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Abstract

Entities with securities traded on regulated markets within the European Union (EU) that prepare
separate financial statements and adopt International Accounting Standards (IAS) and International
Financial Reporting Standards (IFRS) should follow IAS 27. Under IAS 27, entities can use three different
accounting methods to recognise and measure their interests in subsidiaries, associates, and joint
ventures: the cost method, the equity method under IAS 28, and fair value under IFRS 9. The purpose of
this exploratory paper is to identify the accounting methods used for these financial investments under
IAS 27. The study sample consists of entities from the major indices of EU countries, resulting in data
from 267 entities. The findings indicate that the cost method is predominantly used by entities, with
other methods collectively not exceeding 20%. Additionally, differences by country and sector were
observed. These results contribute to the discussion on accounting choices in separate financial
statements where these interests are reported.

Keywords: accounting choices, cost method, IAS 27, financial investments, separate financial
statements.

Introduction In this sense, the International Accounting
Standards Committee (IASC) and, after its
extinction, the International Accounting
Standards Board (IASB) developed a set of
standards, namely the International Accounting

Standards (IAS) and International Financial

Because of the diversity of accounting systems
and in response to the globalization of the
economy and markets, international accounting
harmonization emerges, with the primary

objective of contributing to the standardization
of practices, transparency, and comparability of
financial information reported by entities from
different jurisdictions (Lopes & Camoes, 2021).

Reporting Standards (IFRS), respectively, which
aim to minimise accounting differences and
contribute to improving the quality and
comparability of financial information disclosed

on a global scale (O Cualain & Tawiah, 2023). In
the European Union (EU), Regulation (EC) No
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1606/2002 of the European Parliament and of
the Council of 19 July 2002 was responsible for
the introduction of these standards, whether
mandatory or optional, depending on certain
requirements. That Regulation thus determined
that entities with securities admitted to trading
on any regulated market in the EU should now
mandatorily adopt in their consolidated
accounts, on a mandatory basis, the [AS and IFRS
issued by the IASB, as endorsed by the EU
(hereinafter simply referred to as IFRS in this
context). In addition, it established that each
Member State should determine the optional or
mandatory use of such standards to prepare the
so-called annual accounts of such entities.

In addition to the purpose of providing useful
information for users' decision-making (Al-
Refiay et al., 2022), financial information must be
comparable, transparent, and understandable
(Tarca, 2020). However, even with the adoption
of IFRS, the comparability of financial
information is not fully ensured, due to, among
others, existing options for the recognition,
measurement, and disclosure of various
accounting matters, referred to in the
international literature as accounting choices
(Olante & Lassini, 2022).

Due to the flexibility underlying the IFRS, the
IASB has been developing projects to standardize
them in an attempt to bridge the existence of
different treatments for the same subject (Souza
et al, 2015). However, this problem is still
present in several IFRS, namely in the IAS 27 -
Separate Financial Statements (SFS), the focus of
this study, as adopted by the Commission
Regulation (EU) No. 2023/1803, of 13 August
2023. Under this standard, financial investments
in subsidiaries, associates, and joint ventures
(hereinafter simply referred to as interests) can
be accounted for by the cost method, by the
Equity Method (EM), or even under IFRS 9 -
Financial Instruments, which translates into the
option for fair value through profit or loss (FVPL)
or other comprehensive income (FVOCI).
Consequently, and due to the alternatives
available in IFRS, entities are faced with the need
to make accounting choices.

Considering the different options available to
entities when preparing their SFS, this
exploratory paper aims to identify the accounting
methods (cost method, EM, FVPL or FVOCI) used
for those interests (subsidiaries, associates, and
joint ventures) under IAS 27 by listed European
entities. The subject matter of the investigation
comprises the SFS for the year 2021 and the
method of accounting for those interests in these

accounts. The study sample covers the entities
listed in the main capital markets’ indices of the
stock exchanges of EU countries that use IFRS to
prepare their SFS and also provide these
accounts, whether mandatory or optional. In the
light of the literature review, no studies were
identified that used as their object the accounting
of those interests within the SFS, despite the
profusion of studies on accounting choices in
different areas. In this regard, only one
investigation concerning equity investments in
general was identified (Catuogno & Allini, 2011).

The matter of interest in other entities is a key
audit matter usually highlighted in auditors’
reports, thus assuming itself as a relevant
research topic in this area (Neukirchen &
Bonotto, 2017). The relevance of the study is
further reinforced by the fact that the interests
held by the parent company of the groups listed
on EU stock exchanges represent 51.5% of the
Gross Domestic Product recorded in the same
territory in 2018 (The World Bank, n.d.).
However, because these are non-mandatory
accounts in some jurisdictions, in the specific
case of entities that already submit their
consolidated accounts, there is a greater gap in
the literature on matters related to SFS. However,
the financial information reported in these
accounts may prove to be necessary and useful
(Busari & Bagudo, 2021). In addition, the
objectives proposed in this study

are justified by the different impacts on the
financial position and performance of entities,
from the accounting choices provided for in IAS
27 for the accounting of interests in other
entities, potentially affecting comparability and
relevance, which is consequently reflected in the
context of the users’ decision-making from
financial information.

This study is structured in three sections, in
addition to this introduction. The next section
provides the materials and methods used for the
proposed exploratory analysis. The results
obtained are presented in the third section.
Finally, the fourth section presents the conclusions,
as well as the limitations and suggestions for future
investigations.

Materials and Methods

The present exploratory study resorts, primarily,
to the method of archive research and
documental analysis as a technique. The data
were extracted from the entities’ SFS within this
sample research. The empirical field corresponds
to the entities included in the main indices of
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stock exchanges from EU countries where IFRS
adoption in SFS is mandatory or optional.

Those indices were mostly identified from the
website investing.com. In turn, the entities that
comprise those indices were collected from the
LSEG Eikon database, having the ending of
January of 2023 as the reference, except for the
entities from FTSE MIB and MSE, which were
extracted from the Amadeus database and the
stock exchange annual report for 2022,
respectively. Then, the information regarding the
IFRS adoption in SFS as mandatory or optional
was gathered from the IFRS Foundation website.
More specifically, this information was gathered
from the countries’ positive answers to the
question “are IFRS Accounting Standards
required or permitted in separate company
financial statements of companies whose
securities trade in a public market?” available in
the document “jurisdiction profile”. Following,
only the entities from indices/countries that
might use IFRS, mandatorily or optionally, were
identified as the target for this research (initial
sample).

Finally, all SFS found for the year ending in 2021

through each entity's website in the sample were
collected, except those for which the reporting
date differs significantly from the calendar year,
i.e. where the reporting period mostly covers the
year 2020. In such circumstances, the SFS for
2022 were used (six cases). In addition, in those
cases for which the SFS for 2021 were not
available at the time of data collection, the SFS for
2020 were exceptionally used (three cases).
From this process, seventy-two entities that do
not provide their respective reports and accounts
were excluded, as well as ten that are silent on
the accounting method adopted for such
investments. Due to the availability of their
reports in a language other than Portuguese or
English and incompatible formats for automatic
translation, six entities were excluded from the
scope of this research.

Table 1 shows the indexes in which the European
listed entities from the sample are included, also
providing details as to whether it is mandatory or
optional to apply the IFRS in their SFS. In certain
cases, the type of adoption depends on specific
criteria and, consequently, both types of
adoption by country were found. Those cases are
explained in the column observation.

Table 1: Sample Description

Countr, Main Index Observation
y (mandatory or optional in the SFS of European listed
entities)
. Mandatory only for entities in the real estate sector (not
Belgium BEL 20 permitted for all sectors other than that)
Bulgaria BSE SOFIX Mandatory for all companies
Croatia CROBEX Mandatory for all companies
Cyprus Cyprus Main Market Mandatory for all companies
Czechia PX Mandatory for all companies
Adoption is optional for entities from all sectors other than
banks if they also prepare consolidated accounts (SFS as the
Denmark OMXC20 additional financial statements) and mandatory otherwise
(SFES as their only financial statements)
Estonia OMX Tallinn Mandatory for all companies
Finland OMX Helsinki 25 Adoption is optlonaltl for entities from all sectors other than
insurance companies
Greece Athens General Composite Mandatory for all companies
Ireland ISEQ Overall Index Optional for all companies
Adoption is mandatory for entities from all sectors other
than insurance companies; it is also mandatory for insurance
Ttaly FTSE MIB companies if they have SFS as their only financial
statements
Latvia OMX Riga Mandatory for all companies
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. Observation
Country Main Index (mandatory or optional in the SFS of European listed
entities)
Lithuania OMX Vilnius Adoption is optlongl for.entltles fro.m sectors other than
financial companies
Luxembourg LuxX Optional for all companies
Malta MSE Mandatory for all companies
Poland WIG 20 Optional for all companies
Adoption is optional if they also prepare consolidated
Portugal PSI accounts (SFS as the additional financial statements) and
mandatory otherwise (SES as their only financial statements)
Romania BET Mandatory for all companies
Slovakia SAX Mandatory for all companies
Slovenia SBITOP Optional for all companies
The Netherlands | AEX Optional for all companies
Total 21

Source: Own elaboration

Table 2 summarizes the number of excluded entities from the initial to the final sample.

Table 2: Sample Selection

Initial Sample 417
Entities that belong to more than one index 1
Entities for which SFS were not available or were not found 7
Entities with SFS from periods before 2020 8
Entities that do not adopt IFRS in SFS* 49
Entities that had impacts on the group’s structure 1
Entities for which the method of accounting for the holdings under review has not been disclosed 10
Entities for which the SFS have a specific disclosure where the fundamental elements for this analysis

cannot be identified* 3
Entities for which their financial statements were not in a supported format for translation 6
Final Sample 267

Note: * At the end of this process, all the 3 entities from Belgium and the 24 from Finland were excluded, as none of them met
the criteria selected for analysis, namely they do not disclose fundamental data and have used other standards, respectively.

Source: Own elaboration

Thus, at the end of the selection process, 267 entities
met the criteria defined for analysis and were
distributed among the indices of the capital markets

representing different countries, as shown in Table countries.
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Table 3: Distribution of entities by country

Country Num(l))s;'e(l)i:gtities % of entities observed
Bulgaria 9 337
Croatia 12 4.49
Cyprus 4 1.50
Czechia 9 337
Denmark 8 3.00
Estonia 14 5.24
Greece 37 13.86
Ireland 28 10.49
Italy 27 10.11
Latvia 6 2.25
Lithuania 16 5.99
Luxembourg 3 1.12
Malta 24 8.99
Poland 11 4.12
Portugal 12 4.49
Romania 15 5.62
Slovakia 2 0.75
Slovenia 8 3.00
The Netherlands 22 824
Total 267 100

Source: Own elaboration

The economic activity sector was identified
based on the classification of the Industry
Classification Benchmark (ICB), and six sectors
were identified for the entities under analysis in
this study, namely:

The following section is dedicated to the
presentation of the results obtained, based on the

methodological lines previously detailed. The
results will be presented with breakdowns by
country and sector.

Results
e Industrials
e Consumer goods This section presents the results obtained
e  Energy & Utilities concerning the accounting choices used by the
e Financial & Insurance European entities within their SFS for the
e Healthcare interests in the scope of IAS 27.
e Telecommunications & Technology

Table 4 provides the frequencies for those cases
by country.
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Table 4: Accounting methods, by country and total (in number and percentage)

Other methods
Exclusively Cost Cost Total
cost andEm | _@d | EM [ FVPL [ FVOCI | Total
FVOCI

By country: In number
Bulgaria 9 0 9
Croatia 12 0 12
Cyprus 1 1
Czechia 7 2 2
Denmark 2 2
Estonia 11 1 2 3 14
Greece 34 1 1 1 3 37
Ireland 27 1 1 28
Ttaly 22 1 4 5 27
Latvia 6 0 6
Lithuania 11 1 2 2 5 16
Luxembourg 2 1 3
Malta 21 1 1 1 3 24
Poland 8 1 2 3 11
Portugal 10 2 12
Romania 13 1 1 2 15
Slovakia 2 0
Slovenia 6 1 1 2
The Netherlands 4 18 18 22
Total 214 8 1] 36 6 2 53 267
By country: As a percentage
Bulgaria 100 0 0 0 0 0 100
Croatia 100 0 0 0 0 0 100
Cyprus 75 0 0] 25 0 0 25 100
Czechia 78 0 0] 22 0 0 22 100
Denmark 75 0 0 25 0 0 25 100
Estonia 79 7 0 14 0 0 21 100
Greece 92 3 0 0 3 100
Ireland 96 0 0 0 4 0 4 100
Italy 81 4 0 15 0 0 19 100
Latvia 100 0 0 0 0 0 0 100
Lithuania 69 6 0 13 13 0 31 100
Luxembourg 67 0 0 33 0 33 100
Malta 88 4 0 4 4 13 100
Poland 73 9 0 18 0 0 27 100
Portugal 83 0 0 17 0 0 17 100
Romania 87 7 0 0 7 0 13 100
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Other methods
Exclusively Cost Cost Total
cost andEm | _@d | EM [ FVPL [ FVOCI | Total
FVOCI

By country: In number
Slovakia 100 0 0 0 0 0 0 100
Slovenia 75 13 13 0 0 0 25 100
The Netherlands 18 82 0 0 82 100
Total 80 13 2 1 20 100

Source: Own elaboration

Table 4 shows a reduced level of dispersion for
the accounting methods used by the entities for
the interests under assessment in their SFS.
Overall, the cost method is used in 80% of the
cases. Following, 13% of entities use the EM,
which is also the main method used by entities in
The Netherlands, as an exception (with 82%).
Entities from Romania, Ireland, Lithuania, and
Luxembourg are those for which the FVPL is also
identified. Most European countries use the cost
method as the main one for accounting for their
interests within the SFS (higher than two-thirds

of entities from these countries), with 4 out of 19
using this method exclusively. As previously
indicated, the only exception in this context is
The Netherlands, for which only 18% of entities
(4 out of 18) use this method for this purpose.
Finally, for a single entity from Greece and Malta,
the FVOCI is exclusively used.

Considering the relevance of this matter, Table 5
identifies the accounting methods used by
entities specifically for subsidiaries in their SFS,
by country.

Table 5: Accounting methods for subsidiaries, by sector and total (in number and percentage)

Other methods
Cost EM FVPL | FVOCI | Total | "%

By country: In number

Bulgaria 9 9
Croatia 12 12
Cyprus 1 1 4
Czechia 2 2 9
Denmark 2 2 8
Estonia 12 2 2 14
Greece 35 1 1 2 37
Ireland 27 1 1 28
Italy 23 4 4 27
Latvia 6 6
Lithuania 12 2 2 4 16
Luxembourg 2 1 1 3
Malta 22 1 1 2 24
Poland 9 2 11
Portugal 10 2 12
Romania 14 1 1 15
Slovakia 2
Slovenia 8
The Netherlands 18 18 22
Total 223 36 6 2 44 267
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Cost Other methods Total
EM FvpL | Fvoct | Total

By country: As a percentage

Bulgaria 100 0 0 100
Croatia 100 0 0 100
Cyprus 75 25 0 0 25 100
Czechia 78 22 0 0 22 100
Denmark 75 25 0 0 25 100
Estonia 86 14 0 0 14 100
Greece 95 0 3 100
Ireland 96 0 4 0 4 100
Italy 85 15 0 0 15 100
Latvia 100 0 0 0 0 100
Lithuania 75 13 13 0 25 100
Luxembourg 67 0 33 0 33 100
Malta 92 0 4 4 8 100
Poland 82 18 0 0 18 100
Portugal 83 17 0 0 17 100
Romania 93 7 0 100
Slovakia 100 0 0 100
Slovenia 100 0 0 100
The Netherlands 18 82 0 0 82 100
Total 84 13 2 1 16 100

Source: Own elaboration

Table 5 shows no relevant differences regarding
the method chosen by European entities for
specifically accounting for the subsidiaries in
their SFS, in comparison to the previous analysis
made for all interests under IAS 27 from Table 4.
The single case that can be stressed is the entities

from Slovenia, for which the cost method
increased from 75% to 100%.

Following, Table 6 provides the same figures by
the economic activity sector.

Table 6: Accounting methods, by sector and total (in number and percentage)

Other methods
Exclusivel | Cos | Cost Tota
y cost t and E FVP | FVOC | Tota 1

and | FVOC | M L I 1

EM 1
By sector: In number
Industrials 57 7 1 8 65
Consumer Goods 49 1 8 1 10 59
Energy & Ultilities 23 2 2 5 28
Financial & Insurance 51 2 1 10 4 17 68
Healthcare 7 2 2 9
Telecommunications & 27 3 1 11 38
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Other methods
Exclusivel | Cos Cost Tota
y cost t and E FVP | FVOC | Tota 1

and | FVOC | M L I 1

EM 1
Total 214 8 1] 36 6 2 53 267
By sector: As a percentage
Industrials 88 0 o 11 0 2 12 100
Consumer Goods 83 2 0 14 0 2 17 100
Energy & Utilities 82 7 0 7 4 0 18 100
Financial & Insurance 75 3 1 15 6 0 25 100
Healthcare 78 0 01 22 0 0 22 100
Telecommunications & 7 ] 0 18 3 0 29 100
Technology
Total 80 3 0| 13 2 1 20 100

Source: Own elaboration

Table 6 shows that the choice of methods other
than cost does not exceed 30% across sectors.
Entities from the telecommunications and
technology sector and entities in the financial and
insurance sector are those which frequently
selected methods other than cost, with 29% and
25%, respectively. The financial and insurance
sector also stands out as the one with the greatest
diversity of methods chosen, although it does not
include entities that exclusively select the FVOCI,
which is only observed for a single entity from

the industrials and consumer goods sectors. It is
also for the entities from the financial and
insurance sector that the FVPL is of greater
interest. Despite the low use of other methods, in
all economic activity sectors, the use of both the
cost method and the EM can be found.

Finally, Table 7 identifies the accounting
methods used by entities specifically for
subsidiaries, by economic activity sector.

Table 7: Accounting methods for subsidiaries, by sector and total (in number and percentage)

Other methods
Cost Total
EM | FvpL |Fvoci| Total
By sector: In number
Industrials 57 1 8 65
Consumer goods 50 1 9 59
Energy & Utilities 25 3 28
Financial & Insurance 54 10 4 14 68
Healthcare 7 9
Telecommunications & Technology 30 1 8 38
Total 223 36 6 2 44 267
By sector: As a percentage
Industrials 88 11 0 2 12 100
Consumer goods 85 14 0 2 15 100
Energy & Utilities 89 7 4 0 11 100
Financial & Insurance 79 15 6 0 21 100
Healthcare 78 22 0 0 22 100
Telecommunications & Technology 79 18 3 0 21 100
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Other methods
Cost Total
EM | FvpL |Fvoct| Total
By sector: In number
Total 84 13 | 2| 1| 16| 100

Source: Own elaboration

Similarly to what can be seen in the previous
analysis, Table 7 shows the reduced variability of
the methods adopted also in the context of
accounting for subsidiaries, with only 16% of the
entities using methods other than cost in such
cases. In other words, the cost method takes on
even greater relevance with regard specifically to
the accounting option identified for subsidiaries,
with emphasis on entities in the energy and
utilities as well as telecommunications and
technology. Only the industrial and healthcare
sectors maintain the same relative importance of
cost adoption when comparing the accounting
choices for all interests under IAS 27 and the
method specifically selected for subsidiaries.

The following section is dedicated to the
presentation of conclusions, limitations, and
perspectives for future lines of research within
the scope of this study.

Conclusions

The empirical study proposed in this study,
related to comparability within the SFS under IAS
27, assessed the accounting choices provided for
in the standard for the accounting of interests in
subsidiaries, associates, and joint ventures in the
entities’ SFS. Notwithstanding the diversity of
treatments provided for in this standard, the cost
method was identified as the one predominantly
used by the entities, especially concerning the
accounting of subsidiaries. Differences by
country and sector were also identified, with
emphasis on the use of more diverse methods by
entities in the financial and insurance sector and
the preference for the EM by entities from The
Netherlands.

As for the study's limitations, it is important to
highlight the difficulty in collecting all the
information necessary to perform this study.
More specifically, and for the analysis provided in
this paper, the accounting method used is not
easily identifiable and is subject to adequate
identification by the researcher. Furthermore, it
is limited to entities that publicly provide their
SES.

For future investigations, it is suggested to study

the explanatory factors behind the accounting
methods underlying IAS 27, either using the
sample proposed in this research, by country and
sector, or with a possible extension to other
indices and industries. Those studies can
resource different theories, namely disclosure
theories, and explanatory factors, such as the
entities’ financial-economic and corporate
governance characteristics, as well as local and
environmental influences, such as cultural,
political, social, and legal influences, including
the effects of local taxes. Further studies may also
include the optional versus mandatory use of IAS
27 as an explanatory factor in this context.

Although exploratory, this paper presents
contributions to the literature in the context of
the problem of accounting choices, by identifying
the methods of accounting the interests in the
entities’ SFS, a matter not yet explored in the
literature. It is intended that the conclusions
obtained from the study of accounting choices
are relevant for academics, standard-setter
bodies, and investors, since they awaken a
problem that mitigates comparability, a
fundamental factor in decision-making, despite
the ongoing work of reducing different optional
accounting treatments (Souza et al, 2015).
Finally, auditors, supervisors, and users of
reporting in general will also benefit from this
research, as it allows us to understand the
motivations behind the use of the more strategic
method of accounting for interests in other
entities.
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