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Investment funds with only a few participants

Question & Answers (Q&As) are published by the SME Implementation Group (SMEIG), which assists the [ASB!
in supporting the implementation of the International Financial Reporting Standard for Small and Medium-sized Entities
(IERS for SMEs).

The Q&As are intended to provide non-mandatory and timely guidance on specific accounting questions that are
being raised with the Implementation Group by users implementing the IFRS for SMEs.

The SMEIG invites comments on whether the proposed Q&A provides useful and sufficient guidance on the matter.
Comment deadline: 15 June 2011
Comments must be submitted electronically via the IASB’s website: http://go.ifrs.org/I[FRS+for+SMEs+QandA

Comment documents should state the name and address of the organisation or individual submitting the
comment (and, if an organisation, the name of a contact person), and a contact email address.

All comments will be posted on the IASB’s website.

Issue

1. An entity is publicly accountable if it holds assets in a fiduciary capacity for a broad group of outsiders
as one of its primary businesses. This is typically the case for banks, credit unions, insurance companies,
securities brokers/dealers, mutual funds and investment banks (paragraph 1.3(b)). Does the criterion ‘broad
group of outsiders’ mean that investment funds or similar entities that restrict their ownership to only a few
participants are not publicly accountable under paragraph 1.3(b)?

Response

2. The intention under paragraph 1.3 is to capture those entities that hold and manage financial resources
entrusted to them by a broad group of outsiders, ie a broad group of investors or other resource providers
who are not involved in the management of the entities. Such entities include, for example, mutual funds,
unit trusts, undertakings for collective investments in transferable securities (UCITS), and other professionally
managed collective investment programmes. Taking investment funds from the general public makes those
entities publicly accountable. However, if an entity holds and manages financial resources for only a few
investors then this, on its own, would not constitute a broad group.

3. Examples of entities that do not hold assets in a fiduciary capacity for a broad group of outsiders include:

(a) aventure capital fund with a few investors all or most of whom are directly involved in the fund’s
investment and management decisions;

(b) a pooled investment fund whose participants are limited to a parent, its subsidiaries and a few associates|
joint venture; and

(c) apooled investment fund with only two or three participants
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4. In contrast, an investment fund that has a large number of outside investors who are not directly involved in the
fund’s investment and management decisions is likely to be publicly accountable even if those outside investors
own a relatively small proportion of the fund’s shares (or units). What is important is whether there is a broad
group of outsiders contained within the total participants in the fund.

5. Ifa participant can demand reports tailored to meet its own information needs, this is evidence that the
participant is not an outsider. On the other hand, if an investor can obtain only financial reports prescribed
by law or regulation, this is evidence to indicate that the investor is an outsider. However such evidence is
not conclusive on its own. It must be considered together with all other information when determining if
participants are outsiders.

Basis for conclusions

BC1 The IFRS for SMEs sets (paragraph 1.3) two criteria for determining whether an entity has public accountability.
The second one is if an entity holds assets in a fiduciary capacity for a broad group of
outsiders as one of its primary businesses. The notion ’broad group’ implies that entities holding assets in
a fiduciary capacity for just a few individuals would not be considered publicly accountable. However the
IFRS for SMEs does not set a bright-line on what would be considered a broad group and judgement will
therefore be necessary.
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