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Understanding the nuances of financial reporting is crucial for investors, accountants, and financial analysts.
One common area of inquiry pertains to the circumstances under which the fair value and subsequent
growth of an investee are considered irrelevant for reporting purposes. This article explores the specific
investment categories where fair values and the subsequent performance of an investee do not influence
the financial statements, delving into the relevant accounting standards, underlying principles, and

practical implications.

Introduction to Investment Categories in Financial Reporting

In financial reporting, investments are classified into different categories based on the nature of the
investment, the entity’s intentions, and the degree of control or influence over the investee. These
classifications determine the measurement basis, recognition criteria, and disclosure requirements. The

primary categories include:

- Fair Value Through Profit or Loss (FVTPL)

- Fair Value Through Other Comprehensive Income (FVOCI)
- Amortized Cost

- Equity Method Investments

- Control-based Investments (Subsidiaries)

The relevance of fair values and subsequent growth varies significantly across these categories.

Investment Categories Where Fair Values And Subsequent
Growth Are Not Relevant

Certain investment categories do not require the recognition of fair value changes or subsequent growth in

the investee’s value for reporting purposes. Specifically:



- Investments in Subsidiaries, Associates, and Joint Ventures (Controlled or Significant Influence
Investments)

- Held-to-Maturity Investments (Amortized Cost)

- Equity Method Investments (in Certain Contexts)

This section explains why fair values and subsequent growth are not relevant within these categories.

Investments in Subsidiaries, Associates, and Joint Ventures

Control and Influence in Investment Reporting

When an entity holds a controlling interest in another entity (typically more than 50% ownership), the
investment is classified as a subsidiary. For investments where the entity has significant influence (usually
between 20% and 50%), the investment is classified as an associate. In cases of joint control, the investment

may be recognized as a joint venture.

Measurement and Reporting Standards

Under the IFRS (International Financial Reporting Standards), subsidiaries are consolidated, and their

financial statements are combined line-by-line into the parent’s financial statements. As a result:

- The fair value of the subsidiary’s shares is not directly reflected in the parent’s separate financial
statements.

- The investment is not accounted for at fair value, but through consolidation.

- The subsequent growth in the fair value of the subsidiary’s net assets is not recognized separately; instead,

the entire subsidiary’s assets, liabilities, revenues, and expenses are consolidated.

Similarly, for associates and joint ventures, the equity method is used, which involves recognizing the

investor’s share of the investee’s net income or loss, not fair value changes.
Thus, in these categories, the fair value and subsequent changes in fair value of the investee are not

relevant for the investor’s separate financial statements because the focus is on control and influence rather

than fair value measurement.

Held-to-Maturity Investments (Amortized Cost)



Nature of Held-to-Maturity Investments

Investments classified as held-to-maturity (HTM) are debt securities that the entity intends and has the

ability to hold until maturity. These are measured at amortized cost rather than fair value.

Accounting Treatment

Under IFRS (specifically IFRS 9), HTM investments are classified as debt instruments measured at
amortized cost if they meet certain criteria. Since these investments are intended to be held to maturity,
their fair value fluctuations are not recognized in the financial statements, except in specific circumstances

such as impairment.
The key points are:

- The initial recognition is at fair value, but subsequent measurement is at amortized cost.
- Fair value changes are not recognized in profit or loss unless impairment occurs.
- The growth or decline in the fair value of these investments does not impact reported earnings or other

comprehensive income during their holding period.

Therefore, for HTM investments, fair value and subsequent growth are not relevant for ongoing reporting

purposes.

Equity Method Investments in Certain Contexts

The equity method is used for investments where the investor has significant influence (usually 20%-50%

ownership). Under this method:

- The investment is initially recorded at cost.
- The investor recognizes its share of the investee’s net income or loss in its income statement.

- Dividends received reduce the carrying amount of the investment.

‘While fair value may be considered at initial recognition, subsequent changes in the fair value of the
investee are not recognized in the investor’s financial statements. Instead, the focus is on the investor’s

share of net income/loss.

Thus, in the context of the equity method, fair value and subsequent growth are not directly relevant for
reporting, as the accounting focuses on the investor’s share of the investee’s performance rather than its fair

value fluctuations.



Summary of Investment Categories Where Fair Values And
Subsequent Growth Are Not Relevant

| Investment Category | Measurement Basis | Relevance of Fair Value / Growth | Key Explanation |
N —— S —— N —— S — |

| Subsidiaries | Consolidation | Not relevant | Focus on control; full consolidation, not fair value |

| Associates & Joint Ventures | Equity Method | Not relevant (for ongoing reporting) | Focus on share of net
income, not fair value changes |

| Held-to-Maturity (HTM) | Amortized Cost | Not relevant during holding period | Fair value fluctuations

are ignored unless impairment occurs |

Implications for Financial Reporting and Analysis

Understanding where fair value and subsequent growth are not relevant is vital for accurate financial

analysis and decision-making. Recognizing the distinctions ensures:

- Correct interpretation of a company's financial statements.

- Proper valuation of investments according to their classification.

- Awareness that certain investments do not reflect fair value fluctuations in the income statement or
balance sheet.

- Clarity in assessing the true economic position of the entity without conflating control-based investments

with fair value investments.

Practical Implications for Stakeholders

- Investors: Should not expect to see fair value changes impacting the income statement for subsidiaries,
associates, or HTM debt securities.

- Accountants: Must apply appropriate standards and recognize that fair value is not a relevant measure for
certain investment types.

- Regulators & Auditors: Ensure compliance with standards like IFRS 9 and IAS 28, which specify

measurement and disclosure requirements.

Conclusion

In summary, fair values and subsequent growth of an investee are not relevant for reporting in investment

categories such as subsidiaries, associates, joint ventures, and held-to-maturity debt securities. These



standards are rooted in the underlying principles of control, influence, and the intended holding period,
which determine the measurement basis and reporting approach. Recognizing these distinctions is
fundamental to producing accurate, compliant, and meaningful financial statements that truly reflect an

entity’s financial position and performance.
Key Takeaways:

- Fair value fluctuations are not reflected in the financial statements for investments under consolidation,
equity method, or amortized cost.

- The focus shifts from fair value changes to control, influence, or maturity intentions.

- Proper classification ensures accurate interpretation and compliance with IFRS and other accounting

standards.

By understanding the specific investment categories where fair values and subsequent growth are
irrelevant, stakeholders can better analyze financial health and make informed decisions based on the

appropriate measurement principles.

Frequently Asked Questions

In which investment category are fair values and subsequent growth of

an investee not relevant for reporting?

Fair values and subsequent growth are not relevant in the 'Held-to-Maturity' (HTM) investment category,

where investments are carried at amortized cost and changes in fair value are not recognized.

Why is the fair value of investments not relevant in the Held-to-
Maturity category?

Because HTM investments are measured at amortized cost, and their fair values are not adjusted unless

there is an impairment, making fair value changes and subsequent growth irrelevant for reporting.

Does the relevance of fair values apply to trading securities?

Yes, for trading securities, fair values are highly relevant as they are reported at fair value with unrealized

gains and losses recognized in earnings, making subsequent growth significant.

Is the fair value of investments relevant in the Available-for-Sale (AFS)
category?

Yes, in the AFS category, fair values are relevant because investments are reported at fair value with



unrealized gains and losses recognized in other comprehensive income, impacting reporting.

In which scenario is subsequent growth of an investee considered

irrelevant for reporting?

Subsequent growth is considered irrelevant in the Held-to-Maturity category, where investments are

measured at amortized cost, and gains are only recognized upon sale or impairment.

How does the classification of an investment affect the relevance of fair

value and growth?

The classification determines whether fair value and subsequent growth are relevant: trading securities

require fair value reporting, whereas HTM investments do not, focusing on amortized cost.

Are fair values and growth relevant in the equity method of accounting?

Yes, under the equity method, the investor recognizes its share of investee's net income, making

subsequent growth relevant, but fair value changes are not directly recognized.

What is the main accounting principle that makes fair value and growth

irrelevant for certain investment categories?

The main principle is measurement at amortized cost, which applies to Held-to-Maturity investments,

where fair value changes are not recognized, rendering fair value and subsequent growth irrelevant.

Can impairment losses affect the relevance of fair value in investment
reporting?

Yes, impairment losses can reduce the carrying amount of an investment, which is relevant regardless of

fair value, but normal fair value fluctuations are not recognized in HTM investments unless impaired.

Additional Resources

In which investment category are fair values and subsequent growth of an investee not relevant for
reporting?

Understanding the nuances of financial reporting requires a comprehensive grasp of how different
investment categories are treated under various accounting standards. One of the key distinctions lies in
whether fair values and subsequent growth of an investee are relevant for reporting purposes. This

question is pivotal for investors, auditors, and financial analysts as it influences how investment



performance is recognized and reported. In this article, we delve into the specific investment categories
where fair value considerations and subsequent growth are deemed immaterial or not relevant, exploring

the underlying accounting principles, practical implications, and the rationale behind such treatments.

Introduction to Investment Classifications in Financial Reporting

Investment accounting is governed by standards such as International Financial Reporting Standards (IFRS)
and Generally Accepted Accounting Principles (GAAP) in the United States. Both frameworks classify
investments into various categories, primarily based on the intent of the investor and the level of control or

influence over the investee.
Common investment categories include:

- Held-to-Maturity (HTM) Securities: Debt instruments intended to be held until maturity.

- Loans and Receivables: Non-derivative financial assets with fixed or determinable payments.

- Available-for-Sale (AFS) Securities: Debt or equity securities not classified as HTM or trading.

- Fair Value Through Profit or Loss (FVTPL): Investments measured at fair value with gains and losses
recognized immediately.

- Fair Value Through Other Comprehensive Income (FVOCI): Investments measured at fair value with
gains/losses recognized in other comprehensive income.

- Investments in Associates and Joint Ventures: Significant influence or joint control over the investee.

The treatment of fair value and subsequent growth varies significantly across these categories, influencing

the relevance of fair value movements in financial statements.

Investment Categories Where Fair Values and Growth Are Not

Relevant

The principal investment categories where fair values and subsequent growth are generally not relevant

for reporting are:

1. Held-to-Maturity (HTM) Securities
2. Loans and Receivables

3. Investment in Subsidiaries (Consolidation)



Let's analyze each in detail to understand why fair value considerations are deemphasized or not relevant.

Held-to-Maturity (HTM) Securities

Overview:
HTM securities are debt instruments that a company intends and has the ability to hold until maturity.
Under both IFRS (IAS 39 and IFRS 9) and US GAAP, these are classified at amortized cost.

Accounting Treatment:

- Initial Recognition: Recorded at cost, including transaction costs.

- Subsequent Measurement: Measured at amortized cost using the effective interest method.

- Fair Value Relevance: Fair value fluctuations are not recognized in profit or loss or other comprehensive

income.

Rationale:
Since the intent is to hold these assets to maturity, the fair value fluctuations are considered not relevant for
the purpose of ongoing performance measurement. The primary focus is on the amortized cost and the

recognition of interest income over time.

Implication for Fair Values and Growth:
- Changes in market prices (fair values) are ignored unless impairment occurs.
- The subsequent growth in fair value does not impact the company's financial statements until the asset is

sold or impaired.

Summary:
In the case of HTM securities, fair values and subsequent market fluctuations are not relevant for reporting
because the accounting focus is on amortized cost and interest income, aligning with the company's holding

intention.

Loans and Receivables

Overview:
Loans and receivables are non-derivative financial assets with fixed or determinable payments, such as

trade receivables, notes receivable, or loans to other entities.

Accounting Treatment:



- Initial Recognition: At fair value plus transaction costs.
- Subsequent Measurement: At amortized cost using the effective interest method.

- Fair Value Considerations: Fair value changes are generally not recognized unless impairment occurs.

Rationale:
The primary purpose of recording loans and receivables is to reflect expected cash flows rather than

current market values. They are held to collect contractual cash flows, not to realize fair value fluctuations.

Implication for Fair Values and Growth:
- Fluctuations in fair value do not impact profit or loss during the holding period.
- Recognition of fair value movements is typically limited to impairment assessments, not ongoing

revaluation.

Summary:
For loans and receivables, fair value and subsequent growth are not relevant for reporting unless
impairment losses are recognized, emphasizing their focus on cash flow expectation rather than market

valuation.

Investments in Subsidiaries (Consolidation)

Overview:
When a parent company controls an investee (usually defined as owning more than 50% of voting rights),

the investment is consolidated into the parent’s financial statements.

Accounting Treatment:

- Consolidation Method: The parent combines the assets, liabilities, income, and expenses of the subsidiary,
eliminating intra-group transactions.

- Fair Value Considerations: The investment is not measured at fair value post-acquisition in the
consolidated financial statements; instead, the subsidiary’s assets and liabilities are consolidated at their book
values.

- Subsequent Growth: The growth of the investee's assets, earnings, or valuation does not directly impact

the parent's fair value measurement.

Rationale:
The goal of consolidation is to present a comprehensive view of the group’s financial position, rather than to
reflect market-based fair value fluctuations of individual investments. The focus is on control and the

economic substance of the combined entity.

Implication for Fair Values and Growth:

- The fair value of the subsidiary is not a primary consideration in the consolidated statements; instead, the



focus is on the book values of assets and liabilities.
- Changes in the subsidiary’s fair value are not recognized unless an impairment occurs, or in specific cases

like business combinations or fair value adjustments at acquisition.

Summary:
In consolidated financial statements, fair values and subsequent growth of the investee are not directly
relevant for reporting because the focus is on control, assets, and liabilities at their book values, not their

current market value.

Additional Investment Categories with Limited Relevance of

Fair Values

‘While the categories above are prominent examples, other investments may also fall into this category

under certain circumstances.

- Equity Investments in Subsidiaries or Joint Ventures Accounted for Under Cost Method:
When the investment is held at cost (e.g., in early stages or when control is not established), fair value

movements may not be recognized unless impairment occurs.

- Long-term Investments Classified as Non-Current Assets:
If the company's intention is to hold such investments for the long term, and the investments are not
marked at fair value, then subsequent fair value changes are not relevant unless explicitly required by the

accounting standard.

Note:
Standards like IFRS 9 and US GAAP provide specific guidance on when fair value changes are recognized.
The context of the investment's purpose and classification determines the relevance of fair value and

growth.

Rationale Behind the Limited Relevance of Fair Values in

Certain Investment Categories

The decision to deem fair value and subsequent growth as not relevant in specific contexts is driven by

several principles and practical considerations:



- Intent and Business Model:
Investments held for collecting contractual cash flows or for control purposes are accounted for differently

to reflect their primary purpose.

- Stability and Predictability:
Certain investments, such as HTM securities, are intended to provide stable returns, and fair value

fluctuations are considered noise rather than meaningful performance indicators.

- Cost Principle and Control:
For subsidiaries or investments where control exists, the emphasis is on the consolidated assets and

operations rather than fair value movements.

- Avoidance of Volatility:
Recognizing fair value changes in investments that are held long-term or for strategic control can introduce

volatility that does not reflect operational performance.

- Standard-Driven Approach:
Accounting standards specify which categories recognize fair value movements, favoring amortized cost or

book value for certain assets to maintain consistency and comparability.

Implications for Investors and Financial Statement Users

Understanding the treatment of fair values and subsequent growth in different investment categories is

crucial for accurate interpretation of financial statements.
For Investors:

- Recognize that investments classified as HTM or loans are less sensitive to market fluctuations in their
reported values, focusing instead on cash flow stability and interest income.
- When analyzing subsidiaries or controlled entities, focus on operational performance and consolidated

assets rather than fair value changes, which are generally not recognized.
For Auditors and Regulators:

- Ensure that classification aligns with the company's intent and that the appropriate measurement basis is
used.
- Verify that fair value movements are recognized only where standards require, and that disclosures are

adequate.



For Financial Analysts:

- Adjustments may be necessary when comparing investments across different categories, especially
considering the limited relevance of fair value movements in certain portfolios.

- Use supplementary disclosures to understand the economic substance behind reported figures.

Conclusion

In summary, the investment categories where fair values and subsequent growth are not relevant for
reporting primarily include Held-to-Maturity securities, Loans and Receivables, and Investments in
Subsidiaries (Consolidation). These classifications are grounded in the underlying accounting principles

emphasizing the purpose of
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