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29 November 20 I I 

The Chairman 
Australian Accounting Standards Board 
PO Box 204 
Collins Street West VIC 8007 

Dear Mr Stevenson 

Comments on ED220 Investment Entities 

Thank you for the opportunity to comment on Exposure Draft 220. 

QIC has reviewed the exposure draft and provides the attached feedback on the matters for comment. 

QIC is a Queensland government-owned corporation and one of the largest institutional investment 
managers in Australia, with more than 92 institutional clients and $58.7 billion (at 30 September 2011) in 
funds under management. 

Yours sincerely 

~· 

Claire Blake 
Chief Financial Officer 
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Responses on matters for comment 
Question I: Do you agree that there is a class of entities, commonly thought of as an 
investment entity in nature, that should not consolidate controlled entities and instead 
measure them at fair value through profit or loss? Why or why not? 

Yes. For investment entities, measurement and disclosure of investments at fair value is far more reflective 
of the substance of the arrangement. 

The investment management industry in Australia is large and growing. In recent years, a more significant 
expansion into private capital assets has occurred and this has included offshore investment. This brings 
many tax, regulatory, liquidity and other challenges. These are commonly dealt with through investment 
entity structuring. 

It is quite common for investment entities to vary their holdings in underlying investments based on 
investor cash flows, investment strategy and market movements. Where the underlying investment is in a 
controlled entity, this can result in multiple consolidation ownership percentages within a short space of 
time. This makes consolidation very unwieldy and inefficient and achieves no benefit for the readers of the 
financial statements or the investors in the entity. The requirement to undertake consolidations adds to 
the cost imposed on investors, with no material benefit. 

The primary users of the financial statements of an investment entity are the investors in that entity. In 
general, the investors receive far more timely information regarding the value of their investment than that 
provided by the financial statements of the entity. Measuring and reporting at fair value in the financial 
statements would more closely align these two sources of information and reduce confusion for investors. 

Investors typically do not view investment entities as a consolidated group, but rather on a 'look through' 
basis as a portfolio of investments held at fair value. Entities inserted into the structure to protect the 
interests of those investors do not change the underlying substance of the arrangement. Removing the 
requirement to consolidate these entities produces better and clearer financial reports that more 
appropriately reflect the true nature of the activities being undertaken. 

Question 2: Do you agree that the criteria in this exposure draft are appropriate to identify 
entities that should be required to measure their investments in controlled entities at fair 
value through profit or loss? If not, what alternative criteria would you propose, and why are 
those criteria more appropriate? 

The criteria are generally acceptable. However, some changes are proposed. 

Paragraph (a) refers to the entity 'investing in multiple' investments. It is suggested that the word 'multiple' 
should be removed. A holding in a very large asset in the private capital markets, such as real estate or 
infrastructure assets, is often the only investment asset within an entity. This is generally for tax, liquidity, 
legal liability or investor reasons. This is purely a function of the nature of those assets and should not 
preclude the entity from being classified as an investment entity. 

Alternatively, paragraph BS could be amended to include a further point that states 'It is not appropriate 
for the entity to hold more than one asset for tax, liquidity, legal liability or other reasons'. 

Paragraph (d) refers to the pooling of funds from the entity's investors. Paragraph B 16 further discusses an 
entity with a single investor. It should be possible for an entity to be classified as investment entity, even 
with only a single investor, provided that single investor is an investment entity. Paragraph B 16 provides 
for this, but only where the single investor entity is formed in conjunction with the investment entity. 
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However, single investor entities may be created within an investment structure for legal, regulatory, tax or 
other reasons at any point in time and not necessarily in conjunction with the creation of the investment 
entity. This commonly occurs throughout the life of an investment entity structure when new assets are 
acquired, particularly in the private capital markets. Commonly, the pooling of investor funds occurs at a 
higher point in the overall investment structure. 

It is suggested that the wording of B 16 be modified to state that a single investor entity is acceptable, 
provided that the entity meets all of the other criteria for an investment entity, that the single investor is 
itself an investment entity and that there is pooling of investor funds at a higher point in the structure. 

In relation to paragraphs B9 to B I 0, caution needs to be exercised in the requirement for an exit strategy. 
For many investors, such as superannuation funds, the investment horizon is very long term. Particularly 
for illiquid assets, such as real estate and infrastructure assets, it may not be appropriate or necessary to 
have a documented exit strategy. This would particularly be the case where an asset has only recently 
been acquired and is intended to be held for long term capital appreciation. It would be inappropriate to 
require an exit strategy to be in place in every case. 

Question 3: Should an entity still be eligible to qualify as an investment entity if it provides (or 
holds an investment in an entity that provides) services that relate to (a) its own activities or 
(b) the investment activities of entities other than the reporting entity? Why or why not? 

An entity should only be eligible to qualify as an investment entity if its substantive activities are investing 
for capital appreciation, investment income or both. 

If an entity undertakes services, either in relation to its own investment activities or those of other entities, 
then it should not qualify as an investment entity unless those services are either 

• immaterial in comparison to the investment activities that the entity undertakes 

• ancillary to the investment activities that the entity undertakes (for example car parking income in 
relation to a shopping centre investment) 

Provision of services of this nature, if forming a substantive part of the entity's activities, suggest that the 
entity is running a business beyond pure investment and should therefore fall within the consolidation 
regime where applicable. 

Question 4: Should an entity with a single investor unrelated to the fund manager be eligible 
to qualify as an investment entity? Why or why not? If yes, please describe any structures I 
examples that in your view should meet this criterion and how you would propose to address 
the concerns raised by the Board in paragraph BC 16. 

An entity with a single investor (whether or not related to the fund manager) should be eligible to qualify as 
an investment entity. Paragraph B 16 provides for this provided that single investor is an investment entity 
and where the single investor entity is formed in conjunction with the investment entity. However, single 
investor entities may be created within an investment structure for legal, regulatory, tax or other reasons 
at any point in time and not necessarily in conjunction with the creation of the investment entity. This 
commonly occurs throughout the life of an investment entity structure when new assets are acquired, 
particularly in the private capital markets. Commonly, the pooling of investor funds occurs at a higher 
point in the overall investment structure. 

It is suggested that the wording of B 16 be modified to state that a single investor entity is acceptable, 
provided that the entity meets all of the other criteria for an investment entity, that the single investor is 
itself an investment entity and that there is pooling of investor funds at a higher point in the structure. 
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The requirement that pooling of investor funds must occur at a higher point in the structure should also 
assist to address the concerns raised in paragraph BC 16. 

An example of a structure where this would occur is attached. Under this structure, it is suggested that no 
consolidation should occur. Although the 'higher level trust' holds I 00% of each of the lower level trusts, 
this is likely to be for liquidity, regulatory, taxation or other purposes. The 'ultimate trust' would meet the 
definition of an investment entity as proposed under the exposure draft. 

A fund with a single investor unrelated to the fund manager, such as a sovereign wealth fund, should qualify 
as an investment entity provided the commercial arrangements between the investor and the fund or on 
arms' length terms. 

Question 5: Do you agree that investment entities that hold investment properties should be 
required to apply the fair value model in IAS40 and do you agree that the measurement 
guidance otherwise proposed in the exposure draft need apply only to financial assets, as 
defined in I FRS 9 and lAS 39 Financial Instruments: Recognition and Measurement? Why or why 
not? 

Agreed 

If an entity wishes to meet the definition of an investment entity, then it is essential that it measures its 
investment properties at fair value. 

Fair value of investments is a well established principle in the investment management industry. If an entity 
is not prepared to apply fair value measurement to investment properties, then it should not be permitted 
to meet the definition of an investment entity. 

Australian investment entities that hold investment properties and have third party investors would 
typically already be applying fair value measurement to their investment properties, in line with a number of 
industry standards and guidelines including: 

• 

• 

• 

• 

Standard No. 9 Valuation of Scheme Assets and Liabilities issued by the Financial Services Council of 
Australia 

The Valuation and Property Standards issued by the Australian Property Institute 

International Valuation Standards issued by the International Valuation Standards Council 

Guidance issued by the Australian Prudential Regulation Authority 

Valuation of other financial assets should continue to occur in line with existing accounting standards, 
including I FRS 9 and lAS 39. 

Question 6: Do you agree that the parent of an investment entity that is not itself an 
investment entity should be required to consolidate all of its controlled entities including 
those it holds through subsidiaries that are investment entities? If not, why not and how 
would you propose to address the Board's concerns? 

Agreed 

Question 7(a): Do you agree that it is appropriate to use this disclosure objective for 
investment entities rather than including additional specific disclosure requirements? 

Agreed 
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Question 7(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 propose instead? 

No. Much of this information is generally already provided to investors by investment entities through a 
combination of product disclosure statements, information memorandum and regular reporting. 
Replication of all of this information in the financial statements is unnecessary. 

The requirements contained within points (a) and (d) are reasonable. 

However, with reference to points (b) and (c), calculation of expense ratios and investment returns are not 
currently covered by accounting standards and differing methodologies are applied. These calculations can 
be very complex. This means the disclosures are not necessarily comparable and does not assist users of 
the financial statements. It also means that auditors would be expected to audit these disclosures, which is 
not considered appropriate without further accounting or industry standard and formalised guidance being 
in place. 

It is recommended that points (b) and (c) be removed from the application guidance. In their place, it 
would be appropriate for the financial statements to refer readers to the relevant document that contains 
that information (for example the product disclosure statement of the investment entity or regular investee 
reports). 

Question 8: Do you agree with applying the proposals prospectively and the related proposed 
transition requirements? If not, why not? What transition requirements would you propose 
instead and why? 

Agreed 

Question 9(a): Do you agree that lAS 28 should be amended so that the mandatory 
measurement exemption would apply only to investment entities as defined in the exposure 
draft? If not, why not? 

Agreed 

Question 9(b): As an alternative, would you agree with an amendment to lAS 28 that would 
make the measurement exemption mandatory for investment entities as defined in the 
exposure draft and voluntary for other venture capital organisations, mutual funds, unit trusts 
and similar entities, including investment-linked insurance funds. Why or why not? 

Agreed -while an entity may not meet the definition of an 'investment entity' under the exposure draft, it 
is common for entities to undertake investment activity. This would more commonly manifest through 
associates and joint ventures, rather than controlled entities. On that basis, it is reasonable to continue to 
provide a voluntary measurement exemption to those entities in relation to associates and joint ventures. 
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Sydney 

28 N ovember 2011 

T he Chairman 
Australian A ccounting Standards Board 
PO Box 204 
Collins Street West 
Victo ria 8007 

D ear Sir/Madam 

AASB Exposure Draft ED 220 Investment Entities 

Melbourne 
Casselden Place 

Level 29, 2 Lonsdale Street 
Melbourne, VIC 3000 

Australia 

Tel: +61 (0)3 8672 5300 
Fax: +61 (0)3 8672 5301 

www.ifm.net.ou 

Industry Funds Management P ty Ltd (IFNI), as a substantial provider of financial returns to over 
5 million Australians, is pleased to respond to the AASB's E D 220 Investment E ntities and to 
outline our support for the adoption o f the ED 220 Investment E ntities requirements in full. 

IFM is an institutional fund m anager that specialises in the management of investment products 
across four asset classes, namely D ebt Investments, Listed E quities, G lobal Infrastructure and 
G lobal Private E quity. 

IFM is owned by 32 major Australian superannuation funds, m any of which are also our clients. 
T his "no conflict" ownership structure aligns the interests of IFM's owners with its clients and 
allows us to focus on delivering superior long-term investmen t outcomes. To do this, we adopt a 
patient, strategic approach to investment management that considers environmental, social and 
governance factors. 

IFM is headquartered in Melbourne and has teams based in Australia, E urope and North 
A merica. T he firm's clien ts and investment professionals are located in three of the world's four 
largest pension markets. As at 31 O ctober 2011, IFM m anages A$31.6 billion in global assets, on 
behalf o f 60 clients representing over 5 million members of A ustralian and US Superannuation / 
Pension Funds. 

Across our four asset classes we have one common valuation methodology, which is to provide 
fund Net Asset Valuations (NA V) at 'fair value', which is the basis for the unit pricing 
calculations we undertake on a daily or weekly basis, across all of our funds. T he AASB's E D 
220 Investment E ntities paper discussion goes to the very hear t of IFM's daily processes and the 
informational content o f our annual accounts across a wide range of funds, geographies and legal 
ownership structures . 

Lo ndon New York 
Industry Funds Management Ply ltd 
Level 12, 44 Marke t Street 

Ind ustry fun ds Manage ment (UK) ltd 
Tower 42. LevellO 

Industry Funds Manageme nt (US), LLC 
99 Park Avenue lndusllyfunch M~gemenl Ply Ud, ABN 67 10724//21, AFS 

Lk::en<;;e tlo 264404 
Industry Fvnds Monogemenl (llomine e sl llniled. AIIN 56 003 969 

891. A FS llconc:e No_ 239169 
Sydney. NSW 2000 
Australia 
Tel: +6 1 (0} 2 9423 2 168 

2S Old Broad Street 
London, EC2N I HQ 
United Kingdom 
Tel: +44 (0}20 7 448 9600 
Fax: +44 (0}20 7 448 9640 

Suite 1920 
New York, NY I 00 1 6 
USA 
Tel: +1212 S7S lOSS 
Fax:+ l212 S7S8738 

lfM lnfrrul ructuH: Funds . .A8J 1 9 1 !57 945 930 
IFM lrle •nol ionol Pn>Jole Eqvjy Fund I. AS/ I '17876 3J6 5J8 
HM inlemoliorol Pwole Eqv,t y Mxldl, ASI140869 82861~ 

IFM lnletnot1onol Prlvole EqUI y Fund Ill, ABI I 21 393 445 075 
lfM li!l ed EqiAy Fvnd! Poole d Superonnoolion l iVil. A.BII BI 088 
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IFM as the manager has no legal ownership in the underlying funds or assets, with Industry 
Funds Management (Nominees) Ltd acting as trustee to the various funds on behalf of the 
underlying investors, who have full beneficial entitlement to the underlying returns and net assets 
of the funds. 

The particular asset class to which ED 220 is most relevant for IFM is our Infrastructure Funds. 
IFM currently manages assets of over A$9.4b across Australian and International Infrastructure. 
Australian investors invest through a Pooled Superannuation Trust (PST), while our US and UK 
investors invest via Limited Partnerships into a Caymans registered Master Trust, which is also 
invested in by the Australian PST. The investments range from minority shareholdings in 
unlisted assets such as airports, toll roads, PPPs (aged care facilities, water utilities, schools, train 
stations) seaports and pipelines, up to 100% ownership in some cases. As our assets are unlisted, 
there are no market data services providing valuations, but IFM requires and sources quarterly 
independent valuations on every asset in which we invest, regardless of the ownership 
percentage. 

The fair value of a long lived infrastructure asset is based on a discounted cash flow model, 
taking into account a myriad of market variables. This fair value will most definitely be different 
to the net book value of the investment entity, essentially reflecting the value to a willing buyer 
and a willing seller of those future cash flows in the context of a risk adjusted required return. 

The sum of the portfolio investments at fair value form the net asset value of the fund, which in 
turn is the numerator for the valuation of an investor's individual unit or ownership interest in 
the fund. The investment industry expects unit prices to be available within hours of a period 
end, and our current timelines for weekly and monthly unit prices are by CoB next business day. 
This is possible because the valuation is a single point estimate sourced specific to that period. It 
is not, and it would be virtually impossible to be the sum of individual trail balances from a 
myriad of underlying operating entities in which we invest. 

The concept of Consolidated Accounts is an important one in the context of groups of 
companies, parents and subsidiaries, but this is not the reality of the investment purpose. The 
IFM Infrastructure Fund is an amalgam of many disparate investment entities, with a wide range 
of ownership percentages, across a range of industries and geographies. The companies in which 
we invest are fully autonomous legal entities, running their own operations and Boards, and this 
is the same whether we own 5% or 100% of the asset. The operating entities prepare their own 
group accounts and are compliant with accounting standards that apply to them as separate legal 
corporate structures and this would not change under ED 220. 

The point to note is that the IFM Infrastructure Fund, as an investment entity under all of the 
definitions proposed, would be unable to aggregate minority investment positions held at fair 
value with consolidated accounts for entities in which we have even obvious control of greater 
than 50%, and still get our a unit price by CoB next business day, as required by the investors we 
serve. 

The fmal issue to highlight is the lack of informational value to investors in a pooled investment 
vehicle of consolidated accounts of disparate assets. For example, within the IFM Infrastructure 
Fund we would have a situation whereby we have majority ownership interests in airports and a 
renewable energy entity. In both cases the fair value of these assets to an investor is substantially 
higher than the net book value of the corporate entities, due to their future growth potential 
reflected in the forecast cash flows underlying their DCF valuations. 
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We note that the AASB issued ED 220 'Inves tment Entities' incotporating the IASB ED, 
however the introduction states that the AASB has " ... significant concerns with the ptoposals in 
ED /2011/ 4, many of which are similar to the Alternative Views expressed by three IASB 
mcmbcts ... " . IFM is a very keen supporter of truly global accounting standatds. We cuttently 
provide financial teporting actoss three geographies, with investors in the US, UK and Australia. 
We find that the variation in accounting standatds across these geographies cteates additional 
cost in our business operations and we support the broader adoption of IFRS globally. In this 
regatd, we strongly encourage the AASB to fully comply with the final IFRS standatd once it is 
tatified. 

Yours faithfully · 

Philip Dowman CA 
Executive Director - Finance and Operations 
Industry Funds Management Pty Ltd 
Industry Funds Management (Nominees) Limited 
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Question 

Do you agree that there is a class of 
entities, conunonly thought of as an 
investment entity in nature should not 
consolidate controlled entities and 
instead measure them at fair value 
through profit or loss? Why or why not? 

Do you agree that the criteria in this 
exposure draft are appropriate to 
identify entities that should be required 
to measure their investments 1n 

controlled entities at fair value through 
profit or loss? If not, what alternative 
criteria would you propose, and why are 
those criteria more appropriate? 

Response and Conunents 

\Xle support the exception to consolidation because measuring an investment entity controlled investees at fair 
value results in information that is more decision-useful as it is better aligned with the entity's business model. 

IFM believes that it is preferable for an entity to consolidate another entity that it controls in the context of a 
Corporate Structure or Group of Companies. However, for investment entities, where the holding of a range 
of assets is on behalf of external investors, the consolidation of disparate operating companies provides limited 
if any informational value. 

Typically, fair values of the net assets of the investment entity are established frequently as fair value is the basis 
on which investors make their decisions on whether to hold or put their investment back for cash. 

Investment entities often hold varying ownership positions in an entity although their investment strategy may 
be the same for each entity, regardless of the ownership proportions held. The objective of an investment, to 
maximize its return on investment through capital appreciation, dividends or interest, is the same regardless of 
the percentage ownership interest that is held in an investee. Therefore, it would be reasonable to apply a 
similar accounting treatment to both investments, regardless of ownership interest, as the economics and 
management's intent are effectively the same. 

The concept of whether there are exceptions to general principles because fair value is more relevant is not 
unique to controlled investments of investment entities. The IASB has in the past acknowledged in lAS 28 its 
view that equity or proportionate consolidation methods of accounting for investments held by venture capital 
organizations, mutual funds, unit trusts and similar entities often produces information that is not relevant to 
their management and investors and that fair value measurement produces more relevant information. 

We agree with the criteria for determining whether an entity is an investment entity. 

\Ve are, in general, not in favour of options that offer entities a free choice between alternative accounting 
treatments. In addition, we believe that consolidated fmancial statements provide the most useful form of 
financial reporting for most types of entities. Therefore, we agree that it is necessary to limit the use of the 
investment entity exception to those entities for which consolidated financial information would be less 
decision useful than measurement at fair value. 

We agree -with all of the criteria that an entity must meet to qualify as an investment entity. 

1 



SN 

3 

4 

5 

Question 

Should an entity still be eligible to 
qualify as an investment entity if it 
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 reporting entity? 

Why or why not? 

a) Do you agree that it is appropriate 

to use this disclosure objective for 

investment entities rather than 

including additional specific 

disclosure requirements? 

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 propose instead? 

Do you agree that investment entities 
that hold investment properties should 
be required to apply the fair value model 
in lAS 40, and do you agree that the 
measurement guidance otherwise 
proposed in the exposure draft need 
apply to financial assets, as defined in 
IFRS 9 and lAS 39 Financial 
Instruments: Recognition and 
Measurement? Why or why not? 

Response and Comments 

\Ve believe that if an investment entity provides investment services to its own investment business then this 
should not affect the investment entity classification. 

We believe that accounting by investment entities should reflect the underlying substance of their business. 
Therefore, we agree that an investment entity should consolidate all activities related to the management of 
their portfolio regardless of whether they are carried out by the entity itself or a subsidiary. 

We agree with the criterion in paragraph 2(a) of the ED, which requires that an investment entity's only 
substantive activities are investing in multiple investnients. Consequently, we believe that an entity that operates 
a significant business that provides services to entities outside its group would not be an investment entity. 

There are no conceptual reasons why an investment entity that has a single investor could not be an investment 
entity. However, we appreciate the difficulty that could exist in practice to distinguish between a 'true' 
investment entity and entities that are set up for other purposes. We believe that an 'investment-type' entity that 
engages in transactions -with other members of their parent's group on terms that are possibly not arm's length 
should not be eligible for the investment entity exception, because such entity obtains benefits that are not 
capital appreciation and/ or investment income in nature. 

We agree that an investment entity that manages substantially all of its investments at fair value should measure 
investment properties and financial assets at fair value. 

A key characteristic of an investment entity is that it manages substantially all of its investments at fair value 
(paragraph 2(e) of the ED). Accordingly, we agree that if this is the case that an investment entity should also 
apply fair value measurement to asset classes such as investment property and financial assets, to the extent that 
they are managed -with the same purpose and on a fair value basis as well. 
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Question 

Do you agree that the parent of an 
investment entity that is not itself an 
investment entity should be required to 
consolidate all of its controlled entities 
including those it holds through 
subsidiaries that are investment entities? 
If not, why not and how would you 
propose to address the Board's 
concerns? 

Response and Comments 

We are not in favour of requiring that a parent, which is not an investment entity itself, to consolidate the 
controlled entities that it holds through subsidiaries that are investment entities. 

In our view, if application of the investment entity exception at the subsidiary level results in fair value 
information that is more decision-useful than consolidated information then - absent important intercompany 
transactions and relationships - we would expect such fair value information to be relevant in the financial 
statements of the ultimate parent entity. In addition, the frequent acquisitions and disposals of businesses by an 
investment entity subsidiary would lead to consolidation of investees for relatively short periods and would 
affect the decision-usefulness of the consolidated financial statements of the parent. 

The Board's decision not to allow a non-investment entity parent to retain the accounting of its investment 
entity subsidiaries was motivated by concerns about potential accounting inconsistencies and possibilities for 
abuse. 

a) We understand the complications and potential accounting inconsistencies that might arise if a 

subsidiary that is an investment entity were to hold an equity interest in the ultimate parent or invest in 

the same investees as the parent. However, we believe that those concerns would be better addressed 

by modifying the investment entity criteria (e.g. requiring that an investment entity not make such 

investments) or prescribing the accounting to be applied if such investments did exist (e.g. application 

of some form of consolidation accounting to those investments). 

b) We do not share the concerns regarding the possibilities for abuse and the potential for off-balance 

sheet accounting for some assets because: 

1. The criteria in paragraph 2 of the ED, in particular the need for unrelated external investors, 

prevent entities that are not in substance investment entities from qualifying for the use of the 

consolidation exception. In other words, only entities that are investment entities in their own right 

qualify for the exception; and 

ii. The conditions set in paragraph B6 of the ED ensure that the parent cannot obtain benefits other 

than those from capital appreciation and/ or investment income from investees held by an 

investment entity subsidiary. Consequently, any arrangement between the parent and its investment 

entity subsidiary that modifies the nature of the investment activity would disqualify the entity 

from using the consolidation exception. 

3 



SN 

7 

8 

Question 

a) Do you agree that it is appropriate 

to use this disclosure objective for 

investment entities rather than 

including additional specific 

disclosure requirements? 

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 propose instead? 

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

Response and Cotnments 

\Ve agree with the disclosure objective as stated. However, we are concerned about the level of detailed 
narrative that has been included to explain the objective: 

a) While the disclosures suggested in paragraph E19 of the ED might be helpful to users of the financial 

statements, it is unclear how exactly the lASE selected these particular suggested disclosures. In addition, 

given that such lists of examples are often interpreted as being requirements, we would be in favour of a 

shorter, more targeted list. 

b) Paragraph E20 of the ED places the onus on the preparer to decide which disclosures in IFRS 7, IFRS 12, 

IFRS 13 and the disclosure proposals of the ED result in duplication. We believe that it would be more 

efficient if the lASE, as a standard setter, would carry out this task rather than multiplying the effort by 

requiring each and every investment entity to do this. 

We believe that the requirements should be applied retrospectively, unless impracticable. This would avoid 
inconsistencies v.rith the transitional provisions of IFRS 10 and result in information that is more comparable. 

We believe that the transition requirements should be consistent with the transitional requirements in IFRS 10 
Consolidated Financial Statements. That is, if a parent entity no longer consolidates an investee because it meets 
the criteria of an investment entity it shall apply the requirements retrospectively in accordance with lAS 8 
Accounting Policies, Changes in Accounting Estimates and Errors unless that is impracticable. 

The proposals for prospective application would result in serious issues regarding tl1e comparability of the 
current period and the comparative period(s). That is, in the first year of application of the standard, an 
investment entity would measure its controlled investees at fair value whilst in the comparative period it would 
consolidate the underlying net assets of its controlled investees. This, in our view, would seriously impairment 
the usefulness of the financial statements in the year in which these proposals are first adopted. 

\Ve understand that the Board is concerned about the undue use of hindsight in detennining the fair value of 
investees. However, to qualify for the use of the exception, an investment entity must manage its investments at 
fair value. Therefore, we believe that investment entities would have collected fair value information 
contemporaneously and that the risks associated with use of hindsight are limited. Entities that did not meet the 
investment entity criteria in earlier periods would only be pennitted to use the exception prospectively from the 
date on which they meet those criteria. 
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SN Question Response and Comments I 

9 a) Do you agree that lAS 28 should be We agree that lAS 28 should be amended to be consistent with the use of the investment entities definitions. 

amended so that the mandatory 

measurement exemption would 

apply only to investment entities as 

defined in the exposure draft? If 

not, why not? 

b) As an alternative, would you agree 

with an amendment to lAS 28 that 

would make the measurement 

exemption mandatory for 

investment entities as defined in the 

exposure draft and voluntary for 

other venture capital organisations, 

mutual funds, unit trusts and similar 

entities, including investment-linked 

insurance funds? Why or why not? 
.... 
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Mr Kevin Stevenson 
The Chairman 

AUSTRALASIAN 
COUNCIL OF 
AUDITORS-GENERAL 

Australian Accounting Standards Board 
PO Box204 
Collins Street West 
MELBOURNE VIC 8007 

Dear Mr Stevenson, 

Exposure Draft ED 220 Investment Entities 

30 November 2011 

This letter is the Australasian Council of Auditors-General (ACAG) response to the Exposure 
Draft referred to above. 

The views expressed in this submission represent those of all Australian members of ACAG. 

ACAG does not support the proposals outlined in the above ED on the basis that financial 
reporting requirements should be principles-based with few exceptions. Where exceptions are 
permitted, detailed rules must also be included that will require regular reviews as entities test the 
boundaries of the exception. For example, entities may attempt to abuse the exception to avoid the 
costs of consolidation. 

ACAG believes that the quality of financial rep01ting may be impaired as entities apply the 
exception to suit their reporting needs. This may result in incomparability of information, as the 
basis for measuring controlling interests in another entity is the same as that for a non-controlling 
interest in another entity, despite the substance of the transaction being different. Furthermore, 
entities that do not meet the definition of an investment entity may also invest for capital 
appreciation, investment income or both. However, these entities do not have access to the 
proposed exemptions and are therefore required to consolidate in accordance with AASB I 0. 

The opportunity to comment is appreciated and I trust you will find the above comments useful. 

Yours sincerely 

Simon O'Neill 
Chairman 

-
ACAG Financial Reporting and Auditing Committee 

PO Box 275, Civic Square ACT 2608, Australia 
Phone/Fax: 1800 644 102 Overseas phone/fax: +61 2 9262 5876 
Email: soneill@audit.sa.gov.au 
Website: www.acag.org.au 
ABN I 3 922 704 402 

lisac
Text Box
AASB 7-8 December 2011
Agenda paper 9.2.5


	Dec_2011_AP_9.2.3_comments_received_on_ED_220_submission_3
	Dec_2011_AP_9.2.4_comments_received_on_ED_220_submission_4
	Dec_2011_AP_9.2.5_comments_received_on_ED_220_submission_5
	Blank Page



