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summary 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 a hundred places over the
last couple of years. The 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 since 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 hundred places in adopting IFRS.
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IFRS implementation implies changes and uncertainty.
While the legal and regulatory compliance as well as the
cost implications are always the top consideration of
organisations, investment funds should also understand the
effects that a potential move to IFRS could have on long-
term decisions and transactions, and how this impact will
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 key investment management centres,
including the following:

• generally accepted accounting principles in Luxembourg
applicable to investment funds (Luxembourg GAAP)

In conjunction with reading this publication, users may want
to refer to International Financial Reporting Standards
Illustrative Financial Statements 2008 – Investment Funds,
also published by PricewaterhouseCoopers.

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
standards, readers should also consult all the relevant
accounting standards and, where applicable, their national
laws and regulations. Such laws and regulations are not

covered by this publication. Furthermore, this publication
does not intend to cover the accounting by investment
managers and general partners of investment funds.

This publication has been prepared for general information
on matters of interest only, and does not constitute
professional advice on facts and circumstances specific
to any person or entity. You should not act upon the
information contained in this publication without obtaining
specific professional advice. No representation or warranty
(express or implied) is given as to the accuracy or
completeness of the information contained in this
publication. The information contained in this material
was not intended or written to be used, and cannot be
used, for purposes of avoiding penalties or sanctions
imposed by any government or other regulatory body.
PricewaterhouseCoopers, its members, employees and
agents shall not be responsible for any loss sustained
by any person or entity who relies on this publication.

The content of this publication is based on standards
published (even if not yet effective) as of 30 June 2008.
Accordingly, certain aspects of this publication may be
superseded as new guidance or interpretations emerge.
Financial statement preparers and other users of this
publication are therefore cautioned to stay abreast of
and carefully evaluate subsequent authoritative and
interpretive guidance that is issued.

If you would like to discuss any aspect of this
document, please speak to your usual contact at
PricewaterhouseCoopers or one of those listed below.

Marc Minet
Partner
+352 49 48 48 2566
marc.minet@lu.pwc.com

Kenneth Iek
Partner
+352 49 48 48 2278
kenneth.iek@lu.pwc.com

Christophe Sieger
Director
+352 49 48 48 2144
christophe.sieger@lu.pwc.com

NEXT PAGEPREVIOUS PAGE



1 Framework  

2 Financial Statements

3 Consolidation

4 Financial Instruments

5 Other Accounting and Reporting Topics

4 PricewaterhouseCoopers
A comparison of International Financial Reporting Standards and Luxembourg Generally Accepted Accounting Principles (GAAP) applicable to investment funds

NEXT PAGEPREVIOUS PAGE

X

Luxembourg



5 PricewaterhouseCoopers
A comparison of International Financial Reporting Standards and Luxembourg Generally Accepted Accounting Principles (GAAP) applicable to investment funds

Luxembourg

X

1.1
Accounting
Standards/
Industry
Practice

The Law dated 20th December, 2002 relating
to Undertakings for Collective Investment and
the Law of 10th August, 1915 concerning
commercial companies (as amended) provides
the substantive requirements for the preparation
of financial statements for investment funds to
be compliant with Luxembourg Generally
Accepted Accounting Principles applicable to
investment funds (Luxembourg GAAP). These are
supplemented by additional rules and guidance
from the Luxembourg regulator, known as CSSF
Circulars, and from the Institut des Réviseurs
d’Entreprises. 

The requirements under the Law of 13 February,
2007 relating to Specialised Investment Funds,
the Law of 15 June 2004 relating to the
Investment Company in Risk Capital and the
Law of 13 July 2005 on institutions for
occupational retirement provision in the form of
a pension savings company with variable capital
and a pension savings association has not been
addressed in this publication.

The objective of general purpose financial statements for investment funds is to provide information about
an entity’s financial position, financial performance and cash flows so that users of the financial statements can
make informed decisions. Financial statements also show the results of management’s stewardship of the
resources entrusted to it (IAS 1).

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.

IFRS embodies not only the International Financial Reporting Standards themselves but also the International
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).

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.

International Financial Reporting Standards Luxembourg GAAP
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1.2
First-time
Adoption of
Accounting
Framework

For first time adoption, there is no specific
guidance similar to that contained in IFRS.
Prospective application is usual in most
circumstances when applying Luxembourg GAAP.

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.

2.1
Components
of Financial
Statements

The annual report must include the following
information: 

• a balance sheet or a statement of assets and
liabilities; 

• a detailed income and expenditure account; 

• notes to the financial statements;

• a report on the activities of the financial year;

• the number of units in circulation;

• the net asset value per unit;

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.

International Financial Reporting Standards Luxembourg GAAP
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Components
of Financial
Statements
continued

• a portfolio with details on transferable
securities and other debt investments;

• a statement of the developments concerning
the assets of the investment fund during
the reference period (generally known as
the statement of operations and changes in
net assets);

• a comparative table covering the last three
financial years and including, for each financial
year, at the end of the financial year:

– the total net asset value,

– the net asset value per unit;

• details of the resulting amount of commitments
from transactions in financial instruments
(derivatives), by category of transactions;

• any significant information which will enable
investors to make an informed judgement on
the development of the activities and the
results of the investment fund. Comparatives
are not required.

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).

International Financial Reporting Standards Luxembourg GAAP
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2.2
Balance Sheet

For an investment fund, a balance sheet is called
a statement of assets and liabilities or a
statement of net assets. 

Luxembourg GAAP does not prescribe a specific
format or minimum line items. The face of the
statement of assets and liabilities should include: 

1) Transferable securities; 

2) Debt instruments; 

3) Bank balances;

4) Other assets; 

5) Total assets; 

6) Liabilities; 

7) Net asset value

An investment fund presents additional line items
on the face of the statement of assets and
liabilities when such presentation is relevant to an
understanding of its financial position.

The statement of assets and liabilities is
non-classified and, in practice, investments are
presented as the first item because of their
importance to total assets.

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.

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 Illustrative Financial Statements –
Investment Funds, also provides an example for reference.

Financial Statements continued

International Financial Reporting Standards Luxembourg GAAP
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Financial Statements continued

6) Financial liabilities.
7) Provisions.
8) Issued capital and other components of shareholders’ equity

(unless shares are classified as financial liabilities).
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2.3
Equity –
Classification

There is no specific classification or guidance
on equity similar to that contained in IFRS.

In practice, equity is not presented and is
represented by the net asset value in the
statement of assets and liabilities.

The definition of a financial liability includes a contractual obligation to deliver cash or another financial asset to
another entity (IAS 32.11). A financial instrument that gives the holder the right to put it back to the issuer for
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.

Financial Statements continued

International Financial Reporting Standards Luxembourg GAAP
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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.

2.4
Net Assets –
Measurement

The net asset value of an investment fund
represents the residual interest of the investors
and forms the basis for calculating the net asset
value per unit used for subscriptions and
redemptions. The net asset value per unit can be
increased or decreased by expenses and
commissions for subscriptions and redemptions
respectively. 

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.

Financial Statements continued

International Financial Reporting Standards Luxembourg GAAP
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2.5
Schedule of
Investments

Luxembourg GAAP requires disclosure of a
portfolio, distinguishing between:

a) transferable securities and money market
instruments admitted to an official exchange
listing;

b) transferable securities and money market
instruments dealt in on another regulated market;

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.
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c) recently issued transferable securities and
money market instruments;

d) other transferable securities and money
market instruments;

e) other debt instruments;

and analysed in accordance with the most
appropriate criteria in the light of the investment
policy of the investment fund (e.g. in accordance
with economic, geographical or currency criteria) as
a percentage of net assets; for each of the above
investments the proportion it represents in the total
net assets of the investment fund should be stated.

In practice the portfolio is presented as a
statement of investments. In addition, financial
derivative instruments are also included in the
notes to the financial statements or can be
included as part of the statement of investments.
The different types of transactions made are also
presented as well as the aggregate amount of
commitments relating to transactions outstanding
as at the balance sheet date.

A statement of changes in the composition of
the portfolio during the reference period should be
presented (if not published in the financial
statements, must be available at the registered
office of the Fund).

International Financial Reporting Standards Luxembourg GAAP

NEXT PAGEPREVIOUS PAGE

Financial Statements continued

Schedule of
Investments
continued



12 PricewaterhouseCoopers
A comparison of International Financial Reporting Standards and Luxembourg Generally Accepted Accounting Principles (GAAP) applicable to investment funds

Luxembourg

X

2.6
Income
Statement

The statement of operations and changes in net
assets also known as the statement of the
developments concerning the assets of the
investment fund during the reference period
should detail at least:

• income from investments,
• other income
• management charges,
• custodian fees,
• other charges and taxes,
• net income,
• distributions and income re-invested,
• changes in capital account,
• appreciation or depreciation of investments,
• any other changes affecting the assets and

liabilities of the investment fund.

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.IE 32 and 32.IE 33 provide examples
of income statements for such entities. PwC’s publication, IFRS Illustrative Financial Statements – Investment
Funds, also provides an example for reference.

2.7
Interest and
Dividend
Income
Recognition

Interest income is recognised on a historical
cost basis at pro-rata temporis using the
accrual method.

Dividends are recognised when the
right to receive payment is established
(ex-dividend date).

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.

Financial Statements continued

International Financial Reporting Standards Luxembourg GAAP
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2.8
Realised and
Unrealised
Gains (Losses)
on Investments
– Presentation

There is no specific requirement to disclose
realised gains and losses on investments,
but in practice, net gains or losses on
investments are presented on the face of the
statement of operations and changes in net
assets. Presentation of the changes in the
unrealised appreciation or depreciation on
investments on the face of the statement of
operations and changes in net assets is required.

A statement of changes in equity is not required
under Luxembourg GAAP. 

However a statement of changes in net assets
can be presented separately or within the
statement of operations and changes in net
assets. 

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.

2.9
Withholding
Taxes –
Presentation

There is no specific classification or guidance
similar to that contained in IFRS. In practice
income and dividends are presented net of
withholding taxes in the financial statements.

Income received should be included gross in the income statement. The withholding taxes should be presented
as a separate component of income tax for the period.

2.10
Statement of
Changes in Net
Assets/Equity

IFRS does not prescribe a specific format. The general presentation and disclosure requirements are detailed in
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 Illustrative Financial Statements – Investment Funds, also provides an example
for reference.

Financial Statements continued

International Financial Reporting Standards Luxembourg GAAP
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2.11
Statement of
Cash Flows

Not required for investment funds under
Luxembourg GAAP.

A statement of cash flows is always required.

The statement of cash flows should report cash flows classified by operating, investing and financing activities
(IAS 7.10). The cash flows from operating activities can be presented using either the direct or indirect method
(IAS 7.18) although IFRS encourages the use of the direct method (IAS 7.19).

Regardless of whether the direct or indirect method is used, cash flows from interest and dividends received and
paid should be disclosed separately within the statement of cash flows and classified consistently as either
operating, investing or financing activities (IAS 7.31). Cash flows from taxes should also be disclosed separately
and classified as operating activities unless specifically identified with financing or investing activities (IAS 7.35).

In accordance with IAS 7.15, purchases and sales of investments for investment funds are generally considered
operating activities as they relate to the main revenue-producing activity of the investment fund. In addition,
purchases and sales may either be shown on a gross basis or on a net basis (IAS 7.22 and 7.24) if the turnover
is rapid, the amounts are large and the maturities are short.

Non-cash transactions should be excluded from the statement of cash flows and should be disclosed in the
notes to the financial statements (IAS 7.43).

2.12
Definition of
Cash and Cash
Equivalents

There is no specific definition or guidance similar
to that contained in IFRS.

Cash comprises cash on hand and demand deposits. Cash equivalents are short-term, highly liquid investments
that are readily convertible into known amounts of cash and which are subject to an insignificant risk of change
in value (IAS 7.6). Usually, an investment qualifies as a cash equivalent when it has a maturity of three months or
less from the date of acquisition (IAS 7.7).

Bank overdrafts can be included as a component of cash and cash equivalents if they are repayable on demand
and form an integral part of an entity’s overall cash management (IAS 7.8).

The effect of exchange rate changes on cash and cash equivalents held or due in foreign currency should be
presented on the face of the cash flow statement, although separately from cash flows from operating, investing
or financing activities, in order to reconcile the cash and cash equivalents at the beginning and end of the period
(IAS 7.28).

Cash and cash equivalents that are not available for use by the investment fund should be disclosed. Cash and
cash equivalents subject to withdrawal or use restrictions should be disclosed separately from other cash
amounts (IAS 7.48).

Financial Statements continued

International Financial Reporting Standards Luxembourg GAAP
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3.1
Overview of the
Consolidation
Model

No specific exception or requirement is foreseen
for investment funds, except for investment in real
estate where the investment fund must clearly
explain the accounting principles applied for the
consolidation of its own financial statements with
those of affiliated real estate entities. 

The Law dated December 20, 2002 relating to
Undertakings for Collective Investment (the “2002
Law”) provides for the following forms of
investment funds:

• Investment funds having the contractual form
(Fonds Commun de Placement or “FCP”)
which are not “legal entities” and as such do
not fall under the scope of the Luxembourg
commercial Law.

• Investment funds having the statutory form
(Société d’Investissement à Capital Variable or
“SICAV”), which are:

– Investment funds under part I of the Law
(which can be distributed in Europe without
any restriction). These funds may not acquire
any shares/units carrying voting rights which
would enable them to exercise any control
or significant influence over the management
of an issuing body. As such the requirements
for consolidation are not applicable.

The accounting standards on consolidation are set forth in IAS 27R, Consolidated and Separate Financial
Statements, which does not provide a scope exception for an investment fund.

An investment fund should consolidate all its investments in which it has control. Control is defined as the power
to govern the financial and operating policies of an entity so as to obtain benefit from its activities:

1) Control is presumed to exist if an investment fund owns more than half of the voting power of another entity.
2) If an investment fund owns half or less than half of voting power, control also exists if it has:

a. Power over more than half of voting rights by virtue of an agreement with other investors
b. Power to govern the financial and operating policies of the entity under a statute or an agreement
c. Power to appoint or remove the majority of the members of the board of directors or equivalent governing

body and control of the entity is by that board or body
d. Power to cast the majority of votes at meetings of the board of directors or equivalent governing body and

control of the entity is by that board or body.

The existence of currently exercisable potential rights, such as warrants, call options or convertible instruments,
also should be taken into consideration under the consolidation model.

An investment fund should consolidate any investments which are deemed to be subsidiaries under IAS 27R.
A subsidiary is defined as an entity, including an unincorporated entity such as a partnership that is controlled by
another entity (IAS 27R.4). A feeder fund that has the majority of voting shares of the master fund in a master-
feeder structure will need to consolidate the master fund. In cases in which the feeder fund owns only non-voting
participating shares of a master fund, other criteria should also be considered, including whether the feeder fund
has the power to govern by virtue of laws or an agreement such as a control agreement between the feeder fund
and the master fund, and whether the master fund is in fact a special purpose entity of the feeder fund.

In some circumstances, in which a feeder fund invests in only one particular master fund, the feeder and master
funds may represent an integrated entity. In such cases, the integrated entity could be considered the reporting
entity and only one set of financial statements may be prepared for the integrated reporting entity (i.e. by
combining the master and feeder financial statements).

Consolidation

International Financial Reporting Standards Luxembourg GAAP
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Overview of the
Consolidation
Model
continued

– Investment funds under part II of the 2002
Law which is also subject to the Law of
August 10, 1915 concerning commercial
companies (as amended) which sets the
requirements for consolidation and
corresponding exemptions available.

• Other investment companies.

Furthermore, a fund of funds or a private equity fund may need to consolidate the investments in other investment
funds or investee companies for which it has control as defined in IAS 27R. However, if the fund of funds holds
only non-voting shares and the holders of the voting shares have the ability to direct the financial and operating
policies of the investment fund, then the fund of funds should not consolidate the investee company.

A private equity fund typically purchases investments, including controlling interests, in investee companies with
a view to resale. However, unless qualified as a disposal group held for sale at acquisition under the criteria in
IFRS 5, Non-Current Assets Held for Sale and Discontinued Operations, the investee companies should be
consolidated. The criteria include that the assets should be available for immediate sale and that such a sale
should be highly probable, including completing the sale within one year (IFRS 5.7 and 5.8).

Special purpose entities
An investment fund should consolidate any special purpose entity (“SPE”), defined as an entity created to
accomplish a narrow and well-defined objective (SIC 12.1), when the substance of the relationship indicates
that the SPE is controlled by the investment fund (SIC 12.8).

To establish control, the criteria under IAS 27R discussed above should be considered. Furthermore, the
following circumstances may indicate control (SIC 12):

1) The activities of the SPE are being conducted on behalf of an entity according to its business need so that the
entity obtains benefits from the SPE’s operations.

2) The entity has the decision making powers to obtain the majority of the benefits of the activities of the SPE
or, by setting up an “autopilot” mechanism, the entity has delegated these decision making powers.

3) The entity has the rights to obtain the majority of the benefits of the SPE and therefore may be exposed
to risks incident to the activities of the SPE.

4) The entity retains the majority of the residual or ownership risks related to the SPE or its assets in order to
obtain benefits from its activities.

As a result of the provisions under SIC 12, an investment fund should consolidate an investee entity, which is
qualified as an SPE in which the substance of the relationship indicates control by the investment fund. All the
factors identified in SIC 12 should be evaluated equally in assessing the substance of control.
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3.2
Equity Method
of Accounting
for Investments
in Common
Stock /
Investment in
Associates

There is no specific method of accounting for
investments in associates. In practice, an
investment fund applies the method of
accounting applicable in accordance with its
constitutional documents. 

For investment funds under part I of the 2002
Law, accounting for associates would not be
applicable as they may not acquire any shares
carrying voting rights which would enable it to
exercise significant influence over the
management of an issuing body.

Moreover these investment funds may not
acquire more than:

• 10% of the non-voting shares of the
same issuer;

• 10% of the debt securities of the same issuer;

• 10 % of the units of the same investment fund.

An associate is an entity over which an investment fund has significant influence and is neither a subsidiary nor
an interest in a joint venture (IAS 28.2). An investment fund is presumed to have significant influence over an
entity when it has more than 20% of the voting power of that entity. If it possesses less than 20%, other factors
should be taken into consideration to determine the existence of significant influence. IAS 28.7 provides certain
examples of such factors.

Investments in associates should be accounted for using the equity method of accounting. However, IAS 28
provides an exception when the investment is held by a venture capital organisation, mutual fund, unit trust or
similar entity and it is designated as a financial instrument at fair value through profit or loss (the fair value option)
or is classified as held for trading (IAS 28.1). The same exception applies to joint venture investments held by an
investment fund as defined by IAS 31. In practice, investment funds have used this exception to carry the
investment at fair value through profit or loss.

3.3
Business
Combinations
and Non-
controlling
Interests (NCI)

There is no specific method of accounting for the
acquisition of a business similar to that under
IFRS 3. In practice, an investment fund applies
the method of accounting applicable in
accordance with its constitutional documents. 

Under IFRS, an investment fund needs to first assess whether or not it acquires a business. A business is
defined as an integrated set of activities and assets that is capable of being conducted and managed for
purposes of providing a return in the form of dividends, lower costs or other economic benefits directly to
investors or other owners, members or participants (IFRS 3R.App A – definition of a business). If, as a result of
the transaction, an investment fund obtains control over a business, IFRS 3R would apply. As defined in the
“Overview of the Consolidation Model” section above, control is defined as the power to govern the financial
and operating policies of an entity so as to obtain benefit from activities.
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Business
Combinations
and Non-
controlling
Interests (NCI)
continued

At a high level, IFRS 3R requires investment funds to:

1) Recognise and measure the identifiable assets acquired and the liabilities assumed at their fair value on their
acquisition date with limited exceptions.

2) Record any non-controlling interest in the acquiree at:
a. Its fair value, resulting in the measurement of goodwill relating to the controlling and non-controlling interest,
or
b. The non-controlling interest’s proportionate share of the acquiree’s identifiable net assets resulting in the

measurement of goodwill only for the controlling interest.

3) Recognise and measure the goodwill acquired in a business combination or a gain from a bargain purchase.

Gains or losses may be recognised in the income statement when control is obtained or lost. Any equity interest
that is currently held as a result of a previous transaction is re-measured at fair value and any resulting gain or
loss is recognised in the income statement when an acquirer gains control. Any gain or loss on the interest sold
and on any retained non-controlling investment (re-measured at fair value) is recognised in the income statement
when an acquirer loses control.

Additional acquisitions of ownership interests after control is obtained and disposals of an ownership interest
that do not result in an entity losing control are treated as equity transactions.

IFRS 3R and IAS 27R also require disclosure to enable users of the financial statements to evaluate the nature
and the financial effects of a business combination and the relationship between the investment fund and its
subsidiaries.

IFRS 3R is to be applied prospectively to business combinations for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on or after 1 July 2009 (earlier adoption is permitted).
IAS 27R should be adopted at the same time.
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4.1
Initial
Recognition

Similar to IFRS with securities transactions
generally recorded on a trade date basis.

Investment funds follow the general recognition principle noted in IAS 39, Financial Instruments: Recognition and
Measurement, which states that a financial asset or a financial liability should be recognised only when an entity
becomes a party to the contractual provisions of the instrument, subject to the provisions governing regular-way
purchases and sales of financial assets (IAS 39.14).

A regular-way purchase or sale is the acquisition of a financial asset under a contract whose terms require
delivery of the asset within the time frame established generally by regulation or convention in the relevant
market (IAS 39.9). Examples of regular-way purchases and sales include securities traded on an exchange or an
over-the-counter market. Regular-way purchases of financial assets should be recognised using either trade date
accounting or settlement date accounting (IAS 39.38). The choice of method is an accounting policy decision
and should be disclosed. The method used should be applied consistently for purchases and sales of
investments that belong to the same category (IAS 39.AG 53). Derivatives that require or permit net settlement
do not meet the definition of regular-way trades (IAS 39.AG 54).

4.2
De-Recognition

Similar to IFRS with securities transactions
generally recorded on a trade date basis.

Regular-way sales of financial assets should be recognised using either trade date accounting or settlement date
accounting (IAS 39.38). The method used should be applied consistently for purchases and sales of investments
that belong to the same category (IAS 39.AG 53).

A financial asset (or part) should be de-recognised, when (IAS 39.17 through 39.19):

1) The cash flows from the financial asset expire.
2) The right to the financial asset’s cash flows and substantially all risks and rewards of ownership are

transferred.
3) An obligation to transfer the asset’s cash flows is assumed, substantially all risks and rewards are transferred

and the following conditions are met:
a. No obligation to pay cash flows unless equivalent cash flows from the transferred asset are collected
b. Prohibition from selling or pledging the asset other than as security to the eventual recipient for the

obligation to pass through cash flow
c. Obligation to remit any cash flows without material delay.

Financial Instruments
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De-Recognition
continued

4) The rights to the cash flows are transferred (or an obligation to transfer the cash flows is assumed) and the
additional conditions in #3 above are met. However, substantially all the risks and rewards are neither
transferred nor retained, but control of the asset is transferred as follows:
a. The transferee has the practical ability to sell the asset in its entirety (e.g. the asset is traded in an

active market)
b. The transferee is able to exercise this right unilaterally to an unrelated third party
c. There are no further restrictions imposed on the transferee’s sale (e.g. no “strings” attached).

A financial liability should be de-recognised when the obligation specified in the contract is discharged or
cancelled or expired. A financial liability is also considered extinguished if there is a substantial modification in
the terms of the instrument (IAS 39.39 and 39.40). Upon de-recognition, the difference between the carrying
amount of the financial instruments and the consideration paid should be recognised as gain or loss in the profit
and loss (IAS 39.41).

First-in-first-out (FIFO) and weighted average cost are the methods generally applied for calculating the cost
basis of a portfolio of investments under IFRS.

4.3
Financial Assets
– Classification

There is no specific classification or guidance
similar to that contained in IFRS.

For investments and financial derivative
instruments, the information required to be
presented is as described in the schedule of
investments section.

Financial assets are classified as follows:

1) Financial instruments at fair value through profit or loss.
2) Held to maturity investments.
3) Loans and receivables.
4) Available-for-sale financial assets.

Financial assets should be classified into the above four categories. Financial assets measured at fair value
through profit or loss (i.e. the changes in fair value are recorded as gains or losses in the income statement) are
further divided into two sub-categories: financial assets measured at fair value through profit or loss upon initial
recognition (i.e. the fair value option, subject to the conditions below) or held for trading.
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Financial Assets
– Classification
continued

A financial asset is classified as held for trading if it is:

1) Acquired or incurred principally for the purpose of selling or repurchasing in the near term.
2) Part of a portfolio of identified financial instruments that are managed together and for which there is evidence

of a recent actual pattern of short-term profit-taking.
3) A derivative (except for a derivative that is a financial guarantee contract or designated as an effective

hedging instrument).

Financial asset at fair value through profit or loss: The standard also allows an entity to designate a financial
asset, a financial liability or a group of financial instruments (financial assets, financial liabilities or both) as at fair
value through profit and loss provided it meets one of the following criteria (IAS 39.9 and 39.11):

1) A contract contains one or more embedded derivatives and, in that case, the entire hybrid can be designated
as a financial asset or financial liability at fair value through profit or loss.

2) Such use results in more relevant information, because either:
a. It eliminates or significantly reduces a measurement or recognition inconsistency that otherwise would arise

from measuring assets and liabilities or recognising the gains and losses on them on a different basis; or
b. A group of financial assets, financial liabilities or both is managed and its performance is evaluated on a fair

value basis, in accordance with documented risk management or investment strategy, and information
about the group is provided internally on that basis to the entity’s key management personnel.

Note that the fair value option applies only to contracts within the scope of IAS 39 or equity method investments
qualifying for the fair value option in accordance with IAS 28.1/IAS 31.1. An investment that needs to be
consolidated under IAS 27/SIC 12 cannot be designated at fair value through profit or loss in the consolidated
financial statements.

Caution should be taken in the classification of financial instruments under the fair value option. Once financial
instruments are so designated, an investment fund will not be able to reclassify them into or out of the fair value
through profit or loss category (IAS 39.50).
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Financial Assets
– Classification
continued

Held-to-maturity investments: Held-to-maturity investments are non-derivative financial assets with fixed or
determinable payments and fixed maturity that the investment fund has the positive intention and ability to hold
to maturity other than:

1) Those that upon initial recognition are designated as at fair value through profit or loss.
2) Those that are designated as available-for-sale.
3) Those that meet the definition of loans and receivables.

Loans and receivables: Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market, other than:

1) Those that the entity intends to sell immediately or in the near term, which shall be classified as held for
trading, and those that the entity upon initial recognition designates as at fair value through profit or loss.

2) Those that upon initial recognition are designated as available-for-sale.
3) Those for which the holder may not recover substantially all of its initial investment, other than because of

credit deterioration, which shall be classified as available-for-sale.

Available-for-sale financial assets: Available-for-sale financial assets are non-derivative financial assets that
are designated as available-for-sale or are not classified as (a) loans and receivables; (b) held-to-maturity
investments; or (c) financial assets at fair value through profit or loss. However, available-for-sale investments are
still required to be measured at fair value unless there is no reliable fair value, in which case an unquoted equity
security is valued at cost (only in rare circumstances, since it is presumed that fair value can be reliably
determined) and would need to be assessed for impairment which would require an estimate of the present
value of the future cash flows (IAS 39.66). Changes in fair value are recognised net of tax effects in equity
(i.e. presented in the statement of changes in equity and recycled to the income statement when sold,
impaired or collected). (See the “Subsequent Measurement” section below for further discussion of the result
of different classification.)
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4.4
Financial
Liabilities –
Classification

There is no specific classification or guidance
similar that contained in IFRS.

IAS 39 has two defined categories of financial liabilities:

1) Financial liabilities “at fair value through profit or loss”.
2) Other financial liabilities.

A financial liability is at fair value through profit and loss if it is either held for trading, a derivative not designated
as a hedging instrument or an instrument that elected the fair value option at initial recognition (provided specific
criteria described above for financial assets are met).

Financial liabilities that are not classified as at fair value through profit or loss would automatically fall into the
second category of “other financial liabilities” and are measured at amortised cost. Common examples are trade
payables and borrowings.

4.5
Initial
Measurement

An asset or a liability is recorded at historical
cost which includes the cost of acquisition and
related transaction costs.

Acquisition or transaction costs can also be
expensed as incurred. 

IFRS requires that a financial asset and financial liability be initially measured and recorded at fair value
or fair value plus/minus transaction costs where the financial asset or financial liability will not be carried at fair
value through profit or loss (IAS 39.43). The fair value is typically the amount paid or received at the time of
the transaction.

Transaction costs, including the “bid-ask spread”, directly attributable to the acquisition or issue of financial
instruments at fair value through profit or loss should be expensed through profit and loss. On the other hand,
as noted above for instruments not carried at fair value through profit and loss, transaction costs should be
included in the amount initially measured.

Since investments held by an investment fund are typically financial instruments carried at fair value through
profit or loss, the investment fund should follow the IFRS requirement to expense the transaction costs, including
the “bid-ask spread” and such spread may be included as part of the change in fair value of the securities in the
income statement from a practical standpoint or as a separate expense similar to other transactions costs, such
as borrowing costs.
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4.6
Subsequent
Measurement

Unless otherwise provided for in the
constitutional documents of the investment fund,
the valuation of the assets of the investment fund
shall be based, in the case of officially listed
securities, on the last known stock exchange
quotation, unless such quotation is not
representative. For securities not so listed and for
securities which are so listed, but for which the
latest quotation is not representative, the
valuation shall be based on the probable
realisation value, estimated with care and in
good faith.

Subsequent measurement depends on the initial classification of the financial instrument. The general principles
for subsequent measurement:

1) Financial instruments carried at fair value through profit or loss subsequently should be measured at fair value
without any deduction of transaction costs that may be incurred on disposal (IAS 39.46 and 39.47). Changes
in value should be recognised as gains or losses in profit and loss (IAS 39.55).

2) Financial assets designated as available-for-sale instruments subsequently should be measured at fair value
(IAS 39.46) or at cost for an unquoted equity security if the fair value cannot be reliably determined (IAS
39.46). Changes in value should be recognised directly in equity, through the statement of changes in equity,
except for impairment charges and the impact of movements in foreign currency exchange rates on amortised
cost of available-for-sale debt instruments. Furthermore, related interest income should be recorded in profit
and loss (IAS 39.55).

3) Financial assets designated as held-to-maturity and other financial assets (such as loans and receivables)
subsequently should be measured at amortised cost.

4) Financial liabilities not carried at fair value through profit or loss should be measured at amortised cost which
is calculated using the effective interest method. Refer also to the “Net Assets – Measurement” section above
for measurement of units or shares classified as financial liabilities.

For all financial assets which are not measured at fair value through profit or loss, any impairment should be
assessed at each balance sheet date. Any such impairment, if identified, should be recorded as a loss in the
income statement. A financial asset is impaired, and impairment losses are incurred, only if there is objective
evidence of impairment as a result of one or more events that occurred after the initial recognition of the asset.
The standard provides guidance on objective evidence of impairment which varies depending on whether the
investment is a debt or equity security. An impairment loss can be reversed for debt instruments if there is
objective evidence that the decrease in impairment loss is related to an event that occurred after the impairment
charge was recorded.
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4.7
Fair Value

Unless otherwise provided for in the
constitutional documents of the investment
fund, the valuation of the assets of the
investment fund shall be based, in the case of
officially listed securities, on the last known stock
exchange quotation, unless such quotation is
not representative. For securities not so listed
and for securities which are so listed, but for
which the latest quotation is not representative,
the valuation shall be based on the probable
realisation value, estimated with care and in
good faith.

Financial instruments quoted in an active market should be valued at bid price for long positions and asking
price for short positions.

When an investment fund has financial assets and liabilities with offsetting market risks, it may use mid-market
prices to determine fair value for the offsetting risk positions and apply bid or asking prices to the net open
position, as appropriate.

The use of a blockage factor is not appropriate in the determination of fair value for instruments traded in an
active market (IAS 39.AG 71). A restriction on the securities that is specific to the asset would generally require a
discount to be applied in determination of fair value.

For financial instruments without an active market, the fair value should be determined based on a valuation
technique. The valuation technique should be based on market transactions of substantially similar securities,
discounted cash flow analysis, an option pricing model or another valuation technique commonly used by
market participants and proven to be reliable (IAS 39.AG 74).

4.8
Disclosure

There is no specific disclosure or guidance
requirement similar to that contained in IFRS.
The information required for investments and
financial derivative instruments is as described in
the components of financial statements, balance
sheet, schedule of Investments and income
statement sections. In addition, the following is
also required:

• the value of portfolio of investments and
of derivatives;

• portfolio securities which are subject to
an option;

• individual indication of call options written on
securities which are not held in portfolio;

Disclosures related to financial instruments are driven primarily by IFRS 7. The objective of IFRS 7 is to provide
disclosures “through the eyes of management” and encompass both qualitative narrative descriptions and
specific quantitative data such that users are able to evaluate the nature and extent of risks arising from financial
instruments to which an investment fund is exposed at the reporting date and how the risks are managed.

IFRS 7 requires that certain disclosures be provided by class of financial instruments. Although IFRS 7 does not
provide a prescriptive list of classes, it states that a class shall contain financial instruments of the same nature
and characteristics. An instrument class is not the same as an instrument category as classes should be
determined at a lower level than the categories and reconciled back to the balance sheet (IFRS 7.6). For
example, instruments within the category of fair value through profit or loss might be disaggregated into different
types of investments held by an investment fund (i.e. different classes).
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Disclosure
continued

• breakdown by categories of options the
aggregate of the exercise (striking) prices of
options outstanding as at the reference date
of the relevant report;

• for transactions with the purpose of hedging
risks connected to the evolution of stock
markets and interest rates and for a purpose
other than hedging, separate indication of the
total amount of commitments deriving form
operations outstanding as at the date of
reference of the relevant reports.

• the global valuation of securities lent as at the
date of reference of the relevant report;

• separate indications of purchases and sales
subject to repurchase obligations;

• the total amount of repurchase agreements
outstanding as at the date of reference of the
relevant report;

• the maximum proportion of management fees
charged both to the Fund itself and to the
other Funds in which it invests; and

• any significant information which will enable
investors to make an informed judgment on
the development of the activities and the
results of the UCI.

Balance sheet disclosure
IFRS 7 requires disclosure of the carrying values of each of the following categories either on the face of the
balance sheet or in the notes (IFRS 7.8):

1) Financial assets at fair value through profit or loss, showing separately those designated upon initial
recognition and those classified as held for trading.

2) Financial assets designated as available-for-sale.
3) Financial assets designated as held-to-maturity.
4) Loans and receivables.
5) Financial liabilities at fair value through profit or loss, showing separately those designated upon initial

recognition and those classified as held for trading.
6) Financial liabilities measured at amortised cost.

Fair value of each of the categories of financial assets and liabilities, including the assumptions and estimations
used in the determination of fair value, should be disclosed (IFRS 7.30). For an investment fund, since
investments generally are carried at fair value and other financial assets and liabilities are short-term in nature,
the carrying amounts of other financial assets and liabilities typically approximate the fair value. This should be
stated in the notes to the financial statements (IFRS 7.29).

Collateral pledged, including carrying amounts and terms and conditions, should be disclosed (IFRS 7.14).
Collateral held, including the fair value, the fair value of any such collateral sold or re-pledged, whether the entity
has an obligation to return it, and terms and conditions should all be disclosed (IFRS 7.15).

Income statement disclosure
IFRS 7 requires the disclosure of net gains or losses on each of the categories of financial assets and liabilities.
Total interest income and interest expense should be disclosed for financial assets and financial liabilities that are
not at fair value through profit or loss. Any impairment loss for each category also should be disclosed.
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Disclosure
continued

Nature and extent of risks arising from financial instruments
To help users understand the nature and extent of risks arising from financial instruments, both qualitative and
quantitative disclosures should be made. The risks for an investment fund usually include credit risk, liquidity risk
and market risk (including interest rate risk, price risk and currency risk). Disclosures around the nature and
extent of risks should be tailored to reflect the financial instruments held by the investment fund; additional risks
may be identified and disclosed based on the entity’s specific investment objectives and activities.

With regard to qualitative disclosures for each type of risk resulting from financial instruments, the investment
fund should disclose exposures to risk and how they arise; the entity’s objectives, policies and processes for
managing and measuring risk; and any changes during the period related to risk and risk management.

Investment funds are also required to disclose summary quantitative data about their exposure to each type of
risk arising from financial instruments based on information provided internally to key management. At a
minimum, these disclosures should include:

1) Credit risk, including:
a. The amount that best represents the maximum exposure to credit risk at the reporting date without

consideration of collateral held or other credit enhancements
b. Disclosure around collateral held or other credit enhancements for that instrument
c. Analysis of financial assets that are either past due or impaired.

2) Liquidity risk, including a maturity analysis for financial liabilities that shows the remaining contractual
maturities and a description of how the investment fund manages the liquidity risk inherent in the
maturity analysis.
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Disclosure
continued

3) Market risk, including a sensitivity analysis for each type of market risk to which the entity is exposed at the
reporting date, showing how profit or loss and equity would have been affected by changes in the relevant risk
variable that were reasonably possible at that date. The disclosures for the sensitivity analysis should also
include the methods and assumptions used in preparing the sensitivity analysis and any changes from the
previous period to these methods and assumptions. This disclosure is one of the most challenging areas for
investment funds due to the judgment and analysis involved as well as the need to accumulate data which
the investment fund may not immediately have access to. As part of the process, management should identify
the relevant risk variables that reflect best the exposure of the entity to market risk. For example, for an
investment fund with a long/short debt strategy, the relevant risk variables would be interest and foreign
currency rates. When preparing the sensitivity analysis, the quantitative impacts of the interest and foreign
currency rate sensitivities of the investment fund need to be determined and disclosed.

The investment fund also should provide information about concentration of risk to the extent that this
information is not apparent through the disclosure discussed above. PwC’s publication, IFRS Illustrative Financial
Statements – Investment Funds, provides examples of disclosure in accordance with IFRS 7.

In addition to IFRS 7, IAS 1 also requires:

1) The disclosure of the use of judgment that management has made in the application of accounting policies
and that have the most significant effect on the amounts recognised in the financial statements (IAS 1R.122).

2) The key assumptions used and sources of estimation of uncertainty also should be disclosed, together with
the nature and carrying amounts of the affected assets and liabilities (IAS 1R.125).

3) The qualitative and quantitative information about the investment fund’s objectives, policies and processes for
managing capital (IAS 1R.136).

Financial Instruments continued

International Financial Reporting Standards Luxembourg GAAP

NEXT PAGEPREVIOUS PAGE

Financial Instruments continued



29 PricewaterhouseCoopers
A comparison of International Financial Reporting Standards and Luxembourg Generally Accepted Accounting Principles (GAAP) applicable to investment funds

Luxembourg

X

4.9
Offsetting

Similar to IFRS.  A financial asset and a financial liability should be offset and the net amount presented on the balance sheet
when an investment fund (IAS 32.42):

1) Currently has a legal enforceable right to offset the recognised amounts.
2) Intends to settle on a net basis, or to realise the asset and settle the liability simultaneously.

In order to offset financial assets and liabilities, an investment fund must have a currently enforceable legal right
to do so. Conditional rights do not meet this criterion. For instance, an investment fund may have a conditional
right to set off recognised amounts, such as in a master netting agreement, but such rights are enforceable only
on the occurrence of some future event, usually a default of the counterparty. Consequently, IFRS does not
consider such an agreement as meeting the conditions for offset (IAS 32.AG 38). As a result, positive and
negative fair value of derivatives under a master netting arrangement should not be offset even if such
derivatives have the same counterparty. The amounts should be presented as financial assets and financial
liabilities on the balance sheet, respectively.
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5.1
Functional
Currency

No such distinction exists under Luxembourg
GAAP. In practice investment funds define a
reference currency which is used for accounting
and reporting. 

Functional currency is the currency of the primary economic environment in which an investment fund
operates (IAS 21.9).

An entity considers the following primary indicators in the determination of its functional currency:

1) It is the currency:
a. That mainly influences sales prices for goods and services (this will often be the currency in which sales

prices for its goods and services are denominated and settled)
b. Of the country whose competitive forces and regulations mainly determine the sales prices of the entity’s

goods and services.
2) It is the currency that mainly influences labour, material and other costs of providing goods or services; this

will often be the currency in which such costs are denominated and settled.

Secondary indicators include the currency in which funds from financing activities are generated and the
currency in which receipts from operating activities are usually retained (IAS 21.10). An example for financing is
the currency in which the investment fund’s shares are issued and redeemed. As a result, determining the
functional currency of an investment fund is not straightforward and depends on multiple factors, including but
not limited to:

1) The economic environment(s) in which the financial assets are invested.
2) The economic environment(s) of the investors.
3) The regulatory environment.
4) The competitive environment.
5) The fee structure.
6) The denomination of subscriptions and redemptions.

When the factors are mixed and the functional currency is not obvious, management should use its judgment
to determine the functional currency that most faithfully represents the economic effects of the underlying
transactions, events and conditions that affect the entity (IAS 21.12).

When the presentation currency is different from the functional currency, disclosure should be made for
the investment fund’s functional currency and the presentation currency, which is the currency used in the
presentation of financial statements. The reason for using a different presentation currency should also be
disclosed (IAS 21.53).
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5.2
Foreign
Currency
Transactions
and Translation
of Financial
Statements

Foreign currency transactions are initially
recorded using the spot exchange rate at the
date of the transaction.

Subsequently at each balance sheet date, assets
and liabilities not expressed in the reference
currency of the investment fund are translated
using the year-end exchange rates. The nominal
value of share capital is not translated at the
year-end.

A foreign currency transaction should be recorded, on initial recognition in the functional currency, by applying
to the foreign currency amount the spot exchange rate at the transaction date (IAS 21.21).

When a debt security is classified as available-for-sale, any foreign currency gains and losses are recognised in
the income statement and not included as part of other comprehensive income.

At subsequent balance sheet dates, monetary assets and liabilities denominated in a foreign currency are
translated using the closing rates (IAS 21.23). Non-monetary balance sheet items that are measured at historical
cost in a foreign currency should be translated using the exchange rate at the date of the transaction (IAS 21.23).
Non-monetary balance sheet items that are measured at fair value in a foreign currency should be translated at
the exchange rate at the date when the fair value is determined (IAS 21.23).

When translating the financial statements from the functional currency into the presentation currency, assets
and liabilities shall be translated at the closing rate and income statement items shall be translated at the
exchange rates at the dates of the transactions (or an average rate as a practical alternative, provided that the
exchange rate does not fluctuate significantly).

5.3
Tax
Uncertainties

Luxembourg investment funds are not subject to
corporate or income taxes but to a fixed rate of
subscription tax (tax d’abonnement) where
applicable. Tax liabilities arising from underlying
investments are recorded and measured similar
to IFRS.

Although IAS 12 does not specifically address uncertain tax positions, the general measurement guidance in IAS
12.46 should be applied: “Current tax liabilities (assets) for the current and prior periods shall be measured at the
amount expected to be paid to (recovered from) the taxation authorities using the tax rates (and tax laws) that
have been enacted or substantively enacted at the balance sheet date”. The unit of account and measurement
method are not specified in IAS 12.

An investment fund may choose to consider uncertain tax positions at the level of the individual uncertainty or
group of related uncertainties. It also may choose to consider tax uncertainties at the level of its total tax liability
to each taxing authority.
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Tax
Uncertainties
continued

When an investment fund elects to consider uncertain tax positions at the level of each uncertainty, it should first
consider whether each position taken in the tax return is probable of being sustained on examination by the
taxing authority. A liability should be recognised in connection with each item that is not probable of being
sustained. The liability is measured using either an expected value (weighted average probability) approach or a
single best estimate of the most likely outcome. The current tax liability would be the aggregate liability in
connection with uncertain tax positions.

When an entity elects to consider uncertain tax positions at the level of its relationship with the taxing authority,
the key issue is the measurement of the tax liability. It is probable that an investment fund will pay tax, so the
recognition threshold has been met. The investment fund should determine the total amount of current tax it
expects to pay, taking into account all the tax uncertainties, using either an expected value (weighted average
probability) approach or a single best estimate of the most likely outcome.

IAS 37, Provisions, Contingent Liabilities and Contingent Assets, excludes income taxes from its scope and is
not used to account for uncertain tax positions.

5.4
Real Estate
Investments

Management must appoint one or more
independent property valuers with a specific
experience in the field of property valuations to
examine the valuation of all property owned by
the Fund or by its affiliated real estate entities at
the end of the financial year.

IAS 40.32A permits an entity to choose either the fair value model with changes in fair value recognised in
earnings or the cost model for all investment property. IAS 40.5 defines an investment property as a land and/or
a building, held to earn rentals or for capital appreciation or both. An investment property does not include
property held for use in production or supply of goods or services or for administrative purposes; or for sale in
the ordinary course of business.
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5.5
Share Based
Compensation

There is no specific classification or guidance
similar to that contained in IFRS.

Recognition
The fair value of shares and options awarded to employees is recognised over the period to which the
employees’ services relate. The award is presumed to be for past services if it is unconditional without any
performance criteria.

Measurement
For equity-settled share-based payment awards issued to employees, the awards should be measured by
reference to the fair value of the equity instruments granted and recognised as compensation expense and a
corresponding increase to equity over the requisite service period. For cash-settled share-based payment
transactions, the goods or services acquired and the liability incurred are measured at the fair value of the liability
which is marked to market at each balance sheet date. Extensive disclosures are also required.

Employer’s payroll tax payable on exercise of share options by employees
Employers’ social security liability arising from share-based payment transactions is recognised over the same
period or periods as the share-based payment charge.

5.6
Financial
Highlights
(including
Earnings
Per Share)

Not required. Please refer to the section on
components of financial statements.

The disclosure of financial highlights, including the disclosure of the entity’s net asset value, is not required
under IFRS.

If an investment fund provides an alternative performance measure (such as financial highlights), the entity
should ensure that it addresses the four qualitative characteristics that make the information provided in financial
statements useful to readers: comprehensibility; relevance; reliability; and comparability. Therefore, investment
funds should consider the following guidelines if alternative performance measures are disclosed:

1) Define the terminology used and the basis of calculation adopted.
2) Where possible, present alternative performance measures only in combination with measures defined

under IFRS.
3) Alternative performance measures should be presented consistently over time.

Other Accounting & Reporting Topics continued

International Financial Reporting Standards Luxembourg GAAP

NEXT PAGEPREVIOUS PAGE

Other Accounting & Reporting Topics continued



34 PricewaterhouseCoopers
A comparison of International Financial Reporting Standards and Luxembourg Generally Accepted Accounting Principles (GAAP) applicable to investment funds

Luxembourg

X

Financial
Highlights
(including
Earnings
Per Share)
continued

4) To ensure that investors are not misled, alternative performance measures should not be presented with
greater prominence than defined IFRS measures. Where alternative performance measures are derived from
audited financial statements and resemble defined performance measures, but do not actually have the
characteristics of the defined measures, then the defined measures should be given greater prominence than
the alternative performance measures.

5) Generally, explain the reason for presenting alternative performance measures to investors
(i.e. may be used internally).

If an investment fund has equity instruments that are publicly traded, earnings per share should be disclosed in
accordance with IAS 33, Earnings Per Share.

5.7
Related Party
Transactions

There is no specific requirement similar to that
under IFRS.

The term “related party” is defined in paragraph 9 of IAS 24, Related Party Disclosures.

The disclosures required for related party transactions, typically applicable to an investment fund, are as follows
(IAS 24.17):

1) The amount of transactions.
2) The amount of outstanding balances and

a. Their terms and conditions
b. Details of any guarantee received or given.

3) Provisions for doubtful debts related to the amounts of outstanding balances.
4) The expense recognised in respect of bad or doubtful debts due from related parties.
5) The identity of the controlling party.

Additionally, under IFRS an investment fund is also required to disclose key management personnel
compensation in total and for each of the following categories:

1) Short-term employee benefits.
2) Post-employment benefits.
3) Other long-term benefits.
4) Termination benefits.
5) Share-based payment.
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5.8
Segment
Reporting

Not required except for a break down of portfolio
positions in accordance with the most
appropriate criteria in the light of the investment
policy of the investment fund (e.g. in accordance
with economic, geographical or currency criteria)
as a percentage of net assets; for each of the
above investments the proportion it represents
of the total assets of the investment fund should
be stated.

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

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.
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