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Document No. 023
June 14, 2019

Accounting & Tax Committee
Japan Foreign Trade Council, Inc.

To the International Accounting Standards Board

Comments on Interest Rate Benchmark Reform
Proposed amendments to IFRS 9 and 1AS 39

The following are the comments of the Accounting & Tax Committee of Japan Foreign Trade
Council (JFTC) regarding Interest Rate Benchmark Reform - Proposed amendments to IFRS 9
and IAS 39. JFTC is a trade-industry association with Japanese trading companies and trading
organizations as its core members, while the principal function of its Accounting & Tax
Committee is to respond to developments in Japanese and international accounting standards.
(Member companies of JFTC Accounting & Tax Committee are listed at the end of this
document.)

Question 1 [paragraphs 6.8.4—6.8.6 of IFRS 9 and paragraphs 102D—102F of 1AS 39]

Highly probable requirement and prospective assessments

For hedges of interest rate risk that are affected by interest rate benchmark reform, the Board

proposes amendments to IFRS 9 and IAS 39 as described below.

(@) For the reasons set out in paragraphs BC8-BC15, the Board proposes exceptions for
determining whether a forecast transaction is highly probable or whether it is no longer
expected to occur. Specifically, the Exposure Draft proposes that an entity would apply those
requirements assuming that the interest rate benchmark on which the hedged cash flows are
based is not altered as a result of interest rate benchmark reform.

(b) For the reasons set out in paragraphs BC16-BC23, the Board proposes exceptions to the
hedge accounting requirements in IFRS 9 and IAS 39 so that an entity would assume that the
interest rate benchmark on which the hedged cash flows are based, and/or the interest rate
benchmark on which the cash flows of the hedging instrument are based, are not altered as a

result of interest rate benchmark reform when the entity determines whether:

(i) there is an economic relationship between the hedged item and the hedging instrument
applying IFRS 9; or
(if) the hedge is expected to be highly effective in achieving offsetting applying IAS 39.
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Do you agree with these proposals? Why or why not? If you agree with only parts of the proposals,
please specify what you agree and disagree with. If you disagree with the proposals, please explain

what you propose instead and why.

We agree with the proposed exceptions set out in the Exposure Draft as we believe that the
discontinuation of hedge accounting solely due to uncertainties in hedging relationships associated
with alternative interest rates before the effects of interest rate benchmark reform are known will

entail unintended consequences for business management.

Question 2 [paragraph 6.8.7 of IFRS 9 and paragraph 102G of IAS 39]

Designating a component of an item as the hedged item

For the reasons set out in paragraphs BC24-BC27, the Board proposes amendments to the hedge
accounting requirements in IFRS 9 and IAS 39 for hedges of the benchmark component of interest
rate risk that is not contractually specified and that is affected by interest rate benchmark reform.
Specifically, for such hedges, the Exposure Draft proposes that an entity applies the
requirement—that the designated risk component or designated portion is separately

identifiable—only at the inception of the hedging relationship.

Do you agree with this proposal? Why or why not? If you disagree with the proposal,

please explain what you propose instead and why.

We agree with the proposed exception set out in the Exposure Draft as it provides relief by
addressing the uncertainty arising from the interest rate benchmark reform so as to ensure that the
existence of an economic relationship between the hedged item and the hedging instrument

determined as qualifying at its inception will not be disqualified afterward.

Question 3 [paragraphs 6.8.8-6.8.10 of IFRS 9 and paragraphs 102H-102J of 1AS 39]

Mandatory application and end of application

(@) For the reasons set out in paragraphs BC28-BC31, the Board proposes that the exceptions are
mandatory. As a result, entities would be required to apply the proposed exceptions to all
hedging relationships that are affected by interest rate benchmark reform.

(b) For the reasons set out in paragraphs BC32-BC42, the Board proposes that the exceptions
would apply for a limited period. Specifically, an entity would prospectively cease applying the
proposed amendments at the earlier of:

(i) when the uncertainty arising from interest rate benchmark reform is no longer present with
respect to the timing and the amount of the interest rate benchmark-based cash flows; and
(if) when the hedging relationship is discontinued, or if paragraph 6.8.9 of IFRS 9 or

7
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paragraph 1021 of IAS 39 applies, when the entire amount accumulated in the cash flow
hedge reserve with respect to that hedging relationship is reclassified to profit or loss.
(c) For the reasons set out in paragraph BC43, the Board is not proposing an end of application in

relation to the separate identification requirement.

Do you agree with these proposals? Why or why not? If you agree with only parts of the proposals,
please specify what you agree and disagree with. If you disagree with the proposals, please explain

what you propose instead and why.

We agree with the proposal to make the exceptions mandatory because the possibility of profit
manipulation by entities will remain if application is voluntary. We also agree with the proposal
concerning the end of application set out in the Exposure Draft since it is consistent with the
thinking behind existing standards.

The end of application proposed in the Exposure Draft concerns the exceptions applicable in the
period before the replacement of an existing interest rate benchmark, the main subject of the
Exposure Draft. Meanwhile, there are multiple scenarios in which the actual process of replacement
could take place, as indicated in BC35 and subsequent paragraphs. Also, it is necessary to ensure
consistent and appropriate accounting treatment before and after replacement. Therefore, we request
that exceptions be made when establishing standards for accounting treatment applicable at the time
of replacement so that hedging gains or losses need not be reclassified as profit or loss as a result of

the discontinuation of hedge accounting contrary to the intent of business management.

Question 4 [paragraph 6.8.11 of IFRS 9 and paragraph 102K of 1AS 39]

Disclosures

For the reasons set out in paragraph BC44, the Board proposes that entities provide specific
disclosures about the extent to which their hedging relationships are affected by the proposed

amendments.

Do you agree with these proposed disclosures? Why or why not? If not, what disclosures

would you propose instead and why?

We do not agree with the proposed disclosure requirement set out in the Exposure Draft since it
would give rise to a practical burden, such as collecting additional information, while the usefulness

of such disclosure to users is uncertain as described below:

= Even if information is provided separately for hedging relationships to which the proposed
amendments are applicable, there is little usefulness in disclosing such quantitative information
in the notes because most interest rate hedging relationships are IBOR-based.
8

—figttEEA BFEEZE
Japan Foreign Trade Council, Inc.



JFTC

.y

= The extent to which such hedging relationships are affected by the proposed amendments are
unclear, and there is little significance in making such disclosure to users of financial statements
relative to the cost involved.

= We are concerned that making separate note disclosure of hedging relationships to which the
proposed amendments will apply could create the impression that all existing hedging

relationships will cease to exist or become disqualified in the future.

We believe that the usefulness of information for users of financial statements will be satisfied by
simply providing qualitative information in the note as to whether hedging instruments reported

include those to which the amendments proposed in the Exposure Draft are applied.

Even in the case that the proposed requirement of quantitative disclosure is established as a standard,
we assume that it would be unnecessary to make separate disclosure for each referenced interest rate.
We would like you to provide specific disclosure examples and let us know whether our

understanding is not mistaken.

Question 5 [paragraphs 7.1.9 and 7.2.26(d) of IFRS 9 and paragraph 108G of 1AS 39]
Effective date and transition

For the reasons set out in paragraphs BC45-BC47, the Board proposes that the amendments would
have an effective date of annual periods beginning on or after 1 January 2020. Earlier application
would be permitted. The Board proposes that the amendments would be applied retrospectively. No

specific transition provisions are proposed.

Do you agree with these proposals? Why or why not? If you disagree with the proposals,

please explain what you propose instead and why.

If the disclosure requirement referred to in Question 4 becomes a standard as is, it is presumable that
entities will decide against early application in consideration of the nature of the disclosure
requirement and preparation costs involved. Those entities not making early application are to keep
their accounting practices in accordance with the current standard. In such a case, would they be
permitted to continue to use hedge accounting by applying mutatis mutandis the relevant provisions
under the new standard, or would it be the case that the continuation of hedge accounting is subject
to the proposed disclosure, and hence that entities would be required to discontinue hedge
accounting unless they make early application? This point remains unclear. Given the presence of
certain hedging relationships not subject to the discontinuation of hedge accounting at present (i.e.,
under the Exposure Draft), the time needed to prepare for the proposed disclosure, and the fact that
hedge accounting will be permitted once the mandatory application of the new standard comes into

force, we understand that entities will not be required to discontinue hedge accounting due to future
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uncertainties even if they choose not to make early application. If this is so, we would like to see this

stated in writing.

Should it be the case that the continuation of hedge accounting is not permitted unless entities make
early application, we request you to consider reducing the practical burden associated with
complying with the disclosure requirement in Question 4 so that all entities will be able to make
early application and qualify for the exceptions, thereby ensuring the smooth transition to the

reformed system through the continuation of hedging relationships.
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