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Accounting & Tax Committee
Japan Foreign Trade Council, Inc.

To the International Accounting Standards Board

Comments on “Disclosure Initiative—Principles of Disclosure”

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
Discussion Paper “Disclosure Initiative—Principles of Disclosure”. The JFTC
1s 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 JETC are listed at the end of this document.)

General Comments

As this Exposure Draft contains issues pertaining to EBIT subtotal and other
1ssues that are closely related to the Primary Financial Statements project,
we believe it is necessary to examine consistency while keeping an eye on the

relation between the two projects.

Question 1

Paragraphs 1.5—-1.8 describe the disclosure problem and provide an explanation

of its causes.

(a) Do you agree with this description of the disclosure problem and its causes?

Why or why not? Do you think there are other factors contributing to the




disclosure problem?

(b) Do you agree that the development of disclosure principles in a general
disclosure standard (ie either in amendments to IAS 1 or in a new general

disclosure standard) would address the disclosure problem? Why or why not?

(b)

We agree with developing disclosure principles.

However, we believe there is room to consider whether individual principles
should come under mandatory disclosure principles or non-mandatory
guidance. In particular, thought should be given to assigning to non-
mandatory guidance the disclosure of performance measures and other
principles where usefulness of information should be ensured depending on

the judgment of the entity.

Question 3

The Board’s preliminary view is that a set of principles of effective
communication that entities should apply when preparing the financial
statements as described in paragraph 2.6 should be developed. The Board has
not reached a view on whether the principles of effective communication should
be prescribed in a general disclosure standard or described in non-mandatory

guidance.

The Board is also of the preliminary view that it should develop non-mandatory
guidance on the use of formatting in the financial statements that builds on the

guidance outlined in paragraphs 2.20-2.22.

(a) Do you agree that the Board should develop principles of effective
communication that entities should apply when preparing the financial

statements? Why or why not?

(b) Do you agree with the principles listed in paragraph 2.6? Why or why not? If

not, what alternative(s) do you suggest, and why?

(¢) Do you think that principles of effective communication that entities should
apply when preparing the financial statements should be prescribed in a

general disclosure standard or issued as non-mandatory guidance?




(d Do you think that non-mandatory guidance on the use of formatting in the

financial statements should be developed? Why or why not?

If you support the issuance of non-mandatory guidance in Question 3(c) and/or

(d), please specify the form of non-mandatory guidance you suggest (see

paragraph 2.13(a)—(c)) and give your reasoning.

(a)—(d)

We agree with developing effective communication principles as proposed.

However, what constitutes an effective disclosure method differs according to
the situation of an entity. For this reason, we are concerned that the
development of uniform principles (for example, uniformly requiring a table
format for the disclosure of a specific item) may not necessarily result in

effective disclosure.

Therefore, it 1s desirable to avoid overly detailed stipulation and leaving some

room for the discretion of preparers.

Question 5

The Board’s preliminary view is that a general disclosure standard should
include a principle that an entity can provide information that is necessary to
comply with IFRS Standards outside financial statements if the information

meets the requirements in paragraphs 4.9(a)—(c).

(a) Do you agree with the Board’s preliminary view? Why or why not? If you do

not agree, what alternative(s) do you suggest, and why?

(b) Can you provide any examples of specific scenarios, other than those

currently included in IFRS Standards (see paragraphs 4.3—4.4), for

which you think an entity should or should not be able to provide information
necessary to comply with IFRS Standards outside the financial statements?

Why? Would those scenarios meet the criteria in paragraphs 4.9(a)—(c)?

(a)—(b)

In general, we can agree with the Board’s preliminary view. However,



paragraph 4.9 (a) should either be deleted from the requirements or certain
exceptions should be allowed.

For the following reasons, we agree with the Board’s preliminary view on
providing information necessary for compliance with IFRS Standards outside
financial statements. This will reduce redundancy of information, underscore
the relation between information, and enhance the overall understandability

of annual reports.

For example, paragraph 97 of IAS 1 requires separate disclosure of their
nature and amount when items of income or expense are material. But in
certain instances, such material items are explained in detail in the
management’s analysis section (MD&A section) of the annual financial report
so that IFRS Standards have been met outside of financial statements. This
is an example of a case where disclosure is more effectively done than through

disclosure of IFRS information in notes.

Cross-referencing has the disadvantage of fragmenting financial statements
and rendering them more difficult to understand. We appreciate that certain
requirements need to be included under paragraph 4.9 to solve this problem.
However, whereas cross-referencing to information outside financial
statements is specifically allowed under paragraph 150 of IAS 19 Employee
Benefits and various other IFRS Standards, the Board’s preliminary view

would disallow this.

Even if the proposed requirements of paragraph 4.9 (a) are to be adopted, the
background for the adoption of the above allowances, and the advantages and

disadvantages of including them in the standards should be fully examined.

Question 6

The Board’s preliminary view is that a general disclosure standard:

® should not prohibit an entity from including information in its financial
statements that it has identified as ‘non-IFRS information’, or by a similar
labelling, to distinguish it from information necessary to comply with IFRS
Standards; but




® should include requirements about how an entity provides such information

as described in paragraphs 4.38(a)-(c).

Do you agree with the Board’s preliminary view? Why or why not? If you do not

agree, what alternative(s) do you suggest, and why?

Prohibiting the inclusion of “non-IFRS information” that has been judged to be useful to
users in financial statements may reduce the usefulness of disclosure. Therefore, we
agree with the IASB preliminary view that inclusion of “non-IFRS information” in

financial statements should not be prohibited.

On the other hand, the following comments were received indicating disagreement. First,
in cases where “non-IFRS information” has not been clearly defined, the parallel
presentation of “IFRS information” and “non-TFRS information” in financial statements
1s undesirable from the perspective of comparability. Second, the proposal extends to
information beyond the scope of audit and is therefore undesirable from the perspective

of the quality of disclosure.

This points to the following position. Including the Primary Financial Statements project,
the definition and inter-relations of the following concepts are not necessarily clear, and

it is necessary to clarify “non-IFRS information” and others.

e  “Non-IFRS information” (Chapter 4)
e “Performance measures” (Chapter 5)

e “Management performance measures” (Primary Financial Statements project)

For example, we believe understandability can be enhanced by noting whether such
indicators as operating profit, EBIT, and adjusted EBIT may come under any of the above,

and also indicating the grounds for this determination.

From the perspective of avoiding disclosure of information that may confuse users or
obstruct decision making, it is important to distinguish “non-IFRS information.”
However, we fear that the requirements of paragraph 4.38 (a)—(c) may be too burdensome
for preparers. Therefore, requirements should be held to minimum levels needed for

distinguishing “non-IFRS information.”



Question 8

The Board’s preliminary views are that it should:

® clarify that the following subtotals in the statement(s) of financial
performance comply with IFRS Standards if such subtotals are presented in
accordance with paragraphs 85-85B of IAS 1:

® the presentation of an EBITDA subtotal if an entity uses the nature of

expense method; and

® the presentation of an EBIT subtotal under both a nature of expense

method and a function of expense method.

® develop definitions of, and requirements for, the presentation of unusual or
infrequently occurring items in the statement(s) of financial performance, as

described in paragraphs 5.26-5.28.

(a) Do you agree with the Board’s preliminary views? Why or why not? If you do

not agree, what alternative action do you suggest, and why?

(b) Should the Board prohibit the use of other terms to describe unusual and
infrequently occurring items, for example, those discussed in paragraph
5.277

() Are there any other issues or requirements that the Board should consider
in addition to those stated in paragraph 5.28 when developing requirements
for the presentation of unusual or infrequently occurring items in the

statement(s) of financial performance?

The feedback on Question 8 will be considered as part of the Board’s Primary

Financial Statements project.

(a)
We do not agree with the IASB preliminary view.

We appreciate that from purposes of comparability and predictability, users

require a set of common performance measures.

However, what constitutes a useful performance measure differs among types
of business and entities, which means that EBITDA or EBIT is not necessarily
uniformly applicable to all types of business. Therefore, we do not agree with



the preliminary view that when EBITDA and EBIT are presented, it should
be clarified that compliance with IFRS Standards has been achieved.

For example, the question of whether or not impairment (or its reversal) or
FVTPL investment valuation losses should be included in performance
measures needs to be examined separately for each type of business or
individual entity.

It should be noted that for Japan’s general trading companies, an agreement
has been reached between preparers and users to employ net income as a
performance measure to ensure comparability with other general trading

companies.

Regarding the development of definitions of unusual or infrequently
occurring items in statements of financial performance, we do not agree with

the preliminary view because the situation varies by industry and entity.

Question 9

The Board’s preliminary view is that a general disclosure standard should
describe how performance measures can be fairly presented in financial

statements, as described in paragraph 5.34.

Do you agree with the Board’s preliminary view? Why or why not? If you do not

agree, what alternative action do you suggest, and why?

Among the requirements described in paragraph 5.34 for fair presentation of
performance measures in financial statements, we do not agree with
establishing as a requirement “(a) displayed with equal or less prominence
than the line items, subtotals and totals in the primary financial statements
required by IFRS Standards.”

Totals and subtotals required by IFRS Standards (including EBIT) may not
necessarily be useful for all entities. In such instances, giving greater

prominence to performance measures should not be prohibited.

For example, an entity may judge that EBIT as required by IFRS Standards



does not accurately present its situation. When such an entity presents
adjusted EBIT or other performance measure, it does so because it has judged
that adjusted EBIT more accurately reflects its situation than EBIT. In such
cases, we do not think that it is necessary to give adjusted EBIT less
prominence than EBIT.

Question 10

The Board’s preliminary views are that:

® a general disclosure standard should include requirements on determining

which accounting policies to disclose as described in paragraph 6.16; and

® the following guidance on the location of accounting policy disclosures should
be included either in a general disclosure standard or in non-mandatory

guidance (or in a combination of both):

® the alternatives for locating accounting policy disclosures, as described

In paragraphs 6.22-6.24; and

® the presumption that entities disclose information about significant
judgements and assumptions adjacent to disclosures about related

accounting policies, unless another organisation is more appropriate.

(a) Do you agree with the Board’s preliminary view that a general disclosure
standard should include requirements on determining which accounting
policies to disclose as described in paragraph 6.16? Why or why not? If you

do not agree, what alternative proposal(s) do you suggest, and why?

(b) Do you agree with the Board’s preliminary view on developing guidance on
the location of accounting policy disclosures? Why or why not? Do you think
this guidance should be included in a general disclosure standard or non-

mandatory guidance (or in a combination of both)? Why?

If you support the issuance of non-mandatory guidance in Question 10(b), please
specify the form of non-mandatory guidance you suggest (listed in paragraphs

2.13(a)—(c)) and give your reasoning.

(a)
We agree with the IASB preliminary view (paragraph 6.16).



However, we believe the definition of Category 2 given in paragraph 6.13
requires clarification in the future. Category 2 is defined as “accounting
policies that are not in Category 1, but also relate to items, transactions or
events that are material to the financial statements, either because of the
amounts involved or because of their nature.” This definition does not clarify
how materiality is to be determined. We are concerned that specifying
accounting policies that relate to items, transactions or events that are

material to financial statements will prove to be very difficult in practice.

Therefore, when additional requirements are to be stipulated, we believe it is
important to give full consideration to avoiding placing an excessive burden
on preparers. If it is difficult to define Category 2, we believe it is necessary
to further examine the matter, including whether user understandability
would be enhanced by doing away with Category 2, clearly differentiating
between Category 1 and Category 3, and stipulating that Category 3 should
not, in principle, be disclosed.

(b)
We do not agree with the IASB preliminary view (paragraph 6.21 (a)).

The current system of disclosing under a single note should be continued, and
1t 1s unnecessary to provide guidance that allows alternatives. While the
understandability of individual disclosure items may be enhanced through
separate disclosure, there is nothing wrong with the current format. We think
that allowing alternatives may lower comparability of disclosed information
related to accounting policies. Therefore, we do not agree with expanding the

range of alternatives.

Question 11

The Board’s preliminary view is that it should develop a central set of disclosure
objectives (centralised disclosure objectives) that consider the objective of

financial statements and the role of the notes.

Centralised disclosure objectives could be used by the Board as a basis for

developing disclosure objectives and requirements in Standards that are more




unified and better linked to the overall objective of financial statements.

Do you agree that the Board should develop centralised disclosure objectives?

Why or why not? If you do not agree, what alternative do you suggest, and why?

We agree with the IASB preliminary view.

Disclosures are currently made in compliance with individual standards (for
example, IFRS 3 Business Combinations, IAS 28 Investments in Associates
and Joint Ventures, IAS 36 Impairment of Assets), and entities are, in
principle, required to satisfy the requirements of all standards. However,
disclosures provide no more than fragmentary explanations of actual business
activities. In some instances, disclosures may contain information that is not
particularly helpful to understanding the activities of the entity. (Example:

“Product information” contained in segment information)

TIAS 1 allows entities not to disclose non-material information. On the other
hand, the present standard by itself leads to instances where an entity, for
auditing reasons, finds it difficult to freely present its financial statements.
(Because each standard contains disclosure requirements, auditors
frequently disallow the exclusion of disclosure that is not necessary for
understanding an entity.)

Therefore, we agree with the preliminary view if centralized disclosure
objectives can be developed that make it easier to understand the activities of
an entity while satisfying the disclosure objectives of individual standards.

Question 12

The Board has identified, but not formed any preliminary views about, the
following two methods that could be used for developing centralised disclosure
objectives and therefore used as the basis for developing and organising

disclosure objectives and requirements in Standards:

® focusing on the different types of information disclosed about an entity’s

assets, liabilities, equity, income and expenses (Method A); or

® focusing on information about an entity’s activities to better reflect how




users commonly assess the prospects for future net cash inflows to an entity

and management’s stewardship of that entity’ s resources (Method B).
(a) Which of these methods do you support, and why?

(b) Can you think of any other methods that could be used? If you support a
different method, please describe your method and explain why you think it

might be preferable to the methods described in this section.

Methods A and B are in the early stages of development and have not been
discussed in detail by the Board. We will consider the feedback received on this
Discussion Paper about how centralised disclosure objectives might best be

developed before developing them further.

(a)

The Japan Foreign Trade Association received comments favoring the
adoption of Method A and others favoring the adoption of Method B.

Comments in support of Method A
Two reasons were given for support. First, Method A does not require any
fundamental changes in IFRS Standards. Second, the probability of

excessively burdening preparers is low.

The advantage of Method B is that disclosure items and requirements would
be better organized. However, fundamental changes in [FRS Standards would
be required. Another concern is that Method B may excessively burden
preparers for the following reason. Method B requires recognizing
information on an entity’s activities by type of cash flow. In some cases, it may
not be possible to generate this information using current systems and
business processes. In such instances, an entity would have to undertake
necessary changes and development.

Comments in support of Method B

Although Method B will entail additional costs, it should be adopted if
benefits can be expected to exceed costs. Benefits may outweigh costs because
users prefer disclosed information by type of activity, and because in many
instances IR presentations are made separately by type of activity.



Question 14

This section describes an approach that has been suggested by the NZASB staff

for drafting disclosure objectives and requirements in IFRS Standards.

(a) Do you have any comments on the NZASB staff’s approach to drafting
disclosure objectives and requirements in IFRS Standards described in this
section (the main features of the approach are summarised in paragraph 8.2

of this section)?

(b) Do you think that the development of such an approach would encourage

more effective disclosures?

(¢) Do you think the Board should consider the NZASB staff’s approach (or
aspects of the approach) in its Standards-level Review of Disclosures project?
Why or why not?

Note that the Board is seeking feedback on the NZASB staff’s overall approach,
rather than feedback on the detailed drafting of the paragraphs on the use of
judgement in the NZASB staff’s example 1 or the detailed drafting of the specific
disclosure requirements and objectives included in the NZASB staff’s examples 2
and 3. In addition, the Board is not seeking feedback on where specific disclosure

objectives and requirements should be located in IFRS Standards (except as

specifically requested in Question 13).

(a)

We agree with the approach suggested by the NZASB staff with respect to
differentiating between overall disclosure objectives and subobjectives for
each type of information because it contributes to the disclosure of financial
information under a single disclosure. Furthermore, we agree with including
guidance in the standards to assist entities in judging whether or not to
disclose. We also agree with revising the standards so that wording such as
“shall disclose” is not used.

On the other hand, regarding the disclosure requirements of individual
standards, entities should be able to examine what disclosure method to use
in its explanations. Therefore, we do not agree with stipulating the content of

disclosures.
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