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Document No. 139
12 September 2017

Accounting & Tax Committee
Japan Foreign Trade Council, Inc.

To the International Accounting Standards Board

Comments on “Post-implementation Review
— IFRS 13 Fair Value Measurement”

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 IFRS®
Standards Request for Information “Post-implementation Review— IFRS 13
Fair Value Measurement”. 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 JF'TC are listed at the end

of this document.)

General Comments

We welcome the decision made as part of the Post-implementation Review
(PIR) of IFRS 13 Fair Value Measurement to request information from a wide
range of stakeholders on the usefulness of information provided under IFRS

13, implementation challenges if any, and cost-benefit considerations.

We hope that this request for information will improve the usefulness of IFRS

13 and contribute to its effective implementation.



Question 1A—Your background

Please tell us:

(a) your principal role in relation to fair value measurement. For example, are
you a preparer of financial statements, an auditor, a valuation specialist, a
user of financial statements, a regulator, a standard-setter, an academic, or a
professional accounting body? If you are a user of financial statements, what
kind of user are you (for example, buy-side analyst, sell-side analyst, credit

rating analyst, creditor/lender, asset or portfolio manager)?

(b) your principal jurisdiction and industry. If you are a user of financial
statements, which geographical regions and industries do you follow or

invest in?

Response

(a) Your principal role in relation to fair value measurement

Preparer of financial statements

Principal jurisdiction: Head office comes under jurisdiction of Japan.
Affiliates are located throughout the world.

(b) Your principal jurisdiction and industry.
Industry: General trading company (The company operates highly
diversified businesses including services, finance, manufacturing, and

agriculture, and has subsidiaries in each field.)

Question 1B—Your background

How extensive is your experience in relation to the measurement of the
following items at fair value (including the measurement of their

recoverable amount on the basis of fair value less costs of disposal)?

Type of item The extent of your experience
with

fair value measurements




Little Some Much

Property, plant and equipment

Intangible assets including goodwill

Investment properties

Biological assets

Investments in subsidiaries, joint ventures or

assoclates

Financial instruments

Other (please specify which)

Response
Type of item The extent of your experience
with
fair value measurements
Little Some Much
Property, plant and equipment v
Intangible assets including goodwill v
Investment properties v
Biological assets v
Investments in subsidiaries, joint ventures or v
associates
Financial instruments v
Other (please specify which) v

Question 2—Fair value measurement disclosures

(a) How useful do you find the information provided about Level 3 fair value
measurements? Please comment on what specific information is useful, and

why.
(b) In your experience of Level 3 fair value measurements:

(i) how do aggregation and generic disclosure affect the usefulness of the

resulting information? Please provide examples to illustrate your




response.

(ii) are you aware of any other factors (either within or outside IFRS
requirements) affecting the usefulness of the information? Please

provide examples to illustrate your response.

(i) do you have suggestions on how to prevent such factors from reducing the

usefulness of the information provided?

(¢) Which Level 3 fair value measurement disclosures are the most costly to

prepare? Please explain.

(d) Is there information about fair value measurements that you think would be
useful and that IFRS 13 does not require entities to disclose? If yes, please
explain what that information is and why you think it would be useful.

Please provide any examples of disclosure of such information.

Response

(a) IFRS 13 paragraph 93(e) requires disclosure of reconciliation from the
opening balance to the closing balance for recurring fair value
measurements categorized within Level 3 of the fair value hierarchy. We
appreciate that disclosure of reconciliation of fair value measurement of
assets based on unobservable inputs has a certain degree of utility for

users of financial statements.

However, requiring across-the-board disclosure of changes in the fair
value measurement of all Level 3 assets (for example, unquoted equity
instruments), regardless of the level of business management or the
impact of changes in fair value measurement on the entity, places a heavy
burden on preparers of financial statements. On the other hand, the

benefit to users is believed to be low.

Moreover, in practice, a number of financial instruments are unavoidably
aggregated for disclosure. We do not think that this provides users with
useful information because the relation between the disclosed information

and the individual financial instruments becomes unclear.



(b)

(i) Infair value measurement using the income approach, in some cases

(i)

the discount rate may be disclosed as a significant unobservable input
in compliance with the requirements of paragraph 93(d)(g).
Comments were received that, due to the high degree of aggregation,
disclosures were made over a range of about 10 percent of maximum
and minimum levels. Another issue pertains to confidentiality of
business operations as outlined under (i) below. Due to
confidentiality needs, responses to the requirements of paragraph
93(h) are frequently limited to very general explanations, such as:
“The fair value of investments measured using the income approach
will decrease (increase) as a result of an increase (decrease) in the
discount rate.” As a result, the information provided by this disclosure

1s of limited use for detailed analysis.

Confidentiality of business operations is a factor affecting the
usefulness of the information. For instance, in the illustration given
in (i), disclosure requirements may extend to unobservable inputs
that constitute important business information. This may include
assumptions pertaining to price and cost, which are significant factors
in cash inflow, and information on discount rates. While maintaining
a high level of usefulness requires the disclosure of details,
confidentiality limits the scope of disclosure. Satisfying both needs is
difficult.

(c) Preparation of reconciliation as required under paragraph 93(e) has

proven to be very burdensome. For instance, the preparation of

information on unquoted financial instruments requires the collection of

vast amounts of detailed information from both the parent and subsidiary

companies, which then has to be closely examined and manually collected

and aggregated under numerous categories for purposes of reconciliation.

This requires large amounts of labor. Moreover, because this information

1s believed to be of limited usefulness, comments were received calling for

the elimination of this requirement from the perspective of cost-benefit.

The comments we have made under (b) above also apply to the



requirements of paragraph 93(d)(g)(h) pertaining to quantitative
information, valuation processes and sensitivity. Although the scope of
disclosure 1s limited, considerable time 1s consumed in discussions with
auditors on whether or not to disclose and the scope of disclosure. As a
result, preparation is costly.

Question 3—Prioritising Level 1 inputs or the unit of account

(a) Please share your experience to help us assess:

(i)  how common it is for quoted investments in subsidiaries, joint
ventures and associates, and quoted cash-generating units to be
measured at fair value (please support your comments with

examples).

(ii) whether there are material differences between fair value amounts
measured on the basis of PxQ alone (when P is the quoted price for an
individual instrument and Q is the quantity of financial instruments
held) and fair value amounts measured using other valuation
techniques. Please provide any examples, including quantitative

information about the differences and reasons for the differences.

(iii) if there are material differences between different measurements,

which techniques are used in practice and why.

Please note whether your experience is specific to a jurisdiction, a region or

a type of investment.

(b) The Board has undertaken work in this area in the past (see Appendix 3). Is
there anything else relating to this area that you think the Board should

consider?

Response

(a)
(i) The following experience pertains to fair value measurement of
quoted investments in subsidiaries, joint ventures and affiliates. In
compliance with the requirements of IFRS 10 paragraph 25(b), fair



(i)

value of investments held in a former subsidiary is measured as of
the date of loss of control.

The following experience pertains to fair value measurement of
quoted cash-generating units. In impairment testing of a listed
assocliate, fair value less costs to sell 1s used instead of value in use

as the recoverable amount.

Material differences between fair value amounts measured on the
basis of PxQ alone and other valuation techniques (specifically, fair
value amounts based on discounted future cash flow computed from
investee business plans using the income approach) may arise for the
following reasons.

e Share prices do not reflect acquisition premiums paid for
business control, synergy and other factors, which be used by

market participants when pricing.

e Quoted prices (share prices) for investments made in emerging
economies fluctuate significantly due to such factors as lack of

market depth and speculative activities.

We can appreciate that, particularly in the case of quoted
Iinvestments in subsidiaries, joint ventures and affiliates, fair value
measurement based on PxQ without adjustments is desirable from
the perspective of objectivity and verifiability. However, if the unit of
account for investments in subsidiaries and others and their fair
value measurement is the investment as a whole instead of the
individual financial instruments included within these investments,
it would be more consistent to make adjustments for premiums paid

for business control and other factors in fair value measurement.

In addition to premiums paid for control, such factors as premiums
paid for influence and premiums for large-volume holding (without
influence) are also taken into consideration in actual transactions.

In many cases, these premiums are of considerable monetary value.



As a result, material differences may arise between fair value
amounts measured on the basis of PxQ alone and other valuation
techniques.

For instance, in the example presented below, the investing entity
considers its investment to be economically rational. However,
acquisition cost is not equal to PxQ because price has been
determined outside the market.

[Examples of acquisition of financial instruments resulting in material

differences in fair value amounts]

(b)

e The investee needs new money and agrees to some form of off-
market transaction, such as a third-party allocation of shares.
Unlike in the case of a tender offer, the quoted price may not
necessarily rise to the level of the transaction price. In this case,
a very large difference arises between quoted price and

transaction price.

e The investee is listed but the liquidity of its shares is very low.
Consequently, any attempt to acquire a large volume of shares
requires considerable time (in certain instances, several years).
For speedy acquisition, an off-market transaction is arranged
with a major shareholder. In this case, due to the limited number
of potential counterparties, the investor may have to pay a

premium.

e In order to develop relations with an existing shareholder or
with the investee, an off-market transaction is arranged instead
of making a tender offer. In this case, the investor may have to

pay a premium.

Regarding equity instruments treated according to the provisions of
IFRS 9, we are concerned that based on IFRS 9 paragraph B5.1.2A(a),
any portion of the acquisition price that exceeds quoted price may be

immediately accounted as a Day 1 Loss.



Where there is a difference between acquisition price and the fair value
amount based on PxQ, it is natural to think that the investor has gained
“something” in addition to shares. This “something” may be the
economic benefits derived from capital tie-ups, such as synergy effects
or business expansion. In cases where these do not meet the
requirements for treatment as intangible assets, Day 1 Losses may be
recognized notwithstanding the fact that the investor expects to receive
economic benefits. Therefore, as the Board moves forward in examining
the fair value measurement of quoted investments in subsidiaries, joint
ventures and affiliates, and quoted cash-generating units as covered by
the Exposure Draft, we request that due consideration be given to the
impact on Day 1 Losses pertaining to equity instruments treated

according to the provisions of IFRS 9.

Question 5—Applying judgements required for fair value measurements

Please share your experience to help us assess the challenges in applying

judgements when measuring fair value:

(a)

(b)

Please provide specific examples to illustrate your response and note whether
your experience is specific to a jurisdiction or a region or a type of asset or
Liability.

1s it challenging to assess whether a market for a asset or a liability is

active? Why, or why not?

is it challenging to assess whether an input is unobservable and significant

to the entire measurement? Why, or why not?

Response

(a)

Concerning “active market” as defined in IFRS 13, we believe more
specific illustrations and guidance should be provided to go beyond

transaction volume and frequency.

“Active market” is defined as “a market in which transactions for the



asset or liability take place with sufficient frequency and volume to
provide pricing information on an ongoing basis.” Any quoted price in an
active market that satisfies this definition must be used in fair value
measurement without adjustment as a Level 1 input. However, in
practice, it is often difficult to judge what degree of volume and frequency
of transaction is sufficient. Specific questions requiring illustration
include the following.

(1) Consider a case in which shares in circulation and available for market
transaction are significantly restricted (for example, about 20 percent of
shares outstanding) because a majority of the shares are held by a
government institution or a specific shareholder with controlling
interest. In this case, should the market for these shares be deemed to
constitute an “active market” so that the unadjusted market price is
used as a Level 1 input in fair value measurement? If a judgment were
to be made that the market price should not be used without adjustment,

on what basis should such a judgment be made?

(2) Consider a case in which listed shares are to be sold in numbers that
greatly exceed the daily volume of market transactions of the share in
question. In this case, should the unadjusted market price be used in
measuring the end-term fair value of the shares earmarked for sale? If
a certain degree of adjustment is deemed necessary, on what basis

should such a judgment be made?

Question 6A—Education on measuring biological assets at fair value

Please describe your experience of measuring the fair value of biological assets:

(a) are any aspects of the measurement challenging? Why, or why not? Please

provide examples to illustrate your response.

(b) what, if any, additional help would be useful in applying IFRS 13? In which

areas?

Response



(a)

(1

(2)

We believe the following aspects of the measurement of biological assets
at fair value present significant challenges.

(1) Judgment on active market
(2) Assumption that fair value can be measured reliably

Judgment on active market

As in the case of Question 5, and not restricted to the issue of biological
assets, clear criteria have not been established on whether a “market is
active or not.” Moreover, the views of stakeholders often clash when a
judgment is to be made in practice. Our experience indicates that in a
considerable number of cases, the mere existence of a market is taken as
sufficient grounds for requiring fair value measurement based on market
price, or market price 1s treated as an absolute with no regard to the
depth of the market. We do appreciate that in such cases, fair value
measurement based on unadjusted PxQ has a certain degree of
significance from the perspective of verifiability and maintenance of
objectivity. However, we feel that appropriateness in financial
statements, which should essentially be pursued, is being undermined
for the sake of maintaining objectivity. We request that concrete and
clear criteria be provided for judgment on whether a “market is active or

””

not.
Assumption that fair value can be measured reliably

Concerning biological assets, there is a presumption that “fair value can
be reliably estimated.” With the exception of instances of “clearly
unreliable,” fair value measurement is, in principle, also required for
biological assets that are in the early stages of development (immature

biological assets).

Fair value measurement of immature biological assets in the early stages
of development is calculated by multiplying the market price for mature

biological assets by such unpredictable data as mortality rate and growth



rate, which depend on fluctuations occurring outside the market.
Allowing “fair value” that has been computed in this way to be reflected
in financial statements effectively undermines the comparability and
reliability of financial statements.

If the presumption is to be maintained, we request that guidance be
given on the interpretation of “clearly unreliable” so that greater
flexibility can be exercised in judging situations of low reliability.

Question 6B—Education on measuring unquoted equity instruments at fair value

Please describe your experience of measuring the fair value of unquoted equity

instruments:

(a) 1in 2012, the IFRS Foundation Education Initiative published Unquoted
equity instruments within the scope of IFRS 9 Financial Instruments. Have
you used this education material? If so, how did this material help you to

measure the fair value of unquoted equity instruments?

(b) do you have questions not covered in Unquoted equity instruments within
the scope of IFRS 9 Financial Instruments? Do you think that additional
help would be useful in applying the requirements? Why, or why not?

Please provide examples to illustrate your response.

Response

(a) We have experience using this material in considering and determining
fair value measurement of unlisted shares in the initial application of
IFRS. The specific procedures for fair value measurement provided have

contributed to the establishment of uniform fair value measurement.
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