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1 INTRODUCTION

1.1 This Statement deals with the accounting byigipaints for interests in joint
ventures and partnerships other than partnershgmdradled or significantly
influenced by the participant reporting. Referest®uld be made to FRS-37:
Consolidating Investments in Subsidiaries and FRS-38Accounting for Investments
in_Associates respectively, when accounting for partnerships troiled or
significantly influenced by the participant repadi

2.2 This Statement of Standard Accounting Practieeoimes operative for
financial statements covering periods commencingraafterl October 1990.

3 DEFINITIONS

The following terms are used in this Statement withrheanings specified:

3.1 Joint venture is that form of joint arrangement in which theraisontractual
association, other than a partnership, between twoare parties to undertake a
specific business project in which the venturersehsaveral liability in respect of
the costs and liabilities of the project and staamg resulting output.

3.2 Partnership is the relationship which subsists between persanying on
a business in common with a view to profit. An edsértharacteristic of a
partnership is that each partner has a joint amdrakobligation for the costs and
liabilities of the partnership.

3.3. Participant is a party to or investor in a joint venture (weef) or
partnership (partner).
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4 DISCUSSION

4.1 Joint arrangements, which include both jointtues and partnerships, are
commonly entered into because of a large capitedstment required, because of
particular skills of the participants, or becaua desire to spread risks associated
with the project.

4.2 The distinction between a joint venture and engaship requires careful

evaluation. The Partnership Act 1908 (section€} Icertain rules for determining
the existence of a partnership. While the recgfat share of profits is prima facie
evidence of a partnership, the existence of j@nahcy, tenancy in common or the
sharing of gross returns do not of themselves eraapartnership. There is no
statutory definition of a joint venture.

4.3 The main features for distinguishing a joimitege from a partnership are:

(@) The assets of a joint venture are held by #rdurers as tenants in common
— each venturer having an undivided interest irheagset; the assets of a
partnership are held jointly by all parties — egelitner’s interest being an
interest in the assets of the partnership as a whole

(b) The liability of each venturer in a joint verdus limited to the agreed upon
capital contributions and share of the costs —scast frequently recovered
from venturers by way of tolling charges levied ariput — the liability of
each venturer is not joint; in a partnership eaatiner has joint and several
liability for the obligations of the partnership.

(c) Joint venturers cannot bind one another orgeetie credit of one another.
This contrasts with a partnership, where every paitnan agent of the firm.

(d) Joint ventures are usually structured so thatventurers take their share of
the efforts separately and in kind; since a pastmigris entered into “with a
view to profit” the partners take their share of #féorts as a share of the
profits.

Other distinctions in practice between a joint vemtamnd a partnership are given in
the Appendix to this Statement.

4.4 While it is common in a joint venture agreemeninclude a statement that
the venture does not constitute a partnershipg, doiubtful whether that statement
of itself is conclusive as to the nature of theaagement. Care then should be
taken to consider all aspects of the arrangemanhuding the substance of the
arrangement, and the requirements of the Partpefsiti1908.

4.5 Sometimes a joint venture includes a company tfee purposes of
management and/or for holding assets and lialsilaetrustees for the participants.
This is sometimes referred to as an “incorporatgdt jventure”. However, the

2-285



SSAP-25

reality of the arrangement is that the equity hddere participating with several
liability as distinct from their responsibility akareholders.

M ethods of Accounting

4.7 The methods of accounting for interests intje@ntures and partnerships

(@) the line-by-line method, which has two variations
(i) proportionate method, and
(i) the consolidation method, as set out in FRS-3TConsolidating
Investments In Subsidiariesparas—4-27-t6-4-30-0£ SSARARcountingfor
Business Combinations,
(b) the equity method, as set out_in FRS-3&ccounting For Investments In
Associatesparas. —4-42—t6—4.50—of -SSAP-8,Accounting—for—Bugnes
Combinations;

(c) atcost or valuation.

4.8 Under the first variation of the line-by-line tined, referred to in this
Statement as the proportionate method, each pmatitiin an arrangement
accounts for its proportionate share of each asstiability, and of the expenses
and revenues. While these may be shown separatepending upon their
materiality, they may be aggregated with other sinitems of the participant.

4.9 The advantage of the proportionate methodaisitlenables the reflection of

the resources directly available to a participdbis an appropriate method to use
in accounting for an interest in a joint venturedese each venturer either owns
directly certain assets and incurs certain liabsitof the venture, or has an
undivided interest in the remaining assets andliligs of the venture.

4.10 There are two principal disadvantages in apglyhe proportionate method

to interests in joint ventures:

(@) since all financial aspects of the joint veatare absorbed into the financial
statements of the venturer, the use of the metlodhade the existence of
the joint venture; and

(b) since in a joint venture the control exercigay a venturer is never absolute
but is dependent upon the concurrence of the otkaturers or of the
operating management, the method fails to diststgim the balance sheet
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between the assets that are fully controlled andethibat are subject to
concurrence in decision making.

4.11 In the case of a partnership, the rights doldyations of each partner are
determined by the partnership agreement or, failiveg, by the Partnership Act
1908. While under the Act partners have equal sight partnership agreement
may specify that a certain partner or partners fmeentrolling interest. In this
situation, the financial statements of the partmi¢h a controlling interest should
disclose information regarding the resources whichay deploy. This situation is
analogous to that of a parent company in a groutpnnfpanles Jhe—Hne-by-lme

4.12 Under the equity method, each participant amisodor its investment
interest as a one-line balance sheet amount andviisstment earnings as a one-
line income statement amount, that is, the sharthénnet assets and net profit
associated with the joint arrangement.

4.13 The main advantage of the equity method it itheighlights the fact that

there is an interest in a joint arrangement—#-farticularly-appropriate-method of
recording-a-minority-er-ron-controlling-interestampartnership.

4.14 The main disadvantage of the equity methodth& information is lost
through aggregation — though this could be remediegdugh supplementary
disclosure. The method is inappropriate-excepiéncase-of-a-minority-interest in
a-partnership because it does not reflect in thy lod the financial statements the
legal form of the interest in the case of a joiehture;northe-controtthat-exists in
the-case-of-a-controlling-interestin-a-partnership

4.15 This Standard takes the view that the appr@pdaecounting methods to use
are:

(@) inthe case of an interest in a joint ventthre,proportionate method;

(b) in the case of an interest in a partnershipbject to this Standard, cost or
valuation.
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o for ot! o -

4.16 Accounting for an interest in a joint ventuteosld be reflected in the
venturer's own entity accounts. Accounting for ateliest in a partnership should
be reflected in the partners own entlty accountammvestment—and—is—pepened

General

4.17 Where a participant transfers assets or segppdiervices, either as a
contribution or as part of a transaction in theirmady course of business, to a joint
venture-erpartnership any unrealised profits eartfer” should be eliminated in
the financial statements of the participant asfed:

o ‘o iol N

(la) downstream transfers to the joint venture-agtaeaship: a percentage equal
to the participant’s interest in the joint venterepartrership;

(ib) upstream transfers from the joint venture-gartnership: 100 per cent
{before—calculation—of the participant's—share—ebfip-in—the caseof a
partrership);

o) i-tne-case of a-controlling interest# aqaalslln:p
(E.'). cownstreal EIE&;ISlEﬁS to-the pautnelsll_lp: igﬁspml F on

of the share-of- minority-interests.

Profits not recognised on transfer or supply aterleecognised when the asset is

sold. Any loss on transfer is recognised immediately

4.18 Where the participants supply non-cash ressuic different proportions
from their agreed share of output or profits anskés, fair values of the assets
should be recognised together with any associatedvgitl or discount. A similar
situation arises where there is a change in the gptiopate interests of the
participants, for example, on the entry or retiratre a participant.

4.19 Because of the legal status of each partitipana joint venture—or
partnership and because of the nature of the ftits interest in the assets and
obligations, there should be full disclosure of éxéstence of the participation and
its effect in the financial statements.
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5  STANDARD ACCOUNTING PRACTICE

Accounting for Interestsin Joint Venturesand Partner ships

The Standard set out in the following paragraphs should be read in the context of
the foregoing paragraphs of this Statement and the Explanatory Foreword
General Purpose Financial Reporting issued by the Council of the Institute of
Chartered Accountants of New Zealand.

5.1 A venturer’s interest in a joint venture shobtrecognised by including in

their respective classification categories in tinaricial statements of the venturer

entity the amount of:

(@) the venturer's share in each of the individasdets employed in the joint
venture;

(b) liabilities incurred by the venturer in relatido the joint venture, including
the venturer's share of any liabilities for whichethrenturer is severally
liable; and

(c) the venturer's share of net expenses incurgeth® venturers in relation to
the joint venture.

5.3 Where a partner in a partnership has neitheordrolling interest nor a
significant influence, the investment should beorded at cost or valuation.

Disclosures

5.4 The Statement of Accounting Policies shouldudel a description of the
methods of accounting for interests in joint veatuand partnerships.
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5.6 The following disclosures should be made:

@)

(b)

(©
(d)
(e)

5.7

a listing and description of significant jomeéntures—and-partrerships; the
listing should-distinguish-between-jeintventured-partnerships-and-should

include the names of, interests in, and principetividies of the joint
ventures—and-partnerships, together with their lzalastates if the balance
dates are different from that of the investing iogrant;

the amounts relating to any significant unatjdstransactions or events
occurring between the balance dates of the venwweparther and the
balance date of the joint venture-er-partrership;

the share of the participant, in aggregatereispect of contingencies and
capital commitments of joint ventures-and-partripssh

the period for which the results of operationfstloe joint venture—or
partnership are included in the profit and losaat; and

where the financial statements of the—partaprali-joint venture are
unaudited, a statement to that effect.

In the case of interests in joint venturesdtsrould be disclosed a summary

of the assets, liabilities, revenues and expensesspect of those joint ventures
which have been included in the financial statemesttsn any of these represent a
material proportion of the venturer’s assets, litild§ or income.

5.9

In the case of an interest in a partnershiprethshould be separately
disclosed those contingencies that arise becaweseattner has joint and several
liability for the liabilities of the other partneds the partnership.
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APPENDIX

Distinctions Between a Joint Venture and a Partner ship

The following, while not conclusive, are some oé tistinctions made in practice
between a joint venture and a partnership:

(@) Purpose
A joint venture is frequently formed to engage inspecific business project; a
partnership may engage in any activity permittediloy

(b) Assets

In a joint venture the venturers hold the asseterants in common and each venturer
holds an undivided interest in each asset; in tmnpeship, the assets are held jointly by
all partners, each having an interest in the peship net assets as a whole.

(c) Liabilities

In a joint venture each venturer is liable only f@pital contributions and share of
costs in accordance with the agreement betweewehirers; in a partnership each
partner has joint and several liability for all thieligations incurred by the partnership.

(d) Revenue

In a joint venture each venturer takes an agreadestf the product of the venture and
trades with it on a separate account; in a pafi@rthe revenue is earned jointly by all
partners, each partner taking the agreed upon siéne net profit.

(e) Finance

In a joint venture each venturer arranges the fiador its capital contributions and
share of costs; in a partnership, while each partiteances its own capital
contributions, the partnership may arrange its éwance and may internally finance
its operations by the retention of profits.

(f)  Taxation
A tax return is not filed by a joint venture - ea@nturer is liable for tax on its trading

of the share of the product less expenses incumaddx return is filed for a partnership
each partner being liable for tax on its sharéhefriet income of the partnership.

(9) Agreement

In a joint venture there is generally a written esgnent, usually with extensive
documentation specifying the rights and obligatiohsach venturer and providing for
the operation of the venture; with a partnershipjleva written agreement on all
matters pertaining to the rights and obligationshef partners and the operation of the
partnership is desirable, it is not essential.
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(h)  Financial Statements

The financial statements of a joint venture wilhgeally show the cost of production,
the cost of assets acquired, liabilities incurred behalf of the venturers and the
contributions by the venturers; the financial staats of a partnership will include a
balance sheet and income statement for the pahnipeas a whole.
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