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Accounting & Tax Committee
Japan Foreign Trade Council, Inc.

To IFRS Interpretations Committee

Comment on tentative agenda decisions of IFRS1 "First-time Adoption of

International Financial Reporting Standards"

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 Financial Reporting Interpretations
Committee tentative agenda decisions “Subsidiary as a first time adopter”.
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 tentative agenda decision rejects a request submitted to the IFRS
Interpretations Committee for clarification of IFRS 1. However, we believe
that requiring a subsidiary that becomes a first-time adopter later than its
parent to keep two parallel sets of records for cumulative translation
differences (CTD) contradicts the intent of paragraph D16 (a) of IFRS 1,
which is to reduce the administrative burden of first-time adopters. For this
reason, we oppose this tentative agenda decision and believe that revision or
clarification of IFRS 1 should be considered.

We foresee the following problem if, in accordance with this tentative agenda
decision, a subsidiary becoming a first-time adopter later than its parent was
required to keep two parallel sets of records for CTD. That is, disposal of a

foreign operation would result in differing amounts of profit or loss between



the parent’s consolidated financial statement and subsidiary companies’
consolidated financial statement. This would constitute a major problem
from the perspective of consolidated corporate management and control. In
our area of jurisdiction, voluntary transition to IFRS is permitted, but we are
concerned that this problem in corporate management and control would
substantially undermine the advantages of adopting IFRS and consequently

suppress and retard the increase in entities voluntarily transitioning to
IFRS.

Specific Issues
(1) Interpretation of the Current Paragraph D16 of IFRS 1

Based on current IFRS provisions, the subsidiary is required to apply
paragraphs D12 and D13 of IFRS 1 and recognize CTD either at zero or on a
retrospective basis as of its date of transition to IFRS, when a subsidiary
becomes a first-time adopter later than its parent. However, paragraph D16
(a) may be interpreted to mean that some possibility remains for recognizing
CTD at the amount that would be included in the parent’s consolidated

financial statements based on the parent’s date of transition to IFRS.
(2) Intent of Paragraph D16 of IFRS 1

It is our understanding that paragraphs D16 (a) and D13 of IFRS 1 were
both adopted for the purpose of reducing the administrative burden of
first-time adopters. Therefore, it would not be useful for a subsidiary that
becomes a first-time adopter later than its parent to, on one hand, apply the
provisions of paragraph D16 (a) to measure its assets and liabilities based on
the parent’s date of transition to IFRS, while being required by the
provisions of paragraph D13 to make measurements based on the
subsidiary’s date of transition to IFRS. We believe this treatment contradicts

the original purpose of adopting these provisions.

Concerning this point, Staff Paper indicates that it is uncertain whether
TASB originally intended to go beyond the provisions contained in paragraph
D16 (a). However, at least in the exposure draft stage of IFRS 1, there is



possibility that IASB was hinting at a wider range of exemptions in
recognition and measurement that went beyond assets and liabilities. If it is
uncertain whether a change was later made in this intent, it would be more

natural to conclude that the original intent continues to exist.

(3) Burden of Keeping Two Parallel Sets of Records for CTD When a
Subsidiary Becomes a First-time Adopter Later than Its Parent

Differences in CTD must be adjusted in the event of a full or partial disposal
of a foreign operation, or when a change has occurred in the equity ratio of a
parent in a subsidiary that is a first-time adopter, among other cases. This
implies that differences in CTD will vary in each reporting period.
Furthermore, full disposal of a foreign operation normally takes a
considerable period of time to complete. Determining differences in CTD for
each reporting period and separately for each foreign operation would entail
considerable administrative burdens for the company.

Of particular note is that such burdens would be further increased if a
subsidiary holds multiple foreign operations, as the parent would be
required to constantly collect information on foreign operations held by its
subsidiaries.

(4) Companies Affected by This Issue

Plural member companies of JFTC have adopted IFRS for their consolidated
financial statements. Among these members, some are promoting the
adoption of IFRS by their subsidiaries in an effort to employ IFRS in
corporate management and control. Such subsidiaries include companies
that are listed in our area of jurisdiction, as well as unlisted companies
operating in other jurisdictions.

Due to the growing adoption of IFRS throughout the world, an increasing
number of countries have in recent years permitted the voluntary adoption of
IFRS by unlisted companies. In certain instances, the subsidiaries of JETC
member companies are operating in such countries, making it highly likely
for such subsidiaries to become first-time adopters later than their parents.

To the best of our knowledge, these countries include the United States,



Canada, the United Kingdom, parts of the European Union, Hong Kong, and
Mexico. It should be noted that the subsidiaries of numerous global

corporations are located in these countries.

In addition to the cases of subsidiaries voluntarily adopting IFRS later than
their parents as described above, we think that subsidiaries are becoming
first-time adopters after their parents in the following types of cases:

v' A subsidiary becomes a listed company in a jurisdiction where only listed
companies are mandated to adopt IFRS.

v' As a result of intra-group reorganization, a holding company is
established within a jurisdiction mandating adoption of IFRS.

v' IFRS adoption becomes mandatory in a jurisdiction where a subsidiary is
located. (We believe this type of case in particular will continue to
increase in the future as jurisdictions mandating IFRS adoption

increase.)
(5) Consistency with Pipeline Project “ SMEs That Are Subsidiaries”

Following the 2015 Agenda Consultation, “SMEs that are subsidiaries” has
been registered as a pipeline project. We understand that, for the purpose of
reducing the administrative burdens of adopting IFRS for both parent and
subsidiary companies, this project considers permitting SMEs that are IFRS
adopters’ subsidiaries to use the reporting method whereby recognition and

measurement are based on IFRS, and disclosure is based on IFRS for SMEs.

We believe it is a contradiction to, on one hand, consider approaches to
reducing administrative burdens when both parent and subsidiary
companies have adopted IFRS, while on the other hand requiring
subsidiaries that are becoming first-time adopters after their parents to keep

two parallel sets of records for CTD pursuant to IFRS 1.
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