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Amendments to the Fair Value Option (IAS 28)
Analysis Summary and analysis of the comment letters received

Introduction and Objective

1

S

The IASB issued an Exposure Draft (‘ED’) Amendments to the Fair Value Option for

Investments in Associates and Joint Ventures - Proposed amendments to IAS 28 on 19

February with a comment period deadline of 20 April.
The objective of this agenda paper is to:

(a) present a summary of the comments received to EFRAG's draft comment letter and
comments from two EFRAG FR TEG members;

(b) present an EFRAG Secretariat analysis of the comments received and
recommendations to EFRAG FR TEG members.

Based on the comments received, the EFRAG Secretariat has developed a proposed EFRAG
final comment letter response to (see agenda papers 07-03 (marked-up version) and 07-04
(clean version)).

tructure of the paper

4 This comment letter analysis contains:

E

5

(a)  Background;
(b)  Executive summary of respondents’ views;
(c)  Main positions in EFRAG's proposed final comment letter;

(d)  Appendix 1 - Detailed analysis of responses to questions in EFRAG's draft comment
letter and EFRAG Secretariat's recommendations; and

(e)  Appendix 2 - List of respondents.

xecutive summary of respondents’ views

At the time of writing, ten comment letters have been received, of which nine were final
and one was in draft form. The respondents were national standard setters, an academic,
a user organisation, and preparer organisations. The list of respondents is provided in
Appendix 2.
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Amendments to the Fair Value Option (IAS 28) - Analysis Summary and analysis of the comment
letters received

6 Below is a summary of the respondents’ views. Further details are provided in Appendix 1.

Q1 - AGREEMENT WITH THE PROPOSED AMENDMENTS

m YES
uNO

Q2 - AGREEMENT WITH THE PROPOSED EFFECTIVE DATE AND TRANSITION

m YES

m No explicit comment
made
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Amendments to the Fair Value Option (IAS 28) - Analysis Summary and analysis of the comment
letters received

RESPONDENTS’ VIEW ON AN UNRESTRICTED FAIR VALUE OPTION

m To be considered in
the future

m No explicit comment
made on whether it
should be considered
in the future

Main positions in EFRAG's proposed final comment letter

7 Consistent with the draft comment letter, EFRAG has supported the ED’s proposals and
called for consideration of the unrestricted fair value option at a future agenda
consultation.

8 Below are the main changes that have been made to the proposed final comment letter:

(a) We recommend the IASB to clarify the two-step approach, i.e., first, measurement
under IAS 28, and second, presentation under IFRS 18. This could be done in the Basis
for Conclusions of the proposed amendments. Also, we recommend clarification on
whether the ultimate parent entity can apply the fair value option if its subsidiary
has its main business activity of investing on a stand-alone basis; and

(b)  We acknowledge an alternative view suggested by some stakeholders to narrow the
scope. That is, to allow the fair value option only for those investments in associates
or joint ventures that are part of the specific main business activity of investing in
particular assets instead of all the investments in associates and joint ventures,
similar to applying paragraph 55 of IFRS 18 for measurement purposes.
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Amendments to the Fair Value Option (IAS 28) - Analysis Summary and analysis of the comment
letters received

Appendix 1 - Detailed analysis of responses to questions in EFRAG's draft
comment letter and EFRAG Secretariat recommendations

ED Question 1 - Proposed amendments to paragraphs 18—19 of IAS 28

Paragraphs 18—19 of IAS 28 permit an entity to elect to measure an investment in an associate
or a joint venture at fair value through profit or loss in accordance with IFRS 9 Financial
Instruments if the investment is held by a venture capital organisation, or a mutual fund, unit
trust and similar entities, including investment-linked insurance funds.

The IASB is proposing to amend paragraphs 18—-19 of IAS 28 to clarify that similar entities
include those that have a main business activity of investing in particular types of assets (as set
out in paragraph 49(a) of IFRS 18).

Paragraphs BC1-BC19 of the Basis for Conclusions explain the IASB’s rationale for this proposal.
In particular, paragraphs BC9—BC13 explain why the IASB decided not to propose extending the
fair value option to all entities.

Do you agree with this proposal? Why or why not? If you disagree, please explain what you

would suggest instead and why.

EFRAG's tentative position

9 In its draft comment letter, EFRAG supported the proposed amendments to paragraphs 18
and 19 of IAS 28 because these would address the concerns raised by insurers about the
diversity in interpretation of ‘similar entities’, which would arise when IFRS 18 Presentation
and Disclosure in Financial Statements becomes effective on 1 January 2027.

10 Inaddition, EFRAG recommended that, in its forthcoming agenda consultation and outside
of the process of finalising the proposed amendments, the IASB consider seeking
stakeholders’ views on whether to have an unrestricted fair value option for all entities as
this would be a more principle-based approach.

Summary of constituents' comments

Support for the ED’s proposals

11  Eight respondents (80%) supported the ED proposals because they:

(a) address stakeholders’ concerns about potential diversity in interpreting the
definition of “similar entities”;

(b) align the requirements of IAS 28 with the notion of a specified main business activity

of investing in particular types of assets in IFRS 18;
(c)  provide a timely solution available in time for the application of IFRS 18.

(d) ensure that the fair value option may apply to investments vehicles that are
associates or joint ventures when they are backing insurance activities (i.e. backing
any insurance and investment contracts, with or without direct participating
features, or held for solvency purposes). Thus, applying the fair value option would
allow to have their contribution to the profit or loss reflected under the operating
category (and not under the investing category).
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Amendments to the Fair Value Option (IAS 28) - Analysis Summary and analysis of the comment

12

13

14

15

16

letters received

Clarification comments

One respondent considered it would be helpful, for a consistent application of insurers’
accounting policies and reduce operational efforts, to add an explicit statement that a
grandfathering rule can be applied to existing investments in associates and joint ventures
where an entity has adopted split accounting as previously permitted by IAS 28.19.

Two respondents who agreed with the IASB’s proposals suggested minor editorial revisions
that would ensure the scopes of IAS 28.18 and IFRS 18.49(a) are more clearly aligned as
intended by the IASB. In the view of one of the respondents, the structure of the proposed
amendments, in the current wording, might inadvertently suggest that the listed entities
are not themselves entities that fall within IFRS 18.49(a). The suggested revisions to the
draft wording are as follows:

“When an investment in an associate or a joint venture is held by, or is held indirectly
through, an entity that is a venture capital organisation, er a mutual fund, a unit trust end
similar—entities or another entityies that hasve a main business activity of investing in
particular types of assets (see paragraph 49(a) of IFRS 18), the entity may elect to measure
that investment at fair value through profit or loss in accordance with IFRS 9. Sirrilar-entities

Disagreement with the ED’s proposals

However, two (20%) respondents were concerned with the proposals, for the following
reasons:

(a) The proposals solve a presentation mismatch through a change of measurement
principle.

(b)  More entities than those active in the insurance industry are within the scope of the
proposed amendments. This will create diversity in practice between companies that
have a main business activity of investing in particular assets and those that do not.

(c)  The proposals may not minimise the risk of unintended consequences.

(d)  There is no conceptual reason why only an entity that has a main business activity of
investing in particular assets may elect the fair value option while other entities may
not.

These respondents provided the following alternative proposals to resolve the insurers’
presentation mismatch:

(a) Allow the fair value option only for those investments in associates and joint
ventures that are part of the investing Main Business Activity (two respondents);

(b)  Amend paragraph 55 of IFRS 18 to also present associates and joint ventures that
primarily hold investing assets that are measured at fair value through profit or loss
(as part of applying the equity method) in the operating category (one respondent).

Via written comments, two EFRAG FR TEG members raised the following concerns about
the IASB’s proposals:
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Amendments to the Fair Value Option (IAS 28) - Analysis Summary and analysis of the comment

17

18

19

letters received

(a) There may be specific structuring as a reporting entity with no specified main
business activity could set up entities specifically with the objective of investing in
associates and joint ventures and be eligible for the fair value option.

(b)  Also, IFRS 18 discusses identification of a main business activity only at the reporting
entity level, whereas applying IAS 28 would be to identify a main business activity at
the level of the entity holding the investment in associates and joint ventures (to
assess whether fair value measurement is available at the reporting entity level)
before identifying a main business activity at the parent entity level (to determine
classification in accordance with paragraph 55 of IFRS 18). In this case, there would
be an inconsistency that the associate will be measured at fair value, but fair value
changes will need to be classified in the investing category in the ultimate parent’s
consolidated financial statements, not in the operating category.

To address these concerns, they suggested replacing the proposed amendments (“similar
entities include ... paragraph 49(a) of IFRS 18”) with the following alternative wording to be
inserted before the final sentence of §18: “A entity may also elect to measure investments
in associates and JVs in which it invests directly or indirectly as a main business activity at
fair value through profit or loss in accordance with IFRS 9.” This would also allow these
entities to classify income and expenses from these associates within the operating
category in accordance with paragraph 55 of IFRS 18.

As a result, paragraph 18 amended would read as follows:

When an investment in an associate or a joint venture is held by, or is held indirectly
through, an entity that is a venture capital organisation, or a mutual fund, unit trust and

similar entities ineluding-investment-linkedinsurancefunds, the entity may elect to measure
that investment at fair value through profit or loss in accordance with IFRS 9. Ar-example

participationfeatures: An entity may also elect to measure investments in associates and

JVs in which it invests directly or indirectly as a main business activity at fair value through

profit or loss in accordance with IFRS 9. An entity shall make this election separately for

each associate or joint venture, at initial recognition of the associate or joint venture. {See

Similar to the points raised in paragraph 16 above relating to the reporting entity level, a
respondent that did not agree with the IASB proposals raised the following questions on
whether the ultimate parent can apply the fair value option:

(a)  Aslongasthe subsidiary (including intermediate holding companies) has an investing
main business activity on a stand-alone basis, can the ultimate parent entity apply
the fair value option?

(b)  Can the ultimate parent entity apply the fair value option even when the group as a
whole does not have an investing main business activity?
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Amendments to the Fair Value Option (IAS 28) - Analysis Summary and analysis of the comment

20

21

22

23

24

25

letters received

Comments on an unrestricted option

60% of the respondents suggested that the IASB explore an unrestricted fair value option
in the future as part of the forthcoming agenda consultation or to consider it as part of
standard-setting in the future. The following reasons were provided:

(a) Introducing an unrestricted fair value option in IAS 28 would be premature in the
short term (one respondent);

(b) A more comprehensive framework, articulating the key principles and indicators that
support similarity assessments, could enhance clarity (one respondent);

(c)  An unrestricted option would be more principle-based and reduce the need for
jurisdiction-specific interpretations over time (two respondents).

The remaining 40% of respondents did not provide explicit comments on whether an
unrestricted option should be considered in the future.

Question to constituents in EFRAG’s draft comment letter

EFRAG supports the amendments. In addition, EFRAG seeks constituents’ feedback on
which investments in associates and joint ventures they consider would be in the scope
of the proposed amendments (see paragraphs 6 and 7(c) above). Based on the ED, do
you consider that an entity can apply the fair value option for:

(a) all investments in associates and joint ventures if the entity invests in
particular types of assets as one of its main business activities; or

(b)  only those investments in associates and joint ventures that are part of the
specific main business activity of investing in particular assets?

Four respondents either implicitly or explicitly chose (a). They considered that the scope of
the proposed amendments would cover a wider range of investments as the fair value
option may be applied to all investments held by an entity that has a main business activity
of investing in a particular type of assets.

Two respondents chose (b). One of them reported that the choice was based on paragraph
BC16 and the Exposure Draft wording. However, this respondent highlighted that it would
be difficult to identify reliable criteria which would allow for a distinction, between
investments in associates and joint ventures made as part of the entity’s main business
activity and those not made as part thereof, in an unambiguous way.

EFRAG Secretariat's recommendations to EFRAG FR TEG on EFRAG's proposed final
position

IASB’s proposals

80% of the responses received were supportive of the IASB’s proposals. Therefore, the
EFRAG Secretariat proposes to confirm the position in the draft comment letter to also
support the IASB’s proposals.

Nonetheless, 20% of the respondents did not agree with the IASB’s proposals and
suggested instead to narrow the scope by allowing the fair value option only for those
investments in associates or joint ventures that are part of the investing main business
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Amendments to the Fair Value Option (IAS 28) - Analysis Summary and analysis of the comment

26

27

28

29

letters received

activity. The EFRAG Secretariat proposes to acknowledge that there are stakeholders who
have an alternative view in the draft final comment letter.

Two EFRAG FR TEG members indicated some concerns on the IASB’s proposals and
provided alternative wording (see paragraphs 16 to 18). The EFRAG Secretariat questions
how it solves the diverse interpretation of the wording ‘similar entities’, whether the
interpretation of the main business activity would still be consistent with IFRS 18 and how
alignment with IFRS 18 would be ensured.

There was also an alternative proposal made to amend IFRS 18 rather than amending
IAS 28 (paragraph 15(b)). The EFRAG Secretariat considers that any amendment should
focus on clarifying within IAS 28 because the initial concerns stemmed from the words
‘similar entities’ in IAS 28 and the resulting measurement that could be applied.

In addition, based on the comments made in paragraphs 16 and 19 above, the EFRAG
Secretariat considers it useful to request the IASB to clarify whether the ultimate parent
entity can apply the fair value option if its subsidiary has its main business activity of
investing on a stand-alone basis.

Unrestricted option

The EFRAG Secretariat recommends confirming the draft comment letter position for the
IASB to seek stakeholders’ views on whether to have an unrestricted option as part of its
future agenda consultation and outside of the process of finalising the proposed
amendments. This is based on the feedback received, whereby 60% of the respondents had
considered that assessing whether there should be an unrestricted option should be dealt
with in the future and not part of finalising the proposed amendments.

Summary of views received

Different views/proposals received EFRAG Secretariat comments

Support for IASB’s ED proposals e Majority support (80%) from comment
letters, support from EFRAG IAWG, March
EFRAG TEG-CFSS meeting, and February
TEG-FRB meeting (paragraph 11).

e |ASB clarified that not intended for
insurance only at the March ASAF meeting.

e Banks have indicated that they are in scope
of the proposed amendments.

Restrict Wording in IAS 28 to | Not supported by EFRAG IAWG; only 20% of
investments in associates and joint | comment letters received suggested this
ventures whose main business | (paragraph 14).

activity is investing

(paragraph 15(a))
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letters received

Different views/proposals received EFRAG Secretariat comments

Suggested wording from two EFRAG | ¢ Questions on how it solves diverse
FR TEG members interpretation of similar entities

(paragraphs 16 to 18) e Interpretation of main business activity - will
this be consistent with IFRS 18? How will
alignment with IFRS 18 be ensured?

Amendments to IFRS 18 suggested | Will not address the problem of inconsistent
(paragraph 15(b)) application of similar entities

Unrestricted Option Agreement that should be looked at in future

(paragraph 20).

ED Question 2 - Effective date and transition

The IASB proposes that an entity apply the amendments to paragraphs 18—19 of IAS 28 at the
same time and on the same basis as it applies IFRS 18.

Paragraphs BC20-BC21 of the Basis for Conclusions explain the IASB’s rationale for this
proposal.

Do you agree with this proposal? Why or why not? If you disagree, please explain what you
would suggest instead and why.

30

31

32

Proposals in the ED

In accordance with paragraph C7 of IFRS 18, an entity may, on initial application of that
Standard, elect to measure investments in associates and joint ventures using the fair value
option in IAS 28. The IASB concluded, therefore, that any amendments to the fair value
option in IAS 28 would need to be effective on or before the effective date of IFRS 18 to
enable entities to benefit from those amendments.

If an entity has elected to apply IFRS 18 for an earlier period than 1 January 2027 (as per
paragraph C14! of IFRS 18), and that earlier period begins before the issuance of these
amendments, the entity shall apply the amendments from the beginning of the reporting
period starting on or after the issuance of the amendments.

EFRAG's tentative position

EFRAG agreed with the IASB’s proposals on the effective date and transition, namely that
the amendments should be finalised in time for the initial application of IFRS 18
(considering the endorsement process).

! Paragraph C1 of IFRS 18 states: ‘An entity shall apply this Standard for annual reporting periods beginning on or after 1 January 2027.

Earlier application is permitted. If an entity applies this Standard for an earlier period, it shall disclose that fact in the notes.’
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33

34

35

letters received

Summary of constituents' comments

Most of the respondents (80%) agreed with the proposal as they considered it essential to
have this solution available by the date of the first application of IFRS 18 to avoid
subsequent presentation changes in the financial statements, as well as the
counterproductive implementation workload.

The remaining 20% of respondents did not provide explicit comments on the proposal.

EFRAG Secretariat's recommendations to EFRAG FR TEG on EFRAG's proposed final

position

Based on the responses received (80% supporting the IASB’s proposals), the EFRAG
Secretariat does not suggest any significant changes to the draft comment letter wording.
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letters received

Appendix 2: List of respondents

Name of organisation Jurisdiction Type of respondent
CLO1 AIAF Italy User organisation
CLO2 oIC Italy National Standard Setter
CLO3 ANC France National Standard Setter
CLo4 Universidad I._oyola Spain Academic
Andalucia

CLO5 DASB Netherlands National Standard Setter
CLO6 ICAC Spain National Standard Setter
CLo7 Allianz Group Germany Preparer

CLO8 NASB Norway National Standard Setter

Malta Institute of o
CLO9 Malta Preparer organisation
Accountants (MIA)

Draft Letter 01
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