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Joint ventures (JVs) in-
volve two or more parties 
(venturers) who share 
control over a specific 
business undertaking by 

contributing resources to achieve a mutual 
goal. The JV’s life is limited to that of the 
venturers’ undertaking, which may be of 
short or long-term duration, depending on 
the circumstances.

The distinctive feature of a JV is an 
agreement (usually in writing) establish-
ing joint control governing the relationship 
between the venturers. Decisions in all 
areas essential to the accomplishment of 
the JV’s goals require the consent of the 
venturers, as provided by the agreement; 
none of the individual venturers can unilat-
erally control the venture. This feature of 
joint control distinguishes investments in 
JVs from investments in other enterprises 
where control of decisions is related to the 
proportion of voting interest held.

In August 2023, the Financial Account-
ing Standards Board (FASB) released ASU 
2023-05, Business Combinations – Joint 

Venture Formation: Recognition and Initial 
Measurement, codified under Subtopic 
805-60. This ASU addresses the account-
ing by a JV for the initial contribution of 
nonmonetary and monetary assets to the 
venture. FASB requires that JVs formed on 
or after January 1, 2025, adopt this ASU, 
with early adoption permitted.

This article expounds on applying the 
equity method to the formation of JVs and 
accounting for subsequent years from the 
perspective of venturers. 

DEFINITION 
ASC 323, Investments-Equity Method and 
Joint Ventures, defines a corporate joint 
venture as a corporate-owned entity that 
a small group of joint venturers owns and 
operates for a specific business purpose 
and their mutual benefits. A corporate JV 
usually provides an arrangement under 
which each of the joint venturers may par-
ticipate, directly or indirectly, in the overall 
management of the JV. Joint venturers thus 
have an interest or relationship other than 
as passive investors.
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There are no legal or accounting 
restrictions on the size of JVs. The Wall 
Street Journal (Jan. 22, 2025) reported 
that Italy’s Generali and the owner of 
France’s Natixis will combine their asset 
management operations and create a 
European giant overseeing €1.9 trillion, 
or $1.979 trillion, in assets. The ventur-
ers will own the JV 50-50 (B11).

OBJECTIVES OF ASU 2023-05
FASB issued this ASU because there was 
no guidance on recognizing and measur-
ing the contribution of nonmonetary and 
monetary assets in a JV’s stand-alone 
financial statements. While the ASU 
does not change the definition of a joint 
venture, it establishes a new basis of ac-
counting upon the venture’s formation.

This ASU has the following dual objec-
tives:

•   To standardize the accounting 
practices for how JVs recognize 
contributions from venturers at the 
time of formation.

•   To reduce diversity in practice 
about how a JV or corporate JV 
accounts for the contributions it 
receives from its venturers upon 
formation. 

The ASU requires JVs, upon formation, 
to (1) recognize and measure the initial 
contributions of monetary and non-mon-
etary assets by the venturers at fair value 
and (2) measure its net assets (including 
goodwill) at fair value by using the fair 
value of the JV as a whole. Therefore, upon 
adoption of ASU 2023-05, a JV will mea-
sure its total net assets upon formation 
as the fair value of 100 percent of the JV’s 
equity immediately after formation.

ACQUISITIONS
Many equity investments do not require 
the complete acquisition of investees 
and their consolidations. Depending on 
circumstances, companies may account 
for an equity investment through consoli-
dation, equity or fair value. Generally, an 
investor accounts for an investment as a 
consolidated subsidiary when it can exer-

cise control over the subsidiary; however, 
if the acquirer maintains only significant 
influence over the investee, it uses the 
equity method of accounting.

If an investor exercises neither control 
nor significant influence over the ac-
quiree, the proper method of accounting 
for the investor is the fair value method. 
Investors in partnerships, unincorporated 
JVs and limited liability companies (LLCs) 
generally account for their investments 
using the “equity method of accounting” 
if the investor can influence the investee 
significantly.

EQUITY METHOD OF ACCOUNTING
Venturers generally account for an invest-
ment in a JV under the equity method of 
accounting (ASC 323, Investments – Equity 
Method and Joint Ventures). Suppose a 
JV is considered significant to a venturer 
registrant. In that case, the venturer 
registrant may need to provide the JV’s 
separate financial statements or summa-
rized financial information in the financial 

statement footnotes. The information a 
registrant must present depends on the 
significance level, which is determined 
based on the results of various tests out-
lined in SEC Regulation S-X.

Investors may account for an eq-
uity investment as consolidation, equity 
method or fair value method. Generally, an 
investor accounts for equity investments 
using consolidation when it has control, 
the equity method when it has significant 
influence and the fair value method when 
it has neither control nor significant influ-
ence.

When a JV’s equity turns negative, the 
venturer’s balance sheet reflects zero 
equity for that investment. However, 
depending on the JV’s corporate structure, 
the venturers may still have a financial 
obligation for the JV’s liabilities.

SIGNIFICANT INFLUENCE
An investor is considered to have sig-
nificant influence – without control – if it 
owns 20 percent to 50 percent of an in-
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vestee’s voting stock and does not control 
the subsidiary. FASB bases this on owner-
ship of voting securities and requires the 
equity method when significant influence 
exists. In some cases, influence may be 
present with as little as 3 percent owner-
ship. Indicators of significant influence 
are outlined in ASC 323-10-15-6 to -11:

•   Board of directors’ representation 
and participation in policymaking 
processes;

•   Material intra-entity transactions 
and technological dependency;

•   Interchange of managerial person-
nel and extent of ownership. 

JOINT CONTROL
The concept of joint control is the most 
distinctive characteristic of a JV. Account-
ing Standards Executive Committee 
(AcSEC), in its 1979 Issue Paper (not an 
authoritative guidance), defines a joint 
venture as arrangements whereby two 
or more parties (the venturers) jointly 
control a business undertaking [51(b)]. 
This definition implies that all venturers 
should consent to any business decisions. 
This feature of joint control distinguishes 
JVs from investments in other types of en-
tities where control of decisions is related 
to the proportion of voting interest held 
by investors.

Even though the AcSEC 1979 Issue 
Paper is not an authoritative guidance, 
accounting practice has widely adopted 
and applied it.

OTHER ASSETS AND LIABILITIES 
JVs capitalize as indefinite-lived intan-
gible assets all in-process intangible re-
search and development assets (IPR&D) 
that venturers have contributed to a 
JV at its formation, consistent with the 
accounting model for business combina-
tions (ASC 805).

JVs may contribute one or more busi-
nesses to the JV that have employees with 
share-based payment awards. In these 
situations, the JV determines the portion 
of the compensation expense it should 

attribute to the employees’ pre-formation 
and post-formation services based on 
ASC 718 (Compensation-Stock Compensa-
tion) as equity or liability. JVs account for 
pre-formation vested awards as addition-
al paid-in capital (APIC) or other similar 
equity account.

JVs account for contingent consider-
ations as liabilities (or assets) at their 
formation.

INTRA-ENTITY TRANSACTIONS 
ASC 323 requires investors to incorpo-
rate specific adjustments to the carrying 
amount of their investments to determine 
the net income associated with such 
investments. These adjustments include 
eliminating intra-entity profits and losses 
in some cases until realized by the inves-
tor or investee as if the investee were 
consolidated (ASC 323-10-35-7). 

Investors may sell (downstream trans-
actions) or purchase (upstream transac-
tions) assets to or from investees. Such 
assets are not the output of an entity’s 
ordinary activities. ASC 323 requires that 
investors and investees engage in these 
activities as arm’s length transactions.

Transactions between an investor and 
an investee could be subject to ASC 606 – 
that is, if the item sold is an output of an 
entity’s ordinary activities, the investor 
will eliminate its proportionate share of 
the profit from intra-entity transactions 
until that profit is realized in transactions 
with third parties (ASC 323-10-35-7).

BASIS DIFFERENCE 
Under the equity method, investments 
are initially recorded at cost (ASC 323-
10-30-2; ASC 805-50-30). Any “basis 
difference” between the investment cost 
and the investee’s net assets is allocated 
to specific assets, goodwill or intangibles, 
as if the investee were a consolidated sub-
sidiary (ASC 323-10-35-13). Despite this, 
the investment appears as a single-line 
item on the investor’s balance sheet – 
dubbed a “one-line consolidation.”

SUBSEQUENT MEASUREMENTS
After initial measurement, the carrying 
amount of an equity method investment 
adjusts for the investor’s share of earn-
ings or losses (ASC 323-10-35-4). These 
amounts are reported on a single line in 
the income statement and investment ac-
count. The equity method is discontinued 
if the investment balance falls to zero due 
to investee losses (ASC 323-10-35-20). 

The equity method mandates compa-
nies to record their initial investments at 
cost, after which they adjust their invest-
ments for the actual performance of the 
JV. The following calculation illustrates 
how the equity method operates:

+ Initial investment recorded at cost
+/- Investor’s share of joint venture 

profit or loss
- Distributions received from the joint 

venture
= Ending investment in joint venture

GOODWILL 
ASC 350, Intangibles–Goodwill and Other, 
defines goodwill as “an asset representing 
the future economic benefits arising from 
other assets acquired in a business com-
bination that are not individually identi-
fied and separately recognized.” In other 
words, goodwill represents the premium 
an acquirer is willing to pay above the fair 
value of the acquired entity, reflecting the 
anticipated future economic benefits.

The following is an excerpt from Micro-
soft’s Form 10-Q for the quarterly period 
ended March 31, 2023:

“Goodwill was assigned to our Intel-
ligent Cloud segment and was primarily 
attributed to increased synergies that are 
expected to be achieved from the integra-
tion of Nuance. None of the Goodwill is 
expected to be deductible for income tax 
purposes.”

This excerpt refers to “increased 
synergies.” Microsoft claims that it plans 
to achieve this synergy through its busi-
ness combination. If it fails to do so, the 
recorded goodwill may be subject to 
impairment.
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JVs do not meet the 
definition of business com-
binations under ASC 805; 
however, they may recog-
nize goodwill. JVs recognize 
goodwill upon formation as 
the excess of (a) over (b):

a   The formation-date 
fair value of the JV, as a 
whole, equals the fair 
value of 100 percent 
of the JV’s equity (net 
assets) immediately 
following formation, 
including any non-
controlling interest 
(NCI) in the net assets 
recognized by the JV.

b  The net amount of 
the formation-date 
identifiable assets 
and liabilities recog-
nized by the JV (ASC 
805-20). Assets and 
liabilities, not part 
of the formation, are 
excluded from the 
goodwill calculation.

The initial measurement 
of a JV is similar to push-
down accounting, where 
asset and liability bases are 
adjusted to fair value. Un-
like business combinations, 
JVs treat negative goodwill 
as an equity adjustment, 
not a bargain purchase gain. 
The JV adopts the acquirer’s 
stepped-up basis in its 
financial statements.

Companies that do not 
meet the definition of public 
business entities (PBEs) can 
potentially amortize their goodwill on a 
straight-line basis over 10 years or less 
(ASU ((2013-12)), Definition of a Public 
Business Entity. This guidance eliminates 
goodwill’s annual impairment test. It 
requires the test only when an event or 
circumstance indicates that the entity’s 
fair value (or reporting unit) may be 

less than the carrying value. JVs usually 
adopt venturers’ policies for goodwill 
impairment testing and amortization.
Goodwill and Bargain Purchase Price. 
The amount an investor pays to acquire 
an equity method investment differs 
from its proportionate share of the 
carrying value of the investee’s underly-
ing assets and liabilities (ASC 323-10-

35-34), which is the “basis 
difference.” If the acquirer 
cannot attribute such a basis 
difference to specific assets 
and liabilities that it has ac-
quired, it reflects it as “equity 
method goodwill.” Under 
certain circumstances, the in-
vestor’s share of an investee’s 
net assets is higher than the 
consideration paid. If the 
investor cannot attribute the 
negative basis difference to 
specific assets or liabilities, 
it recognizes it as “bargain 
purchase price” or “negative 
goodwill.” 

ASC 323-10-35-13 implic-
itly requires that companies 
treat any negative goodwill in 
equity method investments 
consistent with the con-
solidation accounting model. 
Thus, companies recognize 
any excess fair value of the 
identifiable net assets over 
the cost of the equity method 
investment in earnings on 
the investment date, consis-
tent with FASB’s business 
combination guidance (ASC 
805-30-25-2). 

Amortization of goodwill 
may be deductible in some 
tax jurisdictions. Companies 
recognize tax benefits arising 
from excess tax-deductible 
goodwill, which results in the 
recognition of DTA similar to 
any other temporary differ-
ences (ASC 805-740-25-9). 

However, the recognition of DTL for 
financial reporting goodwill over tax-
deductible goodwill is prohibited (ASC 
740-10-25-3(d)).

JV EXCLUSIONS
Asset Acquisitions. Joint venture 
investments differ from “asset acqui-

Navigating the Essentials:  
Key Concepts and Insights
DEFINITION OF JOINT VENTURES (JVS)

•   Two or more parties share joint control
•   Unanimous consent required for essential decisions
•   Distinct from other equity investments

NEW ACCOUNTING STANDARD: ASU 2023-05
•   Applies to JVs formed on or after January 1, 2025
•   Requires fair value recognition of initial contributions
•   Mandates new basis of accounting upon formation

EQUITY METHOD FOR SIGNIFICANT INFLUENCE
•   Required for investors with 20-50% ownership
•   May apply with less than 20% ownership if other  

factors exist
•   Outlined in ASC 323

ACCOUNTING FOR BASIS DIFFERENCES AND GOODWILL
•   Allocates investment cost exceeding net assets to 

specific assets, goodwill or intangibles
•   Recognizes goodwill when JV’s fair value exceeds net 

identifiable assets

ELIMINATION OF INTRA-ENTITY TRANSACTIONS
•   Requires elimination of profits from JV-venturer 

transactions
•   Profits recognized only when realized through  

third-party transactions

JV EXCLUSIONS
•   Excludes asset acquisitions and collaborative 

arrangements
•   Covered separately within the scope of ASC 805 and 

ASC 808
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Description Initial Measurement Subsequent Measurement

Equity investment has a readily determinable fair value available Transaction price or fair value Adjusted for fair value with changes recorded 
in earnings

Equity investment does not have a readily determinable fair 
value available

Cost
Measurement alternative

sitions.” A business combination is 
a transaction or event by which an 
acquirer obtains control of a business.

Suppose acquiring an asset or asset 
group (including liabilities assumed) 
does not constitute a business. In that 
case, the transaction is no longer a 
business combination and the acquirer 
accounts for it as an “asset acquisition.” 
An asset acquisition transaction uses 
a cost accumulation model, whereas a 
business combination within the scope 
of ASC 805, Business Combinations, uses 
a fair value model.

Collaborations. JV investments 
are not collaborative arrangements. 
Collaborative arrangements aim to 
provide partners with a share of profits 
and losses in joint operating activi-
ties. In collaborative arrangements, 
partners usually share responsibilities, 
but one partner may be responsible for 
specific activities while others share 
the remaining responsibilities.

Counterparties in a collaborative 
arrangement often conduct their 
activities without creating a separate 
legal entity. As a result, collaborative 
arrangements usually provide a certain 
level of flexibility and less structure in 
their operations. Collaborative arrange-
ments are typically within the scope of 
ASC 808, Collaborative Arrangements.

FAIR VALUE METHOD  
ACCOUNTING
Companies use the fair value method 
for their equity investments when 
ownership is less than 20 percent of 
the investee’s outstanding shares and 
they do not have control or significant 
influence. These companies can record 
changes in the value of their invest-
ments in earnings.

CLARIFYING JOINT VENTURE AND 
EQUITY METHOD ACCOUNTING
Previously, U.S. GAAP lacked clear 
guidance on how JVs should recog-
nize and measure contributed assets 
and liabilities at formation, leading to 
inconsistent practices. To address this, 
FASB issued ASU 2023-05, requiring 
JVs to apply a new basis of accounting – 
similar to pushdown accounting – and 
recognize net assets at fair value as of 
the formation date. Guidance for JV 
venturers remains unchanged.

This ASU has effectively streamlined 
and simplified the JV accounting pro-
cess, significantly improving U.S. GAAP.

This article discussed the fundamen-
tals of the equity method accounting 
for JV investments. A comprehensive 
discussion of equity method account-
ing is beyond the scope of this article. 
The objective was to highlight at least 

some rudimentary issues related to 
this complex area of accounting. The 
article wittingly avoided excessive 
details on some technical problems. 
Readers may want to refer to the FASB 
and other accounting literature for a 
more comprehensive discussion.

Please see the TXCPA website for 
example illustrations.

Table 1. Summary of Fair Value Accounting for Equity Investments
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