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Document No.118
March 18, 2022
To the International Accounting Standards Board
Accounting & Tax Committee

Japan Foreign Trade Council, Inc.

Comments on the Exposure Draft “Non-current Liabilities with Covenants

(Proposed amendments to IAS 1)”

The following are the comments from the Accounting & Tax Committee of Japan Foreign
Trade Council (JFTC) regarding the International Accounting Standards Board (IASB)’s
Exposure Draft “Non-current Liabilities with Covenants (Proposed amendments to IAS 1)”.
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.)
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Question 1—Classification and disclosure (paragraphs 72B and 76ZA(b))

The Board proposes to require that, for the purposes of applying paragraph 69(d) of IAS 1,

specified conditions with which an entity must comply within twelve months after the

reporting period have no effect on whether an entity has, at the end of the reporting period,

a right to defer settlement of a liability for at least twelve months after the reporting period.

Such conditions would therefore have no effect on the classification of a liability as current

or non-current. Instead, when an entity classifies a liability subject to such conditions as

non-current, it would be required to disclose information in the notes that enables users of

financial statements to assess the risk that the liability could become repayable within

twelve months, including:

(a) the conditions (including, for example, their nature and the date on which the entity
must comply with them);

(b) whether the entity would have complied with the conditions based on its circumstances
at the end of the reporting period; and

(¢ whether and how the entity expects to comply with the conditions after the end of the
reporting period.

Paragraphs BC15-BC17 and BC23-B(C26 of the Basis for Conclusions explain the Board’s

rationale for this proposal.

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

explain what you suggest instead and why.

We do not agree.

For entities where financial soundness is an issue (e.g., entities where covenants are not
met at present, or where whether they will be met in the future is uncertain), this proposal
might be useful for judging the uncertainty of accessing financing. On the other hand, for
entities where financial soundness is not an issue (e.g., entities that meet covenants at
present and will do so in the future, or that can access the necessary financing via other
means), the proposal is not necessarily useful and would lead to an increase in
unnecessary disclosures by subjecting them to the same disclosure requirements as

entities where financial soundness is an issue.

Paragraph 31 of IAS 1 stipulates that an entity need not provide a specific disclosure
required by an IFRS if the information resulting from that disclosure is not material. In
practice, however, it is highly difficult for entities to appropriately assess the qualitative

materiality of detailed and specific disclosures required by IFRS Standards like this
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Exposure Draft and to deal with auditing related to the assessment. Accordingly, there is
concern that due to the lack of sufficient consideration of materiality, immaterial
information might be disclosed in detail or material information might be obscured by
repeated disclosure of boilerplate text. Moreover, considering the practical burden of
information collection, audit procedures, and so forth, we think this proposal would result

in excessive disclosure for reporting entities.

The disclosure of whether the entity would have complied with the conditions at the end
of the reporting period and whether it expects to comply with them after the end of the
reporting period is forward-looking information. What is disclosed is likely to be the
prospect for compliance based on the entity’s subjective expectations, making it difficult
to ensure auditability and objective rationality. Moreover, disclosing compliance status
based on the circumstances at the end of the reporting period might mislead investors in
cases where the entity’s circumstances substantially differ between the end of the
reporting period and the time when compliance with covenants is determined—example
being cases where the entity’s industry has seasonality, or the composition of the
statement of financial position is projected to change greatly owing to asset purchases,

financing, and other factors.

The framework of disclosing the risk that liabilities with covenants could become
repayable within 12 months is already provided for in the disclosure requirements in
paragraph 39 of IFRS 7 and paragraph 25 of IAS 1. Therefore, if the proposed disclosure
were to be additionally required, the disclosed information might overlap with information
already provided. For that reason, we do not consider it necessary to disclose specific
conditions and compliance status in the notes. Even if that disclosure is required, it should
suffice to disclose the amounts, and the line items in the statement of financial position,

of liabilities subject to the conditions.

Question 2—Presentation (paragraph 76ZA(a))

The Board proposes to require an entity to present separately, in its statement of financial
position, liabilities classified as non-current for which the entity’s right to defer settlement
for at least twelve months after the reporting period is subject to compliance with specified
conditions within twelve months after the reporting period.

Paragraphs BC21-BC22 of the Basis for Conclusions explain the Board’s rationale for this

proposal.

Do you agree with this proposal? Why or why not? If you disagree with the proposal, do you
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agree with either alternative considered by the Board (see paragraph BC22)? Please explain

what you suggest instead and why.

We do not agree.

We agree with paragraph BC22(a) and the view of Mr. Mackenzie and Mr. Scott.
Mandating across-the-board separate presentation in the statement of financial position
by specifically requiring separate presentation is contrary to the principle-based nature of
IFRS Standards and could lead to the presentation of irrelevant information at some
entities. Regarding non-current liabilities subject to compliance with conditions within 12
months, it would be more beneficial to financial statement users to have each entity judge
the relevance to an understanding of its financial position and decide whether to present
further disaggregation or to disclose them in the notes. Also, the current IFRS Standards
require separate presentation if it is relevant to users (that is, if there is a risk that
covenants may not be met within 12 months). Therefore, we believe that additional

disclosure requirements are unnecessary.

This proposal requires entities to present liabilities with covenants separately in the
statement of financial position even if the covenants will certainly be complied with. This
might lead to the provision of excessive risk information as if there were uncertainty
regarding the entity’s compliance with the covenants. Furthermore, separate presentation
based solely on the existence of covenants without considering other means of financing
would not reflect the actual conditions of the entity’s management of liquidity risk and

could reduce the understandability of the financial statements.

Question 3—Other aspects of the proposals

The Board proposes to:

(a) clarify circumstances in which an entity does not have a right to defer settlement of a
liability for at least twelve months after the reporting period for the purposes of
applying paragraph 69(d) of IAS 1 (paragraph 72C);

(b) require an entity to apply the amendments retrospectively in accordance with IAS 8
Accounting Policies, Changes in Accounting Estimates and Errors, with earlier
application permitted (paragraph 139V); and

(c) defer the effective date of the amendments to IAS 1, Classification of Liabilities as
Current or Non-current, to annual reporting periods beginning on or after a date to be
decided after exposure, but no earlier than 1 January 2024 (paragraph 139U).

Paragraphs BC18-BC20 and BC30-BC32 of the Basis for Conclusions explain the Board’s
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rationale for these proposals.
Do you agree with these proposals? Why or why not? If you disagree with any of the

proposals, please explain what you suggest instead and why.

(a) We agree.

(b) We do not agree.
We assume that retrospective application would require disclosure regarding paragraphs
76ZA(b)(ii) and 76ZA(b)(ii) for comparative annual periods too. However, disclosing past
judgments of entities is practically difficult. Also, a provision should be added that exempts
regarding paragraphs 76ZA(b)(ii) and 76ZA(b)(iii) in the first annual reporting period in

which the entity applies the amendments, due to the limited usefulness of the information.

(c) We agree.
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