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Accounting & Tax Committee

Japan Foreign Trade Council, Inc.

To the International Accounting Standards Board

Comments on “Improvements to IFRS 8 Operating Segments
(Proposed amendments to IFRS 8 and IAS 34)”

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 “Improvements to IFRS 8 Operating Segments (Proposed
amendments to IFRS 8 and IAS 34)”. 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

In light of the results of the post-implementation review of IFRS 8 Operating
Segments, this Exposure Draft proposes the clarification of certain concepts
and new disclosure requirements in connection primarily with the
identification of an entity’s chief operating decision maker, aggregation of
operating segments, and disclosure of reportable segments.

However, the requirements for certain portions of the proposals contained in
this Exposure Draft (in particular, proposals related to Questions 4 and 5)
are unclear, and we are concerned that if adopted, the proposals would



increase the burden on preparers of financial statements. For this reason, we
request reconsideration of the proposals, including the review of relevant

provisions.

Question 1

The Board proposes to amend the description of the chief operating decision maker
with amendments in paragraphs 7, 7A and 7B of IFRS 8 to clarify that:

(a) the chief operating decision maker is the function that makes operating
decisions and decisions about allocating resources to, and assessing the

performance of, the operating segments of an entity;

(b) the function of the chief operating decision maker may be carried out by an
individual or a group—this will depend on how the entity is managed and may

be influenced by corporate governance requirements; and

(c) a group can be identified as a chief operating decision maker even if it includes
members who do not participate in all decisions made by the group (see
paragraphs BC4-BC12 of the Basis for Conclusions on the proposed
amendments to IFRS 8).

The Board also proposes in paragraph 22(c) of IFRS 8 that an entity shall disclose
the title and description of the role of the individual or the group identified as the
chief operating decision maker (see paragraphs BC25—-BC26 of the Basis for

Conclusions on the proposed amendments to IFRS 8).

Do you agree with the proposed amendments? Why or why not? If not, what do you

propose and why?

Response

For the following reasons, we do not agree with the proposed amendments.

We consider requiring the disclosure of the “description of the role” of the
chief operating decision maker to be unnecessary because functions are
already clearly defined. On the other hand, we note that the proposed

amendments add the new function of making operating decisions to the




previously stipulated function of decisions about allocating resources and
assessing performance. We would be able to understand the purpose of
requiring the disclosure of the “description of the role” if the intent here is to
clarify which (or both) of the functions the chief operating decision maker
performs. However, even in this case, we request that examples be appended

for greater clarity.

Question 2

In respect of identifying reportable segments, the Board proposes the following

amendments:

(a) adding a requirement in paragraph 22(d) to disclose an explanation of why
segments identified in the financial statements differ from segments identified
in other parts of the entity’s annual reporting package (see paragraphs
BC13-BC19 of the Basis for Conclusions on the proposed amendments to IFRS
8); and

(b) adding further examples to the aggregation criteria in paragraph 12A of IFRS 8
to help with assessing whether two segments exhibit similar long-term
financial performance across a range of measures (see paragraphs BC20-BC24

of the Basis for Conclusions on the proposed amendments to IFRS 8).

Do you agree with the proposed amendments? Why or why not? If not, what do you

propose and why?

Response

Question 2(a) concerns the proposal to require the disclosure of an
explanation of why reportable segments identified in the financial
statements differ from those identified in other parts of the entity’s annual
reporting package. For the following reasons, we do not agree with the

proposed amendment.

First of all, it is difficult to specify what constitutes the annual reporting
package because of differences in disclosure regulations by jurisdiction, as

well as differences in each entity’s voluntary disclosures. As a result, this




requirement cannot be easily structured into standards. Moreover, this
requirement may impose an undue burden on preparers. Therefore, the
scope of this requirement should be limited to segments to be identifiable
across jurisdictions or entities, such as by limiting the scope of information
noted in financial statements to information contained in the same document,
including the financial statement. (In the case of Japan, this could be the

information contained in the annual securities report.)

The proposed paragraph 19B of IFRS 8 stipulates that an entity’s annual
reporting package may include such matters as management commentary
and investor presentations. However, to promote better understanding by
users, in preparing other parts of their annual reporting packages, entities
should naturally be permitted to aggregate reportable segments appearing
in the annual financial statements as deemed appropriate, or to disclosure
disaggregated details, regardless of the definitions given in accounting
standards. These are needed to address frequently asked questions and
facilitate explanation. Even if explanations were to be given on why
segments differ, it would make more sense to include such explanations in a
management commentary and/or investor presentations rather than in the
annual financial statements. In any case, the standard should not require

disclosure of explanations of why reportable segments differ.

IFRS 8 is an accounting standard that governs financial information.
Requiring entities to include in their financial statements explanations on
matters that lie outside their financial statements is inconsistent with IFRS
concepts. Furthermore, we are concerned that adoption of the proposed
amendment may lead to requiring the inclusion of the definition of “annual
reporting package” in individual standards, or the addition of the same
requirement to other standards.

For the foregoing reasons, we request that the proposed amendment be
reconsidered, including the review of the provisions of paragraphs 19A, 19B,
and 22(d) of IFRS 8.

Question 2(b) concerns the proposal to add further examples of measures.



For the following reasons, we do not agree with the proposed amendment.

Even if further examples of measures were to be added, judgment on how to
aggregate operating segments may differ due to differences in enterprise
characteristics. As a result, it i1s possible that users would not find the
information to be useful. To ensure that the provisions contribute positively
to both preparers and users, we request that in addition to examples of

measures, 1llustrations be included describing specific cases that may arise.

It should also be clarified that the purpose of adding further examples is not
to introduce a more rigorous requirement for maintaining similarity across
multiple measures in making judgments on aggregation of operating
segments. Furthermore, it should be clarified that entities may select from
among the measures described in examples or from among other measures in
line with the characteristics of their business, and make judgments on

similarities in substantive economic characteristics.

Question 3

The Board proposes a clarifying amendment in paragraph 20A of IFRS 8 to say that
an entity may disclose segment information in addition to that reviewed by, or
regularly provided to, the chief operating decision maker if that helps the entity to
meet the core principle in paragraphs 1 and 20 of IFRS 8 (see paragraphs
BC27-BC31 of the Basis for Conclusions on the proposed amendments to IFRS 8).

Do you agree with the proposed amendment? Why or why not? If not, what do you

propose and why?

Response

For the following reasons, we do not agree with the proposed amendment.

Segment information that is not reported to the chief operating decision
maker constitutes information that does not conform to the requirements of
IFRS 8. Not only will the proposed amendment reduce clarity as to how the

standard is positioned, but the disclosure of multiple pieces of information




may also reduce usefulness for users and conceal material information.
Moreover, disclosure as financial information may give rise to problems of

audited versus unaudited.

If the proposed amendment is ultimately included in the standard, we
request that the possibility of differences in judgment by preparers and
auditors be eliminated by emphasizing that the provision stipulates what
may be done, and by further specifying that this does not constitute a

mandatory disclosure requirement.

Question 4

The Board proposes a clarifying amendment in paragraph 28A of IFRS 8 to say that
explanations are required to describe the reconciling items in sufficient detail to
enable users of the financial statements to understand the nature of these
reconciling items (see paragraphs BC32-BC37 of the Basis for Conclusions on the

proposed amendments to IFRS 8).

Do you agree with the proposed amendment? Why or why not? If not, what do you

propose and why?

Response
For the following reasons, we do not agree with the proposed amendment.

The proposed paragraph 28A of IFRS 8 requires that, among reconciling
items needed to reconcile segment amounts and the corresponding amounts
for the entity as a whole, all material reconciling items shall be separately
1dentified and described “in sufficient detail to enable users of the financial
statements to understand their nature.” While the current standard contains
wording other than that of the above quotation, the expression “sufficient
detail” is too ambiguous to be used in defining the level of disclosure.
Moreover, “sufficient detail” may be over-interpreted to require disclosure
above and beyond what is necessary. For these reasons, we believe that the
current provision (paragraph 28) should be retained and the proposed

provision (paragraph 28A) be deleted.




Examples of reconciling items have been added. However, we do not believe
there 1s much meaning in separately disclosing “elimination of intersegment
amounts” and “amounts not allocated to the reportable segments” such as
corporate expenses. This is because, given that the principal purpose of
disclosing segment information is disclosing the performance of operating
segments, the benefits derived from separately disclosing elimination of
Intersegment amounts and amounts of corporate and other expenses are not
believed to exceed the cost of separate disclosure. Furthermore, from the
perspective of management approach, we agree with the conclusion that
non-systematic allocation of reconciling items deemed to be unallocatable or
unnecessary to allocate would reduce the value of segment information
(IFRS 8, paragraph BC34). For these reasons, we believe the proposed

amendment 1s unnecessary.

Question 5

The Board proposes to amend IAS 34 to require that after a change in the
composition of an entity s reportable segments, in the first interim report the entity
shall present restated segment information for all interim periods both of the
current financial year and of prior financial years, unless the information is not
available and the cost to develop it would be excessive (see paragraphs BC2-BC10

of the Basis for Conclusions on the proposed amendments to IAS 34).

Do you agree with the proposed amendment? Why or why not? If not, what do you

propose and why?

Response

For the following reasons, we do not agree with the proposed amendment.

We do not believe that there is much meaning in requiring an entity that has
undergone a change in the composition of its reportable segments to present
restated segment information for all interim periods both of the current

financial year and of prior financial years in its first interim report.




If it 1s assumed here that quarterly reports constitute interim reports, the
proposed amendment would require segment information for multiple
periods to be restated over a very short period of time. We do not agree with
the proposal because disclosure cost for the period would be significantly
increased. We appreciate that exemption is provided when the information is
not available and the cost to develop it is excessive. However, the range of
cases where disclosure can be omitted for reasons of cost would be limited.
We are thus concerned that the exemption might fail to prevent an excessive

burden on preparers.

When engaged in comparative analysis, users normally compare information
with the comparative period. We do not believe the benefits derived from
simultaneous disclosure of restated segment information for periods other
than the comparative period following a change in composition of reportable
segments would exceed the concentrated cost of preparing disclosure. Even if
1t were assumed that benefits would exceed the cost to preparers, it should

be clarified what the anticipated benefits are.

Under the present standard, information useful to users is already being
provided through restated segment information that only covers the
comparative period. Therefore, for the above reasons, we believe the

proposed amendment is unnecessary.
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