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29 May, 2015

Accounting & Tax Committee
Japan Foreign Trade Council, Inc.

To the International Accounting Standards Board

Comments on “Classification of Liabilities
‘Proposed amendments to IAS1”

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 “Classification of Liabilities:Proposed amendments to IAS1”. 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
1s to respond to developments in domestic and international accounting standards.
(Member companies of the Accounting & Tax Committee of JETC are listed at the

end of this document.)

1. General Comments

This Exposure Draft (ED) proposes to make clear the link between the settlement
of liabilities and the outflow of resources from the entity, and to clarify the
classification of liabilities as either current or non-current based on the rights
that are in existence at the end of the reporting period for deferring the
settlement due dates and settlement. However, the proposed amendments give
rise to concerns that entities’ risk management activities targeting liquidity risk
would not be appropriately reflected in financial statements, meaning that

information useful to investor decision-making would not be provided.

Entities weigh the size of liquidity risks to which they are exposed against the

cost of reducing such risks. Based on this comparison, they seek to best balance



their financing activities, such as borrowing, maintenance of deposits, and the

securitization of receivables.

Comprehensive risk management is undertaken to reduce liquidity risks and to
pursue stable and efficient financial management. This involves combining such
methods as staggering debt repayment dates, diversifying the sources of
borrowing, and employing a variety of financing methods, along with procuring
cash and deposits and establishing commitment lines in light of the market

environment.

For example, consider a case in which repayment dates of an entity’s financial
liabilities are temporarily concentrated in a short time period. Even in this
situation, depending on the market environment and costs, the entity may opt to
establish a commitment line and to refinance its liabilities without delay as they
come due, instead of increasing the level of cash and deposits balance. Taking into
consideration the existence of a commitment line that can be refinanced into
long-term financing, this does not necessarily result in the entity’s heightened
exposure to liquidity risk even if there is a concentration of financial liabilities
contractually due within one year. Classifying such financial liabilities as current
would indicate heightened liquidity risk, but we believe that they should be
classified as non-current as this would more appropriately reflect the risk

management status of the entity.

It appears that the intent of this ED is to classify liabilities according to the right
to defer settlement due dates and settlement as stipulated in the covenants of
individual liabilities. We believe that this approach does not duly consider the

status of the risk management activities of an entity as described above.

The classification of liabilities is an important factor in indicating the liquidity
risk of an entity. Therefore, disclosure should not be made solely on the basis of
contractual right and other legal positions. Instead, we believe that the risk
management status of the entity must be properly reflected.

2. Specific Comments (Response to Questions)

Question 1

Response: We do not agree with this proposal for the following reasons.
6



Replacing “discretion” in paragraph 73 (paragraph 72R(a) in the proposed
amendments) with “right” may result in interpretations that restrict the scope of
rollovers that can be classified as non-current. Paragraph BC11 states that
“emphasis should be placed on there being a right . . . to roll over the obligation
under the existing loan facility that directly relates to the loan being classified.” If,
for this purpose, classification as non-current liabilities is restricted to cases
where the entity has the right to roll over the obligation, it would then be possible
to interpret that the right to roll over an obligation must be explicitly provided for
in the agreement of the loan being classified. As stated in our General Comments
above, in certain cases this would not accord with the liquidity risk management
status of an entity.

What is meant by the wording “directly relates to” used in this ED should be
adjusted to allow for classification based on the risk management status of
entities. This amendment should be included in the main text of the Standard

following clear definition and addition of specific examples, etc.

The word “expects” has been deleted from paragraph 73 (paragraph 72R(a) in the
proposed amendments). Under current practices, even when the right exists to
roll over an obligation for at least 12 months, the word “expects” is used as
grounds for classifying only a portion of the total amount as a non-current liability
based on the past record of rolling over and the intent to roll over. The proposed
deletion of “expects” will result in classification as non-current without regard to
the intent or expectation of the entity. We are concerned that this would distort

disclosed information.

Question 2
Response: We do not agree with this proposal for the following reasons.

In making clear the link between the settlement of liabilities and the outflow of
resources from the entity, it is stated that rollover of borrowing does not
constitute “settlement” but rather an extension of an existing liability (paragraph
BC12). However, we believe refinancing can have the same effect as rollover.
Assume that refinancing constitutes “settlement” as provided in the ED. If
liabilities predicated on refinancing cannot be classified as non-current,

refinancing and rollover would be classified differently as current and non-current
7



in financial statements even though they effectively have the same impact on the
liquidity risk exposure of the entity. We believe this would obstruct appropriate
disclosure of liquidity risk.

Question 3
Response: We do not agree with this proposal for the following reasons.

As indicated in our General Comments above, entities have in the past employed
various methods and means to manage risks. If, as proposed in the ED, liabilities
that are presently classified as non-current were to be classified as current,
retrospective application of the amendments to classification would result in
changes in past financial indicators. We believe that this could lead to

unnecessary misunderstandings for investors.

Paragraph BC20(b) states that “retrospective application of the proposed
narrow-scope amendments would not be onerous.” However, we believe that in
certain cases, retrospective confirmation of the contractual rights related to past
financing activities and judgment on situations that would impact past rights and

liability classifications could be impracticable.



Japan Foreign Trade Council, Inc.

World Trade Center Bldg. 6th Floor,
4-1, Hamamatsu-cho 2-chome,
Minato-ku, Tokyo 105-6106, Japan
URL. http://www.jftc.or.jp/

Members of the Accounting & Tax Committee of JETC

CBC Co., Ltd.

Chori Co., Ltd.

Hanwa Co., Ltd.

Hitachi High-Technologies Corporation
Inabata & Co., Ltd.

ITOCHU Corporation

Iwatani Corporation

JFE Shoji Trade Corporation
Kanematsu Corporation

Kowa Company, Ltd.

Marubeni Corporation

Mitsubishi Corporation

Mitsui & Co., Ltd.

Nagase & Co., Litd.

Nippon Steel & Sumikin Bussan Corporation
Nomura Trading Co., Ltd.

Shinyei Kaisha

Sojitz Corporation

Sumitomo Corporation

Toyota Tsusho Corporation
Yuasa Trading Co., Ltd.



