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Dear Mr Hoogervorst,

Exposure Draft ED 2011/4 — Investment Entities

Deloitte Touche Tohmatsu Limited is pleased to respond ténteenational Accounting
Standards Board’s (the IASB’s) Exposure Draft on Investnigmities (‘the exposure
draft’).

We support the Board'sfforts to improve financial reportings we agree that there
are entities for which the measurement of investmentoimrolled subsidiaries at fair
value provides the most relevant information to findnsiatement users and the most
faithful representation of the relationship between thigyesnd its investees. However, to
identify the types of entities for which this is the caag preference would be firstly to
establish a principle of which types of entities shoulccbesidered investment entities
and then to identify specific criteria necessary tsBathat principle. We further believe
that for these entities it is appropriate to measurefatheir investments at fair value,
rather than the approach in the exposure draft, which oglyres fair value measurement
for certain types of investments held by such entities.

We also agree with the exposure draft that the exceptioneasurement of controlling
interests at fair value should extend to controllingregts in other investment entities.
Similar to the requirement that an investment entityukhmot consolidate a non-
investment entity, we agree that an investment entityildhnot consolidate another
investment entity. We believe that rather than consiididathe Board should develop
additional disclosure requirements that provide transpgremno the financial position

and operations of a subsidiary investment entity.

We do, however, disagree with the exposure draft’'s propleggatnon-investment entity
parent of an investment entity should consolidate alltiesitit controls through its
consolidated investment entity subsidiary. We do not belieatethirs would result in the
most relevant information being provided to investors inpidweent. We believe that it is
appropriate to establish a clear principle and criterith@tinvestment entity level that
carries-over to the consolidated financial statementa pbn-investment entity parent,
rather than to prohibit the retention of investment entgoanting, or to impose barriers



or restrictions that would result in differing accountiag the investment entity and
consolidated levels.

Finally, we are concerned that although this exposurd dradild generally align the
scope of entities that qualify as investment entitiath whe scope of investment
companies under the Financial Accounting Standards BodfASK's) proposals, there
are a number of differences between the proposed accouatjpgements for entities
that qualify as investment entities under the exposure draftthe FASB’s proposed
guidance. For example, U.S. GAAP has different requergs for determining the initial
measurement of an investment entity’s investments. Wenmmend that the Boards
reconcile these differences before finalising their expoduafts.

Our detailed responses to the questions in the invitati@oronent are included in the
Appendix to this letter.

If you have any questions concerning our comments, pleasectMaronica Poole or
Andrew Spooner in London at +44 (0)20 7007 0884 or +44 (0)20 7007 0204 redpective

Yours sincerely,

Veronica Poole
Global Managing Director
IFRS Technical



Appendix

Question 1 - Exclusion of investment entities fromansolidation

Do you agree that there is a class of entities, commonly thoughtaofiagestment entity
in nature, that should not consolidate controlled entities and instead mehsuaneat fair
value through profit or loss? Why or why not?

Yes.

We support the Board’s proposal to exempt consolidationdidain investment vehicles
and to instead require measurement of investments imotledt entities at fair value
through profit or loss. We support the proposal for alemof reasons as summarised
below.

For certain entities measurement of investments atvédire provides the most relevant
information to financial statement users and is the rfagitful representation of the

relationship between the entity and its investee. Fottienmtsuch as mutual funds,
investment trusts or partnerships and other similar entifigure net cash inflows

primarily occur as a result of disposal of the investmeahierahan through management
of the underlying assets and operations of the investeeprobpect of those future cash
inflows can more readily be assessed by referendeettair value of investments than by
presentation of an investee’s individual assets, liadslitand performance. For this
reason, accounting for controlled investees at fair vamvides more meaningful

information than consolidation.

In addition, fair value is a more relevant measuremgribate as both management and
investors typically make decisions based upon the fair wafluavestments. In many

cases, the unit capital (or similar in-substance ownerstapests) of an investment entity
is puttable back to an investment entity at fair valuecofdingly, this necessitates
frequent determination of that value as it is the basiswhich investors make their

decisions on whether to hold or divest of their ownership iritéres) investment entity.

Measurement at fair value through profit or loss alssuses a consistent measurement
basis for holdings in various ownership positions irrespedivde size of the holding.
For investment entities this is meaningful as the sizé@fhiolding may differ but the
investment strategy may be the same. For instance, astrimer@ fund may hold 51% of
the ordinary shares of one investee while holding 21% of ttheaoy shares of another
investee but have the same investment strategy. Applying astmisipolicy for
measuring its investments is preferable to consolidating sordenot others when the
objectives of holding both the investments are identicdliavestors demand the same
fair value information for both investments.

We are aware that the proposals are an exception totiseldation principle, but we
see this as a positive and reasonable extension of the cafreguly existing in IAS 28,
which we support, for investments held by venture capigdrozations, mutual funds,
unit trusts and similar entities. The extension to nonaataion of controlled entities
subject to meeting specified criteria is welcome. Howeagmade clear in our response
to other questions below we believe the criteria couloripeoved.



Question 2 - Criteria for determining when an entity isan investment entity

Do you agree that the criteria in this exposure draft are appropriatiElentify entities
that should be required to measure their investments in controlledesruitifair value
through profit or loss? If not, what alternative criteria would you propesel why are
those criteria more appropriate?

We agree with the Board’s reasons for requiring anmiare from consolidation but we
do not believe the proposed criteria are the best waypoéssing the types of entities that
should be subject to the exception. Our preference wouldstly fo establish a principle
of which types of entities should be considered invedtreatities and then secondly
identify specific criteria necessary to satisfy thaingple. We suggest the following
principle for identifying an investment entity:

“An investment entity pools investors’ funds to provide the itorsswith

professional investment management. The entity investprteeeds only
for capital appreciation, investment income (such as dividendgerest) or
both, and provides the returns to its investors.”

We believe that the specific criteria proposed in the sxodraft could be modified to
better support such a principle as follows:

Nature of the investment activity- The criteria in paragraphs 2(a) and 2(b) (‘nature of
the investment activity’ and ‘business purpose’) could be combameldsupplemented
with a portion of the guidance in paragraph B6 of the expodwai. Doing so would
help to further clarify how these concepts interrelate sWggest the following criterion:

“An investment entity has no substantive activities othan tinvesting-
related activities and provision of services relatethtse activities. The
entity has made a commitment to its investors that sudWtiest are its

sole business purpose. Activities are considered to be thidnerinvesting
activities if the entity or its affiliates obtain, drave the objective of
obtaining, benefits from its investments that are not dapgpreciation,
investment income (such as dividends or interest), or bath, not

available to other non-investors or are not normally attriidetao

ownership interests.”

We believe the requirement that an investment entity doesolstain, or have the
objective of obtaining, benefits from its investments thatreot capital appreciation or
investment income differentiates an investment entity faoconglomerate that acquires
entities for the purpose of obtaining such benefits. Thiseqtrshould be included in the
criterion rather than only in the implementation guidanie.also believe that many of
the Board’'s concerns related to the abuse of the investemtity principle (and the
Board's decision to not retain the fair value measunénre consolidation) would be
alleviated, if more emphasis were placed on the rem&nt that the investment entity is
not receiving such benefits.

Unit Ownership - We believe that the criterion in paragraph 2(c) (‘unit aship’)
should be modified to reflect the fact that not all teegi have shares outstanding or
partnership interests. For example, certain activelynagad collateralised loan
obligations (CLOs) or collateralised debt obligations (I3p may provide beneficiaries
with a proportionate share of net assets but not throulgér eshares or partnership units.
These types of entities pool funds from numerous invegttebt holders of various
classes, including classes that bear the risks and redard owning the residual class)
and operate in a manner similar to other types of &gt investment entities. In
addition, some investment entities issue residual irieetést may be required to be



classified as a liability in accordance with IAS 3Adaaccordingly have no equity
outstanding in their financial statements (for examplenership units in limited life
funds which are mandatorily redeemable upon termination ofuitd. To address the
concern that an investment entity should aggregate a samtifportion of its capital from
outside investors in order to prevent the abuse of the invesenéity principle, we
believe that this criterion should include equity and dletests, provided those interests
participate in both the risks and rewards of ownershiphdRdahan following a technical
classification approach consistent with IAS 32 of whethesé interests are considered
financial liabilities or equity instruments, we bekethat the focus should be placed on
whether the investor’s interest represents rights to thassets of the entity.

Pooling of Funds - Our concerns around this criterion and application guidance
regarding pooling of funds are further discussed in our resporigaestion 4.

Fair Value Management— The basis for the accounting by an investment entitytdor i
investments in controlled entities at fair value thropgtfit or loss is that fair value is a
more appropriate measurement attribute than consolidatioerefbhe, fair value
management is an essential criterion in establishing ppeopriate parameters of an
investment entity. However, it is unclear as to how thiemon should be evaluated as
fair value is a concept defined for financial reporting not necessarily for management
and performance evaluation of investments. Performamzg be managed on a basis
close to fair value but excluding certain factors sughiquidity, credit risk or a control
premium if these are not deemed significant to the investnkar example, if an
investment in a controlled entity is purchased primafdy investment income (for
example an interest in a fixed income fund), fair valnay not be the primary
measurement attribute used to make decisions about theifihgerformance of the
investment. In this case, fair value may be a measene attribute considered by
management of the entity, but yield (income) or credit m&yhle primary measurement
attribute. However, both credit and yield affect the faiueeaof the investment and are
key components used in determining fair value. In addition, imgestay be able to
redeem their investments based on the net asset valudgtedcusing fair value) of the
entity and therefore fair value of the underlying investmeniteportant to the investors.

The basis for conclusions in the IASB’s and FASB’s exposdrafts contain
inconsistencies in this respect, as the FASB's exposuaét provides that when
evaluating this criterion, the entity should consider “howvahsacts with its investors”.
The FASB'’s exposure draft also states that “money rhdwkels, which currently report
their investments at amortized cost, would be considépedbe managing their
investments on a fair value basis.” The IASB’s exposinadt does not include similar
language. Accordingly, it is unclear as to whether cashagement funds, including
money market funds (for which some could argue the “primagsurement attribute” is
yield rather than fair value) would qualify as investmenmtities.

There are also remaining differences between the fdure vameasurement guidance in
IFRSs and in U.S. GAAP. Most notably, ASC Topic 820 (eferenced in IFRS
13.BC238) provides a practical expedient permitting use ohadjusted net asset value
as fair value in specific circumstances. Careful yialof this and other differences is
needed to assess how this affects the application of thealaie management criterion
and any unintended differences between IFRSs and U.S. GAfdh may result.

Taking into account the above, we believe the Board shoulddsrrmioviding guidance
on how purely the concept of fair value needs to be appliethimging and evaluating
investments for this criterion to be satisfied.



Reporting Entity — We believe that the criterion in paragraph 2(f) incoryewterences
the disclosure requirements, rather than implementagjiodance on how to apply the
reporting entity criterion. We suggest including implatagion guidance that states:

“An entity can be but does not need to be a legal embitype an
investment entity. The economic substance of the entityerdhan its
legal form, should be evaluated to determine whether they esta
reporting entity that provides investors with periodic ficiahresults
about its investing activities.”

With respect to the application guidance supporting theiféperiteria, we have certain
concerns or request additional clarification in order tsuee the principle of an
investment entity is appropriately supported.

» Paragraph B3: Collateral associated with an investment We question the
requirement that if the purpose of acquiring an investmgnto i obtain the
underlying collateral and the underlying collateral is nddteel to the entity's
investment objectives, this would preclude the entity frammdp an investment
entity. There may be occasions where an investment ewegtyires collateral that
is unrelated to their investment objectives, but the entity decide to retain the
collateral for the long term. Accordingly, they may changer threvestment
strategy. It is not apparent why this change in investsteaitegy subsequent to
the possession of the collateral should disqualify thetyeftom being an
investment entity. In addition, we request additional glaver what is meant by
“the rights that a third party may have over the coldtewhen determining
whether collateral is held temporarily.

» Paragraph B4-B5: Multiple investments — We are concerned with the
requirement that an investment entity must hold multiplestments to qualify
as an investment entity. An investment entity may bméor to pool money to
invest in a single entity for which the minimum investmenbis great for each
individual investor, the investment is unobtainable by single iokegr where
the investment could result in too great a concentratiorsloffor an individual
investor. In these situations, the entity would be disitrch from being
considered an investment entity as a result of owning a simgdstment. The
Board should consider whether this is consistent with thecipte. In addition,
the Board should permit an entity to qualify as an itnaest entity if it holds a
single investment, when the entity (for example, a blocketygntas formed in
conjunction with its parent investment entity and that pagetity holds multiple
investments. In a Master-Feeder structure, the mastdeaddr funds may often
be formed at different times even when the structure ipthin advance. We
suggest that the Board clarify that this should not pdecl Feeder fund from
being considered an investment entity formed in conjunetitma Master fund.

» Paragraphs B9-B11: Exit strategy— The Board should clarifwhether holding

an investment that pays a return over a fixed life tauritgtwould qualify as a
potential exit strategyThe application guidance regarding exit strategies in the
exposure draft only refers to realisation of capital apgtiea of investments.
However, the investment activities of many investment estitvill include
investing in fixed income instruments whose exit stratetfybe earning a yield
over the life of the instrument and recovering the initial stveent upon
maturity. We recommend that this scenario be specificatldressed in the
application guidance as its omission could lead to anenéer that holding to
maturity is not a permissible exit strategy. We alsmnamend that the list of



examples in paragraph B11 include an example of an exiegyrdased on the
existence of ‘limits’ that are common in many investmentities such as a
requirement to divest should certain criteria no longer be (for example, an
equity security is no longer included in an index or a debt ggaus longer
maintains an investment grade credit rating).

Question 3 - ‘Nature of the investment activity’

Should an entity still be eligible to qualify as an investmentyeiftit provides (or holds
an investment in an entity that provides) services that relate to:

(a) its own investment activities?

(b) the investment activities of entities other than the repoeiigy?

Why or why not?

Our recommended principle for an investment entity is tsasate business purpose is
conducting investing activities. A critical element of condugtand managing investing
activities is performing services in support of thosevams. Therefore, we agree with
the exposure draft's proposals that the provision of servieglser directly by the
investment entity or through an investee of the investmeity,eshould not preclude an
investment entity from meeting the criterion if the entitgs no other substantive
activities other than investing activities. We also agiteat when an investment entity
controls an investee that provides investment related serdoesolidation of that
investee is appropriate.

We recommend that the Board clarify whether investmenteceservices would include
financing related activities. Certain investment grgttuctures utilise leverage financing
where the borrowing is facilitated through a separatgllentity controlled by the
investment entity. If the Board believes that the fim@acelated activities are considered
investment related services, the financial reportintpefinvestment entity should reflect
the use of leverage financing when executed through a sulgsimbatrolled by the
investment entity.

An investment entity may provide investment related servioesther entities (for
example, custody of assets or recordkeeping services). Wwtdoelieve this should
preclude the entity from being deemed an investment éngither:

» the services are provided only to other related investmétiesnor

» the services provided to other parties are limited to asnbstantive level,
where the entity’s sole substantive business purpose carestidemed to be
holding investments for capital appreciation, investment indgoneh as
dividends or interest), or both.

Question 4 - ‘Pooling of funds’

(@) Should an entity with a single investor unrelated to the fund managdigitdeeto
gualify as an investment entity? Why or why not?

(b) If yes, please describe any structures/examples that in yewrshould meet this
criterion and how you would propose to address the concerns raised by the iBoar
paragraph BC16.

One of the fundamental characteristics of an investmetitty is that external investors
pool their funds to obtain professional investment manageneencss. Additionally,

having significant external ownership interests is an itambrsafeguard to prevent
potential abuses from attempting to structure around coasiold However, we have
concerns in certain situations with the requirement til@entity must have investors that



are unrelated to the parent (if there is a parent),imrabgregate those investors must
hold a significant ownership interest in the entity.

Single investor structures (or multiple investor structuvksre the investors are related
parties) are often created by investment managers orf béhi@r example, a pension or
other retirement scheme or a decommissioning fund. Thehactte investment entity
only has a single investor (or multiple related investoms) iha pension or similar fund
has no bearing on the financial reporting needs of thisiareThe investor requires fair
value information regardless of the fact that it mayHh®eonly investor in the fund. The
board should consider expanding the criteria to allow a siimglestor in such
circumstances.

In addition, the Board should consider that certain investneatity structures (an
employee side-by-side fund) comprise of capital primariymfrmanagement and/or
employees of the investment entity’s parent (the investrmamtager). These structures
co-invest in other investment entities alongside the capikabkied by external investors.
The investment manager will often be determined to b@ahnent of the employee side-
by-side fund as the investment manager has decision makihgrity over the entity,
economic exposure to the entity and there are no substantiveuticights. We believe
that these structures should meet the principle of an meestentity; even though there
may not be external investors in this specific legaketitat are unrelated to the parent, it
is investing along with an entity otherwise comprised otmwl investor capital. The
Board should consider whether this could be achieved by edhsnding the
requirement to exclude employees from the related party greegb when evaluating this
criterion or by amending the criterion to include affiliatdéshe parent rather than related
parties.

We also have concerns over the application guidance wlatdsdhat options to acquire
another investor’s interest held by the parent or itdedl|parties should be combined and
treated as if held by the parent for the purposes of asgesgiether this criterion is met.
‘The parent’s related parties’ could include the underlying tmvest entity itself, which
may have a call option to acquire its own equity (forngxa, a right to acquire its
investors’ interests at fair value in the event thedgcaired capital call is not met). We do
not believe that such an arrangement should necessagitjuge qualification as an
investment entity.

Question 5 - Measurement guidance

Do you agree that investment entities that hold investment propshibesd be required

to apply the fair value model in IAS 40, and do you agree that the meastgrgance
otherwise proposed in the exposure draft need apply only to financial assdefjned in

IFRS 9 and IAS 39 Financial Instruments: Recognition and Measurement? Why or why
not?

We agree that investment entities that hold investmemgepties should be required to
apply the fair value model in accordance with IAS 40 aswlduld be the most relevant
information for users of the financial statementsrokatity that manages its investments
on a fair value basis and would address the concern notpdragraph BC4 of the
exposure draft over reporting investments on more thamasie. For the sake of clarity,
we recommend that a consequential amendment be made tealQAS reflect this
requirement.

We do not, however, agree that the measurement guidanaespdoin the exposure draft
should be restricted to financial assets and investmepepy as an investment entity
may hold investments in the form of other investment agketexample, commaodities).

We believe that such assets should also be measuredifyeatment entity at fair value



through profit or loss and that a requirement to do saldhme included within the main
body of the IFRS rather than with Application Guidance,isaghe case with the
requirement on investment property in the exposure draft.

Question 6 - Accounting in the consolidated financialtatements of a non-investment
entity parent

Do you agree that the parent of an investment entity that is notatsétivestment entity
should be required to consolidate all of its controlled entities includmge it holds
through subsidiaries that are investment entities? If not, why not andwuoad you
propose to address the Board’s concerns?

We do not agree with the proposal in the exposure draftanon-investment entity
parent of an investment entity should consolidate estiit controls through its
consolidated investment entity subsidiaries. Rather, weueeihat the investment entity
accounting should be retained in the financial statemehts non-investment entity
parent. If an appropriate clear principle and criteria established at the investment
entity level, they should carry-over to the consolidated filgdrstatements of a non-
investment entity parent. We support the proposed congégjiemendment to IAS 28
to retain the accounting that an investment entity siudygidipplies for its associates or
joint ventures, but do not understand the conceptual basikeor‘tnwinding” the fair
value measurement for that investment entity’s contiollevestments. Further, we
believe that IAS 28 should be amended to clarify thatviaiue measurement is retained
for controlled investees of an investment entity assocageint venture in the equity
accounting by a non-investment entity.

We believe that the Board’'s concerns related to abufigeahvestment entity principle

by establishing an internal investment entity subsidiarywoodarecognising expenses are
addressed by the requirements in paragraph B6 of thew@edraft. Specifically, if an

internal investment entity subsidiary were investing to ioptar had the objective of

obtaining, either for itself or for other entities withthe group, benefits from its

investments that are neither capital appreciation nor investmeome, the subsidiary

would violate the requirement in paragraph B6 (which extémgnefits obtained by the
entity’s affiliates) and would therefore not qualify as iamestment entity for the

purposes of its individual financial statements. As indicateaur response to Question
2, we propose to include this requirement in the criteriguglify as an investment entity,
as we believe that this is a key distinction in identifyan investment entity.

We also understand that the Board is concerned that allcavimgn-investment entity
parent to retain the investment entity accounting in @atetion could result in a
situation where a portion of an entity owned by a consolidgteup is measured at fair
value while another portion of the same entity is accourfondpy consolidation, using
the equity method or at cost. This could occur when theim@stment entity parent
directly acquires an investment in an investee of its imst entity subsidiary. In the
parent entity’s consolidated financial statements, riiestment held directly by the non-
investment entity parent may, for example, be accouotedy the equity method while
the investment held by the investment entity subsidiary waellcheasured at fair value if
fair value measurement were retained in consolidatimwédder, we believe that this
situation currently exists in practice. As acknowledged ingraph BC21 of the basis of
conclusions to IAS 28, the Board felt it appropriate to heemeasurement exemption
(i.e., fair value) for portions of an investment in asaciate held through, for example, a
venture capital organisation rather than accounting foditleet and indirect investments
in such an entity as a single unit.



We note that the American Institute of CPAs (AICPAgmpted to address this concern
with the issuance of SOP 07-This SOP was subsequently deferred indefinitely due to
implementation concerns, including tracking whether the consetidgroup has similar
investments to the consolidated investment entity. We h#se@ concerns with the
approach proposed in the SOP where barriers or restiscéire imposed that would result
in differing accounting at the investment entity level vettasconsolidated group level.
We encourage the Board to perform additional outreactetermine the prevalence of
this concern (the situation currently could exist under G/&AP), rather than punitively
prohibiting the carry-over of the fair value for controllegestments when consolidating
an investment entity subsidiary.

In respect of the considerations noted in paragraph BC20 oéxpesure draft, we

acknowledge that an issue of equity to an investee of aistmeat entity subsidiary
would increase the net equity position of the non-investmeity grarent (albeit with a

resulting dilution of the interests of other equity holderg)wever, this is also true of an
issue of equity to an employee benefit plan. IAS 19(2011).1#Beases the issue
through disclosure and we would consider a similar apprtzabe appropriate here.

Finally, we do not necessarily believe that paragrapl2BGf the exposure draft is
correct that in most cases investment entities would mwestment entity parents. It is
common for asset managers to sponsor investment erfbtiémnking groups to have an
investment management division or for a group whose principaidassis managing its
own investments also to have a division offering investmergenision administration
services to third parties.

Question 7 - Disclosure

(a) Do you agree that it is appropriate to use this disclosure tbgdor investment
entities rather than including additional specific disclosure requaeis:?

(b) Do you agree with the proposed application guidance on information that could
satisfy the disclosure objective? If not, why not and what would you prostsad?

We are supportive of the proposed disclosure objectivdn@nekposure draft that an
investment entity shall disclose information that enalbileancial statement users to
evaluate the nature and financial effects of the investraetity’s investment activities
and agree that it is appropriate to use this disclosbpective rather than additional
specific disclosure requirements. We are also genesalpportive of the required
disclosures related to any changes in an entity’'s stauanainvestment entity and
whether the investment entity has provided, or intends tad®pany financial or other
support to any controlled investees. However, we notaglbaequirement to disclose the
nature and extent of any restrictions of transfeuatls between controlled investees and
the investment entity appears largely to repeat the wergamts of IFRS 12.13. It is
unclear what benefit this information provides to investorsaininvestment entity
(particularly one which intends to realise its investmeraugh disposal).

We are also generally supportive of the application guidamc@roviding additional
disclosures to help meet the disclosure objective. Howevedongave some concerns
with the application guidance as described further below.

* We believe that the reconciliation of total assets fet liabilities per share at
the beginning and end of the period proposed in paragraph )Baf¢hthe

! Statement of Position 07—1 Clarification of the ScopéefAudit and Accounting
Guide Investment Companies and Accounting by Parent Compaiésqaity Method
Investors for Investments in Investment Companies

1C



expense and income ratio disclosures proposed in paragE§b)Bcould be
distorted by ownership interests which are themselves cisi§i liabilities (for
example, ownership units in limited life funds which are raaoily redeemable
upon termination of the fund). We would therefore propose gbhah units be
excluded from ‘total liabilities’ for the purposes of thessclosures.

* We agree that disclosure of the controlled investees sufbaidiary investment
entity should be provided in the financial statementstsofparent investment
entity but we do not consider that this alone would providdicgerit
transparency of the risks associated with both the undgrbssets and any use
of leverage by the subsidiary investment entity. As at;esel recommend that
the Board expand the disclosure requirements for investengity parents of
another investment entity in paragraph B18 to provide spediéiails of
investments held and any use of leverage by the subsidiary imrgsemtity
together with other key metrics such as expense ratioswiéd also expect
similar disclosures to be provided in the financial stateof a non-investment
entity parent of an investment entity if, as we proposeuasfjon 6, investment
entity accounting is retained in those financial steztets.

Question 8 - Transition

Do you agree with applying the proposals prospectively and the related proposed
transition requirements? If not, why not? What transition requirements wgold
propose instead and why?

We do not agree with the exposure draft’'s proposal toinequospective application.
The Board notes in the basis for conclusions that praspeapplication was decided
upon as retrospective application would be impracticable.adery one of the proposed
criteria to qualify as an investment entity is that safitsally all of the investments of the
entity are managed, and their performance evaluatedfaon\alue basis. Therefore, we
would expect that in the majority of cases an investnegmity would already have
historical fair value information for their investeesdatiat with suitable transitional
provisions retrospective application would therefore be joaddle. We also do not
believe that comparative information would be meaningfuhnfinvestment entity is
required to consolidate its investee in one period and nmeatsuinvestment in that
investee at fair value in the next when no substantive chartge relationship between
the two has occurred

Additionally, it seems illogical to require a differenteams of transition for the

investment entities standard than is required by IEBS Paragraph BC26 of the basis
for conclusions in the exposure draft states that ‘to ggepetrospective application for
investment entities would also be inconsistent withtdrgative decisions taken by the
Board for the overall consolidation standard’. However, Board has subsequently
required retrospective application, subject to certainispexceptions, of IFRS 10.

We believe that the Board should consider transitional gpians in respect of the
following.

» Consideration of the criteria to be considered an invegtemwity and accounting
for any changes in status in previous periods could be onerousoaitliovmany
cases provide little informational value for users. Wggest that the Board
consider a transitional provision similar to that includedlIFRS 10.C3 (as
proposed for amendment in ED/2011/7) to permit consideratitimost criteria
only at the date of initial application and subsequently.

* As part of any reconsideration of the fair value managénceiterion (as
recommended in our response to Question 2), we suggestetaoard consider
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how to address any difference in previous periods betweeméehsure used for
management purposes and fair value as defined by IFRS 13.

The Board should also consider how any transitional provisgraild apply to
investment entities adopting IFRSs for the first time.nAsconsequential amendment to
IFRS 1 is proposed in the exposure draft, it appearstitdt an entity would be required
to apply the requirements of the exposure draft from the afaransition to IFRSs. This
would be inconsistent with the approach proposed in thesexp draft for existing IFRS
reporters albeit not, as noted above, with the approach weeirfdor existing IFRS
preparers. We believe that prospective application from tiggnbeg of the current
reporting period could be particularly burdensome for firset adopters for the
following reasons:

» if the entity measured its investments in controlledtiestiat fair value under its
previous GAAP, it would be required to consolidate thog#ies at the date of
transition only to revert back to fair value at the begignof the first period
reported upon under IFRSSs; or

» if the entity consolidated its investments in controkedities under its previous
GAAP, it would be required to consider all of the requieats of IFRS 1, IFRS
10 and possibly IFRS 3 in respect of subsidiaries up ungilbeginning of the
first period reported upon under IFRSs only to then sviddhir value.

For these reasons, we would support application from theofl&tensition for first-time
adopters. However, as for existing IFRS preparers somsittamal provisions may be
necessary to address the issues noted above. We recommietiek tBaard reconsider
first-time adoption issues as part of their redeliberat@mshe transitional provisions of
the exposure draft and either make any necessary consafjaerendments to IFRS 1 or
state clearly in the basis of conclusions of any fin&3Fthe reasons why no such
amendment was deemed to be required.

Finally, we believe that a clearer description of the haaics of moving from
consolidation of controlled entities to measurement iatvédue is needed if prospective
application is retained or, in any case, to cater focitfoemstance of an entity becoming
an investment entity. Specifically, we believe the prowisiof paragraphs 5 and C2 are
unclear in the following respects:

» those paragraphs refer to ‘any changes in the fair valueve$tees’ net assets
previously recognised, and remaining in, accumulated other ebemsive
income.” Some entries to other comprehensive income (fan@ea revaluations
of property, plant and equipment) are made on the basarofdiue, others (for
example, retranslation of foreign operations) are Wa.believe that it should be
made clear that all entries to other comprehensive inesm&eated in the same
way;

» the exposure draft is silent on whether, or how, any atsaccumulated in other
comprehensive income are recycled to profit or loss; and

» the exposure draft is silent on the treatment of any notratlimg interest in the
controlled entity on transition from consolidation to meament at fair value.

We recommend that the mechanics of transition be explamed clearly and suggest
that an illustrative example might be of assistanceleaing clarity.
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Question 9 - Scope exclusion in IAS 28

(&) Do you agree that IAS 28 should be amended so that the mandatory measureme
exemption would apply only to investment entities as defined in theiexploaft? If not,

why not?

(b) As an alternative, would you agree with an amendment to IAS 28 that woddheak
measurement exemption mandatory for investment entities as definee @xposure
draft and voluntary for other venture capital organisations, mutual fundstrusis and
similar entities, including investment-linked insurance funds? Whypmnat?

We agree with the alternative presented to make theumsasnt exemption mandatory
for investment entities and voluntary for other entitesrently permitted by IAS 28 to
use fair value.

In order to achieve consistency with the treatment requoedontrolled entities it
should be mandatory for investment entities to measure ithvestments in associates
and joint ventures at fair value and, as stated inegpanse to Question 5, other forms of
investments (for example, commodities) should also be meaaufaid value.

We do not, however, believe that this treatment shouldrbieed to that narrow group of

entities as we believe that measurement at fair vatueédcprovide as faithful a

representation as equity accounting for investees overhwthiose entities currently

identified in IAS 28 have significant influence or joint t@h We also note that

measurement of such investments at fair value by thigesnturrently permitted to do so
by IAS 28 provides useful information to investors and, as$awe are aware, has not
resulted in significant abuse.
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