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Document No.84
September 26, 2023
To the International Accounting Standards Board
Accounting & Tax Committee
Japan Foreign Trade Council,

Inc.

Comments on Request for Information

“Post-implementation Review IFRS 9 Financial Instruments Impairment"

The following are the comments from the Accounting & Tax Committee of Japan
Foreign Trade Council (JFTC) regarding the International Accounting Standards Board
(IASB)’s Request for Information "Post-implementation Review IFRS 9 Financial
Instruments Impairment”. 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 —Impairment

Do the impairment requirements in IFRS 9 result in:

(a) more timely recognition of credit losses compared to IAS 39 and address the
complexity caused by having multiple impairment models for financial
instruments? Why or why not?

(b) an entity providing useful information to users of financial statements about the
effect of credit risk on the amount, timing and uncertainty of future cash flows?
Why or why not?

Please provide information about the effects of the changes to the impairment

requirements introduced by IFRS 9, including the ongoing costs and benefits of

preparing, auditing, enforcing or using information about financial instruments.

This question aims to help the IASB understand respondents’ overall views and

experiences relating to the IFRS 9 impairment requirements. Sections 2—9 seek more

detailed information on specific requirements.

N/A

Question 2— The general approach to recognising expected credit losses

(@) Are there fundamental questions (fatal flaws) about the general approach?

If yes, what are those fundamental questions?

Please explain whether requiring entities to recognise at least 12-month
expected credit losses throughout the life of the instrument and lifetime
expected credit losses if there has been a significant increase in credit risk
achieves the IASB’s objective of entities providing useful information about
changes in credit risk and resulting economic losses. If not, please explain what
you think are the fundamental questions (fatal flaws) about the clarity and
suitability of the core objectives or principles of the general approach.

(b) Are the costs of applying the general approach and auditing and enforcing its
application significantly greater than expected? Are the benefits to users
significantly lower than expected?

If, in your view, the ongoing costs of applying the general approach to particular
financial instruments are significantly greater than expected or the benefits of
the resulting information to users of financial statements are significantly lower

than expected, please explain your cost—benefit assessment for those

Instruments.

N/A
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Question 3— Determining significant increases in credit risk

(@) Are there fundamental questions (fatal flaws) about the assessment of
significant increases in credit risk? If yes, what are those fundamental
questions?

Please explain whether the principle-based approach of assessing significant
increases in credit risk achieves the IASB’s objective of recognising lifetime
expected credit losses on all financial instruments for which there has been a
significant increase in credit risk since initial recognition.

If not, please explain what you think are the fundamental questions (fatal flaws)
about the clarity and suitability of the core objectives or principles of the
assessment of significant increases in credit risk.

(b) Can the assessment of significant increases in credit risk be applied
consistently? Why or why not?

Please explain whether the requirements provide an adequate basis for entities
to apply the assessment consistently to all financial instruments within the
scope of impairment requirements in IFRS 9.

If diversity in application exists for particular financial instruments or fact
patterns, please explain and provide supporting evidence about how pervasive
that diversity is and explain what causes it. Please also explain how the
diversity affects entities’ financial statements and the usefulness of the
resulting information to users of financial statements.

If you have identified diversity in application of the assessment, please provide
your suggestions for resolving that diversity.

In responding to (a) and (b), please include information about applying judgement in

determining significant increases in credit risk (see Spotlight 3).

N/A

Question 4— Measuring expected credit losses

(@) Are there fundamental questions (fatal flaws) about requirements for
measuring expected credit losses? If yes, what are those fundamental questions?
Please explain whether the requirements for measuring expected credit losses
achieve the IASB’s objective of providing users of financial statements with
useful information about the amount, timing and uncertainty of an entity’s

future cash flows. If not, please explain what you think are the fundamental

11
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questions (fatal flaws) about the clarity and suitability of the core objectives or
principles of the measurement requirements.

(b) Can the measurement requirements be applied consistently? Why or why not?
Please explain whether the requirements provide an adequate basis for entities
to measure expected credit losses consistently for all financial instruments
within the scope of impairment requirements in IFRS 9.

If diversity in application exists for particular financial instruments or fact
patterns, please explain and provide supporting evidence about how pervasive
that diversity is and explain what causes it. Please also explain how the
diversity affects entities’ financial statements and the usefulness of the
resulting information to users of financial statements.

If you have identified diversity in application of the requirements, please
provide your suggestions for resolving that diversity.

In responding to (a) and (b), please include information about forward-looking
scenarios (see Spotlight 4.1), post-model adjustments or management overlays
(see Spotlight 4.2) and off-balance-sheet exposures (see Spotlight 4.3), as

relevant.

Regarding (a)
Regarding whether cash flows expected from credit enhancements should be
included in measuring expected credit losses, in IFRS 9.B5.5.55, “not recognized
separately by the entity” is one of the criteria for being included in the
measurement of expected credit losses.
However, in contracts pertaining to receivables, when a counterparty defaults and
this can be offset by a debt to the same counterparty, it is clear that while the
concerned debt is recognized separately, it can be considered to have the function of
credit enhancement. Consequently, to faithfully represent the economic
phenomenon, in such cases the concerned cash flow should be included in the
measurement of expected credit losses, and we propose that IFRS 9.B5.5.55 be

revised.

Regarding (b)
There is diversity in application regarding what should be included as “other credit
enhancements,” and we think the provision of examples of what should be included

as “other credit enhancements” would resolve the diversity regarding application.

12
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Question 5— Simplified approach for trade receivables, contract assets and lease

recelvables

(@) Are there fundamental questions (fatal flaws) about the simplified approach? If
yes, what are those fundamental questions?

Does applying the simplified approach achieve the IASB’s objective of reducing
the costs and complexities of applying IFRS 9 impairment requirements to trade
receivables, contract assets and lease receivables?

If not, please explain what you think are the fundamental questions (fatal flaws)
about the clarity and suitability of the core objectives or principles of the
simplified approach.

(b) Are the costs of applying the simplified approach and auditing and enforcing its
application significantly greater than expected? Are the benefits to users
significantly lower than expected?

If, in your view, the ongoing costs of applying the simplified approach are
significantly greater than expected, or the benefits of the resulting information

to users of financial statements are significantly lower than expected, please

explain your cost—benefit assessment.

N/A

Question 6— Purchased or originated credit-impaired financial assets

Can the requirements in IFRS 9 for purchased or originated credit-impaired financial

assets be applied consistently? Why or why not?

Please explain whether the requirements can be applied consistently to these types of

financial assets and lead to accounting outcomes that faithfully reflect the underlying

economic substance of these transactions.

If there are specific application questions about these requirements, please describe

the fact pattern and:

(a) explain how the IFRS 9 requirements are applied;

(b)  explain the effects of applying the requirements (for example, the quantitative
effect on an entity’s financial statements or an operational effect);

(c) explain how pervasive the fact pattern is; and

(d) support your feedback with evidence.

N/A
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Question 7— Application of the impairment requirements in IFRS 9 with other

requirements

Is it clear how to apply the impairment requirements in IFRS 9 with other

requirements in IFRS 9 or with the requirements in other IFRS Accounting

Standards? If not, why not?

If there are specific questions about how to apply the impairment requirements

alongside other requirements, please explain what causes the ambiguity and how that

ambiguity affects entities’ financial statements and the usefulness of the resulting

information to users of financial statements. Please describe the fact pattern and:

(a) indicate the requirements in IFRS 9 or in other IFRS Accounting Standards to
which your comments relate;

(b)  explain the effects of applying the requirements (for example, the quantitative
effect on an entity’s financial statements or an operational effect);

(¢)  explain how pervasive the fact pattern is; and

(d  support your feedback with evidence.

In responding to this question, please include information about matters described

in this section of the document.

N/A

Question 8— Transition

Were the costs of applying the transition requirements and auditing and enforcing
their application significantly greater than expected? Were the benefits to users
significantly lower than expected?

Please explain whether the combination of the relief from restating comparative
information and the requirement for transition disclosures achieved an appropriate
balance between reducing costs for preparers of financial statements and providing
useful information to users of financial statements.

Please explain any unexpected effects or challenges preparers of financial statements
faced applying the impairment requirements retrospectively. How were those

challenges overcome?

* In the initial application of IFRS 9, costs emerged that greatly exceeded the
expectations in the collection of additional information, the construction of systems,
etc., so the relief from restating comparative information was effective for the

following reasons.
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» This led to reducing preparation costs from the perspective of preparers of
financial statements.
» From the perspective of users of financial statements, the usefulness of past

information is assumed to be relatively small.

Question 9— Credit risk disclosures

(a) Aretherefundamental questions (fatal flaws) about the disclosure requirements
in IFRS 7 for credit risk? If yes, what are those fundamental questions?

Please explain whether the combination of disclosure objectives and minimum

disclosure requirements for credit risk achieves an appropriate balance between

users of financial statements receiving:

(i) comparable information—that is, the same requirements apply to all entities
so that users receive comparable information about the risks to which entities
are exposed; and

(i1) relevant information—that is, the disclosures provided depend on the extent
of an entity’s use of financial instruments and the extent to which it assumes
associated risks.

If an appropriate balance is not achieved, please explain what you think are the

fundamental questions (fatal flaws) about the clarity and suitability of the core

objectives or principles of the disclosure requirements.

(b) Are the costs of applying these disclosure requirements and auditing and
enforcing their application significantly greater than expected? Are the benefits
to users significantly lower than expected?

If, in your view, the ongoing costs of providing specific credit risk disclosures are

significantly greater than expected or the benefits of the resulting information

to users of financial statements are significantly lower than expected, please
explain your cost—benefit assessment for those disclosures. Please provide your
suggestions for resolving the matter you have identified.

If, in your view, the IASB should add specific disclosure requirements for credit

risk, please describe those requirements and explain how they will provide

useful information to users of financial statements.

Please also explain whether entities’ credit risk disclosures are compatible with

digital reporting, specifically whether users of financial statements can

effectively extract, compare and analyse credit risk information digitally.

Regarding (a)
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The recognition of credit risk is based on the assessment of each entity, and it is
difficult to think that disclosure based on how entities are managing risk is
comparable across entities.

Consequently, because the benefit from additional disclosure is limited, we think
that the addition of minimal disclosure requirements stated in Spotlight 9 is

unnecessary.

Regarding (b)
We propose that the disclosure requirements be simplified because we think that
for part of the disclosure requirements, the costs to the preparers of financial
statements exceed the benefits to the users. Specifically, we propose that IFRS
7.35H be simplified and IFRS 7.351 be deleted.
IFRS 7.35H requires the disclosure of a reconciliation table from the opening
balance to the closing balance of the loss allowance by class of financial
instrument, but we think that the disclosure of the closing balance alone is
sufficient because compared with other disclosure requirements the preparation of
a reconciliation table which includes the amounts of changes during the period
requires much cost.
Also, because IFRS 7.351 requires an explanation of changes in the loss allowances
during the period, together with the simplification of IFRS 7.35H, we propose that
IFRS 7.351 be deleted.

Question 10— Other matters

(@)  Are there any further matters that you think the IASB should examine as part
of the post-implementation review of the impairment requirements in IFRS 9?
If yes, what are those matters and why should they be examined?
Please explain why those matters should be considered in the context of this
post-implementation review and the pervasiveness of any matter raised. Please
provide examples and supporting evidence.

(b) Do you have any feedback on the understandability and accessibility of the
impairment requirements in IFRS 9 that the IASB could consider in developing
its future IFRS Accounting Standards?

N/A
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