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28 January 2022

Response to IASB’s Consultation on Post-implementation Review of IFRS 9 - Classification
and Measurement

Question 1 - Classification and measurement
Do the classification and measurement requirements in IFRS 9:

Question 1.a - enable an entity to align the measurement of financial assets with the cash flow
characteristics of the assets and how the entity expects to manage them? Why or why not?

Answer:

Since IFRS 9 is mainly targeted at other sectors, some questions - including this - cover issues that are not
relevant for the wider private equity/venture capital industry, and we have decided to leave these questions
unanswered.

Question 1.b - result in an entity providing useful information to the users of the financial statements
about the amount, timing and uncertainty of future cash flows? Why or why not?

Answer:

Please see answer to Question 1.a.

Question 2 - Business model for managing financial assets
Question 2.a - Is the business model assessment working as the Board intended? Why or why not?
Answer:

It is our experience that the business model assessment is not working as intended for investment funds. In
practice, there are inconsistencies across investment funds and their auditors (and even within the same
audit firm) in how they interpret the business model assessment. The users of financial statements from
investment funds (i.e., investors, or Limited Partners (LPs)) require fair value based Net Asset Values (NAVs)
in order to meet their own financial reporting requirements. As such, the vast majority of investment funds
report fair value based NAVs where the financial instruments held within those funds are measured at fair
value. However, a minority of IFRS reporters have interpreted the business model assessment as allowing
for measurement at amortised cost, rendering those NAV statements as unusable by LPs. Moreover, when
one considers that the business model of an investment fund is typically to maximize returns, an amortised
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cost election would seem to be an inappropriate classification for users. Yet, in practice we see some
investment funds electing the amortised cost option, notwithstanding the type of evidence required to
establish classification (e.g., how performance is measured, how risks are managed, and how managers are
compensated).

Question 2.b - Can the business model assessment be applied consistently? Why or why not?

Answer:

As noted above there is an inherent conflict between the business model assessment as it currently exists
and the needs of fund investors since, for example, a loan might meet the business model assessment and
SPPI assessment required to elect the amortised cost model. However, if the loan is held in an investment
portfolio, the reported NAV will be driven by this election rendering the NAV reports unusable by the LPs.
This would seem to indicate that a consideration of other uses of the reporting should be taken into account
when applying the test. As noted, while not pervasive, this has been observed in a significant minority of

reports.

Question 2.c - Are there any unexpected effects arising from the business model assessment? How
significant are these effects?

Answer:

Please see answer to Question 1.a.

Question 3 - Contractual cash flow characteristics

Question 3.a - Is the cash flow characteristics assessment working as the Board intended? Why or why
not?

Answer:

As per Question 2 above, for the purposes of NAV reporting for funds, applying fair value through profit and
loss (FVTPL) is generally a preferable approach as it provides better insight for the LPs. FVTPL captures
variability in the NAV caused by credit, market and other factors, and is in the vast majority of cases a more
meaningful measure of the performance of an investment than amortised cost.

Question 3.b - Can the cash flow characteristics assessment be applied consistently? Why or why not?
Answer:

There is diversity in practice regarding how people classify financial assets with contractual cash flows linked

to ESG targets or other contractual variability. This points towards the need for more extensive guidance
from the Board on the topic.
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Question 3.c - Are there any unexpected effects arising from the cash flow characteristics assessment?
How significant are these effects?

Answer:

No unexpected effects.

Question 4 - Equity instruments and other comprehensive income

Question 4.a - Is the option to present fair value changes on investments in equity instruments in OCI
working as the Board intended? Why or why not?

Answer:

Please see answer to Question 1.a.

Question 4.b - For what equity instruments do entities elect to present fair value changes in OCI?
Answer:

Please see answer to Question 1.a.

Question 4.c - Are there any unexpected effects arising from the option to present fair value changes
on investments in equity instruments in OCI? How significant are these effects?

Answer:

Please see answer to Question 1.a.

Question 5 - Financial liabilities and own credit

Question 5.a - Are the requirements for presenting the effects of own credit in OCl working as the Board
intended? Why or why not?

Answer:

Please see answer to Question 1.a.

Question 5.b - Are there any other matters relating to financial liabilities that you think the Board
should consider as part of this post-implementation review (apart from modifications, which are

discussed in Section 6)?

Answer:
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Please see answer to Question 1.a.

Question 6 - Modifications to contractual cash flows

Question 6.a - Are the requirements for modifications to contractual cash flows working as the Board
intended? Why or why not?

Answer:
Please see answer to Question 1.a.

Question 6.b - Can the requirements for modifications to contractual cash flows be applied consistently?
Why or why not?

Answer:

Please see answer to Question 1.a.

Question 7 - Amortised cost and the effective interest method

Question 7.a - Is the effective interest method working as the Board intended? Why or why not?
Answer:

Please see answer to Question 3.a.

Question 7.b - Can the effective interest method be applied consistently? Why or why not?
Answer:

Please see answer to Question 3.b.

Question 8 - Transition

Question 8.a - Did the transition requirements work as the Board intended? Why or why not?
Answer:

Please see answer to Question 1.a.

Question 8.b - Were there any unexpected effects of, or challenges with, applying the transition
requirements? Why or why not?
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Answer:

Please see answer to Question 1.a.

Question 9 - Other matters

Question 9.a - Are there any further matters that you think the Board should examine as part of the
post-implementation review of the classification and measurement requirements in IFRS 9? If yes, what
are those matters and why should they be examined?

Answer:

Regarding IFRS 9 Disclosures, we believe that, in the case of investment funds, the end users of the financial
statements of an entity which has adopted amortised cost accounting under IFRS 9, i.e. the investors, would
often benefit from additional disclosures detailing fair value information in respect of their investments in
fixed income and debt instruments. This is because in their financial statements the investment into the
entity will typically be measured at fair value. Therefore, we believe it would be helpful if the Board added
application guidance which clarified the level and type of fair value information that should be disclosed to
meet the needs of the end users of the financial statements where it is relevant.

Furthermore, we believe that the scope of IFRS 9 with regards to investment funds does not take into
consideration that the business model may change due to specific circumstances, i.e., if an investment
fund’s primary objective is to hold to collect contractual cash flows, it would meet the business model
requirements to be measured at amortised cost. However, if the investment fund had opportunities to sell
investments to generate alpha, then currently this would lead to a hold to collect and sell model. If such a
situation occurred, then the investment fund would likely fall into measuring at FVTPL. Some additional
guidance notes designed for investment funds in scenarios such as these could be useful in applying the
correct business model to investment funds.

Question 9.b - Considering the Board’s approach to developing IFRS 9 in general, do you have any views
on lessons learned that could provide helpful input to the Board’s future standard-setting projects?

Answer:

Please see answer to Question 9.a.
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Contact

For further information, please contact Martin Bresson (martin.bresson@investeurope.eu) at Invest Europe.

About Invest Europe

Invest Europe is the association representing Europe’s private equity, venture capital and infrastructure
sectors, as well as their investors.

Our members take a long-term approach to investing in privately held companies, from start-ups to
established firms. They inject not only capital but dynamism, innovation and expertise. This commitment
helps deliver strong and sustainable growth, resulting in healthy returns for Europe’s leading pension funds
and insurers, to the benefit of the millions of European citizens who depend on them.

Invest Europe aims to make a constructive contribution to policy affecting private capital investment in
Europe. We provide information to the public on our members’ role in the economy. Our research provides

the most authoritative source of data on trends and developments in our industry.

Invest Europe is the guardian of the industry’s professional standards, demanding accountability, good
governance and transparency from our members.

Invest Europe is a non-profit organisation with 25 employees in Brussels, Belgium.

For more information please visit www.investeurope.eu.
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