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Document No.063
September 25, 2020

To the International Accounting Standards Board
Accounting & Tax Committee

Japan Foreign Trade Council, Inc.
Comments on “General Presentation and Disclosures”

The following are the comments from the Accounting & Tax Committee of Japan Foreign Trade
Council (JFTC) regarding IFRS Standards Exposure Draft “General Presentation and Disclosures”.
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—operating profit or loss

Paragraph 60(a) of the Exposure Draft proposes that all entities present in the statement of profit or

loss a subtotal for operating profit or loss.
Paragraph BC53 of the Basis for Conclusions describes the Board’s reasons for this proposal.

Do you agree with the proposal? Why or why not? If not, what alternative approach would you
suggest and why?

We do not agree.

*  We do agree with the reasons for introducing this change, as the efficiency of financial analysis
could be improved by defining profit or loss from entities’ main business activities as operating

profit or loss, thereby establishing a single international measure to enhance comparability.

* However, the usefulness of operating profit or loss depends upon the industry, given that main
business activities vary by industry and some entities place particular emphasis on final profit after
tax. Rather than compelling all entities to present operating profit or loss, therefore, we ask the
Board to consider allowing entities to choose according to their own particular characteristics

whether or not they present operating profit or loss in this statement.
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Question 2—the operating category

Paragraph 46 of the Exposure Draft proposes that entities classify in the operating category all income
and expenses not classified in the other categories, such as the investing category or the financing

category.
Paragraphs BC54-BC57 of the Basis for Conclusions describe the Board’s reasons for this proposal.

Do you agree with this proposal? Why or why not? If not, what alternative approach would you
suggest and why?

We do not agree.

*  We can understand that, as described in paragraph BC55, the approach of defining other categories
specifically and defining the remainder as the operating category requires fewer judgments and
facilitates consistent application. However, profit or loss which was excluded from other categories
will be aggregated as operating profit or loss, which could result in profit or loss not usually regarded
as derived from main business activities being included in the operating profit or loss. For example,
profit or loss that is difficult to classify and profit or loss that is not categorized as other categories

due to its immateriality could be aggregated as operating profit or loss.

* Accordingly, we ask the Board to provide guidance based on the actual business circumstances of
preparers of financial statements to clarify how the proposed new categories of “investing,”
“financing,” and “integral associates and joint ventures” are defined so that comparability among

different industries and entities can be maintained.

* In addition, if a business group has consolidated subsidiaries engaged in financing or investment-
related business, even profit or loss derived from identical transactions may correspond to different
categories in their respective financial statements. We request clarification regarding whether or not
it is necessary to amend the consolidated financial statements to make the categories consistent in

such cases.

Question 3—the operating category: income and expenses from investments made in
the course of an entity’s main business activities

Paragraph 48 of the Exposure Draft proposes that an entity classifies in the operating category income

and expenses from investments made in the course of the entity’s main business activities.
Paragraphs BC58—-BC61 of the Basis for Conclusions describe the Board’s reasons for this proposal.

Do you agree with the proposal? Why or why not? If not, what alternative approach would you
suggest and why?

We do not agree.

Although we can understand the thinking with regard to income and expenses derived from an

entity’s main business activities, business groups that comprise a large number of consolidated
12
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subsidiaries will incur costs to identify main business activities, while in some cases different
presentations in the financial statements will be required for identical transactions. We ask the Board
to provide specific indicators for identifying main business activities to ensure that presentations are
comparable and understandable.

Question 4—the operating category: an entity that provides financing to customers as
a main business activity

Paragraph 51 of the Exposure Draft proposes that an entity that provides financing to customers as a

main business activity classify in the operating category either:

* income and expenses from financing activities, and from cash and cash equivalents, that relate to
the provision of financing to customers; or

* all income and expenses from financing activities and all income and expenses from cash and

cash equivalents.
Paragraphs BC62-BC69 of the Basis for Conclusions describe the Board’s reasons for the proposals.

Do you agree with the proposal? Why or why not? If not, what alternative approach would you

suggest and why?

We agree.
*  We agree with paragraphs BC62—BC69 of the Basis for Conclusions.

* However, we request clarification of whether or not it is necessary to amend classification
categories at the consolidated financial statement level in line with subsidiary-level classifications.
For example, if Subsidiary A’s main business activity is provision of financing, and provision of
financing is therefore included as one of the main business activities of the consolidated business
group, should interest paid by Subsidiary B, for which provision of financing is not a main business
activity, also be changed from the financing category to the operating category at the consolidated

financial statement level?

Question 5—the investing category

Paragraphs 47-48 of the Exposure Draft propose that an entity classifies in the investing category
income and expenses (including related incremental expenses) from assets that generate a return
individually and largely independently of other resources held by the entity, unless they are

investments made in the course of the entity’s main business activities.
Paragraphs BC48—BC52 of the Basis for Conclusions describe the Board’s reasons for the proposal.

Do you agree with the proposal? Why or why not? If not, what alternative approach would you
suggest and why?
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We do not agree.

* As the proposed requirement currently stands, the definition of the term “investing category” is

unclear.

* In the case of non-equity-method “minor investments™* (whether subsequent measurement according
to IFRS 9 is based on fair value through profit or loss, or fair value through other comprehensive
income), we request clarification about whether income and expenses (e.g., valuation gains and
losses, or dividends) could, depending on their nature, be classified in the operating category—for

example if the purpose was to pursue trading advantages for the entity’s main business activity.

* In addition to shares of stock held as strategic investments to generate business opportunities
or to build, maintain, and strengthen relationships for trading and cooperation, these might also

include investments to acquire access to resource interests.

¢ Furthermore, as the proposed investing category differs from investing activities as defined in IAS
7, wouldn’t this proposal compromise the aim of achieving consistency between categories in the
statement of profit or loss and the statement of cash flows? We question whether it is necessary to
have both “investing activities” and the “investing category,” and recommend employing a different

term to avoid confusion, such as “non-operating profit or loss” or “profit or loss from investment.”

Question 6—profit or loss before financing and income tax and the financing category

(a) Paragraphs 60(c) and 64 of the Exposure Draft propose that all entities, except for some specified
entities (see paragraph 64 of the Exposure Draft), present a profit or loss before financing and

income tax subtotal in the statement of profit or loss.

(b) Paragraph 49 of the Exposure Draft proposes which income and expenses an entity classifies in

the financing category.
Paragraphs BC33-BC45 of the Basis for Conclusions describe the Board’s reasons for the proposals.

Do you agree with the proposals? Why or why not? If not, what alternative approach would you
suggest and why?

We do not agree.

* Currently, regardless of the sources of interest income or expenses, entities generally aggregate such
interest to present it as a single line item. However, this Exposure Draft proposes that interest income
should, depending on what it comprises, be divided between three categories: the operating category
(paragraphs 51, 52, and B33(a)), the investing category (paragraph B32(a)), and the financing
category (paragraph B34(a)). In addition, even investments in identical financial assets would be
divided between the operating category and the investing category depending on whether the
investment was made in the course of an entity’s main business activities or not (paragraph 52(a)).
Furthermore, paragraphs 49(c) and B37 require that interest expenses relating to retirement benefit
costs be presented in the financing category, but given that such expenses are generally managed as
employee costs, this is at odds with how these expenses are actually managed, and there is no

requirement to present them under financing activities in the statement of cash flows. The fact that
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interest income arising from cash and cash equivalents would be presented in the financing category

also causes an issue in terms of consistency with the statement of cash flows.

* From a cost-benefit perspective we ask the Board to consider revising the proposed methods of
classification described above. They would impose considerable costs for adaptations such as
updating accounting systems and changing financial management processes, while being at odds

with actual management processes, so information provided would be of limited use.

* We propose that the financing category should present only income and expenses on liabilities arising
from financing activities (paragraph 49(b)), and the remainder should be presented in the operating
category. Alternatively, all interest other than interest income presented in the operating category
should be included in the financing category, or the choice should be left up to individual entities to

stipulate in their accounting policies.

Question 7—integral and non-integral associates and joint ventures

(@) The proposed new paragraphs 20A—20D of IFRS 12 would define ‘integral associates and joint
ventures’ and ‘non-integral associates and joint ventures’; and require an entity to identify them.

(b) Paragraph 60(b) of the Exposure Draft proposes to require that an entity present in the statement
of profit or loss a subtotal for operating profit or loss and income and expenses from integral
associates and joint ventures.

(c) Paragraphs 53, 75(a) and 82(g)—82(h) of the Exposure Draft, the proposed new paragraph 38A of
IAS 7 and the proposed new paragraph 20E of [FRS 12 would require an entity to provide
information about integral associates and joint ventures separately from non-integral associates
and joint ventures.

Paragraphs BC77-BC89 and BC205-BC213 of the Basis for Conclusions describe the Board’s

reasons for these proposals and discuss approaches that were considered but rejected by the Board.

Do you agree with the proposals? Why or why not? If not, what alternative approach would you

suggest and why?

We do not agree.

* Asthe definitions and explanations of “integral” and “non-integral” are abstract and require judgment,
differing judgments could compromise comparability. Given that these new concepts of integral and
non-integral would not have been considered during the actual investment decision-making process,
there is a risk that judgments based on reasons ascribed at a later stage may not represent an entity’s
actual circumstances. In addition, we ask the Board to consider using different wording for these

categories, such as “related to main business activities” and “not related to main business activities.”

* Asis the case for Japanese trading companies, many entities and users of financial statements believe
that actively exercising significant influence over other companies in a variety of industries is also
integral to an entity’s main business activities, even if the entity does not have important trading
relationships with those companies. Accordingly, the actual circumstances at reporting entities
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cannot be understood solely in terms of relationships of significant interdependency. We therefore
ask the Board to clarify the definitions and provide plenty of illustrative examples, for instance by
clearly stipulating that investment in an associate or joint venture would qualify as integral if it could

be described as business investment involving proactive commitment of resources.

¢ In practical terms, the initial introduction of these proposals is likely to significantly increase the
burden on entities, including identification of integral and non-integral companies, setting up
accounting items, updating consolidated accounting systems, and dealing with auditing. This is
particularly the case for entities that have a large number of associates and joint ventures. Unless the
Board can demonstrate a need for this change backed up by plenty of illustrative examples, and
indicate advantages outweighing the burden imposed, we cannot possibly accept it from the preparers’

perspective.

* In addition, as the research project on the equity method is expected to start in the near future, we
are concerned that it would be premature to create a new presentation category before clearly defining

the equity method in conceptual terms. For this reason too, we cannot agree with these proposals.

* As an alternative approach that avoids the integral/non-integral classification, we believe that entities
should be allowed to choose where on the statement of profit or loss they present income and
expenses arising from associates and joint ventures to provide a more faithful representation
according to the entities’ own accounting policies. Provided the line item in question is stated
separately to distinguish it from other income and expenses, analysis by users is unlikely to be
impeded.

* We request clarification that the related profit or loss will also include valuation gains and losses on

the residual interest arising in situations such as a change of affiliate category (e.g., when an associate

becomes a subsidiary).

Question 8—roles of the primary financial statements and the notes, aggregation
and disaggregation

(a) Paragraphs 20-21 of the Exposure Draft set out the proposed description of the roles of the

primary financial statements and the notes.

(b) Paragraphs 25-28 and B5-B15 of the Exposure Draft set out proposals for principles and general

requirements on the aggregation and disaggregation of information.

Paragraphs BC19-BC27 of the Basis for Conclusions describe the Board’s reasons for these

proposals.

Do you agree with the proposals? Why or why not? If not, what alternative approach would you

suggest and why?

We do not agree.

¢ Paragraph 27 stipulates the disclosure requirements relating to immaterial items, but given that the

effect on decision-making by financial statement users is taken into account when determining
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materiality in the first place, we do not see it as useful to re-explain in the notes the composition of
items that have been judged as immaterial and aggregated under “other.”

*  Furthermore, provision of greater detail in the presentation and notes would require increased
granularity in the data gathered from group companies, meaning that the benefits would not justify

the costs.

*  Paragraphs 27 and 28 should therefore be deleted.

Question 9—analysis of operating expenses

Paragraphs 68 and B45 of the Exposure Draft propose requirements and application guidance to help
an entity to decide whether to present its operating expenses using the nature of expense method or the
function of expense method of analysis. Paragraph 72 of the Exposure Draft proposes requiring an
entity that provides an analysis of its operating expenses by function in the statement of profit or loss

to provide an analysis using the nature of expense method in the notes.

Paragraphs BC109—BC114 of the Basis for Conclusions describe the Board’s reasons for the

proposals.

Do you agree with the proposals? Why or why not? If not, what alternative approach would you

suggest and why?

We do not agree.

*  Paragraph 72 proposes that when an entity has chosen the function of expense method, it should
also disclose in a note the breakdown of its operating expenses using the nature of expense method.
This proposal implies that the nature of expense method is superior to the function of expense
method, and it fails to reflect the fundamental principle of representing entities’ actual
circumstances. Once an entity has judged that it is more appropriate to employ the function of
expense method, we believe the requirement for an additional note employing the nature of expense

method is unnecessary.

*  The proposal risks incentivizing preparers to choose the nature of expense method because it would
cost less, thereby hindering the objective (stated in paragraph B45) of choosing either the function
of expense method or the nature of expense method, whichever provides the most useful
information. We suggest introducing the management approach, so that disclosure using the nature
of expense method is required only if an entity’s internal management also makes use of analysis

using this method.

* In addition, the proposal prohibits entities from presentation using a mixture of the function of
expense method and the nature of expense method. However, we ask the Board to clarify whether
or not the intention would be to prevent, for example, an entity that presents using the function of
expense method from including even line items intended to aid users’ understanding, such as
“impairment losses on non-current assets,” on the basis that this would amount to mixed
presentation incorporating the nature of expense method. If presentation of such items were to be

disallowed, we are concerned that differences could arise among entities in terms of where such
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profit or loss should be included within the line items of the function of expense method.

Question 10—unusual income and expenses

(a) Paragraph 100 of the Exposure Draft introduces a definition of ‘unusual income and expenses’.

(b) Paragraph 101 of the Exposure Draft proposes to require all entities to disclose unusual income

and expenses in a single note.

(c) Paragraphs B67-B75 of the Exposure Draft propose application guidance to help an entity to

identify its unusual income and expenses.

(d) Paragraphs 101(a)-101(d) of the Exposure Draft propose what information should be disclosed
relating to unusual income and expenses.

Paragraphs BC122-BC144 of the Basis for Conclusions describe the Board’s reasons for the proposals

and discuss approaches that were considered but rejected by the Board.

Do you agree with the proposals? Why or why not? If not, what alternative approach would you
suggest and why?

We do not agree.

* Judgments as to whether income and expenses are usual or not could differ greatly depending on
the entity.

*  For example, if reduced income due to the coronavirus pandemic, or increased expenses due to
earthquakes, were to occur over several years, the resulting valuation losses following
remeasurement of financial assets could be considered as exempt from this disclosure requirement.
At the same time, there are items such as impairment of resource interests that are in principle
considered to be unusual, but if the fluctuating cycle of resource prices is taken into account, this
may not necessarily be the case. We therefore question the usefulness of such information. When
judging whether income and expenses are usual or not, auditors may also need to spend
considerable time on resolving differences of opinion with the entity, which could contribute to

increased auditing costs.

* In light of the above, we believe that it is sufficient for entities to undertake such disclosure
voluntarily outside their financial statements (e.g., in results briefing materials), as many entities

do already.

* If the Board insists on requiring such disclosure, we request plenty of examples to illustrate what
is meant by “types” of income and expenses and “several annual reporting periods.” We also request
clarification about whether the need for disclosure arises when an income or expense is unusual in
terms of both type and amount, and whether the need for disclosure is determined at the level of

the consolidated financial statements.
¢  Furthermore, paragraph 101(d) proposes that an entity that has chosen the function of expense
method should disclose analysis of unusual expenses using the nature of expense method. However,
18
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for the same reasons given in our answer to Question 9, we ask that this proposal be deleted.

Question 11—management performance measures

(a) Paragraph 103 of the Exposure Draft proposes a definition of ‘management performance

measures’.

(b) Paragraph 106 of the Exposure Draft proposes requiring an entity to disclose in a single note

information about its management performance measures.

(c) Paragraphs 106(a)-106(d) of the Exposure Draft propose what information an entity would be

required to disclose about its management performance measures.

Paragraphs BC145-BC180 of the Basis for Conclusions describe the Board’s reasons for the proposals

and discuss approaches that were considered but rejected by the Board.

Do you agree that information about management performance measures as defined by the Board

should be included in the financial statements? Why or why not?

Do you agree with the proposed disclosure requirements for management performance measures?

Why or why not? If not, what alternative disclosures would you suggest and why?

We agree.

* Management performance measures are of limited usefulness in terms of comparison among
entities, as individual entities use different measures and different calculation methods. Moreover,
we are concerned about the cost of including these measures, as well as increased costs for auditing,

particularly for verifying whether their representation is faithful (as required by paragraph 105(a)).

* However, we appreciate that there is demand from users who wish to ascertain the calculation
methods used for the management performance measures that entities themselves disclose as

important indicators. We therefore have no choice but to agree to these proposals.

*  Nonetheless, we are opposed to the requirements in paragraphs 106(c) and 106(d) for notes
disclosing the effects on income tax and non-controlling interests, as well as how the entity
determined the effects on income tax, as we are concerned that these requirements will impose an

excessive practical burden on preparers of financial statements.

* Inaddition, we understand that, if the profit total were adjusted through addition and subtraction to
present an “normal profit” measure, this would complement the total as specified by IFRS Standards,
and would therefore qualify as a management performance measure. However, we ask the Board
to clarify the situation if the profit total were disaggregated into sub-sections bigger than the entity’s
operating segments (e.g., resources-related profit or loss, non-resources-related profit or loss, etc.).
Would these sub-sections be regarded as not complementing the total itself, and therefore not

qualify as management performance measures?

*  Furthermore, management performance measures comprise subtotals of income and expenses,

although in business management, measures based on figures other than those for income and
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expenses are also generally regarded as important. We are concerned that the term “management
performance measures” could give the mistaken impression that managers regard only measures
comprising subtotals of income and expenses as important. We therefore ask the Board to consider

using another term, such as “performance measures in the statement of profit or loss.”

Question 12—EBITDA

Paragraphs BC172-BC173 of the Basis for Conclusions explain why the Board has not proposed
requirements relating to EBITDA.

Do you agree? Why or why not? If not, what alternative approach would you suggest and why?

We agree.
As stated in paragraph BC172, although EBITDA is widely used, many industries do not employ
EBITDA as a key measure in business management, and it should not therefore be proposed as a

requirement.

Question 13—statement of cash flows

(a) The proposed amendment to paragraph 18(b) of TAS 7 would require operating profit or loss to be

the starting point for the indirect method of reporting cash flows from operating activities.

(b) The proposed new paragraphs 33A and 34A—34D of TAS 7 would specify the classification of

interest and dividend cash flows.

Paragraphs BC185-BC208 of the Basis for Conclusions describe the Board’s reasons for the proposals

and discusses approaches that were considered but rejected by the Board.

Do you agree with the proposals? Why or why not? If not, what alternative approach would you

suggest and why?

We do not agree.

* The proposed new paragraphs referred to in (b) of Question 13 specify that the classification of
interest and dividend cash flows should as far as possible be aligned with the classifications in the
statement of profit or loss. However, there could be situations in which aligning the classifications
fully would have the unintended consequence of undermining usefulness. Cash flows from investing
and financing activities are presented with a focus on incoming and outgoing cash (principals), and
we are concerned that going so far as to classify elements of investing and financing profit and loss
in the same way would have the unintended effect of obscuring the overall profit and loss flow for
the reporting period in question, and would reduce the usefulness of cash flows from operating

activities.
* Furthermore, in terms of the practical burden on preparers, we welcome the fact that specified entities
as defined in the new paragraph 34B of IAS 7 would choose a single category for classification in
20
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the statement of cash flows, even if related income or expenses were presented in more than one
category of the statement of profit or loss. However, this could contribute to inconsistency between
the statement of profit or loss and the statement of cash flows with regard to interest and dividends

as well.

¢ Currently, many entities choose “operating activities” as the classification for interest and dividends,
and elimination of the option-based system would impose a large burden on preparers of financial
statements. We ask the Board to maintain the existing options with regard to the classification of
interest and dividends. If the option-based system cannot be used, we propose that all interest and
dividends be classified as cash flows from operating activities, which would reduce complexity and
cost compared to the current proposal, and would ensure comparability with prior reporting periods

for many entities.

* In addition, we understand that dividends received from associates and joint ventures accounted for
using the equity method would be uniformly classified as cash flows from investing activities
(paragraph 38A). We propose that, if an entity classifies dividends from companies other than
associates and joint ventures accounted for using the equity method as cash flows from operating
activities as a result of its accounting policy, this should be allowed also for dividends from associates

and joint ventures accounted for using the equity method.

Question 14—other comments

Do you have any other comments on the proposals in the Exposure Draft, including the analysis of the
effects (paragraphs BC232-BC312 of the Basis for Conclusions, including Appendix) and Illustrative

Examples accompanying the Exposure Draft?

We are strongly opposed to the proposal regarding classification of foreign exchange differences in

paragraph 56.

*  Exchange rate fluctuations are unrelated to an entity’s business activities, so it is inappropriate to

divide foreign exchange differences into separate classifications.

* If, for example, an entity essentially uses foreign currency-denominated borrowings to hedge
foreign currency-denominated loans, the foreign exchange gains and losses relating to the foreign
currency-denominated loans would be recognized as profits or losses in the operating category or
the investing category, while the foreign exchange gains and losses relating to the borrowings would
be recognized in the financing category. Thus, the foreign exchange gains and losses would span
different levels of profit or loss, which raises concerns about causing misunderstanding among
users of financial statements (it would not be a problem if the foreign currency-denominated
borrowings could be deemed to be non-derivative financial instruments designated as hedging
instruments, but there could be situations in which the borrowings would not necessarily meet the
criteria for this).

* In addition, dividing foreign exchange gains and losses into separate classifications would

necessitate adaptations such as updating accounting systems, leading to considerable costs. The
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usefulness of the information provided by dividing foreign exchange gains and losses into three
categories is limited when considered against these costs. We propose that foreign exchange gains
and losses should continue to be presented separately as they are now, and be included in the

operating category, or each entity should be allowed to choose the category as an accounting policy.

¢ If this proposal was put into practice, it would have wide-ranging effects, so we ask the Board to
carefully discuss whether the proposal in paragraph 117 of the Exposure Draft that entities shall
apply this Standard for annual reporting periods beginning on or after 18—24 months from the date
of publication would allow adequate preparation time for preparers of financial statements. As
paragraph 119 of the Exposure Draft calls for retrospective application, in the first year of
application it would be necessary to prepare financial statements and notes for comparative annual
reporting periods in line with the new Standard. Accordingly, there are expected to be a large
number of practical tasks to be dealt with, including updating of accounting systems, and we are

therefore concerned that time would be required to prepare for the Standard’s application.

As an overall comment, we understand to some extent the approach of establishing different levels of
profit that have not existed until now, but we have a strong sense that the proposed amendments are very
heavily influenced by the opinions of financial statement users. The definitions of the operating,
investing, and financing categories are unclear in many ways, while there is sometimes a lack of
coherence, given that some amendments require consistency with the cash flow statement categories of
operating, investing, and financing activities, while others do not. As a result, we believe that the benefits
of the amendments would be limited compared with the large increase in the burden for preparers and

auditors of financial statements.
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