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Introduction 

Most investment funds in Canada were required to adopt IFRS for fiscal years commencing on or after 
January 1, 2014. To assist member companies, IFICôs Accounting Advisory Working Group is issuing a 
series of discussion papers on pertinent IFRS issues (ñToolkitò) applicable for open-ended investment 
funds.  This Toolkit and the information contained herein are provided for general information purposes 
only. Presentation of the information does not constitute a legal or any other form of relationship among 
IFIC and the users of the information. The views expressed in this Toolkit are solely those of IFIC and the 
individuals listed below who assisted in its development. Since the Toolkit presents information in summary 
form in certain instances, it is not intended as a substitute for detailed research and professional judgment 
and advice.  Before making any decision or taking any action that might affect your organization or business, 
you should seek the services of a qualified professional advisor. 

The information contained in the Toolkit is provided on an ñas isò basis. While IFIC and the individuals listed 
below have used their best efforts to furnish up-to-date and accurate information, they do not warrant that 
the information contained herein is accurate, complete, current or error-free. Your use of the Toolkit is at 
your own risk and you assume full responsibility for risk of loss from its use, including any indirect, incidental, 
consequential or punitive damages which you might suffer as a result of your reliance upon information 
contained herein.  

These commentaries highlight the key considerations, offer application guidance and provide reference 
tools.  They do not constitute official accounting standards, nor are they definitive in their recommendations, 
as the facts and circumstances for each entity may vary.  However, we expect that these papers should be 
useful to assist members in navigating the issues and arriving at their own conclusions. The Toolkit does 
not address specific issues where consolidated financial statements are prepared by an investment fund 
nor does it address any specific issues for closed-end investment funds. 

The five discussion papers currently being issued address the following: 
1. Financial Instruments  

Including Appendix A: Proposed Disclosure of Interest Income for Distribution 
2. Transition to IFRS 9 
3. Puttables (Equity Versus Liability Treatment for Issued Capital)  
4. Consolidation  
5. Presentation & Disclosure  

This paper was first published in October 2013 and has been updated for new developments and issue 
resolutions since that date. The most recent revision removed references which are no longer applicable 
such as IAS 39. IFIC intends to continue to address IFRS issues and may modify the above papers or may 
release additional discussion papers if warranted. 

Special thanks to the following people who assisted in the preparation of these discussion papers: 

Justin Ashley, Anthony Baskaran, Eric Blackburn, Gary Chin, Lesia Cechosh, Christina Fox, Tatiana 
Hutchinson, Udujei Ideho Greg Joseph, Jennifer Kelenc, Ron Landry, Johann Lau, Thomas C. Lee, Meagan 
Li, James Loewen, Sandy MacDonald, Ken Maiden, Chris Pitts, Mervyn Ramos, BJ Reid, Heidi Ruddimann-
Cormier, Victor Santos, Rob Schauer, Abdul Sheikh, Cely So-Yao, Andrew Thompson and Amanda 
Thomas. 

Users can also access the CPA website http://www.cpacanada.ca which has additional material to assist 
financial statement preparers.  Should you have any questions or comments regarding any of the content 
in the discussion papers, please contact John Parker (jparker@ific.ca). 

  

http://www.cpacanada.ca/
mailto:jparker@ific.ca
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GUIDANCE ON IFRS RECOGNITION & MEASUREMENT OF 

FINANCIAL INSTRUMENTS FOR INVESTMENT FUNDS 
Relevant IFRS: 9, 13 and 18  

Overview 

Historically, Canadian investment funds have applied Accounting Guideline 18, Investment Companies 
(AcG-18), which requires that investment funds meeting the definition of an ñinvestment companyò measure 
their investments at fair value with changes in fair value recorded through profit or loss in the period in 
which they arise.  IFRS does not contain guidance similar to AcG-18. 

IFRS establishes principles for recognizing and measuring financial assets, financial liabilities and some 
contracts to buy or sell non-financial items.  Investment entities will have various considerations in 
measuring their financial instruments, which include using methods other than fair value in certain 
instances.  It is also important to note that, certain investments are not financial instruments, but were 
accounted for at fair value under AcG 18 based on the entity level assessment that required all investments 
(not just financial instruments) to be measured at fair value.  The following summarizes areas for 
consideration for financial instruments often held by investment entities.  This summary excludes the 
implications of holding interests in subsidiaries, associates or affiliates, and joint arrangements, which are 
covered under IFRS 10, Consolidated Financial Statements (IFRS 10), IFRS 11, Joint Arrangements (IFRS 
11), and IAS 28, Investments in Associates and Joint Ventures (IAS 28).  

 

IFRS Considerations Application  

Effective 
Interest 
(ñEIRò) 
Method 

NI-81-106 Section 3.2.2. ¶ NI 81-106 Section 3.2(2) requires disclosure 

of interest revenue. Interest revenue as 

defined in IAS 18 Revenue is determined 

using the effective interest method (IAS 

18.30).     

¶ It is noted that IFRS does not require 

separate disclosure, either as a line item in 

the statement(s) of profit or loss and other 

comprehensive income or in the notes to the 

statements, of interest revenue on financial 

assets measured at fair value through profit 

and loss.  Nonetheless, NI 81-106 requires 

the reporting of interest income as it is 

considered that interest revenue is 

meaningful to users.  The commissions note 

that IAS 1 indicates an entity shall present 

additional line items in the statement(s) of 

profit or loss and other comprehensive 

income when such information is relevant to 

an understanding of the entityôs financial 

performance.   

¶ In order to meet this regulatory requirement 

in a set of IFRS financial statements, 

consideration should be given to the ability to 

provide interest income calculated on an EIR 

basis. To the extent that there is no practical 

ability, an alternative presentation would 

need to be considered. 

¶ Accordingly, for the latter instance, an 

alternative presentation format has been 

developed to meet the requirements of NI 
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IFRS Considerations Application  

81-106 and IAS 1. The presentation involves 

the use of the term óinterest for distribution 

purposesô.  Reference is made to the 

attached illustrative example in Appendix A.  

Fair Value IFRS 13, Fair Value Measurement 

(IFRS 13), defines fair value as exit 

price  

 

Depending on the investment 

fundôs accounting policy for 

measuring fair value, this could 

result in the continued need for, or 

elimination of, reconciliations 

between net assets and net asset 

value. 

 

Under IFRS 13, fair value 

measurement relates to a 

particular asset or liability and 

therefore should incorporate the 

asset or liabilityôs specific 

characteristics if market 

participants consider these 

characteristics when pricing the 

asset or liability. These 

characteristics could include 

condition, location and restrictions, 

if any, on sale or use as of the 

measurement date. [IFRS 13.11] 

 

Under IFRS 13, management 

determines fair value based on a 

hypothetical transaction that would 

take place in the principal market 

or, in its absence, the most 

advantageous market. [IFRS 

13.16] The principal market is the 

market that the investment fund 

has access to that has the greatest 

volume and level of activity for the 

asset or liability, even if the prices 

in other markets are more 

advantageous. [IFRS 13.18] It is 

not necessary to undertake an 

exhaustive search of all possible 

markets in order to identify the 

principal or most advantageous 

market, however it should take into 

account all information that is 

readily available. In the absence of 

evidence to the contrary, the 

¶ Consider accounting policy for investments 

that are quoted in exchange markets, as they 

are no longer required to be measured at 

either bid (long) or ask (short), but instead 

will require a policy to account for them 

based on the point within the bid ask spread 

that is most representative of fair value.[IFRS 

13.70] For example, if using closing price, it 

will need to be considered whether valuation 

processes are in place to identify 

circumstances where the close price falls 

outside the bid-ask spread.  

¶ For investments subject to restrictions on 

resale, consideration will need to be given to 

whether or not the restrictions arise as a 

result of the instrument itself (e.g. rather than 

through separate agreements apart from the 

instrument) and the impact, if any, on fair 

value.  

¶ Investment funds will need to determine the 

principal market for investments that they 

hold. The principal market is the market that 

the entity has access to that has the greatest 

volume and level of activity for the asset or 

liability, even if the prices in other markets 

are more advantageous. [IFRS 13.18] In 

addition, investments funds, particularly 

those which invest in non-financial assets, 

may need to identify potential markets and 

the óhighest and best useô of their specific 

investments in order to determine the most 

advantageous market for the purpose of 

measuring fair value.  

¶ Other considerations for investment funds 

applying IFRS 13 include the 

appropriateness of the cost approach in 

measuring fair value for certain unquoted 

securities, lack of a practical expedient to 

assume that the net asset value of an 

investment in another investment fund is 

representative of its fair value, and in which 

circumstances portfolios may be valued in 

aggregate rather than individual instruments 

themselves.   

¶ Level 3 reconciliation and sensitivity analysis  

is required including a) their 

approach/methodology of valuing these 
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IFRS Considerations Application  

market in which an entity normally 

transacts is presumed to be the 

principal market or the most 

advantageous market in the 

absence of a principal market. 

instruments and b) significant unobservable 

inputs used and a sensitivity analysis for 

these inputs. 

Non-

financial 

instruments 

Investment funds may hold 

investments which are non-

financial (e.g. investment property, 

commodities, etc.).  

 

 

¶ Under IFRS, determination of which 

guidance applies to each type of non-

financial asset is needed. For some 

investments, such as investment property, 

which is specifically addressed by IAS 40, 

Investment Property (IAS 40), the analysis 

may be straightforward. However, for other 

types of non-financial assets, including many 

commodities, significant judgment is likely to 

be required. Where intermediary holding 

companies own title to the non-financial 

asset, the fundôs investment in the equity 

instruments of the holding company would 

be assessed also using IFRS10 (discussed 

later) below. 
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GUIDANCE ON TRANSITION FROM IAS 39 TO IFRS 9 
 

IFRS 9 Financial Instruments replaced IAS 39 Financial Instruments: Recognition and Measurement for 

annual periods beginning on or after January 1st, 2018 (mandatory).  The Standard includes requirements 

for recognition and measurement, impairment, de-recognition and general hedge accounting.  In terms of 

investment funds, the focus of this document will be to provide guidance for the classification of financial 

assets and liabilities. 

 

Classification determines how financial assets and financial liabilities are accounted for in financial 

statements and, in particular, how they are measured on an ongoing basis. IFRS 9 introduces a logical 

approach for the classification of financial assets driven by cash flow characteristics and the business model 

in which an asset is held. This single, principle-based approach replaces existing rule-based requirements 

that are complex and difficult to apply. The new model also results in a single impairment model being 

applied to all financial instruments removing a source of complexity associated with previous accounting 

requirements. 

 

Business Model test for Investment Funds 

Under IFRS 9, financial assets and financial liabilities are classified into the following three categories: 

i. Amortized cost 

ii. Fair value through other comprehensive income (ñFVOCIò) 

iii. Fair value through profit or loss (ñFVTPLò) 

 

The basis of classification focuses on two elements:  

a) The entity's business model for managing the financial assets and financial liabilities; and 
b) The contractual cash flow characteristics of the financial assets and financial liabilities. 

 

When to use Amortized Cost? 

Financial assets shall be measured at amortized cost if both of the following conditions are met: 

The financial assets are held within a business model whose objective is to hold financial assets in order 
to collect contractual cash flows and 

 

The contractual terms of the financial assets give rise on specified dates to cash flows that are solely 
payments of principal and interest on the principal amount outstanding. 

. 

When to use FVOCI? 

Financial assets shall be measured at fair value through other comprehensive income if both of the 
following conditions are met: 

 

a) The financial assets are held within a business model whose objective is achieved by both collecting 
contractual cash flows and selling financial assets and 

b) The contractual terms of the financial assets give rise on specified dates to cash flows that are solely 
payments of principal and interest on the principal amount outstanding. 

 

When to use FVTPL? 

Financial assets shall be measured at fair value through profit or loss unless it is measured at 
amortized cost or at fair value through other comprehensive income.  Accordingly, if an instrument 
does not meet the first two criteria it will automatically be classified as FVTPL.  Under the new model, 
FVTPL is the residual category.  Financial assets should be classified as FVTPL if they do not meet the 
criteria of FVOCI or amortized cost. 
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Business Model Assessment for Investment Funds 
Considerations in determining the appropriate business model: 
  
The activities applied in managing financial assets within investments funds closely match with the last 
category of business model noted above (other business models). 
 

B4.1.5     Financial assets are measured at fair value through profit or loss if they are not held within a 
business model whose objective is to hold assets to collect contractual cash flows or within a business 
model whose objective is achieved by both collecting contractual cash flows and selling financial assets 
(but see also paragraph 5.7.5).  

 

One business model that results in measurement at fair value through profit or loss is one in which an 
entity: 

¶ Manages the financial assets with the objective of realizing cash flows through the sale of the 
assets.  

¶ Makes decisions based on the assets' fair values and manages the assets to realize those fair 
values. 

In this case, the entity's objective will typically result in active buying and selling. Even though the entity 
will collect contractual cash flows while it holds the financial assets, the objective of such a business 
model is not achieved by both collecting contractual cash flows and selling financial assets. This is 
because the collection of contractual cash flows is not integral to achieving the business model's 
objective; instead, it is incidental to it. 

 

B4.1.6     A portfolio of financial assets that is managed and whose performance is evaluated on a fair 
value basis (as described in paragraph 4.2.2(b)) is neither held to collect contractual cash flows nor held 
both to collect contractual cash flows and to sell financial assets. The entity is primarily focused on fair 
value information and uses that information to assess the assets' performance and to make decisions. In 
addition, a portfolio of financial assets that meets the definition of held for trading is not held to collect 
contractual cash flows or held both to collect contractual cash flows and to sell financial assets. For such 
portfolios, the collection of contractual cash flows is only incidental to achieving the business model's 
objective. Consequently, such portfolios of financial assets must be measured at fair value through profit 
or loss. 

 

It is expected that most Canadian investment funds will fall within this business model.   IFRS 9 requires 
that all financial assets are subsequently measured at amortized cost, FVOCI or FVTPL based on the 
business model for managing the financial assets and their contractual cash flow characteristics.  

 

The business model is determined by the entityôs key management personnel in the way that assets are 
managed and their performance is reported to them.  The business model applied in managing the assets 
in investment funds does not typically meet the criteria described in Appendix A, for classification at 
amortized cost or fair value through other comprehensive income.  An investment fundôs main objective in 
its buying and selling of investments is to realize their fair values.  The sales are integral in managing the 
assets in the portfolio, collecting cash flows is incidental.   
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The table1 below summarizes the key considerations in the business model assessment: 

 

Resulting 
Treatment 

Amortized cost FVOCI FVTPL 

 

IFRS 9 states that identifying business models is a matter of fact that is typically observable through an 
entityôs activities, not merely an assertion. Relevant evidence that entities should consider include: 

¶ How information about financial assets and their performance is evaluated by the entityôs key 
management personnel.  

¶ The risks that affect the performance of the group and the way which those risks are 
managed.  

¶ How managers are compensated (e.g., whether the compensation is based on the fair value 
of the assets or the contractual cash flows that are collected).  

 
Investment funds generally manage financial assets and financial liabilities as a group.   The performance 
is evaluated on a fair value basis in adherence to a documented investment objective and risk profile.  
The information about the investment fundôs performance is provided both internally on that basis to the 
entityôs key management personnel and externally.   
 
Therefore, in most cases assets held in investment funds with the characteristics mentioned are generally 
classified and measured at fair value through profit or loss in accordance with IFRS 9.  
 
Under IAS 39, assets held as part of a group that were managed and their performance evaluated on a 
fair value basis were eligible to be classified at FVTPL, but this classification was not mandatory. Under 
the new requirements, these financial assets are required to be classified at FVTPL.  For most investment 
funds the business model is to achieve overall performance, which may include an income component 
that is only incidental. 
 
 

                                                      
1 Courtesy PricewaterhouseCoopers LLP 














































