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Document No.127
March 11, 2025
To the International Accounting Standards Board
Accounting & Tax Committee

Japan Foreignh Trade Council, Inc.

Comments on the Exposure Draft

“Provisions— Targeted Improvements, Proposed amendments to IAS 37 ”

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 “Provisions
—Targeted Improvements, Proposed amendments to IAS 37”. 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 —Present obligation recognition criterion

The IASB proposes:

. to update the definition of a liability in IAS 37 Provisions, Contingent Liabilities and Contingent
Assets to align it with the definition in the Conceptual Framework for Financial Reporting
(paragraph 10);

. to align the wording of the recognition criterion that applies that definition (the present
obligation recognition criterion) with the updated definition of a liability (paragraph 14(a));

. to amend the requirements for applying that criterion (paragraphs 14A—16 and 72—81); and

. to make minor amendments to other paragraphs in IAS 37 that include words or phrases from

the updated definition of a liability (Appendix A).

The proposals include withdrawing IFRIC 6 Liabilities arising from Participating in a Specific Market—
Waste Electrical and Electronic Equipment and IFRIC 21 Levies (paragraph 108).

Paragraphs BC3-BC54 and BC86 of the Basis for Conclusions and Appendix A to the Basis for

Conclusions explain the IASB’s reasoning for these proposals.

Do you agree with these proposals? Why or why not? If you disagree, which aspects do you disagree

with and what would you suggest instead?

We agree.

Meanwhile, we request enhancement of the guidance instructions regarding the method of calculating
“a reliable estimate” with respect to the point that a provision is to be accrued earlier following the

judgement of a past event.

Reason: When it exceeds a certain threshold, a provision is accrued on a cumulative basis, but the
future estimate largely depends on the entity’s discretion, the preparation of objective and reliable
third—party vouchers sufficient for accrual is difficult, and it is also possible that the provision will be
withdrawn depending on the conditions of meeting the threshold, so the significance of accruing a

provision from estimates during the period is considered to be limited.

Question2 —Measurement—Expenditure required to settle an obligation

The IASB proposes to specify the costs an entity includes in estimating the future expenditure

required to settle an obligation (paragraph 40A).
Paragraphs BC63-BC66 of the Basis for Conclusions explain the IASB’s reasoning for this proposal.

Do you agree with this proposal? Why or why not? If you disagree, what would you suggest instead?

We agree.
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Question3 —Discount rates

The IASB proposes to specify that an entity discounts the future expenditure required to settle an
obligation at a rate (or rates) that reflect(s) the time value of money—represented by a risk—free

rate—with no adjustment for non—performance risk (paragraphs 47-47A).

The IASB also proposes to require an entity to disclose the discount rate (or rates) it has used and

the approach it has used to determine that rate (or those rates) (paragraph 85(d)).

Paragraphs BC67-BC85 of the Basis for Conclusions and Appendix B to the Basis for Conclusions

explain the IASB’s reasoning for these proposals.
Do you agree with:

(a) the proposed discount rate requirements; and
(b) the proposed disclosure requirements?

Why or why not? If you disagree, what would you suggest instead?

(a) We agree.

(b) We do not agree.

Reason 1: The IASB proposes that the discount should be at a risk—free rate as a rate that reflects
the time value of money. The IASB also proposes to require disclosure of the discount rate the entity
has used and the approach it has used to determine that rate, but because the use of a risk—free rate
eliminates arbitrariness compared with the present standard, the new disclosure requirements lack

significance.

Reason 2: As the measurement of provisions is highly individual, we think that the benefits to the users

from disclosing discount rates for all provisions will not outweigh the disclosure costs.

Reason 3: BC84 states that not requiring the disclosure of discount rates is unusual, but, for example,
IFRS16 does not require the disclosure of discount rates, and not including discount rates in the

disclosure requirements cannot be said to be unusual.

Question4 — Transition requirements and effective date

4(a) Transition requirements
The IASB proposes transition requirements for the proposed amendments (paragraphs 94B—94E).

Paragraphs BC87-BC100 of the Basis for Conclusions explain the IASB’s reasoning for these

proposals.
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Do you agree with these proposals? Why or why not? If you disagree, which aspects do you disagree

with and what would you suggest instead?
4(b) Effective date

If the IASB decides to amend IAS 37, it will decide on an effective date for the amendments that

gives those applying IAS 37 sufficient time to prepare for the new requirements.

Do you wish to highlight any factors the IASB should consider in assessing the time needed to

prepare for the amendments proposed in this exposure draft?

4(a) We do not agree.

Reason: The IASB proposes, as exceptions to retrospective application (Paragraph 94B, Paragraph
94C), cases where an entity changes its accounting policy for the costs it includes in the measurement
of a provision (Paragraph 94D) and cases where an entity changes its accounting policy for determining
discount rates (Paragraph 94E), but because the approaches differ, it is difficult to say that the impact
on practice is simplified. As an alternative, we propose uniform application of the approach in Paragraph

94D.

4(b) None in particular.

Questiond—Disclosure requirements for subsidiaries without public accountability

The IASB proposes to add to IFRS 19 Subsidiaries without Public Accountability: Disclosures a
requirement to disclose the discount rate (or rates) used in measuring a provision, but not to add a

requirement to disclose the approach used to determine that rate (or those rates) (Appendix B).
Paragraphs BC101-BC105 of the Basis for Conclusions explain the IASB’s reasoning for
this proposal.

Do you agree with this proposal? Why or why not? If you disagree, which proposal do you disagree

with and what would you suggest instead?

We do not agree.

Reason: The same as Question 3(b).

Question6 — Guidance on implementing IAS 37

The IASB proposes amendments to the Guidance on implementing IAS 37 Provisions, Contingent

Liabilities and Contingent Assets. It proposes:
(a) to expand the decision tree in Section B;

(b) to update the analysis in the illustrative examples in Section C; and

—RHEEA BABSR
Japan Foreign Trade Council, Inc.



(c) to add illustrative examples to Section C.
Paragraphs BC55-BC62 of the Basis for Conclusions explain the IASB’s reasoning for these
proposals.

Do you think the proposed decision tree and examples are helpful in illustrating the application of

the requirements? If not, why not?

Do you have any other comments on the proposed decision tree or illustrative examples?

Regarding Example 13A and Example 13B replacing IFRIC 21, we think adding a decision tree regarding

the timing of provision recognition (differences between new and old) and other enhancements would

make this more useful.

Also, regarding Example 13C—A property tax, similar to Example 13A and Example 13B, this can be
grasped also as the result of the two actions (1) asset acquisition, and (2) holding the asset on the
taxation date. Despite that, if this is grasped as that the tax obligation is the result of the single action

of holding the asset on the taxation date, the background to that should be made clearer.

Question7—Other comments

Do you have comments on any other aspects of the proposals in the Exposure Draft?

We think it also needs to be specified whether discounting of the time value should be considered

when assessing the recognition of provisions regarding onerous contracts.
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