EQUITY INVESTMENT TREATMENTS                                                                                     2

Equity Investment Treatments
Student’s Name

Institution
Equity Investment Treatments

           Different firms use different accounting methods for equity investments to demonstrate their level of influence on investees. Some use the equity method while others apply the consolidation approach to account for equity investment. For this reason, critics argue that the different treatments for the same investments lead to unclear differentiation between control and influence. As a result, some managers may capitalize on the loophole by choosing the equity approach to hide the economic truths. While it is important to explore this concern, there is a need for organizations to continue using different approaches to reflect the level of investor-investee integration. 

           The extent of influence an investor holds on an investee determines the accounting method for the former. In essence, the accounting for equity investment changes with the level of control that an investor possesses. For instance, under the equity method, an entity transfers to accumulated surpluses or deficits the gains or losses realized in net equity in case of a reduction in its ownership interests in a joint venture. This process applies if it continues to classify the equity investment as a joint venture (IPSAS, 2015). Under the consolidation method, any change in a parent’s ownership interest in a joint venture or a subsidiary that does not lead to loss of control should be treated as an equity transaction. Where an entity loses control of a subsidiary, the parent should recognize gains or losses and stop consolidating equity investment (IASB, 2011).  Irrespective of the nature of the transaction, the loss of control is a significant economic event. Using a uniform accounting method may fail to reflect the impact of changes in ownership interest. A parent company may end up treating any gain or loss as an equity investment despite losing ownership interest in a subsidiary. Moreover, the two accounting methods have a clear difference between control and significant influence. 
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