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General Introduction 

EVCA, the European Private Equity and Venture Capital Association welcomes the IASB proposal 
to provide an exemption for investment entities from consolidation requirements. EVCA believes 
that reporting fair value of individual investments is a very positive step forward towards 
enhancing transparency towards investors and other users of financial statements.  

EVCA remains at the disposal of the IASB to discuss any of the issues mentioned below. 

 
Question 1: 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? 
 
 
Answer 
 
Yes, EVCA agrees that investment entities should be treated differently and not consolidate 
controlled entities.  
 
Consolidation of controlled entities will not benefit the stakeholders, such as investors and debt 
providers, the users of financial statements, and nor will it provide the stakeholders with the 
insights they need to base their decisions on. The preparation of consolidated accounts by most 
funds would not only give irrelevant and misleading information to investors and other users of 
the accounts but they would be almost impossible to prepare.  
 
Exempting investment entities from consolidation requirements will: 

1. Firstly, more accurately reflect the requirements of the users of the financial statements 
and compliant, whether it be investors, bank, creditors or regulators. 

2. Secondly, will result in more comparable information. 

3. Thirdly, will likely encourage the use of IFRS by the private equity community. Much of 
the private equity industry does not currently adopt IFRS due to the consolidation 
requirement. 

Therefore, EVCA believes that the introduction of this accounting exemption for investment 
entities would be beneficial and that instead of consolidating accounts, investment entities 
should measure investments at fair value through profit and loss “FVTPL”. Fair value of 
investments is a requirement for investors and other stakeholders.  
 
EVCA has two main concerns regarding the IASB proposal: 
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1) The criteria required to qualify as an investment entity are too restrictive. 
2) The proposal does not allow a non-investment entity parent to use the accounting 

treatment adopted by an investment entity subsidiary. 
 

These issues are explained in detail below.  
 
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?  
 
 
Answer 
 
The criteria and application guidance around investment activity are too narrow and do not 
adequately capture the full range of managing activities undertaken by private equity structures. 
These activities may include appointing independent board members or representatives of the 
entity being place on the board with the typical responsibilities being setting strategy, budgets 
and appointing executive staff.   

 
EVCA suggest that the exemption from consolidation does not only apply to cases where the 
investment entity’s only substantive activities are investing activities. EVCA suggests that the 
current guidance is amplified to specifically include activities that provide capital appreciation 
to better reflect the actual activities of an investment entity, as well as reflecting the 
commercial reality of investors who are increasingly requesting a more active management style.  
 
EVCA believes the business purpose to be essential to the definition and should refer also to a 
stated realisation strategy which might include complete exit or a series of partial exits over 
time or realisation by distributions.  

 
Furthermore, the need for multiple investors and multiple investments is too restrictive and 
would result in the exclusion of some funds from the consolidation exemption.  

 
Regarding the requirement of investment managed on a fair value basis, EVCA would recommend 
the IASB to insert further guidance that clarifies that the result of a private equity fund 
managers operations (i.e. normal involvement on boards or day to day involvement in underlying 
investment entities) is part of the fair value management. 
 
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 investment activities? 
(b) the investment activities of entities other than the reporting entity? 
Why or why not? 

 
Answer 
 

a) Yes 
b) Yes  

 
EVCA believes that an entity should 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 its own 
investment activity.  
 
While the majority of private equity structures are organised such that an investment 
management is conducted by a general partner or manager separate to the investment entity 
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itself, there are a number of structures where the investment management activity is 
undertaken with the same group as the investment entity. The investment management will be 
often undertaken for entities other than the reporting entity, for example funds that are 
partially or only invested in by third parties.  
 
Whether this is the case, EVCA does not agree that this activity should preclude an entity that 
would otherwise qualify as an investment entity from adopting the fair value accounting option 
for investments.  
 
If an entity is carrying out investment management activity on its own investment, EVCA 
considers that it will be consistent with being an investment entity to leverage that expertise to 
external investment management. 
 
 
Question 4: 
(a) Should an entity with a single investor unrelated to the fund manager be eligible to 
qualify as an investment entity? Why or why not? 
(b) If yes, please describe any structures/examples that in your view should meet the 
definition and how you would propose to address the concerns raised by the Board in 
paragraph BC16. 
 
 
Answer 
 

a) Yes, an entity with a single investor unrelated to the fund manager should be eligible to 
qualify as an investment entity. There are a number of cases, such as when a fund set up 
for multiple investors has on inception, only a single investor or a group of funds where 
one has only a single investor.  

 
b) The following structures would meet this criterion: 

- Structures set up where the clear intent is that there will be multiple investors or 
where there have previously been multiple investors. 

- Investment entities with a single investor where the entity has been set up as a co-
investment vehicle, i.e. it invests along another investment entity in a number of 
investments.  

- A sovereign wealth fund or feeder fund which is likely to have only a single investor 
but fulfil all the other criteria for an investment entity. 

- A group of funds where most but not all have multiple investors. 
 

EVCA proposes that the concerns expressed in BC16, i.e. that an investment entity could be 
inserted into a larger corporate structure to achieve off balance sheet accounting, are already 
addressed by the three key criteria relating to business model, declared strategy and fair value 
evaluation already provides adequate safeguard.  
 
Question 5: Do you agree that investment entities that hold investment properties should be 
required to apply the fair value model in IAS 40, and do you agree that the measurement 
guidance otherwise proposed in the exposure draft need apply only to financial assets, as 
defined in IFRS 9 and IAS 39 Financial Instruments: Recognition and Measurement? Why or 
why not? 
 
 
Answer  
 
EVCA agrees that entities that hold investment properties should be required to apply the fair 
value model in IAS 40 as most entities already do so and we would support the additional 
consistency that this requirement would bring. 
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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? 
 
 
Answer  
 
No, EVCA does not agree with excluding parent entities from the exemption of consolidation 
requirements. This restriction, as well as the single investor restriction, as they stand together, 
appear to be a double layer of restriction.  
 
EVCA shares the FSAB “roll-up approach, which means that the parent entity would “roll-up” the 
fair value of the subsidiary to be included in its own financial statements. 
 
It should be noted that a different treatment than in the US will further reduce comparability 
between US GAAP preparers and IASB preparers. 
 
 
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? 
(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? 
 
 
Answer 
 

a) Yes, it is appropriate to use this disclosure objective for investment entities rather than 
including additional specific disclosure requirements. EVCA agrees that the objective of 
that disclosure should “provide information to enable users of the financial statements 
to evaluate the nature and financial effect of the investment activities in which it 
engages” is appropriate.  

b) EVCA does not see the need for additional detailed disclosure requirements and would 
prefer to rely on existing requirements together with the objective.  

 
 
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? 
 
 
Answer 
 
EVCA would welcome the IASB views on an option to apply either retrospectively or 
prospectively, with a preference for retrospective approach, acknowledging that in the 1st year 
of application this would result in incomparability between different choices applied. It should 
be noted that in practice, many investment entities will have maintained fair value records and 
there would be minimal cost to retrospectively apply.  
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Question 9: 
(a) Do you agree that IAS 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? 
(b) As an alternative, would you agree with an amendment to IAS 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? 
 
 
Answer 

(a) EVCA does not agree with amendments to IAS 28. The proposed amendment of IAS 28 is 
likely to “cause fewer entities to be able to measure their investments in joint ventures 
and associates at fair value through profit or loss, even though in its view this 
measurement might produce, for some of those entities, more relevant information to 
users of financial statements than measuring the investments by the equity method.” 
Relevant is a fundamental principal of financial statement and we agree that such 
investments should be measured at fair value as this provides the most relevant 
information to users. 

 
(b) Yes, EVCA agrees. This will ensure that accounting information is relevant for users while 

still promoting consistency among investment entities.  


