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Accounting & Tax Committee
Japan Foreign Trade Council, Inc.

To the International Accounting Standards Board

Comments on IFRS® Standards Exposure Draft
“Property, Plant and Equipment — Proceeds before Intended Use
Proposed amendments to IAS 16”

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 Exposure Draft “Property, Plant and Equipment — Proceeds before
Intended Use Proposed amendments to IAS 16”. 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

We appreciate that the intent of the proposed amendments is to remove
diversity in practice and to provide relevant information to users of financial
statements by clarifying accounting for proceeds from selling items produced

before an item of property, plant and equipment is available for use.

However, the intent of entities engaging in marketing activities during the
testing period varies according to type of business, product, and duration of

the testing period. For this reason, we believe it is necessary for this Exposure



Draft to fully consider and examine the impact of the proposed amendments

on business performance and operational management.

Therefore, we request that these impacts be fully examined and standards be
formulated that appropriately correspond to such diversity in practice.

Question for respondents

The Board is proposing to amend IAS 16 to prohibit deducting from the cost of an
item of property, plant and equipment any proceeds from selling items produced
while bringing that asset to the location and condition necessary for it to be
capable of operating in the manner intended by management. Instead, an entity
would recognise the proceeds from selling such items, and the costs of producing

those items, in profit or loss.

Do you agree with the Board’s proposal? Why or why not? If not, what

alternative would you propose, and why?

Response

We appreciate that it is for the purpose of removing diversity in practice and
providing relevant information to users of financial statements that the
proposed amendments prohibit deducting from the cost of an item of property,
plant and equipment any proceeds from selling items produced before it is
available for use, and instead stipulates that proceeds from selling such items
and related costs should be recognized in profit or loss. Under present
standards, an item of property, plant and equipment is reduced in value when
proceeds during the testing period exceed costs. We feel that this does not
accord with the principle of recognizing tangible real assets at acquisition cost.
Moreover, when costs exceed proceeds and the testing period is prolonged, the
present treatment can open the way to the long-term deferment of losses.

On the other hand, we have the following concerns. Therefore, we request
that the impact of the proposed amendment on business performance and
operational management be fully considered and examined before
formulating standards.



® According to this Exposure Draft, depreciation of assets is excluded from
the costs of producing any inventories during the testing period, but is
included in costs after the start of ordinary activities. This has the effect
of raising the profit ratio during the testing period and lowering it after
the start of ordinary activities. Companies invest for the purpose of
generating profit through ordinary activities and not through testing.
Therefore, revenue and profit recognized during the testing period does

not accurately reflect an entity’s management conditions.

® (osts may exceed proceeds during the testing period due to selling at
reduced prices. The uncovered portion of costs is a necessary cost for
testing that ensures the normal operation of property, plant and

equipment, and should be included in the acquisition cost of such assets.

® Suppose proceeds generated during the testing period is recognized as
profit or loss. Allocating costs of testing between costs included in items of
property, plant and equipment, and cost of acquisition differs from the
present treatment and may be burdensome to preparers. Therefore, we
request that guidance be provided on the treatment of costs of testing
through examples and other means.

Under the transitional provisions of this Exposure Draft, the same asset
would be treated differently before and after the application of the proposed
amendments. We are concerned that this would complicate accounting
processes. Moreover, the application of the proposed amendments may lead
to ex post revision of the profit or loss of projects related to assets for which
investment decisions have been made in the past. Furthermore, we are
concerned that research on past proceeds and costs required for retroactive
application may be burdensome in cases involving prolonged testing periods.
Therefore, we request that the following be added to the transitional
provisions of this ED. That is, we request that application of the proposed
amendments be permitted for assets for which the testing period has started

after the date of application.



Japan Foreign Trade Council, Inc.
World Trade Center Bldg. 6th Floor,
4-1, Hamamatsu-cho 2-chome,
Minato-ku, Tokyo 105-6106, Japan
URL. http://www.jftc.or.jp/

Members of the Accounting & Tax Committee of JFTC
CBC Co., Ltd.

Chori Co., Ltd.

Hanwa Co., Ltd.

Hitachi High-Technologies Corporation
Inabata & Co., Ltd.

ITOCHU Corporation

Iwatani Corporation

JFE Shoji Trade Corporation
Kanematsu Corporation

Kowa Company, Ltd.

Marubeni Corporation

Mitsubishi Corporation

Mitsui & Co., Ltd.

Nagase & Co., Litd.

Nippon Steel & Sumikin Bussan Corporation
Nomura Trading Co., Ltd.

Shinyei Kaisha

Sojitz Corporation

Sumitomo Corporation

Toyota Tsusho Corporation

Yuasa Trading Co., Ltd.



