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30 Cannon Street 

London EC4M 6XH 

United Kingdom 

 

Submitted electronically  

 

Dear Sirs, 

 

RESPONSE TO EXPOSURE DRAFT – INVESTMENT ENTITIES: APPLYING THE 

CONSOLIDATION EXEMPTION (PROPOSED AMENDMENTS TO IFRS 10 AND 

IAS 28) 

 

I am writing to respond, in my personal capacity, with some comments on the above 

Exposure Draft (ED) issued by the International Accounting Standards Board (IASB) 

in June 2014.  The views set out in this letter are mine and they do not necessarily 

reflect those held by the firm in which I am a partner, the national accounting 

standards setting body of which I am a council member or the professional bodies of 

which I am a member. 

 

My responses to the questions in the ED are set out below.  

 

Question 1—Exemption from preparing consolidated financial statements 
 
The IASB proposes to amend IFRS 10 to confirm that the exemption from preparing 
consolidated financial statements set out in paragraph 4(a) of IFRS 10 continues to 
be available to a parent entity that is a subsidiary of an investment entity, even when 
the investment entity measures its subsidiaries at fair value in accordance with 
paragraph 31 of IFRS 10.  
 
Do you agree with the proposed amendment?  Why or why not? 

 

With the proposed amendment, paragraph 4(a)(iv) reads: “An entity that is a parent 

shall present consolidated financial statements except [where] its ultimate or any 

intermediate parent produces financial statements that are available for public use 
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and comply with IFRSs, including the requirements of this IFRS to consolidate  

subsidiaries or measure them at fair value.” 

 

This clarifies and confirms the availability of the administrative relief to a parent entity 

(downstream parent entity) that is itself a wholly or partially-owned subsidiary of 

another entity (upstream parent entity) that presents consolidated financial 

statements available for public use or, as a qualified investment entity, presents 

financial statements in which its investments in subsidiaries (if any) within an 

investment portfolio are measured at fair value through profit or loss.  I agree with 

this proposed amendment for two reasons: (a) This administrative relief helps to 

eliminate duplicate consolidation work at intermediate holding entity levels within a 

group and (b) It recognises fair value measurement as the relevant basis of 

accounting for the investment entity’s investments in portfolio companies, including 

any such company that is a subsidiary, even when none of the upstream parent 

entities in the group ends up publishing consolidated financial statements. 

 

  

 

Question 2— A subsidiary that provides services that relate to the parent’s 

investment activities 

 
The IASB proposes to amend IFRS 10 to clarify the limited situations in which 

paragraph 32 applies. The IASB proposes that the requirement for an investment 

entity to consolidate a subsidiary, instead of measuring it at fair value, applies only to 

those subsidiaries that act as an extension of the operations of the investment entity 

parent, and do not themselves qualify as investment entities. The main purpose of 

such a subsidiary is to provide support services that relate to the investment entity’s 

investment activities (which may include providing investment-related services to 

third parties).  

 

Do you agree with the proposed amendment?  Why or why not? 

 

Currently, paragraph 31 requires an investment entity to measure an investment in a 

subsidiary at fair value through profit or loss with the exception a type of subsidiary 

described in the amended paragraph 32, which is one “that is not itself an investment 

entity and whose main purpose is to provide services that relate to the investment 

entity’s investment activities”. 

 

I find that prescribing, for a qualified investment entity, fair value accounting as the 

general basis of accounting for its investment in a subsidiary and then scoping out 

an equity interest in a subsidiary that provides investment-related services is 

cumbersome.  I have already seen accounting practitioners providing analyses over 
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a large number of scenarios against the guidance in IFRS 10 in a complex manner 

and highlighting practical pitfalls in the interpretation of the guidance.  This 

complexity is compounded in a multi-tier holding structure where the method of 

accounting is driven by whether an entity is an investment entity and whether the 

upstream and downstream entities are investment entities.  A portfolio manager who 

is very clear about the distinction between investing in a portfolio company in which 

the investment entity has crossed the control threshold and conducting a business 

(which may deviate somewhat from “investment related services”) through an 

operating subsidiary may find the accounting treatments for these two different types 

of entities uncertain at times depending on how the detailed rules are interpreted. 

 

In particular, I think it is too narrow to define an operating subsidiary as one that “is 

not itself an investment entity and whose main purpose is to provide services that 

relate to the investment entity’s investment activities” with additional descriptions in 

B85C-B85E.  For example, the wording “providing management services and 

strategic advice to an investee and providing financial support to an investee, such 

as a loan, capital commitment or guarantee” in B85D is too specific.   

 

In view of diversity of business, it is impractical for accounting guidance to pre-

determine this to be the only possible type of operating subsidiary held by an entity 

that also holds portfolio investments.  An investment entity may have an operating 

subsidiary whose activities deviate from the scope described in paragraph 32 and 

B85C-B85E and be forced to fair value its equity interest in that subsidiary as if it 

were a portfolio company.  This would be an unintended consequence of the specific 

wording. 

 

In my view, the appropriateness of fair value accounting for investments in portfolio 

companies should be based on the economic substance rather than the form of the 

holding entity.  In other words, instead of thinking of providing an “exception from 

consolidation” to an “investment entity”, we should be thinking of how “any entity” 

that holds portfolio investments should be accounting for such investments, including 

those in which the investor has crossed the control threshold.  Any such entity can 

hold portfolio investments through a division, a company, a trust or a partnership.  It 

is the nature or business purpose of such portfolio investments, not the satisfaction 

of the definition of an investment entity, which makes fair value accounting more 

relevant than consolidation.  

 

It is my suggestion that instead of providing the accounting guidance around the 

presence of an investment entity and whether its related entity upstream or 

downstream is an investment entity, IFRS 10 should draw a clear distinction between 

the business purpose of holding investment in a portfolio company and holding an 

equity interest in an operating subsidiary.  For example, the investor’s business 
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purpose of holding a portfolio investment, including one in which the investor has 

crossed the control threshold, may be to realise a gain through divestment with or 

without a set time frame while the business purpose of holding an equity interest in 

an operating subsidiary may be to use it to conduct business for an indefinite period. 

 

These two types of entities should then be given different accounting treatments 

based on their relevance to users of financial statements.  This will bring about 

greater alignment between how business managers measure their own performance 

within their internal management reporting and how they report their performance to 

external users of financial information. 

 

Conceptually this is different from regarding consolidation as the best practice and 

fair value measurement as an exception to consolidation, with a temptation to revert 

to consolidation as soon as one moves upstream from an investment entity. 

 

 

 

Question 3—Application of the equity method by a non-investment entity 

investor to an investment entity investee 

 

The IASB proposes to amend IAS 28 to: 

 

(a) require a non-investment entity investor to retain, when applying the equity 

method, the fair value measurement applied by an investment entity associate 

to its interests in subsidiaries; and 

 

(b) clarify that a non-investment entity investor that is a joint venturer in a joint 

venture that is an investment entity cannot, when applying the equity method, 

retain the fair value measurement applied by the investment entity joint 

venture to its interests in subsidiaries. 

 

Do you agree with the proposed amendments?  Why or why not? 

 

I agree with the proposed amendment in (a), which is to require a non-investment 

entity investor to retain, when applying the equity method, the fair value 

measurement applied by an investment entity associate to its interests in 

subsidiaries.  This is because once the investment entity associate has decided that 

fair value measurement is the relevant basis of accounting for its investments in 

portfolio companies, there is no justification for the non-investment entity investor to 

abandon the fair value measurement and revert to consolidation. 
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For the same reason, I do not agree with the proposed amendment in (b) as there is 

no justification for a joint venturer of an investment entity joint venture, when 

applying the equity method, to abandon the fair value measurement applied by the 

investment entity joint venture to its own interests in subsidiaries.  One should not be 

tempted to revert to consolidation just because the joint venturer may be 

administratively more capable (compared to being an investor in an investment entity 

associate) of obtaining the required financial information to re-work the financial 

information of the investment entity joint venture.  In practical terms, it is unlikely that 

the joint venturer or the joint venture would manage the accounting information flow 

of a portfolio company (of which it has just crossed the control threshold) as if it had 

become an operating subsidiary. 

 

Finally, I note that the Board has not sought comments on whether a non-investment 

entity investor should be either required or allowed to retain the fair value 

measurement applied by an investment entity subsidiary.  A non-investment entity 

investor (the ultimate parent) can be a conglomerate, an Internet giant, an insurance 

company etc.  These groups can also establish a portfolio of investments in other 

companies, through a dedicated investment entity or otherwise.  In practice, an 

investment in a portfolio company is generally a minority stake with no control but 

occasionally either the stake or the degree of control my cross the “control” threshold 

due to some exceptional circumstances.  For example, the investment entity may as 

a result of injecting additional capital into a portfolio company without matching 

contribution from the founding owner, negotiate to obtain “control” over the portfolio 

company for added protection. 

 

Following the amendments to IFRS 10, IFRS 12 and IFRS 27 on 31 October 2012, 

with effect from January 2014 (early application allowed), the investment entity can 

continue to fair value the investment in the controlled entity rather than consolidating 

it.  The use of fair value accounting in this situation is the result of a thoughtful 

process to improve the usefulness and relevance of the financial information, 

through consistent application of fair value measurement across the entire portfolio 

to avoid a mixed result from consolidating the odd one as a subsidiary. 

 

As I mentioned in my response to question 2 above, if we derive our accounting 

guidance around how an investment in a portfolio company (either controlling or non-

controlling stake) should be treated rather than around the presence of an entity 

within the group structure that meets the definition of an “investment entity”, we may 

be less tempted to default to consolidation once we move outside the investment 

entity in the group structure.  To use an extreme example, if a large insurance group 

holds, through an investment entity, a controlling stake in a small equipment 

manufacturer within its investment portfolio, it is required to fair value the stake at the 

investment entity level but has to bring the assets and liabilities and income and 
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expense items line-by-line into its own consolidated financial statements.  This will 

have the effect of reflecting the investment portfolio performance as a mixture of fair 

value gain/loss and operating results and of including assets and liabilities of a 

manufacturing entity into the insurance group’s financial position.  It is doubtful that 

the resulting financial information presented by the ultimate parent is meaningful, 

relevant and useful.  

 

I note the Board’s concern about deliberate structuring for the desired accounting 

outcome.  In reality, there will normally be circumstantial evidence within a group, 

especially one with clear segregation of business segments or business units under 

different management teams, to enable a meaningful assessment of the economic 

substance to determine whether an equity interest held is in an operating subsidiary 

or in a portfolio company.  We should also note that most portfolio investments start 

off as a minority stake and it is in exceptional circumstances that the investor 

crosses the control threshold.  Businesses should retain the flexibility of using 

different structures, such as a division, a company, a trust, a partnership etc to hold 

investments with the confidence that items of similar economic substance would be 

accounted for similarly.  In fact, undue focus around the definition of an investment 

entity may lead to more structuring opportunities for the desired accounting outcome 

as so much is dependent on the form. 

 

I hope my comments are useful.  If you require any clarification, please do not 

hesitate to let me know. 

 

 

Yours faithfully, 

 

 

 

Kim C Chua 


