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Dear Mr Stevens

Exposure Draft Statement of Recommended Practice: Financial Statements of

Investment Trust Companies and Venture Capital Trusts

Deloitte LLP is pleased to respond to the Exposure Draft Statement of Recommended Practice: Financial

Statements of Investment Trust Companies and Venture Capital Trusts (“the draft SORP”). We have set

out our detailed responses to the consultation questions in the Appendix to this letter together with some

additional comments on issues not covered by the specific questions.

Overall we support the proposals. Our key comments, which we expand on in the appendix to this letter,

are as follows:

 We believe that the guidance with regard to presenting total comprehensive income will

encourage consistency in the sector. However, we disagree with the proposed guidance to label

a single statement as the ‘income statement’ as this is a defined term.

 Paragraph 39A includes requirements that do not appear to be consistent with the requirements

of Section 11 of FRS 102. We recommend that the draft SORP clarify that the effective interest

rate method, without any adjustment, is the basis for calculating the yield on the instrument.

We would be happy to discuss our letter and the draft proposals with you. If you have any questions,
please contact Henri Venter on +44(0)20 7007 7144 or hventer@deloitte.co.uk.



Yours sincerely

Veronica Poole

National Head of Accounting and Corporate Reporting

Deloitte LLP



Appendix

Responses to detailed questions

Question 1 Are you aware of a split capital investment trust that is still relying on the

exemption set out in paragraph 8 of the 2009 SORP? If so, please provide details.

We are not aware of any split investment trusts that still rely on the exemption that was in paragraph 8 of

the 2009 SORP.

Question 2 Given the requirements set out in Financial Reporting Standards and guidance

issued by other bodies, do you believe that guidance set out in the Explanatory Note is helpful to

boards and preparers of financial statements when they have to determine if the adoption of a

non-going concern basis is required?

Yes, we believe this to be helpful guidance.

Question 3 If not, what additional or alternative guidance would you suggest?

No comment.

Question 4 Do you agree that the presentation of total comprehensive income in the form of a

single statement of comprehensive income is the most appropriate presentation for investment

companies? If not, please explain your reasons.

We agree that the majority of investment companies are not expected to have any items required to be

presented in a separate statement of comprehensive income. We also agree that that, unless another

form of permitted presentation is more appropriate in the company’s circumstances, a single statement

option should be selected.

However, we do not agree that the single statement should be called ‘Income Statement’. The term

‘Income Statement’ is a defined term in FRS 102 which states:

“Financial statements that presents all items of income and expenses recognised in a reporting

period, excluding the items of other comprehensive income (referred to as the profit or loss

account in the Act)”

FRS 102 also defines the term ‘statement of comprehensive income’ as follows:

“Financial statement that presents all items of income and expenses recognised in a period,

including those items recognised in determining profit or loss (which is a subtotal in the statement

of comprehensive income) and items of other comprehensive income. If an entity chooses to

present both an income statement and a statement of comprehensive income, the statement of

comprehensive income begins with profit or loss and then displays the items of other

comprehensive income.”

Therefore, if the aim of the draft SORP is to promote consistency by encouraging the use of a single

statement to present total comprehensive income, it would be more appropriate to label that single

statement as the ‘Statement of Comprehensive Income’, in accordance with the definition in FRS 102, to

avoid confusion amongst users of the financial statements.



In addition to the above, we believe it would be helpful if the final SORP included example format primary

financial statements.

Question 5 Do you agree that providing an indication of which reserves are distributable,

together with the information provided in the statement of changes in equity, will meet the

requirement of users to identify reserves distributable by way of dividend?

Yes, we agree.

Question 6 Do you agree that where an investment company has separate classes of share

where more than one class represents a separate ring-fence pool of value, additional financial

information along the lines of that described above should be provided?

Yes, we agree.

However, we do have concerns about the draft SORP indicating that these additional disclosures can be

made outside of the financial statements or a mixture of in the financial statements and outside. We

acknowledge that there are funds for which it would be prohibitively expensive to mandate an audit and

therefore it is reasonable to allow the directors to make a judgement on what level of assurance they

provide to members. However, we recommend that the draft SORP emphasise that directors need to

apply careful consideration to the information they wish to include in the financial statements and by doing

so, provide assurance to members.

Question 7 If not, what additional information, if any, do you believe should be provided so

that the financial position of each class of share can be ascertained?

Not applicable.

Question 8 Do you agree that for investments held at fair value which fall within level ‘c’ of

paragraph 11.27 of FRS 102, the additional disclosures required by the SORP (Draft) represent

information that users consider important?

Yes, we agree.

Question 9 Do you agree with the new principles for recognising returns from shares with a

fixed return and debt securities?

Question 10 If not, do you agree that returns should reflect reasonable commercial

expectations and, if so, what principles would you apply to achieve this outcome?

We have addressed our comments on questions 9 and 10 together.

We note that most instruments held by an Investment Trust or Venture Capital Trust will be measured at

fair value through profit or loss. However, for the purposes of calculating revenue and capital returns we

agree that the calculation of shares with a fixed return and debt securities should be based on the

effective interest rate (derived by applying the effective interest rate method as described in section 11 of

FRS 102).

However, the draft SORP appears to suggest amendments that are not consistent with the requirements

of FRS 102, in particular by recommending deviation from the requirements on amortised cost and



effective interest rate method in section 11.15 to 11.20 of FRS 102. We do not think this was the intention

of the SORP and therefore clarity is needed.

The draft SORP proposes ‘amendments’ to align the returns with reasonable commercial expectations.

From the current drafting it is unclear as to whether these amendments are amendments away from the

contractual yield on an instrument or away from the market yield when the instrument was acquired (the

latter which should be equivalent to the effective interest rate).

Our proposal would be state upfront that the effective interest rate method is the basis for calculating the

yield on the instrument. This method applies for all debt instruments irrespective of how they are

subsequently measured. The guidance should acknowledge, as currently drafted, that such a yield

reflects any premium or discount on purchase or redemption and reflects incurred credit losses in the

case of the purchase of distressed debt. If the effective interest rate is applied then this will equal the

market rate of return on the date the instrument is acquired. Consequently, there should be no adjustment

away from this yield because to do so would move away from the market yield and be inconsistent with

FRS 102.



Additional comments

Definition of terms (page 12, definition of terms)

It would be helpful for the definition of terms to clarify whether references to International Financial

Reporting Standards (IFRSs) are to IFRSs as endorsed by the European Union or as issued by the

International Accounting Standards Board.

Accounting Requirements (page 15, paragraph 2)

The draft SORP refers to The Alternative Investment Fund Managers Directive (AIFMD) and certain

relevant requirements. It would be useful if the draft SORP provided the source references of the

requirements or a brief summary of those requirements.

Statement of cash flow (page 23, paragraph 15A)

Paragraph 7.1A in FRS 102 exempts investment funds from preparing cash flow statements when they

meet specified criteria. We would suggest that the draft SORP encourage entities to assess whether a

cash flow statement would provide useful information and for entities to prepare a cash flow statement

even if they meet the exemption from preparing it.

Investment Manager as a related party (page 52, paragraph 60)

According to the draft SORP managers are rarely related parties of an investment trust as defined in FRS

102, and this has historically applied to the sector. We are not necessarily convinced that this emphasis

correct given that an Investment Trust Company typically outsources its investment management activity

and so the manager becomes a key manager of the entity. The definition of a related party in FRS

102.33.2(b) includes an entity that has “significant influence” over the entity or is a member of the “key

management personnel of the entity”. Consequently, we would caution against any guidance that does

not consider related parties more broadly in accordance with FRS 102 as stated above.

General: Other annual report & accounts requirements

There are a number of other requirements that need to be met in respect of the annual report and

accounts over and above the new UK financial reporting standards. For example, the UK Companies Act

(including the new Strategic Reports requirement), UK listing rules, the take-over directive, and regulatory

requirements such as AIFMD. It would be useful to list these out and refer to relevant sources of

guidance for investment trusts e.g., the AIC Guide to Corporate Governance – this will help promoted

awareness and adherence to the various requirements, and potentially consistency of presentation

across the industry.


