÃÏÒÒÅÓÐÏÎÄ ÔÏ ÔÈÅ ÊÏÉÎÔ ÏÐÅÒÁÔÏÒȭÓ ÓÈÁÒÅ ÉÎ 
each asset, liability, income and expense (and not to the joint operatioÎȭÓ ÓÅÐÁÒÁÔÅ ÆÉÎÁÎÃÉÁÌ 
statements), 

¶ including the joint operation in the scope (full consolidation, financial interest rate equal to the 
ÊÏÉÎÔ ÏÐÅÒÁÔÏÒȭÓ ÏÎÅȟ ÆÏÒ ÅØÁÍÐÌÅ ρππϷ ÉÆ ÔÈÅ ÊÏÉÎÔ ÏÐÅÒÁÔÏÒ ÉÓ ÔÈÅ ÐÁÒÅÎÔ ÃÏÍÐÁÎÙ ÏÆ ÔÈÅ ÇÒÏÕÐɊ. 

This solution is not included in the sets of data in the starter kit given that it does not raise any 
particular issues as regards the consolidation process. The main issue lies in entering correct data in 
ÔÈÅ ÊÏÉÎÔ ÏÐÅÒÁÔÉÏÎȭÓ ÐÁÃËÁÇÅȢ 
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4. Impacts on the starter kit  

4.1. Transition  to IFRS 11 

As previously shown, transition to IFRS 11 can be achieved with the current version of the starter kit. 
Besides, using variants of consolidation allows for keeping historical data unchanged, while running a 
restated version of consolidated figures based on the same local data. 

However, some enhancements to the current version of the starter kit may be considered to avoid 
some manual journal entries that are currently needed, especially as regards the change in 
consolidation method from proportionate consolidation to the equity method. 

Simply speaking, changing from proportionate consolidation to the equity method is currently handled in the 
starter kit in the same way as a change from full consolidation to the equity method. Indeed, until the adoption of 
IFRS 11, a change from proportionate consolidation to the equity method was not explicitly addressed by IFRS. 
Consequently, the option chosen in the starter kit was acceptable and was aligned with the consolidation engine 
logic in SAP® Financial Consolidation that handles both cases in a same way1. 

In view of this and following the rules defined by IFRS 3 for any change in terms of control, a change from 
proportionate consolidation to the equity method is similarly treated as a disposal of the proportionately 
consolidated entity and an acquisition of a new equity-accounted entity. Therefore, any goodwill or foreign currency 
translation reserve previously recognized in the proportionately consolidated entity are derecognized using flow 
F02 (old method). They are not reloaded on flow F03 (new method) because the purchase method should be applied 
to the new equity-accounted entity (calculation of goodwill on the basis of its assets and liabilities at the date of the 
change in method). 

Changing from proportionate consolidation to the equity method as part of the transition to IFRS 11 
has not usually any impact on the consolidated value of the joint venture. Consequently, goodwill and 
foreign currency translation reserve should remain unchanged (except for the reclassification of 
ÇÏÏÄ×ÉÌÌ ×ÉÔÈÉÎ ÔÈÅ ÌÉÎÅ ȬÉÎÖÅÓÔÍÅÎÔÓ ÉÎ ÁÓÓÏÃÉÁÔÅÓ ÁÎÄ ÊÏÉÎÔ ÖÅÎÔÕÒÅÓȭɊ ÉÎ ÔÈÁÔ ÃÁÓÅȢ 4ÈÉÓ ÁÃÃÏÕÎÔÉÎÇ 
treatment also applies for any change from proportionate consolidation to the equity method that 
takes place after the transition. Indeed, amendments to IAS 28 issued at the same time give the 
following clarifications: 

ȰIf an investment in an associate becomes an investment in a joint venture or an investment in a joint venture 
becomes an investment in an associate, the entity continues to apply the equity method and does not remeasure 
the retained interest.ȱ ɉ)!3ςψȢςτɊ 

In view of this, it seems worth considering enhancements to the starter kit to manage differently a 
change from proportionate consolidation to the equity method (and conversely). This implies that 
additional consolidation rules should be configured, using coefficients to be developped, given that the 
ÓÅÌÅÃÔÉÏÎ ÏÆ ÅÎÔÉÔÉÅÓ ÁÓ ÁÌÌÏ×ÅÄ ÉÎ ÔÈÅ ÔÁÂ ȰÓÃÏÐÅȱ ÉÓ ÎÏÔ ÅÎÏÕÇÈ ÄÅÔÁÉÌÅÄ1. 

As regards the statement of cash flows, the impact of a change from proportionate consolidation to the 
ÅÑÕÉÔÙ ÍÅÔÈÏÄ ɉÂÅÉÎÇ ÓÏÌÅÌÙ ÔÈÅ ÏÕÔÆÌÏ× ÏÆ ÔÈÅ ÓÈÁÒÅ ÉÎ ÔÈÅ ÊÏÉÎÔ ÖÅÎÔÕÒÅȭÓ ÉÎ ÔÈÅ ÃÁÓÅ ÏÆ ÔÈÅ ÔÒÁÎÓÉÔÉÏÎ 
ÔÏ )&23 ρρɊ ÉÓ ÁÆÆÅÃÔÅÄ ÔÏ ÔÈÅ ÌÉÎÅ ȰÃÁÓÈ ÆÌÏ×Ó ÆÒÏÍ ÌÏÓÉÎÇ ÃÏÎÔÒÏÌ ÏÆ ÓÕÂÓÉÄÉÁÒÉÅÓȢ 4ÈÉÓ ÒÅsults from the 
shared processing of changes from full consolidation to equity method and from proportionate 
consolidation to equity method. In the particular case of transition to IFRS 11, the outflow of cash 
should not be displayed as a movement of the period but rather as an adjustment of the opening cash 
position. 

 

                                                      
 
1
  In a consolÉÄÁÔÉÏÎ ÒÕÌÅȟ ÔÈÅ ÔÁÂ ȬÓÃÏÐÅȭ allows for selecting the entities whose consolidation method has changed during 

the period (FC/ PC->EM or EM->FC/ PC) but does not make a distinction between full consolidation becoming equity 
method and proportionate consolidation becoming equity method (and conversely).  
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Transition to IFRS 11 is a non-recurring event. Therefore, the starter kit should not be modified. The 
reclassification should be done by manual journal entry as explained in part 3. However, the future 
enhancements that might be developped to handle differently changes from proportionate 
consolidation to equity method (as opposed to changes from full consolidation to equity method) 
could result in changes in the presentation of the statement of cash flows. 

4.2. Maintaining proportionate consolidation  

Once the transition to IFRS 11 is achieved, the question naturally arises of whether the proportionate 
consolidation method should be removed from SAP® Enterprise Performance Management (EPM) 
solutions for consolidation. Indeed, IFRS 11 eliminates proportionate consolidation as a method. The 
joint operation accounting ɀ quite similar in practice ɀ should be applied in the individual statements 
of the joint operator (and not only in its consolidated statements) and can therefore not be  regarded 
as a consolidation method. 

However, we believe that proportionate consolidation should be maintained ɀ in SAP® Financial 
Consolidation  as well as in the starter kit ɀ for the following reasons. 

Firstly , IFRS are not applied everywhere even though their use is constantly growing. Some local 
regulations will continue to allow or require the use of proportionate consolidation for joint ventures. 
Therefore, SAP® Financial Consolidation will keep on providing this consolidation method. However, 
this argument is not admissible for the starter kit, which is specifically designed for IFRS. 

3ÅÃÏÎÄÌÙȟ ÐÒÏÐÏÒÔÉÏÎÁÔÅ ÃÏÎÓÏÌÉÄÁÔÉÏÎ ÃÁÎ ÓÔÉÌÌ ÂÅ ÕÓÅÄ ÂÙ ÃÏÍÐÁÎÉÅÓȭ ÕÐÐÅÒ ÍÁÎÁÇÅÍÅÎÔ ÆÏÒ ÉÎÔÅÒÎÁÌ 
reporting purposes and therefore for segment reporting presentation as allowed by IFRS 8 (with 
appropriate reconciliation). Feedback received by the IASB through comment letters to exposure draft 
ED9 (which gives rise to IFRS 11) shows that many current users of proportionate consolidation are 
deeply attached to this method. They believe that it better reflects performance (including margins), 
extent of operations and risk exposures of joint arrangements. We can assume that those users ɀ or at 
least a significant part of them ɀ will continue applying proportionate consolidation in their internal 
reporting. 

Even if the starter kit only covers statutory consolidation, it is often used as a starting point for 
configuring additional categories such as internal reporting, corporate budget, forecastȟ ȣ 4ÈÅÒÅÆÏÒÅȟ 
removing existing features dedicated to proportionate consolidation (e.g. elimination of internal 
transactions) seems inappropriate. 

Lastly, proportionate consolidation can be used for joint operation accounting as explained in part 3. 

For all these reasons, we suggest that specific features for proportionate consolidation be maintained 
in the starter kit, noting that it is quite transparent for those who do not use them. 
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Conclusion 

 

Transition to IFRS 11 represents a deep change for companies that currently use proportionate 
consolidation for their joint ventures. As a first step, contractual terms of any joint arrangement 
should be carefully assessed to determine whether this joint arrangement qualifies as a joint venture, 
which then should be accounted for using the equity method, or as a joint operation. 

Using SAP® Financial Consolidation starter kit for IFRS makes the transition to IFRS 11 easier. Variants 
of consolidation allow for keeping historical data unchanged, while running a restated version of 
consolidated figures based on the same local data. 

A new release of the starter kit for IFRS is currently being considered, that may even more minimize 
manual input needed to achieve this transition. 

To stay informed about starter kit updates, join us on Twitter  (@SAP_IFRS_XBRL). 

https://twitter.com/SAP_IFRS_XBRL
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Appendix  1  

Manual journal entry  A ɀ 2012.12 ɀ CENTRAL- #6 

 

Account Flow Debit Credit Breakdown Debit Credit

A1180 Other property, plant and equipment F09 50 000 A

A1181 Other property, plant and equipment, Depreciation F09 10 000 A

A1181 Other property, plant and equipment, Depreciation F25 5 000 A

A1610 Loans and cash advances, Non-current, Gross F09 10 000 Partner S12 10 000 B

A1610 Loans and cash advances, Non-current, Gross F50 2 500 Partner S12 2 500 B

A1810 Investments in subsidiaries, JV and associates F09 30 000 Share S12 30 000 B

A2160 Other inventories F09 20 000 A

A2160 Other inventories F15 500 A

A2440 Loans and cash advances, Current, Gross F09 10 000 Partner S12 10 000 B

A2440 Loans and cash advances, Current, Gross F30 5 000 Partner S12 5 000 B

A2440 Loans and cash advances, Current, Gross F50 2 500 Partner S12 2 500 B

A2610 Cash on hand F09 5 000 A

A2610 Cash on hand F15 2 500 A

E1520 Remeasurements of defined benefit plans, before tax F09 2 500 A

E1520 Remeasurements of defined benefit plans, before tax F55 500 A

E1610 Retained earnings F09 2 500 A

L1110 Provisions for employee benefits, Non-current F09 12 500 A

L1110 Provisions for employee benefits, Non-current F25 1 000 A

L1110 Provisions for employee benefits, Non-current F55 500 A

L2310 Trade payables F09 6 500 Partner S12 10 000 B

TP-999 3 500 A

L2310 Trade payables F15 1 500 Partner S12 1 000 B

TP-999 500 A

L2340 Other payables, Current F09 4 000 Partner TP-999 4 000 A

P1120 Cost of sales Y99 50 000 Partner S12 50 000 B

P1510 Other expenses Y99 47 500 Partner TP-999 47 500 A

P2120 Interest income Y99 1 500 Partner S12 1 500 B

P5010 Income tax Y99 500 A

 142 000 142 000

A : Incorporation of S12 data after applying the interest rate (50%)

B : Elimination of intra group S12/S10  
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Appendix  2 

Consolidation rule - Reclassification from F98 to F02 for transition of joint operations  

 

Tab General                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                        

Code: to be chosen by the user, in our example: END-IFRS11 

Short / Long Description: to be chosen by the user 

 

Tab Selection 

Reporting Unit: list of the targeted entities, in our example: S12 

Account: filter AC1-CLASS02 (balance sheet accounts) 

Flow: F98 

Amount type: local amount 

 

Tab Scope 

No selection (selection of entities made by name in the tab selection) 

 

Tab Processing 

 

N° 

Restriction Destination Processing 

Account Flow Audit-ID +/ - Account Flow Audit-ID Fact. Coeff. 

1        -1  

2      F09  +1  

 

Tab Specific 

Tick the box Ȱapply processing to each levelȱ 

 

Tab Trigger 

Tick the following boxes: 

¶ Run for full consolidation 

¶ Run for incremental consolidation 
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Appendix  3 

Elimination of intra -group transactions   

4ÒÁÎÓÁÃÔÉÏÎÓ ÂÅÔ×ÅÅÎ Á ÖÅÎÔÕÒÅÒ ÁÎÄ ÉÔÓ ÊÏÉÎÔ ÖÅÎÔÕÒÅ ÁÒÅ ÅÌÉÍÉÎÁÔÅÄ ÔÏ ÔÈÅ ÅØÔÅÎÔ ÏÆ ÔÈÅ ÖÅÎÔÕÒÅÒȭÓ 
interest in the ÊÏÉÎÔ ÖÅÎÔÕÒÅ ɉ×ÈÉÃÈ ÃÏÒÒÅÓÐÏÎÄ ÔÏ ÔÈÅ ÊÏÉÎÔ ÖÅÎÔÕÒÅȭÓ ÃÏÎÓÏÌÉÄÁÔÉÏÎ ÒÁÔÅ ÉÎ 3!0® 
Financial Consolidation). Consolidation rules configured in the starter kit rely on this principle, as 
shown in the set of data for transactions between S10 and S11. 

Extract 

S10 made a loan (20,000EUR) to S11. In the consolidated balance (2011.12): 

Reporting 

unit
Account Flow Audit-ID Partner

Local 

amount

Converted 

amount

Consolidated 

amount

S10 A1610 F00 PACK01 - 20 000    20 000       20 000          

S10 A1610 F00 PACK01 S11 20 000   20 000      20 000          

S10 A1610 F00 ELIM10 - 10 000 -      10 000 -         

S10 A1610 F00 ELIM10 S11 10 000 -     10 000 -         

TOTAL 20 000    10 000       10 000          

S11 L1550 F00 PACK01 - 20 000    20 000       10 000          

S11 L1550 F00 PACK01 S10 20 000   20 000      10 000          

S11 L1550 F00 ELIM10 - 10 000 -      10 000 -         

S11 L1550 F00 ELIM10 S10 10 000 -     10 000 -         

TOTAL 20 000    10 000       -                  

S10 L15CL F00 ELIM10 10 000 -      10 000 -         

S10 L15CL F00 ELIM10 S11 10 000 -     10 000 -         

S11 L15CL F00 ELIM10 10 000       10 000          

S11 L15CL F00 ELIM10 S10 10 000      10 000          

TOTAL -           -              -                   

Findings: 

 - the liability at S11 is eliminated in full, 
 - the remaining non-eliminated balance of the loan at S10 represents a loan to the other joint venturer 
 - the elimination account L15CL is cleared. 

 

However, if each co-venturer takes part in the transaction to the extent of its interest, the transaction 
should be eliminated in full. This case is illustrated in the set of data through the transactions between 
S10 and S12. 
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Extract 

S10 and its co-venturer jointly made a loan to S12 (total amount: 20,000EUR). In the consolidated balance 
(2011.12), before manual journal entries: 

Reporting 

unit
Account Flow Audit-ID Partner

Local 

amount

Converted 

amount

Consolidated 

amount

S10 A1610 F00 PACK01 - 10 000    10 000       10 000          

S10 A1610 F00 PACK01 S12 10 000   10 000      10 000          

S10 A1610 F00 ELIM10 - 5 000 -        5 000 -            

S10 A1610 F00 ELIM10 S12 5 000 -        5 000 -           

TOTAL 10 000    5 000         5 000             

S12 L1550 F00 PACK01 - 20 000    20 000       10 000          

S12 L1550 F00 PACK01 S10 10 000   10 000      5 000            

S12 L1550 F00 PACK01 TP-999 10 000   10 000      5 000            

S12 L1550 F00 ELIM10 - 5 000 -        5 000 -            

S12 L1550 F00 ELIM10 S10 5 000 -        5 000 -           

TOTAL 20 000    15 000       5 000             

S10 L15CL F00 ELIM10 5 000 -        5 000 -            

S10 L15CL F00 ELIM10 S12 5 000 -        5 000 -           

S12 L15CL F00 ELIM10 5 000         5 000             

S12 L15CL F00 ELIM10 S10 5 000         5 000            

TOTAL -           -              -                   

The elimination should be up to 10,000 (loan made by S10 in full); two manual journal entries (one by entity) are 
necessary to complete the elimination. The consolidated balance after manual journal entries is as follows: 

Reporting 

unit
Account Flow Audit-ID Partner

Local 

amount

Converted 

amount

Consolidated 

amount

S10 A1610 F00 PACK01 - 10 000    10 000       10 000          

S10 A1610 F00 PACK01 S12 10 000   10 000      10 000          

S10 A1610 F00 ELIM10 - 5 000 -        5 000 -            

S10 A1610 F00 ELIM10 S12 5 000 -        5 000 -           

S10 A1610 F00 ELIM11 - 5 000 -        5 000 -            

S10 A1610 F00 ELIM11 S12 5 000 -        5 000 -           

TOTAL 10 000    -              -                  

S12 L1550 F00 PACK01 - 20 000    20 000       10 000          

S12 L1550 F00 PACK01 S10 10 000   10 000      5 000            

S12 L1550 F00 PACK01 TP-999 10 000   10 000      5 000            

S12 L1550 F00 ELIM10 - 5 000 -        5 000 -            

S12 L1550 F00 ELIM10 S10 5 000 -        5 000 -           

S12 L1550 F00 ELIM11 - 5 000 -        5 000 -            

S12 L1550 F00 ELIM11 S10 5 000 -        5 000 -           

TOTAL 20 000    10 000       -                  

S10 L15CL F00 ELIM10 5 000 -        5 000 -            

S10 L15CL F00 ELIM10 S12 5 000 -        5 000 -           

S10 L15CL F00 ELIM11 5 000 -        5 000 -            

S10 L15CL F00 ELIM11 S12 5 000 -        5 000 -           

S12 L15CL F00 ELIM10 5 000         5 000             

S12 L15CL F00 ELIM10 S10 5 000         5 000            

S12 L15CL F00 ELIM11 5 000         5 000             

S12 L15CL F00 ELIM11 S10 5 000         5 000            

TOTAL -           -              -                  
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