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Executive summary
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International Financial Reporting Standards (IFRS) are
gaining momentum. The globalisation of business and
finance has inevitably led to calls for a common set of
high-quality, global accounting standards. IFRS has

been successfully adopted in almost 100 places over the
last few years. The International Accounting Standards (IAS)
Regulation issued by the European Union in 2002 requires
that listed companies in Europe adopt IFRS in 2005. Hong
Kong and Australia converged with IFRS in 2005. Other
places, such as Russia and Japan, are also making
significant strides towards using IFRS more widely. With the
US Securities and Exchange Commission (SEC) voting
unanimously to seek public comments on a release in
August 2008 that includes both: 1) a proposed roadmap for
the potential mandatory adoption of IFRS by issuers in the
US; and 2) a proposed rule that would allow the optional
use of IFRS by certain qualifying domestic issuers, the US
may eventually join these 100 places in adopting IFRS.

IFRS implementation suggests changes and uncertainty.
Whilst the legal and regulatory compliance as well as

cost implications are always the top consideration of
organisations, investment funds must also be aware of

the effects a potential move to IFRS could have on
long-term decisions and transactions, and how this impact
will would be communicated to investors.

In this publication, we have laid out some major areas in
which IFRS could have a material impact on an investment
fund, and have summarised the key similarities and
differences with the accounting frameworks currently
adopted in the major investment management centres,
including the following:

¢ Accounting principles generally accepted in Australia
(AGAAP)

e Accounting principles generally accepted in Canada
(Canadian GAAP)

e Hong Kong Financial Reporting Standards (HKFRS)

e Accounting principles generally accepted in India
(INDIAN GAAP)

e Japanese Accounting Standards (JGAAP)
e Singapore RAP 7

In conjunction with reading this publication, users may want
to refer to International Financial Reporting Standards
lllustrative Financial Statements 2008 — Investment
Funds, also published by PricewaterhouseCoopers (PwC).’

1 PricewaterhouseCoopers refers to the network of member firms of PricewaterhouseCoopers International Limited, each of which is a separate and independent legal entity.
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International Financial Reporting Standards Australian Accounting Standards
1.1 The objective of general purpose financial statements for investment funds is to provide information about Full application of Australian Accounting
Accounting an entity’s financial position, financial performance and cash flows so that users of the financial statements can Standards ensures compliance with IFRS,
Standards/ make informed decisions. Financial statements also show the results of management’s stewardship of the however the Australian framework defines
Industry resources entrusted to it (IAS 1). concepts of general purpose and special purpose
Practice financial statements. General purpose financial

IFRS, as a set of principle-based accounting standards, does not provide accounting standards or guidance
specific to investment funds. Accordingly, investment funds follow the same financial reporting standards as
general entities.

statements must apply all aspects of the
Australian Accounting Standards. Special
purpose financial statements only require certain
IFRS embodies not only the International Financial Reporting Standards themselves but also the International aspects of the Australian Accounting Standards.
Accounting Standards (IAS) and interpretations originated by the International Financial Reporting Interpretations
Committee (IFRIC) or its former Standing Interpretations Committee (SIC) (IAS 1R.7). Investment funds are
required to follow all such standards and interpretations in order to be in compliance with IFRS; an explicit and
unreserved statement of such compliance also should be made in the notes to the financial statements (IAS
1R.16).

Investment funds that are registered with the
Australian regulator as Managed Investment
Schemes (this will include all funds that have
more than 100 unitholders) are required to

prepare general purpose accounts.
IFRS (IAS 8) articulates a hierarchy of guidance that management would follow in the absence of a standard that

specifically applies to a transaction. In such cases, management uses its judgment in developing and applying
an accounting policy. In making that judgment, management considers, first the requirement of other IFRS
standards dealing with similar issues, and the concepts in the IASB’s framework. It also may consider the
accounting standards of other standard-setting bodies.

Australian Standard AAS 25 applies to financial
reports of superannuation plans (the Australian
equivalent of a pension fund), meaning that
certain aspects of IFRS do not apply to the
financial reports of such entities.

4 PricewaterhouseCoopers E n
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International Financial Reporting Standards

Framework continued

1.2
First-time
Adoption of
Accounting
Framework

IFRS 1, First-time Adoption of International Financial Reporting Standards, provides specific guidance on

applying IFRS for the first time. First-time adoption of IFRS as a primary accounting basis generally requires full
retrospective application of the standards, effective at the reporting date for the entity’s first IFRS financial
statements. However, IFRS 1 establishes optional exceptions (e.g. business combinations, employee benefits) and
mandatory exceptions (e.g. hedge accounting, estimates) from retrospective application.

An entity’s first IFRS financial statements must present reconciliations of profit or loss in respect of the last period

reported under previous GAAP, of equity at the end of the last period reported under previous GAAP and of equity
at the start of the earliest period presented in the financial statements. These reconciliations should be presented

in sufficient detail to enable users to understand the material adjustments made in the conversion to IFRS.

If the entity presented a statement of cash flows under its previous GAAP, it should explain the material
adjustments required for it to comply with IFRS.

For annual periods beginning on or after 1 January 2009, a first-time adopter is required to disclose its opening
balance sheet at the date of transition to IFRS.

2 Financial Statements

2.1
Components
of Financial
Statements

Comparative financial statements are required (IAS 1R.36) and include (IAS 1R.10):

1) A balance sheet.
2) An income statement.
3) A statement of changes in equity.

4) A cash flow statement.
5) Notes to the financial statements, comprising a summary of significant
accounting policies and other explanatory notes.

An investment fund, whose redeemable shares are classified as a financial liability and which does not have any
other transaction classified under equity, is not required to present a statement of changes in equity since it does
not have equity. For those shares classified as liabilities, a statement of changes in net assets attributable to
holders of redeemable shares provides relevant and useful information and it is therefore best practice to provide
this statement.

The date of authorisation to issue financial statements, and who authorises them for issue are required under IFRS
(IAS 10.17).

Australian Accounting Standards

Not relevant in Australia, where transition to IFRS
took place in 2005.

Australian law requires presentation of either a
Statement of Changes in Equity or a Statement of
Recognised Income and Expense, even if the
fund has no equity.

Practice varies in this regard. Most present a
Statement of Changes in Equity with zero
balances and a note to the accounts presenting
changes in net assets attributable to unitholders.
Some present a Statement of Changes in Net
Assets Attributable to Unitholders instead of a
Statement of Changes in Equity.

5 PricewaterhouseCoopers
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International Financial Reporting Standards
Financial Statements continued

2.2 IFRS does not prescribe a specific format for an investment fund’s balance sheet. At a minimum, the face of the
Balance Sheet balance sheet shall include line items that present the following amounts (note: only those minimum line items
that might apply to an investment fund are identified — please see IAS 1R.54 for the complete list):

1) Investment property. 6) Financial liabilities.

2) Financial assets. 7) Provisions.

3) Trade and other receivables.  8) Issued capital and other components of shareholders’ equity
4) Cash and cash equivalents. (unless shares are classified as financial liabilities).

5) Trade and other payables.

An entity may present additional line items, headings and subtotals on the face of the statement of financial
position when the presentation is relevant to an understanding of its financial position (IAS 1R.55).

Both current and non-current assets and current and non-current liabilities should be reported on the face

of the balance sheet except when presentation based on liquidity, in which assets and liabilities are presented
in the order of liquidity, provides information that is reliable and more relevant (IAS 1R.60). Whichever method
of presentation is adopted, assets and liabilities with maturities greater than 12 months should be identified in
the notes.

A typical investment fund whose shares are redeemable at the discretion of its holders or in a limited life entity
where the shares are redeemable at liquidation may have no shareholders’ equity at all or only a nominal amount
representing its voting, non-participating shares (please see “Equity — Classification” for detailed discussion on
classification of these shares and the impact of the new IAS 32 amendment on these shares). Although there is
no specific format, illustrative examples (IE) 32 and IE 33 of IAS 32, Financial Instruments: Presentation, provide
models of presentation for balance sheets and income statements for entities with no equity or some equity but
explicitly state that other formats are possible. PwC’s publication, IFRS lllustrative Financial Statements —
Investment Funds, also provides an example for reference.

6 PricewaterhouseCoopers
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International Financial Reporting Standards

Financial Statements continued

2.3 The definition of a financial liability includes a contractual obligation to deliver cash or another financial asset to
Equity - another entity (IAS 32.11). A financial instrument that gives the holder the right to put it back to the issuer for
Classification cash or another financial asset (a “puttable instrument”) is a financial liability regardless of whether the amount of

cash or another financial asset is determined based on an index or other item that has the potential to increase
or decrease. IAS 32 specifically cites, as examples of puttable instruments, interests issued by open-ended
mutual funds, unit trusts, partnerships, etc. (IAS 32.18), that would be classified as liabilities.

However, in February 2008, the IASB issued an amendment to IAS 32 and IAS 1, Puttable Financial Instruments
and Obligations Arising on Liquidation (IAS 32 amendment), which is effective for annual periods beginning on or
after 1 January 2009 (with earlier adoption permitted). The amendment provides an exception to the definition of
a financial liability to permit certain puttable instruments and instruments with obligations that arise upon
liquidation to be classified as equity if strict criteria are met. The scope of the amendment is intended to be
narrow, and unless all criteria are met, the instrument would continue to be classified as a liability. The specific
criteria are as follows:

1) The instrument is the most subordinate class of instruments.

2) All financial instruments in the class of instruments that is subordinate to all other classes have identical
features (e.g. the formula to calculate the redemption price is the same for all instruments in that class).

3) The holder is entitled to a pro rata share of net assets (i.e. the assets remaining after deducting all other claims
on its assets).

4) The total expected cash flows to the holder are substantially based on profit and loss, change in net assets
or change in the fair value of the net assets™.

5) There is no other instrument which is tied to the same measures as in #4 above and has the effect of fixing or
restricting the residual return to the puttable instrument holder.

6) The instrument has no other liability feature apart from the obligation to redeem the instrument™.

* A criterion only for puttable instruments.

7 PricewaterhouseCoopers
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International Financial Reporting Standards

Financial Statements continued

Equity -
Classification
continued

Given the restrictive criteria above, redeemable shares of investment funds will rarely qualify for equity
classification under the IAS 32 amendment.

Apart from redeemable shares which may be classified as liabilities, an investment fund may have activity in
equity (e.g. shares meeting the definition of equity, or available-for-sale securities in which changes in fair value
would be recorded through other comprehensive income). In such cases, the investment fund is required to
present a statement of changes in equity.

Changes in the liability, which includes related dividends or distribution of income to holders of redeemable
shares and subsequent measurement of the liability, should be recognised in the income statement. (Please refer
to the “Net Assets — Measurement” section below.) Subscriptions and redemptions should be recorded directly
as a change in the liability and not flow through the income statement.

Australian Accounting Standards

2.4
Net Assets -
Measurement

Net assets attributable to holders of redeemable shares will generally be classified as a liability on the balance
sheet, carried at the redemption amount that would be payable at the balance sheet date if the holders exercised
the right to put the shares back to the investment fund. Changes in this redemption amount each period should
be recorded through the income statement.

If the net asset value for subscriptions and redemptions is different from the net asset value calculated using
bid/ask prices (e.g. because NAV as prescribed by the offering memorandum is based on the last traded price),
an adjustment to net asset value is recorded so that the net asset value attributable to the holders of redeemable
shares represents the redemption amount.

No significant differences to IFRS.

2.5
Schedule of
Investments

A condensed schedule of investments is not required to be presented under IFRS. However, IFRS 7 requires an
entity to disclose information that enables users of its financial statements to evaluate the significance of
financial instruments for its financial position and performance (IFRS 7.7). In particular, IFRS 7 requires
quantitative disclosures about concentrations of risk (IFRS 7.34c). As such, an analysis of the investments similar
to the one provided through the schedule of investments may be used as part of the IFRS 7 disclosures.

Consistent with IFRS, Australian Accounting
Standards do not explicitly require a schedule of

investments.

A schedule of investments is typically not

presented.

8 PricewaterhouseCoopers
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International Financial Reporting Standards

Financial Statements continued

Australian Accounting Standards

2.6 IFRS does not prescribe a specific format. Similar to the balance sheet, IAS 1R.82 requires that certain minimum | No significant differences to IFRS.
Income line items be presented on the face of the income statement. Expenses should be classified according to nature
Statement or function (IAS 1R.99). If the classification by function is used, additional information on the nature of expenses
should be disclosed.
The portion of the profit and loss attributable to the minority interest is disclosed separately in the income
statement (IAS 1R.83). The minority portion of net income is presented after the “net income” line as an
allocation of “net income”.
An investment fund may present additional line items, headings and subtotals on the face of the income
statement when it is relevant to an understanding of its financial performance (IAS 1R.85).
In addition, in an instance in which the entity has little or no equity, IAS 32.1E 32 and 32.IE 33 provide examples
of income statements for such entities. PwC’s publication, IFRS lllustrative Financial Statements — Investment
Funds, also provides an example for reference.
2.7 Interest should be accrued and recognised using the effective interest method (IAS 18.30) from the date of No significant differences to IFRS.
Interest and purchase (IAS 18.32), and dividends should be recognised when the right to receive payment is established (IAS
Dividend 18.30), typically the ex-dividend date. As such, the discount and premium of fixed income securities should be
Income included in the calculation of interest income under the effective interest method.

Recognition

The effective interest method is based on the estimated future cash flows through the expected life of the
instrument without considering future credit losses (IAS 39.9). However, in some cases, investments are acquired
at a deep discount that reflect incurred credit losses and such incurred credit losses should be included in the
estimated cash flows (IAS 39.AG 5). If the investment fund subsequently revises its estimated future cash flows,
it shall adjust the carrying amount of the financial asset or financial liability (or group of financial instruments) to
reflect actual and revised estimated cash flows using the original effective interest rate and record this
adjustment through the income statement (IAS 39.AG 8).

IFRS requires separate presentation of interest income and foreign currency exchange gains and losses except
when the financial assets and liabilities are carried at fair value through profit or loss. For example, exchange
differences arising on translating an available-for-sale debt security as well as the current period amortisation on
the security would need to be presented separately in the income statement.

9 PricewaterhouseCoopers
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International Financial Reporting Standards

Financial Statements continued

2.8

Realised and
Unrealised
Gains (Losses)
on Investments
- Presentation

Although not a minimum required item to be presented under IAS 1R, net gains or losses on investments are
typically presented on the face of the income statement given their importance to an investment fund’s financial
performance. There is no requirement to separate realised and unrealised gains or losses.

Since interest income and foreign exchange gains/losses do not need to be disclosed separately for financial
instruments at fair value through profit or loss, they may be included in the gains or losses on investments.

Australian Accounting Standards

Before transition to IFRS, market practice was to
split gains/losses between realised and
unrealised on the face of the income statement,
though no requirement to do so existed. The
Australian equivalents to IFRS also have no
requirement to split between realised and
unrealised gains and losses, but this is typically
still done generally in the notes to the accounts
rather than on the face of the income statement.
Preparers are encouraged to include commentary
on their basis for arriving at the split, since
different approaches exist.

29 Income received should be included gross in the income statement. The withholding taxes should be presented No significant differences to IFRS.
Withholding Taxes| as a separate component of income tax for the period.

- Presentation

2.10 IFRS does not prescribe a specific format. The general presentation and disclosure requirements are detailed in | Australian law requires presentation of either a

Statement of
Changes in Net
Assets/Equity

IAS 1R.106 through 1R.110.

For an investment fund with no equity (i.e. all the shares are classified as liability under IAS 32 and the
investment fund does not have any other equity reserves), the statement of changes in equity is not required.
PwC’s publication, IFRS lllustrative Financial Statements — Investment Funds, also provides an example

for reference.

Statement of Changes in Equity or a Statement of
Recognised Income and Expense, even if the
fund has no equity.

Practice varies in this regard. Most present a
Statement of Changes in Equity with zero
balances and a note to the accounts presenting
changes in net assets attributable to unitholders.
Some present a Statement of Changes in Net
Assets Attributable to Unitholders instead of a
Statement of Changes in Equity.

10 PricewaterhouseCoopers
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International Financial Reporting Standards

Financial Statements continued

2.6
Income
Statement

IFRS does not prescribe a specific format. Similar to the balance sheet, IAS 1R.82 requires that certain minimum
line items be presented on the face of the income statement. Expenses should be classified according to nature
or function (IAS 1R.99). If the classification by function is used, additional information on the nature of expenses
should be disclosed.

The portion of the profit and loss attributable to the minority interest is disclosed separately in the income
statement (IAS 1R.83). The minority portion of net income is presented after the “net income” line as an
allocation of “net income”.

An investment fund may present additional line items, headings and subtotals on the face of the income
statement when it is relevant to an understanding of its financial performance (IAS 1R.85).

In addition, in an instance in which the entity has little or no equity, IAS 32.1E 32 and 32.IE 33 provide examples
of income statements for such entities. PwC’s publication, IFRS lllustrative Financial Statements — Investment
Funds, also provides an example for reference.

Canadian Accounting Standards

Does not prescribe a particular format for an

investment fund.

Disclosure of certain items is required by
NI 81-106 Part 3.2.

2.7

Interest and
Dividend
Income
Recognition

Interest should be accrued and recognised using the effective interest method (IAS 18.30) from the date of
purchase (IAS 18.32), and dividends should be recognised when the right to receive payment is established (IAS
18.30), typically the ex-dividend date. As such, the discount and premium of fixed income securities should be
included in the calculation of interest income under the effective interest method.

The effective interest method is based on the estimated future cash flows through the expected life of the
instrument without considering future credit losses (IAS 39.9). However, in some cases, investments are acquired
at a deep discount that reflect incurred credit losses and such incurred credit losses should be included in the
estimated cash flows (IAS 39.AG 5). If the investment fund subsequently revises its estimated future cash flows,
it shall adjust the carrying amount of the financial asset or financial liability (or group of financial instruments) to
reflect actual and revised estimated cash flows using the original effective interest rate and record this
adjustment through the income statement (IAS 39.AG 8).

IFRS requires separate presentation of interest income and foreign currency exchange gains and losses except
when the financial assets and liabilities are carried at fair value through profit or loss. For example, exchange
differences arising on translating an available-for-sale debt security as well as the current period amortisation on
the security would need to be presented separately in the income statement.

Similar to IFRS.

40 PricewaterhouseCoopers
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International Financial Reporting Standards Hong Kong Financial Reporting Standards
Financial Statements continued
25 A condensed schedule of investments is not required to be presented under IFRS. However, IFRS 7 requires an For non-SFC authorised investment funds, similar
Schedule of entity to disclose information that enables users of its financial statements to evaluate the significance of to IFRS.
Investments financial instruments for its financial position and performance (IFRS 7.7). In particular, IFRS 7 requires For SFC authorised investment funds, in addition
quantitative disclosures about concentrations of risk (IFRS 7.34c). As such, an analysis of the investments similar | to HKFRS which is similar to IFRS, Appendix E of
to the one provided through the schedule of investments may be used as part of the IFRS 7 disclosures. the Code requires the following specific items to

be presented and disclosed in a schedule of
investment portfolio at a minimum:

1) Number or quantity of each holding together
with the description and market value.
Distinguish between listed and unlisted and
categorise by country. For investments in
investment funds by a unit portfolio
management fund as defined in the Code, the
place of incorporation of the investment funds
should be disclosed.

2) The total investment stated at cost.

3) The value of each holding as a percentage of
net asset value.

4) A statement of movements in portfolio holdings
since the end of the preceding accounting
period. Detailed holdings in individual
securities, holdings in different sectors of a
particular market, holdings in different countries
and holdings in various kinds of securities are
acceptable methods to illustrate portfolio
holdings. Except for detailed holdings in
individual securities, movements in portfolio
holdings can be expressed in percentages.

Comparative figures for the previous period are
not required. This schedule of investment portfolio
falls outside the financial statements.
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Financial Statements continued

2.2
Balance Sheet

International Financial Reporting Standards

IFRS does not prescribe a specific format for an investment fund’s balance sheet. At a minimum, the face of the
balance sheet shall include line items that present the following amounts (note: only those minimum line items
that might apply to an investment fund are identified — please see IAS 1R.54 for the complete list):

1) Investment property.

2) Financial assets.

3) Trade and other receivables.
4) Cash and cash equivalents.
5) Trade and other payables.

6) Financial liabilities.

7) Provisions.

8) Issued capital and other components of shareholders’ equity
(unless shares are classified as financial liabilities).

An entity may present additional line items, headings and subtotals on the face of the statement of financial
position when the presentation is relevant to an understanding of its financial position (IAS 1R.55).

Both current and non-current assets and current and non-current liabilities should be reported on the face

of the balance sheet except when presentation based on liquidity, in which assets and liabilities are presented
in the order of liquidity, provides information that is reliable and more relevant (IAS 1R.60). Whichever method
of presentation is adopted, assets and liabilities with maturities greater than 12 months should be identified in
the notes.

A typical investment fund whose shares are redeemable at the discretion of its holders or in a limited life entity
where the shares are redeemable at liquidation may have no shareholders’ equity at all or only a nominal amount
representing its voting, non-participating shares (please see “Equity — Classification” for detailed discussion on
classification of these shares and the impact of the new IAS 32 amendment on these shares). Although there is
no specific format, illustrative examples (IE) 32 and IE 33 of IAS 32, Financial Instruments: Presentation, provide
models of presentation for balance sheets and income statements for entities with no equity or some equity but
explicitly state that other formats are possible. PwC’s publication, IFRS lllustrative Financial Statements —
Investment Funds, also provides an example for reference.

Indian Accounting Standards

The Eleventh Schedule of SEBI Regulations
specifies the contents of the balance sheet.

As a minimum the following items are to be
included on the face of the balance sheet:

On the assets side:

1) Investments.

2) Deposits.

3) Other current assets.

4) Deferred revenue expenditure.
On the liabilities side:

1) Unit Capital.
2) Reserves and surplus.
3) Current liabilities and provisions.

Specific items to be presented under each of the
above headings (if applicable) are specified in the
Eleventh Schedule of the SEBI Regulations.

Additional line items may be presented.

100 PricewaterhouseCoopers
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International Financial Reporting Standards

Other Accounting & Reporting Topics continued

5.8 Segment reporting is required for entities whose debt or equity instruments are traded in a public market.
Segment

Reporting On 30 November 2006, the IASB issued IFRS 8, Operating Segments, which is effective for the year beginning

on or after 1 January 2009. IFRS 8 is a convergence standard with FAS 131. Under IFRS 8, a segment is an
operating segment, which is identified on the basis of internal reports that are regularly reviewed by an entity’s
chief operating decision makers in order to allocate resources to the segment and assess its performance.
Measurement and disclosure requirements have also been amended. The segment reporting under IFRS 8 is to
disclose an entity’s segment through the eyes of management.

194 PricewaterhouseCoopers
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PricewaterhouseCoopers provides industry-focused assurance, tax, and advisory services to build public trust and enhance value for its clients and their stakeholders. More than 155,000 people in 153 countries across
our network share their thinking, experience and solutions to develop fresh perspectives and practical advice.

This publication does not intend to capture all similarities and differences between IFRS and other accounting frameworks, only the key similarities and differences specifically related to investment funds. When applying the
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