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Should an investment entity
consolidate intermediate holdings
between itself and its underlying
investment portfolio? That’s the real
question.
Mike Metcalf, KPMG’s global IFRS business
combinations and consolidation leader
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Proposals seek to address application
issues
New requirements allowing investment entities to use fair value
accounting came into effect in early 20141, but early adoption had already
highlighted a series of application issues.
In response, on 11 June 2014 the IASB issued Exposure Draft Investment
Entities: Applying the Consolidation Exception (the ED), which seeks to
clarify the following questions.

1

How should an investment entity parent account for an
investment entity subsidiary that provides investment-related
services on its behalf?

Proposal: At fair value through profit or loss (FVTPL).

2

Can an intermediate parent (holding) in an investment entity group
be exempt from preparing consolidated financial statements?

Proposal: Yes.

3

How should a non-investment entity investor apply the equity
method to investments in associates and joint ventures that
are investment entities?

Proposal: Unwind the fair value accounting applied by a joint
venture, but retain the fair value accounting applied by an associate.
1

1

Fair value accounting for all investment
entity subsidiaries

It is unclear how to account for investment entity subsidiaries that
provide investment-related services: at FVTPL or consolidate? The
ED proposes that all subsidiaries of investment entities be accounted
for at FVTPL, regardless of whether they provide investmentrelated services.
The requirement to consolidate subsidiaries that provide investmentrelated services would be limited to subsidiaries that are not
themselves investment entities and whose main purpose is to provide
support services for the investment entity parent’s activities.
The proposal will reopen the discussion of whether accounting for
intermediate subsidiaries at fair value is the most useful approach for
users of the financial statements. Some want to see the fair values
of the investments making up the underlying investment portfolio
that is held by the subsidiary, rather than a single fair value for the
subsidiary holding the investments. As a result, some entities are
already using parallel non-GAAP measures to present more granular fair
value information.

2

Consolidation exemption still available
for subsidiaries of an investment entity

Some intermediate holdings (that are not themselves investment
entities) currently take advantage of the exemption from preparing
consolidated financial statements when the relevant criteria are met.
One of the criteria is that “its ultimate or any intermediate parent
produces consolidated financial statements that are available for
public use and comply with IFRSs”. Therefore, an issue arises as to
whether such holdings can continue to use this exemption if the
parent is an investment entity that does not prepare consolidated
financial statements.
The ED proposes to make the exemption available to an intermediate
holding in an investment entity group. This would avoid the
intermediate holding incurring the cost of preparing consolidated
financial statements unnecessarily.

3

Application of the equity method to
depend on the type of investee

A parent of an investment entity that is not an investment entity
itself consolidates all investees that it controls – i.e. the fair value
accounting by an investment entity subsidiary does not flow up to a
non-investment entity parent. However, it is unclear whether this is
also the case for a non-investment entity investor in accounting for
investment entity associates or joint ventures.
Under the proposals, when a non-investment entity investor
applies the equity method, it would be required to:
●●

●●

unwind the fair value accounting applied by an investment
entity joint venture; but
retain the fair value accounting applied by an investment
entity associate.

The different approach for associates is based on
practicability, because the IASB believes that it could be
burdensome or even impractical to require an associate
(but not a joint venture) to prepare a second set of
financial information on a consolidated basis solely for
the purpose of equity accounting. However, it is likely
that there will be increased compliance costs for
investment entity joint ventures.

Next steps
Comments are due to the IASB by 15 September
2014. Although not stated explicitly, the
key question for those providing feedback
is whether an investment entity should
consolidate intermediate holdings between
itself and its underlying investment portfolio.

Find out more
For more information on the ED, please
go to the IASB press release or speak to
your usual KPMG contact.
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© 2014 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.
The KPMG name, logo and “cutting through complexity” are registered trademarks or
trademarks of KPMG International.
Publication name: In the Headlines – Applying the investment entities amendments
Publication number: Issue 2014/11
Publication date: June 2014
KPMG International Standards Group is part of KPMG IFRG Limited.

KPMG International Cooperative (“KPMG International”) is a Swiss entity that serves as a
coordinating entity for a network of independent firms operating under the KPMG name.
KPMG International provides no audit or other client services. Such services are provided
solely by member firms of KPMG International (including sublicensees and subsidiaries) in their
respective geographic areas. KPMG International and its member firms are legally distinct and
separate entities. They are not and nothing contained herein shall be construed to place these
entities in the relationship of parents, subsidiaries, agents, partners, or joint venturers. No
member firm has any authority (actual, apparent, implied or otherwise) to obligate or bind KPMG
International or any other member firm, in any manner whatsoever.

The information contained herein is of a general nature and is not intended to address the
circumstances of any particular individual or entity. Although we endeavour to provide accurate
and timely information, there can be no guarantee that such information is accurate as of the
date it is received or that it will continue to be accurate in the future. No one should act upon
such information without appropriate professional advice after a thorough examination of the
particular situation.

