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Document No. 164
12 September, 2014

Accounting & Tax Committee

Japan Foreign Trade Council, Inc.

To the International Accounting Standards Board

Comments on “Investment Entities:Applying the Consolidation Exception
(Proposed amendments to IFRS 10 and IAS 28)”

The following are the comments of the Accounting & Tax Committee of the Japan
Foreign Trade Council, Inc. (JFTC) made in response to the solicitation of
comments regarding the International Accounting Standards Board Exposure
Draft “Investment Entities:Applying the Consolidation Exception (Proposed
amendments to IFRS 10 and IAS 28)”. The JFTC is a trade-industry association
with trading companies and trading organizations as its core members, while the
principal function of its Accounting & Tax Committee is to respond to
developments in domestic and international accounting standards. (Member
companies of the Accounting & Tax Committee of JFTC are listed at the end of

this document.)

Question 1

We agree, because this would contribute positively to the practical process of preparing

financial statements.

Question 2
We agree.

In cases where a subsidiary is acting as an extension of the operations of an investment entity
parent when providing services that relate to the parent’s investment activities, from the
perspective of consistency with cases in which the parent itself is providing the services, the

investment entity parent should be allowed to exceptionally consolidate the subsidiary. On the
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other hand, we believe that, if the share of the said services in the operations of the subsidiary
is low and if the subsidiary is primarily engaged in investment businesses, measurement at
fair value would enable the valuation of investment in line with the reality of the business and

would enhance the usefulness of financial statements.

Question 3
(a) We agree.

However, comments were received from our members stating that “requiring” the retention of

fair value measurement could in certain cases generate practical problems as outlined below.

When an associate has consolidated a subsidiary based on local accounting standards, it
would have to temporarily deconsolidate the subsidiary and then to obtain information
necessary for fair value measurement of its interest in the subsidiary in a timely manner. In
such a case, retaining the fair value measurement applied by the associate would not
necessarily constitute a relief measure. In certain instances, consolidated accounting based on
IFRS could result in a lower administrative burden. Therefore, although we do not oppose
retaining the fair value measurement applied by an associate, we believe that an associate
should also be allowed to consolidate its subsidiary in accordance with IFRS, as in the case of

a consolidated subsidiary that is an investment entity.

(b) We do not agree.

It is not appropriate to conclude, on the grounds of the common element of “control,” that fair
value measurement cannot be retained for a joint venture that is an investment entity, as in the
case of an investment entity subsidiary. Consideration should be given to the possibility that
certain limits apply under joint control. Decision-making on related activities under joint
control constitutes a case in which unanimous agreement of all parties concerned is required.
But this requirement and the question of whether reversing the accounting treatment of a joint
venture and obtaining information necessary for consolidation are possible are two unrelated
matters. For example, consider a case in which one of the parties to a joint-control agreement
and the joint venture are investment entities, and the other party to the joint-control agreement
is the only non-investment entity. In this case, it would be practically difficult to reverse the
fair value measurement of the subsidiary held by the joint venture and to obtain information

for consolidation only for the purposes of that non-investment entity.

Additionally, it is inconsistent and unclear why different accounting treatments should apply
to an entity that has been deemed to be an investment entity and the consolidation of its

subsidiary, notwithstanding the fact that the current IAS 28 does not provide for different
7



accounting treatment of associates and joint ventures.

The risk of accounting manipulation through structuring is low because a joint venture does
not control an investee by itself. Moreover, such manipulation is primarily undertaken for the
purpose of moving liabilities off balance sheet. However, even if a joint venture to which the
equity method is applied consolidates its subsidiary, this would not appear on the balance
sheet of the consolidated financial statements of the parent. From this reason also, we believe

there is little reason to extend consolidation to subsidiaries of joint ventures.

Furthermore, US GAAP does not provide for different treatment regarding retaining the
accounting of an investment entity based on whether the investment entity is an associate or a

joint venture. Here again, the present proposal leads to divergence and is not appropriate.

For the above reasons, as in the case of an associate to which the equity method is applied, we
believe that a non-investment entity joint venturer should be allowed to retain the fair value

measurement applied by the joint venture to its subsidiary.

Other Matters

The current standard prohibits a non-investment entity parent from retaining the accounting
treatment of a subsidiary that is an investment entity. Although this exposure draft does not
solicit comment on this matter, comments were received from our members stating that the
standard should be revised to allow retention of fair value measurement. The following

reasons were given for this.

e  Why would a non-investment entity parent hold an investment entity? Its intent probably
is to earn investment income by holding an investment entity as part of its diverse range
of businesses. In other words, regardless of whether the parent is an investment entity or
not, an investment entity subsidiary and the non-investment entity parent that controls the
subsidiary can be normally thought to have the same purpose in undertaking an
investment. Therefore, if the subsidiary and the joint venture meet the definition of an
investment entity and if, as a result, it is deemed that fair value measurement is more
useful to investors than consolidated information, the same usefulness should also apply
to the non-investment entity parent. The argument that what constitutes useful
information to users of financial statements changes as soon as the perspective of the

non-investment entity is adopted fails to reflect the reality and lacks consistency.

e Paragraph BC280 of IFRS 10 references the concern that subsidiaries may be held
through investment entities for the purpose of avoiding consolidation. Although this
concern is understandable, in such instances, the classification of the subsidiary as an

investment entity should be rejected in the first place. In other words, it would be
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appropriate to conclude that such a subsidiary does not meet the definition of an
investment entity, which “requires that the purpose of the entity is to invest solely for
capital appreciation, investment income (such as dividends, interest or rental income), or
both.” Alternatively, we believe that a certain level of discipline can be maintained by
requiring disclosure if the subsidiary subjected to fair value measurement is deemed to be

important.

Under US GAAP, a non-investment entity parent is allowed to report the fair value
measurement of an investment entity subsidiary. This constitutes a significant divergence
with IFRS and can undermine comparability. Therefore, efforts should be made to

achieve convergence of the two standards.
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