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Document No.14
May 7, 2021

To the International Accounting Standards Board
Accounting & Tax Committee

Japan Foreign Trade Council, Inc.

Comments on Request for Information
Post-implementation Review of IFRS 10 Consolidated Financial Statements, IFRS
11 Joint Arrangements, and IFRS 12 Disclosure of Interests in Other Entities

The following are the comments from the Accounting & Tax Committee of Japan Foreign
Trade Council (JFTC) regarding the Request for Information on “Post-implementation Review
of IFRS 10 Consolidated Financial Statements, IFRS 11 Joint Arrangements, and IFRS 12
Disclosure of Interests in Other Entities”. JETC is a trade-industry association with Japanese
trading companies and trading organisations 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.)

We welcome the Board’s decision to, as part of the post-implementation review of IFRS 10,
IFRS 11, and IFRS 12, request information from a wide range of stakeholders regarding the
existence of challenges in, the usefulness of the information provided by, and the emergence of
unexpected costs when, applying those standards. We hope that this Request for Information will
lead to greater usefulness and more efficient application of respective standards. From that
perspective, we propose reconsideration of criteria and revision of disclosure requirements for the
provision of more useful information, along with additional examples and clarification to address
application challenges. Please refer to subsequent pages for our responses to the individual

questions.

Question 1 - Your background

To understand whether groups of stakeholders share similar views, the Board would like to know:

(a) your principal role in relation to financial reporting. Are you a user or a preparer of financial
statements, an auditor, a regulator, a standard-setter or an academic? Do you represent a

professional accounting body? If you are a user of financial statements, what kind of user are you,
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for example, are you a buy-side analyst, sell-side analyst, credit rating analyst, creditor or lender,

or asset or portfolio manager?

(b) your principal jurisdiction and industry. For example, if you are a user of financial statements,
which regions do you follow or invest in? Please state whether your responses to questions 2—10

are unrelated to your principal jurisdiction or industry.

(a)

JFTC’s member companies are preparers of financial statements.

(b)
Principal jurisdiction: Our member companies are headquartered in Japan. Their affiliated
companies are located all over the world.
Industry: JFTC consists of general trading companies that are engaged in diverse businesses,
including services, finance, manufacturing, and agriculture, with affiliated companies

engaged in all types of businesses.

Question 2 (a)

In your experience:

(i) to what extent does applying paragraphs 1014 and B11-B13 of IFRS 10 enable an investor to

identify the relevant activities of an investee?

(i1) are there situations in which identifying the relevant activities of an investee poses a challenge,
and how frequently do these situations arise? In these situations, what other factors are relevant to

identifying the relevant activities?

(i) Identifying the relevant activities of each investee is not impossible but requires time and

costs due to being a complex process.

(ii) As stated in (i), examinations regarding individual decision-making rights are a complex
procedure in practice. For example, when multiple relevant activities are controlled by
multiple participants, it is sometimes difficult to identify which of the activities “most
significantly” affects the investee’s returns.

In general, approval of business plans, approval of dividends, appointment and dismissal of

managers, and approval of important investments and loans, among other things, are
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considered to be relevant activities. Still, it would be desirable for the Board to present
examples of the approach to identifying activities that “most significantly” affect the
investee’s returns (such as examples of cases where approval of business plans is judged to

be a more significant relevant activity than approval of dividends).

Question 2 (b)

In your experience:

(i) to what extent does applying paragraphs B26-B33 of IFRS 10 enable an investor to determine if

rights are protective rights?

(ii) to what extent does applying paragraphs B22-B24 of IFRS 10 enable an investor to determine if

rights (including potential voting rights) are, or have ceased to be, substantive?

(i) Under the current requirements, it is difficult to make a determination as to whether all
rights an investor holds versus an investee are protective rights. It would be desirable, for
example, to give examples or clarifications as follows:

Give examples of determinations for entities other than franchisors set out in
paragraphs B30-B31 of IFRS 10.

Clarify the relation between the statements “not all rights that apply in exceptional
circumstances or are contingent on events are protective” in paragraph B26 of IFRS 10
and “clauses on the resolution of disputes, such as arbitration . . . [do] not prevent the
arrangement . . . from being a joint arrangement” in paragraph B10 of IFRS 11. Under
these descriptions, for instance, it is unclear whether decision-making rights when a

deadlock occurs are protective rights.

(i) The provisions are abstract, and make it difficult to judge whether rights are substantive.
For clarification, a supplemental explanation could be added, for example, as to whether
“the intentions of management and the financial ability to exercise or convert” referred to
in paragraph 8 of IAS 28 should be considered or excluded in assessing the substantiality of

potential voting rights in the determination of control, including the background.
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Question 2 (c)

In your experience:

(i) to what extent does applying paragraphs B41-B46 of IFRS 10 to situations in which the other
shareholdings are widely dispersed enable an investor that does not hold a majority of the voting
rights to make an appropriate assessment of whether it has acquired (or lost) the practical ability

to direct an investee’s relevant activities?

(i) how frequently does the situation in which an investor needs to make the assessment described in

question 2(c)(i) arise?

(iii) is the cost of obtaining the information required to make the assessment significant?

(i) The cost of determining whether an investor with less than a majority of the voting rights has
practical power over an investee is significant because there are too many items and steps to
consider and the provisions are vague. We think the rules should be made clearer and easier

to understand.

(i) This situation arises every quarter when consolidated financial statements are prepared.

(iii) Determinations must be made for any quarter in which a change in interests occurred, and

significant determination costs arise because the provisions are vague.

Question 3 (a)

In your experience:

(i) to what extent does applying the factors listed in paragraph B60 of IFRS 10 (and the application
guidance in paragraphs B62-B72 of IFRS 10) enable an investor to determine whether a decision

maker is a principal or an agent?

(i1) are there situations in which it is challenging to identify an agency relationship? If yes, please

describe the challenges that arise in these situations.

(iii) how frequently do these situations arise?
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We understand that determination must be made taking the factors listed in paragraph B60
of IFRS 10 into account in a comprehensive manner, in accordance with the provisions
regarding contractual and legal agency relationships between the parties. However, we think
that clearer determinations would be possible, for example, by stipulating the following
quantitative thresholds:
In regard to the rights held by other parties, the criterion “a small number of” laid down
in paragraph B66 of IFRS 10.

In regard to the level of investment in addition to general remuneration, the criterion

“might consider a 20 percent investment to be sufficient” laid down in Example 14B of
IFRS 10.

Question 3 (b)

In your experience:

@

(1)

to what extent does applying paragraphs B73—B75 of IFRS 10 enable an investor to assess
whether control exists because another party is acting as a de facto agent (ie in the absence of a

contractual arrangement between the parties)?

how frequently does the situation in which an investor needs to make the assessment described in

question 3(b)(i) arise?

(iii) please describe the situations that give rise to such a need.

N/A

Question 4 (a)

In your experience:

@

(1)

to what extent does applying the definition (paragraph 27 of IFRS 10) and the description of the
typical characteristics of an investment entity (paragraph 28 of IFRS 10) lead to consistent
outcomes? If you have found that inconsistent outcomes arise, please describe these outcomes

and explain the situations in which they arise.

to what extent does the definition and the description of typical characteristics result in
classification outcomes that, in your view, fail to represent the nature of the entity in a relevant or

faithful manner? For example, do the definition and the description of typical characteristics
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include entities in (or exclude entities from) the category of investment entities that in your view

should be excluded (or included)? Please provide the reasons for your answer.

N/A

Question 4 (b)

In your experience:

(i) are there situations in which requiring an investment entity to measure at fair value its investment
in a subsidiary that is an investment entity itself results in a loss of information? If so, please
provide details of the useful information that is missing and explain why you think that

information is useful.

(i1) are there criteria, other than those in paragraph 32 of IFRS 10, that may be relevant to the scope

of application of the consolidation exception for investment entities?

N/A

Question 5 (a)

In your experience:
(i) how frequently do transactions, events or circumstances arise that:

(a) alter the relationship between an investor and an investee (for example, a change from being

a parent to being a joint operator); and
(b) are not addressed in IFRS Standards?

(i) how do entities account for these transactions, events or circumstances that alter the relationship

between an investor and an investee?

(iii) in transactions, events or circumstances that result in a loss of control, does remeasuring the
retained interest at fair value provide relevant information? If not, please explain why not, and

describe the relevant transactions, events or circumstances.

16

—RAEEA BEREBSR
Japan Foreign Trade Council, Inc.




JFTC

(i) Given that IFRS Standards do not cover all cases for changes in the relationships between
investors and investees (whether to remeasure retained interests and existing interests),
transactions for which the accounting treatment is not clear do occur, although not
frequently. Such transactions involve, for example, changes from being a parent to being a
joint operator (i.e., from subsidiaries to joint operations) and vice versa; and changes from
being a joint operator to being a participant in a joint operation. It is desirable for the IFRS

Standards to address these systematically.

(ii) There are the following variations in practice in the accounting treatment when a parent
becomes a joint operator and loses its control:
Remeasuring the retained interests in all cases.
Remeasuring in cases where the subsidiary constitutes a business, with no remeasuring
in cases where the subsidiary does not constitute a business.
Remeasuring is not conducted for changes from joint operators to participants in joint

operations.

(i) N/A

Question 5 (b)

In your experience:

(i) how do entities account for transactions in which an investor acquires control of a subsidiary that
does not constitute a business, as defined in [FRS 3? Does the investor recognise a non-

controlling interest for equity not attributable to the parent?

(i) how frequently do these transactions occur?

(i) Even for a subsidiary that does not constitute a business, the investor remeasures the
acquiree’s identifiable assets and liabilities at their acquisition-date fair values, and
recognises a non-controlling interest for equity not attributable to the parent. However,
there is room to reconsider whether it is relevant to uniformly require the same accounting

treatment as that used for subsidiaries that constitute a business.

(i) While these transactions do not occur frequently, they occur especially when a company

owns real estate through a trust that is held by a subsidiary to which IFRS 10 applies. In
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that case, if the company sells a portion of its interests in said subsidiary but the trust
remains in the subsidiary, the difference between the consideration received and the
carrying amount is recognised not in profit or loss but in equity (paragraph B96 of IFRS
10). However, this accounting does not match the economic substance of the transaction,
which is the sale of a portion of real estate. We are concerned that the decision on the scope

of application of IFRS 10 depends too much on formalistic criteria.

Question 6

In your experience:

(a) how widespread are collaborative arrangements that do not meet the IFRS 11 definition of ‘joint
arrangement’ because the parties to the arrangement do not have joint control? Please provide a
description of the features of these collaborative arrangements, including whether they are

structured through a separate legal vehicle.

(b) how do entities that apply IFRS Standards account for such collaborative arrangements? Is the

accounting a faithful representation of the arrangement and why?

(a) Some of unincorporated joint ventures that are mainly used in the coal, oil, gas, and other
energy businesses correspond to collaborative arrangements that do not meet the IFRS 11

definition of “joint arrangement.”

(b) Some entities adopt the following accounting treatment:

At an unincorporated joint venture, the investors jointly invest pursuant to the main contract
called the joint venture agreement, jointly own the production facilities in the name of the
investors to conduct business, and earn the profits or bear the losses of the business in
accordance with their investment ratios. The products are received by the investors in
accordance with their investment ratios, and sold in their own names, at their own risk, and

for their own account.

Given such characteristics, similarly to the accounting treatment of joint operators, each
investor recognises the following in accordance with its equity ratio in said contract:
(i) Statement of financial position

Its assets (including its share of any assets held jointly)

Its liabilities (including its share of any liabilities incurred jointly)
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(il) Statement of comprehensive income

Its revenue from the sale of the output (products and services) received from the joint
venture as an investor

Its share of the revenue from the sale of the output (products and services) by the
joint venture

Its expenses (including its share of expenses incurred jointly)

Question 7

In your experience:

(a) how frequently does a party to a joint arrangement need to consider other facts and circumstances
to determine the classification of the joint arrangement after having considered the legal form and

the contractual arrangement?

(b) to what extent does applying paragraphs B29-B32 of IFRS 11 enable an investor to determine the
classification of a joint arrangement based on ‘other facts and circumstances’? Are there other

factors that may be relevant to the classification that are not included in paragraphs B29-B32 of
IFRS 11?

N/A

Question 8

In your experience:

(a) to what extent does applying the requirements in IFRS 11 enable a joint operator to report its

assets, liabilities, revenue and expenses in a relevant and faithful manner?

(b) are there situations in which a joint operator cannot so report? If so, please describe these
situations and explain why the report fails to constitute a relevant and faithful representation of

the joint operator’s assets, liabilities, revenue and expenses.

(a) The decision on the scope of application of joint operations may depend too much on
formalistic criteria, such as the legal form of the investment and the existence of explicit joint

arrangements.
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(b) For example, when making minority investments (e.g., 10%) in resource interests, there are
cases where investments are made through a separate entity and recognised and measured as
financial instruments pursuant to IFRS 9, and cases where investments are made without
going through a separate entity and recognised as assets, liabilities, etc. equivalent to the
investor’s own share as a participant in a joint operation, including the accounting treatment
mentioned in our response to Question 6(b) above. If, despite the situation of minority
investments in resource interests remaining unchanged, the investor is required to recognise
and measure the investments as financial instruments, the measurement amounts would
fluctuate frequently due to changes in the fair values caused by revisions to estimates
pertaining to future resource prices and production plans. In that event, the results could
diverge greatly from those under the accounting treatment as a participant in the joint

operation.

Question 9

In your experience:

(a) to what extent do the IFRS 12 disclosure requirements assist an entity to meet the objective of
IFRS 12, especially the new requirements introduced by IFRS 12 (for example the requirements

for summarised information for each material joint venture or associate)?

(b) do the IFRS 12 disclosure requirements help an entity determine the level of detail necessary to
satisfy the objective of IFRS 12 so that useful information is not obscured by either the inclusion

of a large amount of detail or the aggregation of items that have different characteristics?

(c) what additional information that is not required by IFRS 12, if any, would be useful to meet the
objective of [FRS 127 If there is such information, why and how would it be used? Please provide

suggestions on how such information could be disclosed.

(d) does IFRS 12 require information to be provided that is not useful to meet the objective of [IFRS
12? If yes, please specify the information that you consider unnecessary, why it is unnecessary

and what requirements in IFRS 12 give rise to the provision of this information.

(a) The IFRS 12 disclosure requirements for information on entities outside the corporate
group, such as non-controlling interests, joint ventures, and associates, impose significant
costs on the preparer to grasp the required financial information based on uniform

accounting standards, and entail the risk of breaching nondisclosure agreements, etc. with
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other entities (partners). In spite of that, the disclosures do not seem to provide users with
benefits that exceed those costs. We therefore think that these requirements are excessive in

light of the objectives.

(b) Itis difficult in practice to gather information on all the disclosure items currently required
and judge materiality regarding the qualitative requirements each time. There is also a lack
of useful guidance that helps prepares make judgements on the aggregation and

disaggregation of disclosures.
(c) N/A

(d)
We do not think there is significant information value in the disclosure in aggregate of
the carrying amounts, etc. of the entity’s interests in all individually immaterial joint
ventures or associates as required in paragraph 21(c) of IFRS 12. Likewise, we do not
consider it useful to disclose joint ventures and associates separately because they are
ultimately accounted for using the same equity method. Instead, it would be useful to
revise the current disclosure requirements by aggregating them further.
There are concerns that the disclosure of interests in unconsolidated structured entities
required in paragraphs 24-31 of IFRS 12 includes immaterial information due to the
comprehensive nature of the disclosure requirements, and may consequently decrease
the usefulness of the information disclosed. As mentioned in (a) above, considering the
costs for preparers and other factors, disclosure requirements should be strictly limited
to cases where such disclosures clearly have high utility value to the users of financial
statements. To provide useful information, we consider it important to require
companies to disclose items necessary in accordance with the level of involvement and
materiality of risk, rather than mandating the disclosure of all the structured entities

involved.

Question 10

Are there topics not addressed in this Request for Information, including those arising from the
interaction of IFRS 10 and IFRS 11 and other IFRS Standards, that you consider to be relevant to this
Post-implementation Review? If so, please explain the topic and why you think it should be addressed

in the Post-implementation Review.
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As a topic concerning both IFRS 10 and IFRS 11, we request fundamental clarification of the
equity method accounting, such as the accounting treatment in cases where the retained interest
after the loss of control referred to in Question 5(a) of this Request for Information becomes
subject to the equity method. Particular problems are that there is no conceptual arrangement for
the issue of whether the equity method is a consolidation technique or a measurement basis, and
that the guidelines for the approach to significant influence are insufficient. These problems
seem to cause confusion and variance in practice. We are concerned that this point may be left
to the examinations of improvements within the framework of the existing IAS 28 under the

Equity Method project.
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