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IFRS technical publications

" IFRS manual of accounting 2009

PwC’s global IFRS manual provides
comprehensive practical guidance on how to
prepare financial statements in accordance with
IFRS. Includes hundreds of worked examples,
extracts from company reports and model
financial statements.

A practical guide for investment funds

to IAS 32 amendments

12-page guide addressing the questions that are

| arising in applying the amendment IAS 32 and IAS 1,
=+ ‘Puttable financial instruments and obligations arising
-| in liquidation’, with a focus on puttable instruments.

A practical guide to new IFRSs for 2009

40-page guide providing high-level outline of the key
requirements of new IFRSs effective in 2009, in
question and answer format.

A practical guide to share-based payments
Answers the questions we have been asked by
entities and includes practical examples to help

4 management draw similarities between the

d| requirements in the standard and their own share-
based payment arrangements. November 2008.

Getting to grips with IFRS: making sense of IFRS
for the IM industry

Publication highlighting the reporting and business
implications of IFRS and the possible solutions for
investment management companies.

IAS 39 - Achieving hedge accounting in practice
Covers in detail the practical issues in achieving

-| hedge accounting under IAS 39. It provides answers
to frequently asked questions and step-by-step
illustrations of how to apply common hedging
strategies.

IAS 39 - Derecognition of financial assets in

practice

Explains the requirements of IAS 39, providing

answers to frequently asked questions and detailed

| illustrations of how to apply the requirements to
traditional and innovative structures.

IFRS disclosure checklist 2008
| Outlines the disclosures required by all IFRSs
published up to October 2008.

IFRS news

Monthly e-newsletter focusing on the business
implications of the IASB’s proposals and new
standards. Subscribe by emailing
corporatereporting@uk.pwc.com.

PricewaterhouseCoopers’ IFRS and corporate governance publications and tools 2009

IFRS pocket guide 2009

Provides a summary of the IFRS recognition and
measurement requirements. Including currencies,
assets, liabilities, equity, income, expenses, business
combinations and interim financial statements.

lllustrative IFRS financial statements 2008 -
investment funds

Updated financial statements of a fictional
investment fund illustrating the disclosure and
presentation required by IFRSs applicable to
financial years beginning on or after 1 January 2008.
The company is an existing preparer of IFRS
financial statements; IFRS 1 is not applicable.

lllustrative IFRS financial statements 2008 -
private equity

Financial statements of a fictional private equity
limited partnership illustrating the disclosure and
presentation required by IFRSs applicable to
financial years beginning on or after 1 January 2008.
The company is an existing preparer of IFRS
financial statements; IFRS 1 is not applicable.

Investment property and accounting for deferred
tax under IAS 12

Paper highlighting some of the more frequently
encountered issues and suggesting practical
solutions relating to investment property and

accounting for deferred tax under IAS 12.

Similarites and differences -

a comparison of local GAAP and IFRS
for investment companies

Outline of key similarities and differences
between IFRS and local GAAP in
Australia, Canada, Hong Kong, India,

Japan, and Singapore, available in
electronic format only. Visit
www.pwc.com/investmentmanagement.

Similarities and differences - a comparison of
US GAAP and IFRS for investment companies
Outline of key similarities and differences between
IFRS and US GAAP applicable to investment
companies.

Understanding financial instruments -

A guide to IAS 32, IAS 39 and IFRS 7
Comprehensive guidance on all aspects of the
requirements for financial instruments accounting.
Detailed explanations illustrated through worked
examples and extracts from company reports.

Understanding new IFRSs for 2009 -

A guide to IAS 1 (revised), IAS 27 (revised),

IFRS 3 (revised) and IFRS 8

Supplement to IFRS Manual of Accounting. Provides
guidance on these new and revised standards that
will come into force in 2009 and will help you decide
whether to early adopt them. Chapters on the
previous versions of these standards appear in the
IFRS Manual (see above).
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Introduction

IFRS 8, ‘Operating segments’, issued in November 2006, provides guidance on the
presentation of segment reporting and replaces IAS 14, ‘Segment reporting’. As the scope of
IFRS 8 is broader than the scope of the previous IAS 14 and minimum disclosures are required
also for entities with only one reportable segment, investment funds that were not required

to disclose segmental information in the past might be required to amend their financial
statements to comply with the new requirements.

An investment fund discloses information that enables users of its financial statements to
evaluate the nature and financial effects of the business activities in which it engages and

the economic environments in which it operates [IFRS 8.1]. This publication addresses the
questions that arise when applying IFRS 8 in practice to mutual funds, hedge funds and private
equity funds.

IFRS 8 applies for annual periods beginning on or after 1 January 2009. Earlier application is
permitted if that fact is disclosed.

The publication, which is based on the requirements of IFRS 8 applicable to financial periods
on or after 1 January 2009, is not a substitute for reading the standards and interpretations
themselves or for professional judgement as to fairness of presentation. They do not cover

all possible disclosures that IFRS 8 requires, nor do they take account of any specific legal
framework. Further specific information may be required in order to ensure fair presentation
under IFRS. We recommend that readers refer to our publication IFRS disclosure checklist.
Additional accounting disclosures may be required in order to comply with local laws and stock
exchange or other regulations.
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Scope

Segment reporting is required for all entities whose debt or equity instruments are traded in a
public market. Segment reporting is also required if an entity files or is in the process of filing
its financial statements with a securities commission or other regulatory organisation for the
purpose of issuing any class of instrument in a public market [IFRS 8.2].

An entity that is not required to apply IFRS 8 but chooses to disclose information about
segments that does not comply with IFRS 8 should not describe the information as segment
information [IFRS 8.3].

1.1 Are all funds under the scope of IFRS 8?

No. Only funds that are traded in a public market or are filing with a securities
commission or other regulatory organisation for the purpose of issuing any class of
instrument in a public market are in the scope of IFRS 8 [IFRS 8.2(a)].

The Board has proposed extending the scope of IFRS 8 further, to include all entities
that have public accountability, not just entities whose securities are publicly traded. It
proposes including entities that hold assets in a fiduciary capacity for a broad group of
outsiders, which would include most investment funds. The Board will revisit the scope
of IFRS 8 in the context of the SME project [IFRS 8 BC18]".

A. Meaning of ‘traded in a public market’

1.2 What does the term ‘traded in a public market’ mean in a fund
environment? Is it different from the term ‘publicly traded’ in IAS 14?

Yes, it is different. The term ‘public market’ does not only include domestic and foreign
stock exchanges but also OTC markets and local and regional markets. These were not
included in the scope of IAS 14 [IFRS 8.2(2)(i)].

‘Market’ in this context can be defined as a place where potential buyers and sellers
come together and transaction prices are set by trading in that market. Therefore, not
only funds that are traded at a stock exchange need to present segment reporting, but
also funds that are traded in OTC markets, such as secondary markets with one or more
independent market-makers. Such secondary markets need to be accessible to a wider
group of outsiders (for example, with no restrictions on the offering or the transferability
of shares). However, if the instruments can only be put back to the sponsor or issuer,
they are not traded in a public market in the meaning of this standard, as the market is
not accessible to a broad group of outsiders. Therefore, the definition of market as a
‘place where potential buyers and sellers come together’ is not met.

1.3 Are private placements common in the private equity business excluded
from the definition of a ‘public market’?

Yes. Funds sold in private placements are generally restricted in the terms of any public
offering and the transferability of shares, which effectively prevents the fund units from
being traded or issued in a ‘public market’. For example, the fund’s participation rights,
which are initially placed with a small group of investors who are only allowed to sell their
shares to other investors in the fund, are not available in a public market.

* The Board is due to publish ‘IFRS for small and medium-sized entities’, which will apply to SMEs, private entities and
non-publically accountable entities. This standards defines public accountability as, for example, holding assets in a
fiduciary capacity for a broad group of outsiders as one of its primary businesses.
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1.4 Are ‘secondary markets’ included in the definition of a ‘public market’?

It depends. Participation rights issued by a private equity fund that are launched in a
private placement might not be as fungible as shares issued by open-ended funds. The
sponsor of a private equity fund or a third party might therefore provide the investors
with a ‘secondary market’. If an investor intends to sell its investment in the fund, the
sponsor/third-party market-maker either arranges for a purchase contract with a buyer
(new investor), or the sponsor purchases the investment himself.

Such a secondary market is usually not a public market, as it is not available for a broad
group of outsiders and only exists in the rare circumstance when an investor wants to
sell his investment. However, management should carefully assess whether the market is
used frequently to sell participation rights in the fund and whether the participation rights
are regularly sold to new investors rather than sold to the sponsor/independent market-
maker. It should regularly review its desicion.

1.5 Are open-ended investment funds that are offered and redeemed only in a
private transaction between the fund and the shareholders (unlisted fund)
‘traded in a public market’?

No. Open-ended investment funds are usually only offered and redeemed in private
transactions between the fund and the shareholders, as the terms of such funds restrict
the transfer of shares to third parties, effectively preventing ‘trading in a public market’.

Prices are not set by any trading in a market but by application of valuation principles set
out in the constituent documents.

1.6 Are funds that are listed at a stock exchange but cannot be traded on the
stock market (for example, ‘convenience’ listing and marketing) ‘traded in a
public market’ under the definition in IFRS 8.2(a)(i)?

No. Non-trading listings at stock exchanges do not qualify as ‘trading in a public market’
if the funds cannot be traded over the stock market. In such a scenario, prices are not
set by any trading in a market but by application of valuation principles set out in the
constituent documents.

1.7 Are funds that are listed at a stock exchange mainly for reasons of
marketing but that can be traded on the stock market (even though trading
might not happen on a regular basis) ‘traded in a public market’ under the
definition in IFRS 8.2(a)(i)?

Yes. IFRS 8 disclosures are required if a fund is either traded at a public market even
though such trading might not take place on a regular basis. This requires the fund to be
traded at the stock exchange at a price set by any trading rather than by application of
valuation techniques. The frequency of such transactions is irrelevant in this case.
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B. Meaning of ‘filing with a securities commission or other
regulatory organisation for the purpose of issuing any class
of instrument in a public market’

1.8 Are funds that are listed at a stock exchange mainly for reasons of
marketing filing their financial statements with a securities commission
for the purpose of issuing any class of instrument in a public market
[IFRS 8.2(a)(ii)]?

Yes. IFRS 8 disclosures are required if a fund is filing its financial statements with a
securities commission or other regulatory organisation for the purpose of issuing any
class of instrument in a public market [IFRS 8.2(a)(ii)]. Listings at stock exchanges that
are done mainly for the purpose of marketing qualify as ‘registration for the purpose of
issuing any class of instrument in a public market’.

1.9 Does filing with a regulator for other purposes than issuing participation
rights (for example, legally required filing with the banking supervisory
authority or another company register) trigger IFRS 8 disclosures?

Not automatically. IFRS 8 disclosures are only required if a fund is filing its financial
statements with a regulatory organisation for the purpose of issuing any class of
instrument in a public market [IFRS 8.2(a)(ii)].

Management should consider the underlying purpose for the regulatory requirement in
determining whether or not an entity is subject to IFRS 8 and, in particular, whether the
requirement to file relates to the issue of instruments to the public. When the role of the
regulator is similar to a securities and market regulator such as the SEC or the UKLA,
this is an indicator that the purpose of the filing requirement is to permit the issue of
instruments. However, if the regulator is responsible for the prudential supervision of the
financial sector and the role is more akin to banking and insurance regulators that are
assessing the adequacy of capital and liquidity of an entity due to its fiduciary role or an
industry regulator such as a public utilities regulator, this an indicator that the entity is
not filing financial statements for the purposes of issuing securities; rather, the filing is
because the entity is a regulated business due to its fiduciary role.

The timing of filing the financial statements may also indicate whether or not the
requirement to file is for the purposes of issuing any class of instrument. When the issue
of instruments does not trigger a requirement to provide financial statements, or when
the requirement to file is sufficiently delayed after the issue of securities to indicate

that the purpose of the filing was not for the purpose of issuing instruments. This may
indicate that the requirement to file is not due to the issue of instruments in a public
market. Management should also consider the view of the local regulator regarding the
purpose of the filing requirements in determining whether or not an entity is within the
scope of IFRS 8.

1.10 A fund discloses a schedule of investments that is segmented based on the
nature of business areas (for example, automotive sector and healthcare).
Can the fund disclose such information as segment reporting?

No. A fund that voluntarily discloses information by business segment can only present it
as segment reporting if it complies fully with IFRS 8 [IFRS 8.3].
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Definition and identification of
operating segments

An operating segment is a component of an entity:
e  That engages in business activities from which it may earn revenues and incur expenses;

° Whose operating results are regularly reviewed by the entity’s chief operating decision-
maker to make decisions about resources to be allocated to the segment and assess its
performance; and

° For which discrete financial information is available [IFRS 8.5)].

The term ‘chief operating decision-maker’ (CODM) identifies a function, not necessarily

a manager with a specific title. That function is to allocate resources to and assess the
performance of the operating segments of an entity. The CODM of an entity is generally its
chief executive officer or chief operating officer, but it may alternatively be a group of executive
directors or others [IFRS 8.7].

An operating segment generally has a segment manager who is directly accountable for and
maintains regular contact with the CODM to discuss operating activities, financial results,
forecasts or plans for the segment. A single manager may be a segment manager for more
than one operating segment [IFRS 8.9].

The characteristics in IFRS 8.5 may apply to two or more overlapping sets of components for
which managers are held responsible. This structure is sometimes referred to as a matrix form
of organisation. The CODM regularly reviews the operating results of both sets of components,
and financial information is available for both. In this situation, the entity determines which set
of components constitutes the operating segments by reference to the core principle [IFRS
8.10].

2.1 Is the fund manager of a mutual fund generally the CODM?

It depends. A fund manager who decides on the allocation of resourses to different
segments and assesses the performance of the segments is the CODM. Therefore, if a
fund is managed by only one fund manager, the fund manager is typically the CODM.
However, if the fund is managed through more than one fund manager, the CODM
might be a group of managers, as the term ‘chief operating decision-maker’ identifies a
function and not a title or a specific person [IFRS 8.7].

2.2 Can a fund have only one operating segment?

Yes. A fund might have only one operating segment, as the only business activity the
fund is engaged in is that of investing. An operating segment is a business activity
whose operating results are regularly reviewed by the entity’s CODM to make decisions
about resources to be allocated to the segment and assess its performance. The
decision on the operating segments needs to be made through the eyes of management
and take into account what the CODM does to assess performance and allocate
resources.

However, even if a fund has only one operating segment, it presents segment
information on a minimum basis in accordance with IFRS 8 [IFRS 8.31].

2.3 Can two funds with similar investment portfolios have different operating
segments?

Yes. Two funds might have similar investment portfolios but might be managed
differently; resources may be allocated based on different investment strategies; and the
performance of the funds might be assessed differently.
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2.5

A fund might be managed through more than one individual (for example,
separate managers for bonds, equity instruments and derivatives). Can

a fund that is managed through more than one individual have only one
operating segment?

It depends on what information the CODM uses to assess performance and allocate
resources. A fund that is managed through more than one individual who are acting as
one team has only one operating segment if the performance of the fund is measured

on an overall basis by the CODM and if the decision about the allocation of recourses is
taken at the overall fund level. However, management should carefully assess what kind
of information the CODM receives and whether the fund is not divided into sub-portfolios
for which the performance is measured independently.

The following indicators should be considered. This list is not exhaustive or cumulative.

Indicators for a single operating segment

The fund management is working as a team
responsible for the entire portfolio.

Indicators for multiple operating segments

The fund is divided into different sub-portfolios for
which only one fund manager is responsible.

The asset allocation is based on a single, integrated
investment strategy (see Q&A 2.6).

The asset allocation is based on separate
investment strategies, which need to be applied to
specific portfolios (see Q&A 2.8).

The fund’s performance is only evaluated on an

overall basis (at a whole of fund level) (see Q&A 2.9).

The fund’s performance is evaluated on a sub-
portfolio level or by class of asset, which is also the
basis to evaluate the performance of the manager
(see Q&A 2.5).

The fund’s performance is evaluated in comparison
to only one performance index (see Q&A 2.7).

The fund’s performance is measured based on
different performance indices (for example, by class
of asset), and the asset allocation varies.

A fund is investing in equity and debt securities. The equity security
portfolio includes equity investments listed in the EuroSTOXX 50-Index

and equity investments from emerging markets. The European equity
investments are not actively managed (index tracker). The emerging market
investments are actively managed based on a long-term growth strategy;
the debt securities are managed on a buy-and-hold strategy.

Amounts invested in the fund are allocated to the different investment
strategies based on a predetermined formula (45:25:30). The sub-portfolios
are managed through three different fund managers. The performance of
each fund manager is assessed based on the performance of the individual
portfolio. However, the overall performance of the fund is measured in the
financial statements against a single benchmark (weighted average of the

individual benchmarks).

Can a fund that is managed through more than one investment manager,
each of which is responsible for a separate portfolio, have only one

operating segment?

No. A fund that is managed through more than one fund manager, each of which is
individually responsible for a sub-portfolio, usually has more than one business activity
and therefore needs to present segment information for more than one operating
segment. A CODM assesses the performance of each sub-portfolio independently.
The comparison of the overall performance of the fund to a single benchmark does not

change that assessment.
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2.6 The fund allocates its assets dynamically to hedge funds according to a
pre-determined constant proportion portfolio insurance (CPPI) investment
strategy. In order to implement its leverage policy, the fund may borrow up
to the minimum of 50 per cent of its net asset value. If the exposure of the
hedge funds is lower than 100 per cent, are the net assets not allocated to
the hedge funds are invested in a money-market deposit?

Does a fund that is managed on a CPPI investment strategy have only one
operating segment?

Yes. A fund managed on a CPPI investment strategy usually has only one operating
segment. Even though the fund is investing in different asset classes (high-risk and
low-risk assets), the allocation of resources to the different assets is based on a single
investment strategy. The performance of such a fund is therefore assessed by the CODM
for the fund as a whole.

2.7 A fund that is tracking the EuroSTOXX 50-Index is managed by two
individuals. One is responsible for buying and selling the equity
investments; the other is dealing with derivative investments that are
used to keep the tracking error to a minimum. The performance of the
fund is evaluated on an overall basis, comparing the fund growth with the
performance of the EuroSTOXX 50-Index. Does this fund have one or more
operating segments?

The fund is managed through more than one individual. However, the fund has only
one operating segment, as the performance is measured on an overall basis and the
trading in derivatives can only be understood as an addition to the trading of the equity
investment portfolio. A CODM assesses the performance of the fund as a whole.

2.8 A fund is invested in equity and debt instruments and is managed
through one fund manager. The investment strategy states that the equity
investment is managed to maximise growth. The strategy therefore allows
a leverage of 50 per cent on the equity portfolio. The debt portfolio is
designed to ensure a minimum distribution and a minimum redemption
amount. The portfolio is therefore managed on a buy-and-hold strategy.
However, the investor’s reporting presents the performance of the fund with
one performance figure and compares it with a performance index that is
calculated as a weighted average between an equity index and an interest
rate index. Does this fund have more than one operating segment?

Yes. The two portfolios are managed based on different investment strategies and

are therefore considered as two operating segments. Even though the performance is
presented in the investor’s reporting on a fund as a whole level, this does not constitute
a ‘single’ investment strategy, as the CODM assesses the performance for each portfolio
individually.

2.9 Fund A is a master-feeder fund, which prepares financial statements in
which the fund includes all its feeder funds (one reporting entity for the
purpose of financial statements). The feeder funds invest only into the
master fund, but the investments might be hedged for foreign currency
risks within the feeder fund. The master fund has only one investment
strategy and cannot be divided into different components. Does each
feeder fund determine a component of the reporting entity, which would
require an allocation of a pro rata share of the master fund portfolio to the
different operating segments?
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No. An operating segment is a component of an entity that engages in business activities
from which it may earn revenues and incur expenses. The reporting entity’s investment
strategy is determined through the master funds’ investment strategy. The master fund

is only engaged in one business activity. The hedging at the feeder-fund level does not
change the investment strategy for the fund as a whole and is only designed to reduce
the investment risk for investors, not as a business activity to earn revenues.

2.10 Is the definition of operating segment different from that of business
segment?

Yes. A business segment is a component of an entity that engages in operating activities
that are the entity’s principal revenue-producing activities and other activities that are
not investing or financing activities. IFRS 8 extends the definition to all components

that engage in business activities from which the entity may earn revenue and incur
expenses. The definition of business activity in IFRS 8 therefore also includes investing
and financing activities.

2.11 When determining the existence of a component, an entity needs to
determine business activities from which it may earn revenue. Does
‘earning revenue’ include realised gains earned when restructuring and
selling private equity investments?

Yes. Revenue is the gross inflow of economic benefits during the period arising in the
course of the ordinary activities of an entity when those inflows result in increase in
equity, other than increases relating to contributions from equity participants [IAS 18.7].
In a fund environment, ordinary activities include those of investing and financing.
Therefore, when determining the business activity of a fund, gains earned when
restructuring and selling private equity investments are considered as revenues earned
from its business activities.

2.12 A private equity fund that has two business activities may present a loss at
year end for one of its business activities, and a gain for the other business
activity. Does the business activity that results in a loss at year end
determine a component of the entity for which segment reporting would be
required?

Yes. An entity may engage in business activities for which it has yet to earn revenues.
For example, start-up operations may be operating segments before earning revenue
[IFRS 8.5].
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|dentification of reportable segments

Management reports separately information about each operating segment that:

e  Has been identified in accordance with IFRS 8.5-10 or results from aggregating two or
more of those segments in accordance with IFRS 8.12; and

o Exceeds the quantitative thresholds in IFRS 8.13 [IFRS 8.11].

Management may combine information about operating segments that do not meet the
quantitative thresholds with information about other operating segments that do not meet
the quantitative thresholds to produce a reportable segment only if the operating segments
have similar economic characteristics and share a majority of the aggregation criteria in
IFRS 8.12 [IFRS 8.14].

Information about business activities and operating segments that are not reportable are
combined and disclosed in an ‘all other segments’ category, separately from other reconciling
items [IFRS 8.16].

If management judges that an operating segment identified as a reportable segment in the
immediately preceding period is of continuing significance, management continues to report
information about it, even if it does not meet the criteria in IFRS 8.13 [IFRS 8.17].

3.1 Is there a practical limit of reportable segments in a fund environment?

No. However, IFRS 8 states that an entity with more than 10 reportable segments should
consider whether a practical limit of reportable segments has been reached [IFRS 8.19].

3.2 An operating segment is reported separately if any (not all) of the
quantitative thresholds are met in IFRS 8.13. An entity therefore reports
separately information about an operating segment if its reported revenue
is 10 per cent or more of the total revenue (internal and external) of all
operating segments. Are the realised gains and losses earned through an
investment fund part of the revenue from sales to evaluate the quantitative
threshold [IFRS 8.13(a)]?

Yes. The business activity of a fund is that of investing and financing from which the
fund not only earns revenue through ongoing payments of interest and the payment

of dividends, but also the sale of investments. Realised gains and losses are therefore
considered when evaluating the quantitative threshold of IFRS 8.13(a). However,
amounts recognised in profit or loss from measuring financial instruments is not taken
into account when determining the quantitative thresholds. This is because gains and
losses recognised from measuring a financial instrument did not result in a gross inflow
of economic benefit during the respective period [IAS 18.7].

3.3 Is it possible to combine information about an operating segment that does
not meet the quantitative threshold with information about an operating
segment that does meet the quantitative threshold if most (but not all) of
the aggregation criteria are met?

No. Only such operating segments that do not meet the quantitative thresholds may be
combined without meeting all of the aggregation criteria. All aggregation criteria need to
be met if management is to combine an operating segment that meets the quantitative
threshold with either another component that meets or another that does not meet the
quantitative thresholds [IFRS 8.12].
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3.4

3.5

3.6

Operating segments that meet the quantitative threshold may be
aggregated into a single operating segment if the economic characteristics
are similar and the segments are similar with regard to all five different
areas listed in IFRS 8.12.

However, the characteristics in IFRS 8.12 seem to focus on productive
companies and therefore might be meaningless in a fund environment. As
they need to be fulfilled cumulatively in order to aggregate segments, the
aggregation of segments may arguably be inadmissible for funds.

Can a fund that does not fulfil all of the criteria in IFRS 8.12 still aggregate
operating segments?

Yes, to the extent that the criteria are not relevant or meaningful to the activities of the
fund. Management assesses whether the operating segments have similar economic
characteristics and asseses the criteria in IFRS 8.12 only to the extent they are relevant.
While doing so, it considers at least the following factors:

e The nature of the investments (for example, equity or investments).

e The economic environment of the investments (for example, US, Euro-zone, Asia-
Pacific).

e The investment strategy applied.

e The nature of the regulatory environment of the investments (for example, banking,
insurance, public utilities).

Private equity fund A sells all its investments that are part of one specific
industry sector but plans to buy another portfolio company in the same
industry sector in the future. Is it possible to continue to report the
respective segment even though the segment currently does not represent
any major holdings?

Yes. Management may choose to continue to report a segment in the current period
even though the segment no longer meets the criteria for reportability. However, if
the purchase of the new investment takes more than one year, so that the criteria

for reportability are not met two years in a row, management should carefully assess
whether such a reporting truly discloses information that enables users of its financial
statements to evaluate the nature and effects of the business activities in which it
engages.

Fund B is a private equity fund that consolidates its portfolio companies.
Can the fund determine the quantitative threshold of the business
segments by taking into account the distributions of the portfolio
companies rather than taking into account the operating income/revenue
of the portfolio companies?

It depends. If the fund’s performance is measured and reported to the CODM in such
a way that distributions and fair value changes of the portfolio companies are used
to determine the performance, such information is used to determine the quantitative
threshold.
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Disclosures

Management discloses information to enable users of its financial statements to evaluate the
nature and financial effects of the business activities in which it engages and the economic
environment in which it operates [IFRS 8.20].

Entity-wide disclosure requirements apply to all entities subject to IFRS 8, including those
entities that have a single reportable segment [IFRS 8.31].

Segment information for prior years that is reported as comparative information for the initial
year of application is restated to conform to the IFRS requirements, unless the necessary
information is not available and the cost to develop it would be excessive [IFRS 8.36].

4.1 Management reports various items of information using the same measure
in the reports regularly provided to the CODM. If the report to the CODM
uses local GAAP numbers (such as cost accounting), is it required to use
such local GAAP numbers?

Yes. The amount of each segment item reported is the measure reported to the CODM
for the purpose of making decisions about allocating resources to the segment and
assessing its performance [IFRS 8.25].

This use of the management approach is heavily emphasised in IFRS 8.25. If the
CODM uses only one measure to allocate resources and assess performance, and this
single measure is based on local GAAP numbers, it is used for the purpose of segment
reporting. The disclosures required by IFRS 8.27 gain additional significance, and a
reconciliation will be necessary [IFRS 8.28].

However, if the CODM uses more than one measure, the reported measures are those
that are determined in accordance with the principles most consistent with those used
in measuring the corresponding amounts in the entity’s financial statements [IFRS
8.26]. This means that if the CODM uses both IFRS and local GAAP numbers, the IFRS
numbers are reported, as they are consistent with the measures used in the entity’s
financial statement.

4.2 IFRS 8.34 requires the disclosure of major customers. Is it necessary to
disclose information on investors with major holdings in the fund?

Yes. The fund’s business activity is that of investing and financing, so the investors of a
fund could be seen as customers, as they provide the financing to the fund. However,
such large holdings are only disclosed if they amount to 10 per cent or more of the
holdings as a whole. Although the total amount of holdings from each such customer
is to be disclosed, neither their identity nor the amount of holdings for each operating
segment is required.

4.3 Are entity-wide disclosures necessary for a fund with only one reportable
segment?

Yes. Funds with a single reportable segment disclose minimum information about
products and services, geographical areas and major customers, according to IFRS
8.32-34 [IFRS 8.31]. Such information might include revenues by nature of investments
(that is, major classes of assets).
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4.4

4.5

4.6

4.7

4.8

Fund A is a bond-based investment fund that earns the majority of its
earnings from interest. However, the fund is leveraged and therefore pays
interest expense as well. Is the fund required to disclose interest income
and interest expense separately?

Yes. An entity discloses interest revenue and interest expenses about each reportable
segment. The interest income is disclosed separately from interest expenses unless a
majority of the segment’s revenue is from interest and the CODM relies primarily on
net interest revenue to assess the performance of the segment [IFRS 8.23 and

IFRS 8.21(b)]. The fund may report interest revenue net of its interest expenses and
discloses the fact that it has done so.

What other material items of income and expenses or other non-cash items
are reported in a fund environment?

The fund may disclose the following items if they are reviewed by the CODM when
measuring the performance of the fund:

e Dividend income.

e Expense.

¢ Realised gains and losses from investments.

e Transaction costs recognised directly in the income statement.

e Gains and losses from fair value measurement of the investments directly recognised
in the income statement.

Are the segment assets presented as one amount, or is it necessary to
present major classes of assets?

No. The standard does not require management to present the major classes of assets
when presenting the segment reporting. However, such disclosure might be meaningful
for the users of the financial statements.

Segment information for prior years is restated unless the necessary
information is not available and the cost to develop it would be excessive.
Does a fund present prior-year numbers if it did not present segment
reporting in prior years because of exclusion from the scope of IAS 14?

Yes. The standard is silent with respect to transition requirements for those entities that
are newly included in the scope of this standard. However, based on the requirements
of IAS 1.38, the fund presents prior-year numbers for all quantitative disclosures except
when IFRSs permit or require otherwise. Therefore, the fund needs to present prior-year
numbers even though it has been excluded from the scope of IAS 14.

Segment information for prior years is restated unless the necessary
information is not available and the cost to develop it would be excessive.
Is a fund required to present prior-year numbers if it did not present
segment reporting in prior years because there was only one business
segment determined?

Yes. The fund in general was in the scope of IAS 14. However, because the fund had
only one reportable segment, no disclosure was required under IAS 14. The transition
requirements of IFRS 8.36 require restatement of prior-year numbers unless the
information is not available and the cost to develop it would be excessive.

PricewaterhouseCoopers — A practical guide to IFRS 8 for investment funds | 13



Contacts

Australia

Darren Ross

+61 2 826 65961
darren.ross@au.pwc.com

Canada

Rajendra K Kothari

+1 416 869 8678
rajendra.k.kothari@ca.pwc.com

Cayman Islands

Paul Donovan

+1 345 914 8676
paul.donovan@Kky.pwc.com

Channel Islands

Brendan McMahon

+44 1534 838234
brendan.mcmahon@je.pwc.com

France

Marie-Christine Jetil

+33 1 5657 8466
marie-christine.jetil@fr.pwc.com

Germany

Anita Dietrich

+49 69 9585 2254
anita.dietrich@de.pwc.com

Luxembourg

Marc Minet

+352 494848 2566
marc.minet@lu.pwc.com

Hong Kong

Marie-Anne Kong

+852 2289 2707
marie-anne.kong@hk.pwc.com

Ireland

Jonathan O’Connell

+353 1 792 8737
jonathan.oconnell@ie.pwc.com

Japan

Takeshi Shimizu

+81 906515 1754
takeshi.shimizu@jp.pwc.com

South Africa

Pierre de Villiers

+27 11 797 5368
pierre.e.de.villiers@za.pwc.com

Switzerland

Cornelia Herzog

+41 58 792 2481
cornelia.herzog@ch.pwc.com

The Netherlands

Kees Roozen

+31 20 568 5281
kees.roozen@nl.pwc.com

UK

Marcus Hine

+44 207 804 2948
marcus.hine@uk.pwc.com

us

Thomas Romeo

+1 646 471 8048
thomas.romeo@us.pwc.com

14 | PricewaterhouseCoopers — A practical guide to IFRS 8 for investment funds



PricewaterhouseCoopers — A practical guide to IFRS 8 for investment funds | 15



16 | PricewaterhouseCoopers — A practical guide to IFRS 8 for investment funds



PricewaterhouseCoopers’ IFRS and corporate governance publications and tools 2009

IFRS surveys and market issues

Presentation of income under IFRS
Trends in use and presentation of non-GAAP
income measures in IFRS financial statements.

Measuring assets and liabilities
Survey of investment professionals, looking at their use of the
balance sheet in analysing performance and the measurement

IFRS: The European investors’ view bases for assets and liabilities that best suit their needs.

Impact of IFRS reporting on fund managers’ perceptions
of value and their investment decisions.

Performance statement: coming together to shape the future
2007 survey of what investment professionals and corporate

. . . . management require to assess performance.
Joining the dots - survey of narrative reporting practices 9 a P

Survey of the quality of narrative reporting among FTSE 350 Corporate reporting: is it what investment professionals expect?
companies, identifying where action is needed in the next Survey looking at the information that companies provide, and
reporting cycle for companies to gain a competitive edge and  whether investors and analysts have the information they need to
help restore trust in this tough economic environment. assess corporate performance.

Recasting the reporting model IFRS 7: Potential impact of market risks
Survey of corporate entities and investors, and PwC insights Examples of how market risks can be calculated.
on how to simplify and enhance communications.

Corporate governance publications

World Watch magazine

Global magazine with news and opinion
articles on the latest developments and
trends in governance, financial reporting,
narrative reporting, sustainability and
assurance.

Audit Committees -

Good Practices for Meeting

Market Expectations

Provides PwC views on good practice
and summarises audit committee
requirements in over 40 countries.

Hard copies can be ordered from cch.co.uk/ifrsbooks or via your local
PricewaterhouseCoopers office. See the full range of our services at www.pwc.com/ifrs

IFRS tools

= ell Comperio — Your path to knowledge  [py G infiorm | PWC inform - IFRS on-line

YourFan On-line library of global financial reporting rancal eportng suiseneeonine | ON-line resource for finance professionals globally,

: and assurance literature. Contains full text covering financial reporting under IFRS (and

of financial reporting standards of UK GAAP). Use PwC inform to access the latest

US GAAP and IFRS, plus materials of news, PwC guidance, comprehensive research

specific relevance to 10 other territories. materials and full text of the standards. The

Register for a free trial at search function and intuitive layout enable users

WwWWw.pwccomperio.com to access all they need for reporting under IFRS.
Register for a free trial at www.pwcinform.com

P2P IFRS - from principle to practice
Interactive IFRS training

PwC'’s interactive electronic learning tool
brings you up to speed on IFRS. Contains 20
hours of learning in 40 interactive modules. Up
to date as of March 2009.

For more information, visit www.pwc.com/ifrs

About PricewaterhouseCoopers

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.

Contacting PricewaterhouseCoopers

Please contact your local PricewaterhouseCoopers office to discuss how we can help you make the change to International Financial Reporting Standards
or with technical queries. See inside front cover for further details of IFRS products and services.

© 2009 PricewaterhouseCoopers. All rights reserved. PricewaterhouseCoopers refers to the network of member firms of PricewaterhouseCoopers International Limited,
each of which is a separate and independent legal entity.



www.pwc.com/ifrs

UP/GCR084-BI9001
ISBN 978-1-84798-209-4

9781847982094





