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On October 21, 2011, the FASB issued a proposed ASU1 that would amend the criteria 
in ASC 9462 for an entity to qualify as an investment company (referred to as an “ICE” in 
this discussion). An ICE that meets all of the revised criteria would continue to measure 
its investment assets at fair value; however, in a fund-of-funds structure, an ICE would 
be required to consolidate a controlling financial interest in another ICE or an investment 
property entity (IPE). The proposed ASU also would require additional disclosures by the 
ICE. Comments on the proposal are due January 5, 2012. 

Update — December 9, 2011: At its meeting yesterday, the FASB extended the 
comment letter deadline to February 15, 2012.

Editor’s Note: The proposed ASU is the result of a joint project with the IASB to 
amend the guidance on ICEs. In August 2011, the IASB issued ED/2011/4, Investment 
Entities, which would provide similar, but not identical, guidance on accounting for 
ICEs. In addition, on October 21, 2011, the FASB issued a proposal that defines an IPE 
(see Deloitte’s October 21, 2011, Heads Up on the IPE proposal). 

Revised Definition of an ICE 
The proposed ASU states that an entity qualifies as an ICE if it satisfies the following 
criteria:

a. Nature of the investment activities. The [ICE’s] only substantive activities are investing in 
multiple investments for returns from capital appreciation, investment income (such as 
dividends or interest), or both.

aa. Express business purpose. The express business purpose of the [ICE] is investing to 
provide returns from capital appreciation, investment income (such as dividends or 
interest), or both.

b. Unit ownership. Ownership in the [ICE] is represented by units of investments, in 
the form of equity or partnership interests, to which a portion of the net assets are 
attributed.

c. Pooling of funds. The funds of the [ICE’s] investors are pooled to avail investors of 
professional investment management. The entity has investors who are not related 
to the parent (if there is a parent) and those investors, in aggregate, hold significant 
ownership interests in the entity. 

cc. Fair value management. Substantially all of the [ICE’s] investments are managed, and 
their performance evaluated, on a fair value basis.
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1 FASB Proposed Accounting Standards Update, Financial Services — Investment Companies: Amendments to the Scope, 
Measurement, and Disclosure Requirements.

2 For titles of FASB Accounting Standards Codification (ASC) references, see Deloitte’s “Titles of Topics and Subtopics in the 
FASB Accounting Standards Codification.”

http://www.fasb.org/cs/BlobServer?blobcol=urldata&blobtable=MungoBlobs&blobkey=id&blobwhere=1175823151552&blobheader=application%2Fpdf
http://www.ifrs.org/NR/rdonlyres/E8EF4421-3006-4E31-AB0C-C86A27CD2EE9/0/EDInvestmentEntities.pdf
http://www.ifrs.org/NR/rdonlyres/E8EF4421-3006-4E31-AB0C-C86A27CD2EE9/0/EDInvestmentEntities.pdf
http://www.deloitte.com/view/en_US/us/Services/audit-enterprise-risk-services/Financial-Statement-Internal-Control-Audit/Accounting-Standards-Communications/590782bb3a123310VgnVCM3000001c56f00aRCRD.htm
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Content/Articles/AERS/Accounting-Standards-Communications/us_assur_Titles_of_Cod_Topics_Subtopics.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Content/Articles/AERS/Accounting-Standards-Communications/us_assur_Titles_of_Cod_Topics_Subtopics.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Content/Articles/AERS/Accounting-Standards-Communications/us_assur_Titles_of_Cod_Topics_Subtopics.pdf
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d. Reporting entity. The [ICE] provides financial results about its investment activities to its 
investors. The entity can be but does not need to be a legal entity. 

In addition, entities that are regulated under the Investment Company Act of 1940 
(the “1940 Act”) would be included within the scope of the ICE guidance in ASC 946 
regardless of whether they meet the revised criteria. 

Although ASC 946 currently does not apply to real estate investment trusts, the proposed 
ASU would remove this scope exception. Accordingly, some real estate investment 
trusts would be ICEs. However, real estate entities that meet the proposed definition of 
an IPE would be excluded from the scope of ASC 946 and would apply the proposed 
requirements for IPEs, even if they meet the criteria to qualify as an ICE.

Accounting for Underlying Investments
An ICE should measure all of its investments (including real estate properties):

•	 Initially	at	their	transaction	price,	which	would	include	commissions	and	other	
charges that are part of the purchase transaction. 

•	 Subsequently	at	fair	value,	with	changes	in	fair	value	recognized	through	profit	
or loss. 

However, in a fund-of-funds structure, an ICE that controls a wholly owned or partially 
owned ICE or IPE should consolidate that ICE or IPE under ASC 810. The proposed ASU 
would not require consolidation of a controlling financial interest in an ICE or IPE in a 
master-feeder structure. When consolidating an ICE or IPE, an ICE should retain any 
specialized	accounting	applied	by	the	subsidiary	in	the	consolidated	financial	statements.	
Conversely, an ICE should account for its investment in another ICE or an IPE that it 
can significantly influence at fair value (i.e., the equity method of accounting would be 
prohibited).

Editor’s Note: Currently, some ICEs consolidate other ICEs only when the parent 
ICE owns 100 percent of the ICE subsidiary. However, the proposed guidance would 
require consolidation in a fund-of-funds structure whenever there is a controlling 
financial interest, which may include less than wholly owned ICE subsidiaries. An ICE 
would need to look to the consolidation guidance in ASC 810 to determine which 
consolidation model to apply (i.e., the variable interest entity model, the voting 
interest model, or the control of partnerships model) when assessing whether it has a 
controlling financial interest.

Implementation Guidance 
The proposed ASU also provides implementation guidance on each of the six criteria for 
determining whether an entity qualifies as an ICE, as outlined below.

Nature of Investment Activity
To satisfy the first criterion, an entity’s only substantive activities should be investing 
activities and its only significant assets and liabilities should be related to those investment 
activities. However, the proposed ASU includes an exception for situations in which an 
ICE (or an investee of the ICE) provides services related to its investment activities, such 
as investment advisory or transfer agent services. If these services are provided by an 
investee, the investee would be either (1) consolidated under ASC 810 if the ICE has a 
controlling financial interest in the investee or (2) accounted for under the equity method 
of accounting in ASC 323 if the ICE has significant influence over the investee. 

A second component of this criterion is the necessity to hold multiple investments. Under 
the proposed ASU, an ICE “is required to hold multiple investments at the same time, 
directly or indirectly through another [ICE].” However, it is not required to hold multiple 
investments at all points in time. For example, an ICE is not required to hold multiple 
investments when (1) its initial offering period has not expired, (2) it is still identifying 
suitable investments or is in the process of replacing investments disposed of, or (3) it is in 
the process of liquidation.
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Finally, the proposed ASU provides a number of examples of relationships and activities 
that demonstrate that an entity is investing “other than for capital appreciation or 
investment income.” When assessing the relationships and activities in these examples, 
the ICE should consider its relationships and activities as well as those of its affiliates.

Editor’s Note: The FASB and IASB determined that the multiple investment 
criterion was an important characteristic of an ICE because it represents a means of 
diversification	to	maximize	returns.	However,	the	proposed	ASU	takes	into	account	
situations in which an entity may hold a single investment and still meet the definition 
of an ICE. For example, an ICE may establish a subsidiary ICE that holds an individual 
investment for legal or other reasons (commonly referred to as a blocker fund). In this 
instance, the subsidiary entity would not be precluded from qualifying as an ICE as 
long as it meets the other criteria.

Express Business Purpose
Under the second criterion, the entity’s express business purpose must be to invest for 
returns from capital appreciation, investment income, or both. This may be evidenced in 
the entity’s formation documents or other publications or in how the entity presents itself 
to its investors. An entity’s express business purpose also is evidenced in its investment 
plans.	Accordingly,	an	exit	strategy	should	exist	for	how	the	ICE	intends	to	realize	capital	
appreciation from its investments. The entity does not have to identify the specific 
method of disposing of its investments, but rather identify potential strategies that would 
realize	capital	appreciation.	Exit	strategies	can	vary	depending	on	the	type	of	investment.	
Disposal of an investment only through a liquidation process or to satisfy investor 
redemptions does not qualify as an exit strategy.

Unit Ownership
Under the third criterion, investors would be required to acquire ownership units, such 
as equity or partnership interests, that represent a “specifically identifiable portion of the 
net assets of the investment company.” However, the ownership unit does not have to 
represent a “proportionate interest in all of the underlying investments of the investment 
company.” The proposed ASU also clarifies that having multiple classes, including shares 
with preferential rights, would not prevent an entity from meeting the ICE criteria.

Pooling of Funds
The proposed ASU also clarifies that to meet the definition of an ICE, the entity must have 
investors that (1) are not related parties of the entity’s parent (if there is a parent) and (2) 
in the aggregate hold a significant interest in the entity. Under this criterion, investors that 
are related to the parent should be considered a single investor. Further, when a parent or 
its related parties has an implicit or explicit arrangement that would require it to acquire 
another investor’s ownership interests, “those investments should be combined and 
treated as if they were owned by the parent.”

Editor’s Note: Certain arrangements may be structured so that an entity (master 
fund) has a single investor (feeder fund) and so that the feeder fund has its own third-
party investors that, in the aggregate, hold a significant interest in the feeder fund. 
The proposed ASU clarifies that the master fund may still meet the definition of an ICE 
as long as (1) the master fund meets all the other criteria for an ICE and (2) the feeder 
fund meets all the criteria for an ICE.

Fair Value
Under the proposed ASU, all investments must be managed, and their performance 
evaluated, on a fair value basis. This evaluation would focus more on how the potential 
ICE evaluates or manages the investment rather than on the nature of the investment.
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Reporting Entity
The last criterion requires the ICE to be a reporting entity. This assessment should take 
into account the economic substance (rather than the legal form) of the entity. The entity 
does not have to be a legal entity.

Reassessment
The assessment of whether an entity meets the ICE criteria should be made upon 
formation of the entity and reassessed if there is a subsequent change in the purpose 
and design of the entity. A change in an entity’s status as an ICE should be accounted for 
prospectively from the date of the change (as opposed to the beginning of the reporting 
period). If an entity no longer meets the ICE criteria, it should account for the change 
prospectively by applying other GAAP. The fair value of an investment as of the date 
of the change would be the investment’s initial carrying amount. If upon reassessment 
an	entity	meets	the	ICE	criteria,	it	should	recognize	the	effect	as	a	cumulative-effect	
adjustment to net assets.  

Presentation and Disclosures
Under the proposed ASU, if an ICE consolidates a controlling financial interest in a less 
than wholly owned ICE or IPE subsidiary, the ICE would present the noncontrolling 
interest in its financial statements. The ICE would be required to comply with the 
presentation requirements related to noncontrolling interests in ASC 810-10, including a 
reconciliation of the net assets attributable to the parent and the net assets attributable 
to the noncontrolling interests from the beginning to the end of the period. 

The proposed ASU also would require an ICE to separately present rental income and 
operating expenses related to real estate properties within its statement of changes in 
net assets. In addition, it should separately present the fair value of real estate property 
(excluding any debt associated with the real estate property) in the statement of assets 
and liabilities.

ICEs are currently required to present a schedule of financial highlights. The proposed 
ASU would modify how the amounts included in the financial highlights schedule are 
calculated when an ICE consolidates a less than wholly owned ICE or IPE. Specifically, 
the proposed ASU would require an ICE to calculate the financial highlights (including 
the expense ratio) by using the consolidated amounts “excluding amounts attributable 
to noncontrolling interests.” In addition, if an ICE consolidates an IPE subsidiary, the 
ICE would also be required to “disclose an expense ratio that excludes the effects of 
consolidating its investment property entities.” The ICE would be required to “provide a 
reconciliation of the amounts used in calculating its financial highlights and the amounts 
used in the consolidated financial statements.” The proposed ASU provides an example of 
the proposed amendments to the presentation requirements and the financial highlights 
schedule.

Finally, the proposed ASU would require additional disclosures, including changes in 
an entity’s status as an ICE, any support provided by the ICE to its investees, and any 
significant restrictions on the investee’s ability to transfer funds to the ICE. 

Convergence With IFRS
The FASB and IASB jointly developed the criteria for determining whether an entity 
qualifies as an ICE. While the proposed ASU would amend the current requirements 
in ASC 946, there is no concept of an ICE under IFRSs; therefore, a final standard 
would represent a significant change under IFRSs. Although the ICE criteria would be 
substantively the same under U.S. GAAP and IFRSs, differences will remain. First, under 
the proposed ASU, entities regulated by the 1940 Act would be included in the scope 
of the guidance in ASC 946 regardless of whether it meets the ICE criteria. The IASB’s 
proposal does not contain a similar provision. The second significant difference concerns 
IPEs. There is no concept of an IPE under IFRSs nor are there proposed amendments 
to add such a concept. An entity that meets the definition of an IPE under the FASB’s 
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proposed ASU on IPEs may meet the definition of an ICE under IFRSs. As a result, there 
will be presentation and disclosure differences for such entities. 

There will also be differences associated with how an ICE accounts for its controlling 
financial interests in other ICEs in a fund-of-funds structure. Under the proposed ASU, an 
ICE would consolidate a controlling financial interest in another ICE or an IPE. In contrast, 
under the IASB’s proposed guidance, an ICE would account for a controlling financial 
interest in another ICE at fair value. 

Finally, there would be differences in the financial statements of a non-ICE parent that 
consolidates an ICE subsidiary. In a manner consistent with current U.S. GAAP, the 
non-ICE	parent	would	retain	the	specialized	accounting	applied	by	the	ICE	subsidiary	
within the consolidated financial statements. In contrast, under the IASB’s proposed 
guidance,	a	non-ICE	parent	would	not	retain	the	specialized	accounting	applied	by	the	
ICE subsidiary. 

Editor’s Note: See Deloitte’s IFRS in Focus newsletter for further details on the 
IASB’s exposure draft.

Effective Date and Transition
The FASB has not established an effective date for the proposal and will consider 
feedback on the proposed amendments before setting one. 

The transition requirements for an entity that no longer meets the definition of an ICE 
would depend on whether it is practicable to determine the carrying amounts of the 
assets, liabilities, and noncontrolling interests of the entity’s subsidiary (or the carrying 
amount of an equity method investment) as if the proposed amendments had been 
applied when the reporting entity obtained its controlling financial interest in the 
subsidiary. If determining the carrying amounts is not practicable, the entity would 
apply the business combination or equity method guidance by using the fair value of its 
investments as of the transition date.

If, as a result of the initial application of the proposal’s amendments, an entity qualifies 
as an ICE, or an ICE consolidates another ICE or IPE, the effect would be accounted for 
prospectively as an adjustment to opening net assets as of the date of adoption.

The FASB has not 
established an 
effective date for the 
proposal and will 
consider feedback on 
the proposed 
amendments before 
setting one.

http://www.iasplus.com/iasplus/1109investmententities.pdf


Heads Up is prepared by the National Office Accounting Standards and Communications Group of Deloitte 
as developments warrant. This publication contains general information only and Deloitte is not, by means of 
this publication, rendering accounting, business, financial, investment, legal, tax, or other professional advice 
or services. This publication is not a substitute for such professional advice or services, nor should it be used 
as a basis for any decision or action that may affect your business. Before making any decision or taking any 
action that may affect your business, you should consult a qualified professional advisor.

Deloitte shall not be responsible for any loss sustained by any person who relies on this publication.

As used in this document, “Deloitte” means Deloitte & Touche LLP, a subsidiary of Deloitte LLP. Please see 
www.deloitte.com/us/about for a detailed description of the legal structure of Deloitte LLP and its subsidiaries. 
Certain services may not be available to attest clients under the rules and regulations of public accounting.

Copyright © 2011 Deloitte Development LLC. All rights reserved.
Member of Deloitte Touche Tohmatsu Limited.

Subscriptions
If you wish to receive Heads Up and other accounting publications issued by Deloitte’s Accounting Standards and Communications 
Group, please register at www.deloitte.com/us/subscriptions.  

Dbriefs for Financial Executives 
We invite you to participate in Dbriefs, Deloitte’s webcast series that delivers practical strategies you need to stay on top of 
important issues. Gain access to valuable ideas and critical information from webcasts in the "Financial Executives" series on the 
following topics: 

•	 Business	strategy	&	tax. •	 Financial	reporting.	 •	 Sustainability.

•	 Corporate	governance. •	 Financial	reporting	for	taxes. •	 Technology.

•	 Driving	enterprise	value. •	 Risk	intelligence. •	 Transactions	&	business	events.

Dbriefs also provides a convenient and flexible way to earn CPE credit — right at your desk. Join Dbriefs to receive notifications 
about future webcasts at www.deloitte.com/us/dbriefs. 

Registration is available for this upcoming Dbriefs webcast. Use the link below to register:

•	 Integrating Risk Management Into the Corporate Strategic Planning Process (October 27, 2 p.m. (EDT)). 

Technical Library: The Deloitte Accounting Research Tool
Deloitte makes available, on a subscription basis, access to its online library of accounting and financial disclosure literature. Called 
Technical Library: The Deloitte Accounting Research Tool, the library includes material from the FASB, the EITF, the AICPA, the 
PCAOB, the IASB, and the SEC, in addition to Deloitte’s own accounting and SEC manuals and other interpretive accounting and 
SEC guidance. 

Updated every business day, Technical Library has an intuitive design and navigation system that, together with its powerful 
search features, enable users to quickly locate information anytime, from any computer. Technical Library subscribers also receive 
Technically Speaking, the weekly publication that highlights recent additions to the library. 

In addition, Technical Library subscribers have access to Deloitte Accounting Journal	entries,	which	briefly	summarize	the	newest	
developments in accounting standard setting.

For more information, including subscription details and an online demonstration, visit www.deloitte.com/us/techlibrary.

www.deloitte.com/us/about
https://deloitte.zettaneer.com/Subscriptions/?aoi=a0930000003EafAAAS&sub=a0C300000021TYbEAM+a0C300000021TYdEAM+a0C300000021TYeEAM+a0C300000021TYfEAM+a0C300000021TYgEAM
http://www.deloitte.com/us/dbriefs
http://www.usdbriefs.com/calendar/thyme/thyme/event_view.php?eid=14153&instance=2011-10-27
www.deloitte.com/us/techlibrary

