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Document No.110
January 17, 2025
To the International Accounting Standards Board
Accounting & Tax Committee

Japan Foreignh Trade Council, Inc.

Comments on the Exposure Draft

“Equity Method of Accounting — IAS 28 Investments in Associates and Joint Ventures”

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
“Equity Method of Accounting — IAS 28 Investments in Associates and Joint Ventures”. 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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Question1 —Measurement of cost of an associate

(Appendix A and paragraphs 13, 22, 26 and 29 of [draft] IAS 28 (revised 202x))

Paragraph 32 of IAS 28 requires an investor that obtains significant influence to account for the
difference between the cost of the investment and the investor’s share of the net fair value of the
associate’s identifiable assets and liabilities either as goodwill (included in the carrying amount of the
investment) or as a gain from a bargain purchase (recognised in profit or loss). However, IAS 28 does
not include requirements for how an investor measures the cost of the investment on obtaining
significant influence—for example:
(a) whether to measure any previously held ownership interest in the associate at fair value; or
(b) whether and if so how to recognise and measure contingent consideration.
The IASB is proposing an investor:
(a) measure the cost of an associate, on obtaining significant influence, at the fair value of the
consideration transferred, including the fair value of any previously held interest in the associate.
(b) recognise contingent consideration as part of the consideration transferred and measure it at fair
value. Thereafter:
(i) not remeasure contingent consideration classified as an equity instrument; and
(i) measure other contingent consideration at fair value at each reporting date and recognise
changes in fair value in profit or loss.
Paragraphs BC17-BC18 and BC89-BC93 of the Basis for Conclusions explain the IASB’s rationale for
these proposals.

Do you agree with these proposals?

If you disagree, please explain why you disagree and your suggested alternative.

We agree.

Question2— Changes in an investor’s ownership interest while retaining significant influence

(Paragraphs 30—34 of [draft] IAS 28 (revised 202x))

IAS 28 does not include requirements on how an investor accounts for changes in its ownership
interest in an associate, while retaining significant influence, that arise from:
(a) the purchase of an additional ownership interest in the associate;
(b) the disposal of an ownership interest (partial disposal) in the associate; or
(c) other changes in the investor’s ownership interest in the associate.
The IASB is proposing to require that an investor:
(a) at the date of purchasing an additional ownership interest in an associate:
(i) recognise that additional ownership interest and measure it at the fair value of the

consideration transferred;

(i) include in the carrying amount the investor’s additional share of the fair value of the
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associate’s identifiable assets and liabilities; and

(iii) account for any difference between (i) and (ii) either as goodwill included as part of the

carrying amount of the investment or as a gain from a bargain purchase in profit or loss.
(b) at the date of disposing of an ownership interest:

(i) derecognise the disposed portion of its investment in the associate measured as a
percentage of the carrying amount of the investment; and

(i) recognise any difference between the consideration received and the amount of the disposed
portion as a gain or loss in profit or loss.

(c) for other changes in its ownership interest in an associate:

(i) recognise an increase in its ownership interest, as if purchasing an additional ownership
interest. In (a)(i), ‘the fair value of the consideration transferred’ shall be read as ‘the
investor’s share of the change in its associate’s net assets arising from the associate’s
redemption of equity instruments’.

(ii) recognise a decrease in its ownership interest, as if disposing of an ownership interest. In
(b)(ii) ‘the consideration received’ shall be read as ‘the investor’s share of the change in its
associate’s net assets arising from the associate’s issue of equity instruments’.

Paragraphs BC20-BC44 of the Basis for Conclusions explain the IASB’s rationale for these proposals.
Do you agree with these proposals?

If you disagree, please explain why you disagree and your suggested alternative.

We agree.

Question3 —Recognition of the investor’s share of losses

(Paragraphs 49-52 of [draft] IAS 28 (revised 202x))

Paragraph 38 of IAS 28 requires that if an investor’s share of losses equals or exceeds its interest in

the associate, the investor discontinue recognising its share of further losses. However, IAS 28 does

not include requirements on whether an investor that has reduced the carrying amount of its

investment in an associate to nil:

(a) on purchasing an additional ownership interest, recognises any losses not recognised as a ‘catch
up’ adjustment by deducting those losses from the cost of the additional ownership interest; or

(b) recognises separately its share of each component of the associate’s comprehensive income.

The IASB is proposing an investor:

(a) on purchasing an additional ownership interest, not recognise its share of an associate’s losses
that it has not recognised by reducing the carrying amount of the additional ownership interest.

(b) recognise and present separately its share of the associate’s profit or loss and its share of the
associate’s other comprehensive income.

Paragraphs BC47-BC62 of the Basis for Conclusions explain the IASB’s rationale for these proposals.

Do you agree with these proposals?
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If you disagree, please explain why you disagree and your suggested alternative.

(a) We do not agree.

There are concerns that in cases where there is an ownership interest in an insolvent associate and
an additional investment is made for the purpose of compensating losses, not recognising
unrecognised losses that were accumulated in the past would be treatment that deviates from the
concept of one-line consolidation. In such cases, because a “catch—up” adjustment would make
financial statements better reflect actual economic conditions, rather than uniformly prohibiting

“catch—up” adjustments, we propose that it should be permitted in specific cases.

(b) We do not agree.

Under Paragraph 38 of the existing IAS 28 and Paragraph 45(b) of the Exposure Draft, additional
losses are not recognised after the net investment is reduced to nil. The fact that a net investment
has been reduced to nil should generally be recognised by concerned parties (preparers and users) to
mean that additional losses are not recognised. Conversely, confusion might arise if recognition of
losses to the extent of other comprehensive income is required as proposed in Paragraph 52 of the
Exposure Draft. Also, because items belonging to other comprehensive income would increase and
decrease due to market prices and other factors that the entity could not control, this would

unnecessarily cause fluctuations in profit or loss.

Also, because PL would be incorporated on a priority basis under the Exposure Draft, there is a
possibility that actual economic conditions would not be accurately reflected. As an alternative
proposal, we think that in cases where the carrying amount of investment in an associate becomes nil,
reducing additional losses corresponding to the interest in the reverse order of their priority among
other components of the associate (items with a low likelihood of recovery) and incorporating PL/OCI

corresponding to them would more accurately reflect the actual economic conditions.

In addition, in cases where PL is incorporated on a priority basis, there is a possibility that periodic
comparisons of financial statements would become difficult and at the same time there are concerns

regarding an increase in the work load.

Question4— Transactions with associates

(Paragraph 53 of [draft] IAS 28 (revised 202x))

Paragraph 28 of IAS 28 requires an investor to recognise gains and losses resulting from transactions
between itself and an associate only to the extent of unrelated investors’ interests in the associate.2
This requirement applies to both ‘downstream’ transactions (such as a sale or contribution of assets
from an investor to an associate) and ‘upstream’ transactions (such as a sale of assets from an

associate to an investor).
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If an investor loses control of a subsidiary in a transaction with an associate, the requirement in IAS 28
to recognise only a portion of the gains or losses is inconsistent with the requirement in IFRS 10 to
recognise in full the gain or loss on losing control of a subsidiary.

The IASB is proposing to require that an investor recognise in full gains and losses resulting from all
‘upstream’ and ‘downstream’ transactions with its associates, including transactions involving the
loss of control of a subsidiary.

Paragraphs BC63-BC84 of the Basis for Conclusions explain the IASB’s rationale for this

proposal.

Do you agree with this proposal?

If you disagree, please explain why you disagree and your suggested alternative.

We do not agree.

The basis for changing accounting treatment without deciding the fundamental idea on whether the
equity method is a one-line consolidation or a measurement method is weak, so the existing
accounting treatment should be continued. There are also concerns that this would provide
investment entities with an opportunity for structuring whereby transactions are conducted to
underestimate or overestimate assets and net profit in posting on consolidated financial statements.
Furthermore, in cases of restructuring which consolidates businesses at an associate, there are
concerns that profits or losses which investors do not intend will be posted from not eliminating
unrealized profit, and doubts remain as to whether such accounting treatment would accurately

express the actual economic conditions.

Question5—Impairment indicators (decline in fair value)

(Paragraph 57 of [draft] IAS 28 (revised 202x))

Paragraphs 41A-41C of IAS 28 describe various events that indicate the net investment in an

associate could be impaired. Paragraph 41C of IAS 28 states that a significant or prolonged decline in

the fair value of an investment in an equity instrument below its cost is objective evidence of

impairment. One of the application questions asked whether an investor should assess a decline in the

fair value of an investment by comparing that fair value to the carrying amount of the net investment

in the associate at the reporting date or to the cost of the investment on initial recognition.

The IASB is proposing:

(a) to replace ‘decline...below cost’ of an investment in paragraph 41C of IAS 28 with ‘decline...to
less than its carrying amount’;

(b) to remove ‘significant or prolonged’ decline in fair value; and

(c) to add requirements to IAS 28 explaining that information about the fair value of the investment
might be observed from the price paid to purchase an additional interest in the associate or

received to sell part of the interest, or from a quoted market price for the investment.

The IASB is also proposing to reorganise the requirements in IAS 28 relating to impairment to make

—HEEA BAESR
Japan Foreign Trade Council, Inc.



them easier to apply, and to align their wording with the requirements in IAS 36 Impairment of Assets.
Paragraphs BC94-BC106 of the Basis for Conclusions explain the IASB’s rationale for these
proposals.

Do you agree with these proposals?

If you disagree, please explain why you disagree and your suggested alternative.

We do not agree.

The expression “significant or prolonged” should be retained.

If the phrase “significant or prolonged” is deleted, regardless of the level of the fair value at the end of
the period, in cases where the fair value drops below the carrying amount even temporarily during the
period, it is unclear whether this should be judged as an impairment indicator. Under the Standard, a
decline in fair value is an impairment indicator, and because this is not objective evidence that there is
a possibility of impairment, formally an immediate impairment test is unnecessary, but because in
practice conducting an impairment test might actually be necessary, there are concerns regarding an

increase in work load.

Especially in cases where the investee is a listed company, it is entirely possible that the stock price
(fair value) might temporarily decline regardless of a decline in the recoverable amount (whether or
not there is impairment) and because in addition to the work load from the implementation of
impairment tests with little importance, in cases where the stock price momentarily declines on the
last day of the reporting period, there is not sufficient time to accurately conduct the impairment test.
Also, in most cases the carrying amount includes a portion corresponding to the premium at the time
of investment, and in cases of investments in listed companies the acquisition price is often higher
than the stock price. Under such conditions, there is an impairment indicator from the time of
acquisition, so even for investments where the entity acquires with a different judgment from the
market, the judgment is not reflected in the impairment indication determination and many cases will
occur where the carrying amount is less than the fair value (stock price), and there are concerns that

the work load will increase because the humber of impairment tests conducted will increase.

Also, Paragraph 12(a) of IAS 36 stipulates that for an impairment indicator to exist there are
observable indications that the asset’s value has declined significantly. Therefore the expression

“significant” should be retained for consistency with IAS 36.

Furthermore, BC103 notes that “application difficulties had arisen in the past about how entities
assessed whether a decline in the fair value of an available—for—sale equity instrument was significant
or prolonged,” and we think that removing the statement “significant or prolonged” would only be

useful for preparers who have no internal company guidelines, etc. On the other hand, entities that
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already have internal guidelines, etc. do not presently have difficulties making judgments, and as the
effect would be limited, the above—mentioned work load and other demerits would be large.
Consequently, even if this proposal is maintained, it should be set as an elective option and not

applied uniformly.

Question6 —Investments in subsidiaries to which the equity method is applied in separate financial

statements

Paragraph 10 of IAS 27 permits a parent entity to use the equity method in IAS 28 to account for
investments in subsidiaries, joint ventures and associates in separate financial statements.

The IASB is proposing to retain paragraph 10 of IAS 27 unchanged, meaning that the proposals in this
Exposure Draft would apply to investments in subsidiaries to which the equity method is applied in the
investor’s separate financial statements.

Paragraphs BC112-BC127 of the Basis for Conclusions explain the IASB’s rationale for this proposal.
Do you agree with this proposal?

If you disagree, please explain why you disagree and your suggested alternative.

We agree.

Question7 —Disclosure requirements

(Paragraphs 20(c), 21(d)-21(e) and 23A—23B of IFRS 12 and paragraph 17A of IAS 27)

The IASB is proposing amendments to IFRS 12 in this Exposure Draft. For investments accounted for
using the equity method, the IASB is proposing to require an investor or a joint venturer to disclose:
(a) gains or losses from other changes in its ownership interest;

(b) gains or losses resulting from ‘downstream’ transactions with its associates or joint ventures;
(c) information about contingent consideration arrangements; and

(d) a reconciliation between the opening and closing carrying amount of its investments.

The IASB is also proposing an amendment to IAS 27 to require a parent—if it uses the equity method
to account for its investments in subsidiaries in separate financial statements—to disclose the gains
or losses resulting from its ‘downstream’ transactions with its subsidiaries.

Paragraphs BC137-BC171 of the Basis for Conclusions explain the IASB’s rationale for these
proposals.

Do you agree with these proposals?

If you disagree, please explain why you disagree and your suggested alternative.

We do not agree with any of these.

Overall, the grounds for the argument that the convenience of users greatly exceeds the cost of
preparers is unclear. Also, given the indications that this Exposure Draft is not a fundamental revision
but rather a response to application questions (IN2, IN3, and BC8), there are doubts regarding the

inclusion of expanded disclosure in the requirements.
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(a) Making only detailed profit and loss from dilution subject to disclosure lacks balance, and there

are concerns regarding an increase in work load along with expanding disclosure.

(b) As stated in Question 4, we are opposed to the accounting treatment itself whereby an investor

recognises the entire amount of gains and losses from transactions with associates.

Even in the case of a change to accounting treatment whereby an investor recognises the entire
amount of gains and losses from transactions with associates, we are opposed because the

benefit from meeting the information needs of users would not justify the cost of preparers.

BC144 states that the proposal “would help users assess earnings quality,” but because
Paragraph 18 of IAS 24 already includes transactions with related parties and their outstanding
balances in the disclosure contents, the ratio of the income of entities applying the equity method
in overall group income can be grasped under the present conditions and the expectations of

users are generally met.

Complying with disclosure would require continuously collecting information to eliminate
unrealized profit and loss, and consequently this would not reduce costs and contradicts the
assertion in BC70 that costs would be reduced. Also, it is inconsistent that the proposal regarding
disclosure requires disclosure of the gain or loss on a transaction with an associate because while
the conclusion is to apply the approach used in IFRS 10 to all transactions with an associate
(BC84), the reason for requiring the elimination of the investor’s share of the gain or loss on a

transaction with an associate is unclear (Exposure Draft BC80).

In addition, while the information noted in transactions with related parties requires disclosure of
the total transaction amount, requiring the disclosure of gains and losses in “downstream”
transactions only violates business confidentiality and is too specific compared with the level

required for other disclosure items.

(c) There are concerns regarding an increase in the work load pertaining to aggregation, etc. At the
very least, additional guidance is necessary requiring disclosure only in cases where there is a

significant impact on financial statements.

(d) The necessary information for users pertaining to the change factors of the carrying amount
(equity profit or loss, dividends received, cash flow from acquisition and sale of equity method

investments, amount of OCI increase or decrease, etc.) is already disclosed under the existing
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requirements, and it is difficult to believe that this would generate benefits to users
commensurate with the preparation costs of preparers. For example, IFRS 12 requires separate
disclosure of carrying amount, profit or loss from ongoing operations, other comprehensive

income, etc. by joint ventures or associates.

Also, BC153 proposes a new disclosure objective “requiring an investor to disclose information
that enables users of financial statements to evaluate the changes in the carrying amount of
investments in associates,” but for entities with many associates, the benefits to users of

disclosing the details of the increases or decreases in the entire amount would be limited.

Question8 —Disclosure requirements for eligible subsidiaries

(Paragraphs 88(c), 91A and 240A of IFRS 19)

IFRS 19 permits eligible subsidiaries to apply IFRS Accounting Standards with reduced disclosure

requirements. It specifies the disclosure requirements an eligible subsidiary applies instead of the

disclosure requirements in other IFRS Accounting Standards.

As part of developing proposed amendments to the disclosure requirements in other IFRS Accounting

Standards, the IASB regularly considers which of those proposed amendments should be included in

IFRS 19, based on the IASB’s principles for reducing disclosure requirements for eligible subsidiaries.

The IASB is proposing amendments to IFRS 19 to require an eligible subsidiary:

(a) to disclose information about contingent consideration arrangements; and

(b) to disclose gains or losses resulting from ‘downstream’ transactions with its associates or joint
ventures.

The IASB is also proposing an amendment to IFRS 19 to require a subsidiary that chooses to apply the

equity method to account for its investments in subsidiaries in separate financial statements to

disclose gains or losses resulting from ‘downstream’ transactions with those subsidiaries.

Paragraphs BC172-BC177 of the Basis for Conclusions explain the IASB’s rationale for these

proposals.

Do you agree with these proposals?

If you disagree, please explain why you disagree and your suggested alternative, taking into

consideration the principles for reducing disclosure requirements for eligible subsidiaries applying IFRS

19 (see paragraph BC175 of the Basis for Conclusions).

We do not agree for the same reasons as Question 7.

Question9 — Transition

(Paragraphs C3—C10 of [draft] IAS 28 (revised 202x))

The IASB is proposing to require an entity:

(a) to apply retrospectively the requirement to recognise the full gain or loss on all transactions with
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associates or joint ventures;

(b) to apply the requirements on contingent consideration by recognising and measuring contingent
consideration at fair value at the transition date— generally the beginning of the annual reporting
period immediately preceding the date of initial application—and adjusting the carrying amount of
its investments in associates or joint ventures accordingly; and

(c) to apply prospectively all the other requirements from the transition date.

The IASB is also proposing relief from restating any additional prior periods presented.

Paragraphs BC178-BC216 of the Basis for Conclusions explain the IASB’s rationale for these

proposals.

Do you agree with these proposals?

If you disagree, please explain why you disagree and your suggested alternative.

We do not agree.
Regarding (a), as stated in Question 4, we are opposed to the accounting treatment itself whereby an

investor recognises the entire amount of gains and losses from transactions with associates.

Even if the accounting treatment is changed for the investor to recognise the entire gains and losses
arising from transactions with associates, this change should only be applied to transactions that

occur after the application date.

The impact of the elimination and reversal of unrealized profits and losses on financial statements is
considered as a matter of course in the entity’s business activity of transactions with companies that
apply the equity method. However, in cases where there are reversals using a surplus accompanying
application, income that had been deferred up until then is not realized, and this could impact the
entity’s profitability indices (ROE, etc.). Consequently, regarding unrealized profits and losses that
exist as of the transition date, the accounting treatment prior to the transition date should be
continued and the timing for the treatment of the reversal should be conducted when the reversal

event occurs.

Question10—Expected effects of the proposals

Paragraphs BC217-BC229 of the Basis for Conclusions explain the IASB’s analysis of the expected
effects of implementing its proposals. Do you agree with this analysis? If not, which aspects of the

analysis do you disagree with and why?

We do not agree.
(b) Regarding the projected impact on information reported in financial statements, as stated in
Question 5, we are opposed to the point that the “removal of impairment (significant or prolonged)”

has no impact on practice.
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Also, regarding the projected cost if proposal (d) is implemented and applied, we are opposed to the
point under BC229 “entities may incur some other costs to implement and apply the other proposed
new disclosure requirements.” As stated in Question 7, we think that the cost borne by entities with

the disclosure requirements would be large.

Question11—O0ther comments

Do you have any comments on the other proposals in this Exposure Draft, including Appendix D to the
Exposure Draft or the Illustrative Examples accompanying the Exposure Draft?
Do you have any comments or suggestions on the way the IASB is proposing to re—order the

requirements in IAS 28, as set out in [draft] IAS 28 (revised 202x)?

N/A
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