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Accounting & Tax Committee

Japan Foreign Trade Council, Inc.

To the International Accounting Standards Board

Comments on “Annual Improvements to IFRS® Standards 2015-2017 Cycle”

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 “Annual Improvements to IFRS® Standards 2015-2017
Cycle”. 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.)

General Comments

This Exposure Draft proposes certain limited amendments pertaining to
income taxes and borrowing costs, as well as long-term interests in an
associate or joint venture that form part of the net investment in the
associate or joint venture but to which the equity method is not applied
(hereinafter “long-term interests”). The purpose of the amendments is to
clarify the treatment of these items and to ensure greater efficiency with
respect to the application of individual Standards. We agree with the

proposed amendments pertaining to income taxes and borrowing costs.

However, as explained below, we have reservations regarding the application
of IFRS 9 Financial Instruments (impairment and other requirements) to
long-term interests. Given that long-term interests effectively comprise a

part of net investment, we believe that long-term interests should be lumped



together with equity-method investments and made subject solely to IAS 28,
not IFRS 9. On the other hand, even if long-term interests were made subject
to IFRS 9 from the perspective of narrow-scope clarification, this would raise
another problem. That is, unless the current provisions of IAS 28
(paragraphs 38 and 40) were amended, impairment (paragraph 40) and the
allocation of losses recognized by an equity-method investee (paragraph 38)
may become subject to the requirements of both IAS 28 and IFRS 9.
Therefore, we request that this matter be reconsidered, including a review of

various other provisions of IAS 28.

Question 1—Proposed amendments (please answer individually for each

proposed amendment)

Do you agree with the Board’s proposal to amend the Standards in the
manner described in the Exposure Draft?

If not, why, and what alternative do you propose?

Response

This Exposure Draft proposes the application of IFRS 9 Financial
Instruments to long-term interests. We do not agree with this proposal for

the following reasons:

As indicated in the Basis for Conclusions, reconsideration of the accounting
for long-term interests is likely to involve reconsideration of the equity
method, which is a topic for future research projects. Consequently, the
proposed amendments present narrow-scope clarifications based on the
existing requirements in IFRS 9 and IAS 28, and proposed that the
provisions of IFRS 9 (including impairment requirements) be applied to

long-term interests.

However, long-term interests include such items as long-term receivables
that effectively comprise a part of net investment in a joint venture
conducting a particular business that derives its funds wholly from
shareholders. Unlike in the case of associates and investees in general, an
investor has the power to participate in the important management
decisions of a joint venture. This gives rise to a certain problem in
measurement of the recoverable amount of the long-term receivables. That is,
in practice, the impairment assessment method of IAS 28 where a




shareholder with joint control measures recoverable amounts based on the
future cash flow projections of the business by lumping together
equity-method investments and long-term receivables may in some cases be
a more appropriate and effective assessment method than the method
applying impairment accounting pursuant to IFRS 9. Therefore, we are
concerned that the IFRS 9 assessment method proposed in this Exposure

Draft may not yield appropriate and effective assessments.

Accordingly, insofar as long-term interests effectively comprise a part of net
investment, we believe that long-term interests should be lumped together
with equity-method investments and made subject solely to IAS 28, not IFRS
9.

For the sake of argument, assume long-term interests were made subject to
IFRS 9. If this were done without amending the current provisions of IAS 28
(paragraphs 38 and 40), our concern is that impairment (paragraph 40) and
allocation of losses recognized by an equity-method investee (paragraph 38)
may become subject to the requirements of both IAS 28 and IFRS 9.

Regarding impairment, unless the provisions of IAS 28, paragraph 40, are
revised, the proposed amendment would lead to the interpretation that the
requirements of IFRS 9 and IAS 28, paragraph 40, are both applicable. Thus,
the proposed amendment would give rise to confusion, including the question
of the order in which the impairment requirements are to be applied.
Therefore, if we respect the intent of the proposed amendment that is the
application of IFRS 9 to long-term interests, an explicit statement should be
included stipulating that the impairment requirements of IAS 28, paragraph
40, do not apply.

Regarding the allocation of losses recognized by an equity-method investee,
our concern is that an impairment loss on long-term interest based on IFRS
9 and the allocation of losses recognized by equity-method investee as
required under IAS 28, paragraph 38, can result in a double recognition of
losses. Therefore, an explicit statement should be included stipulating that,
where an impairment loss has been recognized under IFRS 9, allocation of
losses as stipulated under IAS 28, paragraph 38, is not required for the

amount corresponding to said impairment loss.



Based on the foregoing, it is our conclusion that the Exposure Draft’s
proposed application of IFRS 9 to long-term interests by itself will not
contribute to sufficiently clarifying the treatment of long-term interests. We
therefore request that this matter be reconsidered, including a review of

various other provisions of IAS 28.

Question 2—Effective date of the proposed amendments to IAS 28

Investments in Associates and Joint Ventures

The Board is proposing an effective date of 1 January 2018 for the proposed
amendments to IAS 28. The reasons for that proposal are explained in
paragraphs BC7-BC9 of the Basis for Conclusions on the proposed
amendments to IAS 28.

Do you agree with the effective date for those proposed amendments?

If not, why, and what alternative do you propose?

Response

As set forth in our response to Question 1, we do not agree to the proposed
amendment of IAS 28. Hence, we do not agree to the proposed effective date

as well.
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