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The LIAJ’s Comments on the IASB Discussion Paper
“Preliminary Views on Financial Statement Presentation”

We, The Life Insurance Association of Japan (LIAJ), would like to extend our sincerest
gratitude to the International Accounting Standards Board (IASB) and the US Financial
Accounting Standards Board (FASB) for providing us with an opportunity to submit our
comments on the discussion paper entitted Preliminary Views on Financial Satement
Presentation.

The LIAJ is a trade association comprised of all (46) life insurance companies operating in
Japan. Its purpose is to promote sound development of the life insurance industry in Japan and
maintain its reliability.

General opinions

In general, we agree to the proposals presented in the discussion paper. As described bel ow,
however, we are concerned about the possible cost increases that some of the proposals in the
discussion paper will impose on preparers. We believe it isimportant to treat the presentation of
profit or loss and other comprehensive income (OCI) consistently with other relevant IASB
projects, and we would like to ask that due consideration be given to our comments.

Concern about increasing costs for preparers and possible impact on practice

Although it is likely that the financial statement format proposed in the discussion paper will
provide investors with decision-useful information, we believe that it contains certain e ements
that need careful consideration in terms of costs and benefits, such as “presenting cash flow
statement by a direct method” and “disaggregating information by function/nature.” With
particular regard to the proposals on “presenting cash flow statement by a direct method” and
“reconciling from the statement of direct method cash flows to comprehensive income,” we
believe that the use of an indirect method cash flow statement should be alowed in terms of
costs and benefits as a direct method would impose excessive Costs on preparers.

Presentation of profit or loss and OCI

We agree with the proposal in the discussion paper for retaining the presentation of profit or
loss and recycling. On the other hand, however, the discussion paper states that the boards
decided not to consider whether to change existing requirements that describe which items
must be presented in OCI outside of profit or loss in the financial statement presentation
project. Instead, relative IASB projects, including post-employment benefits, will address
these issues. In such cases as when the boards |eaves such considerations to individual projects,
the presentation of profit or loss may be neglected on the grounds that such a conceptua
principle does not exist’; this may result in a lack of consistency among the projects. We
therefore propose that the common nature of items to be presented as OCI should be
considered across all projects.

As the nature of insurance business is to underwrite risks over a long period by diversifying
such risks into various insurance portfolios, the financial statements of insurers, properly

! With regard to post-employment benefits costs, the IASB Board’s preliminary decision at the 23 January meeting was that all
amounts should be presented as profit or loss, not as OCI because ‘there is no conceptual basis for identifying which items
should be presented outside of profit or loss.” We believe that this decision is incons stent with the conclusion under this project
toremain profit or loss, given that users emphasizeit.
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reflecting the results of the insurance business (e.g. by recognising profit when an insurer is
released from risks and by not recognising future profits at inception), should be prepared.
Thus, presenting appropriate profit or loss as well as comprehensive income in the financial
statement will provide useful accounting information for users. In order to present profit or
loss appropriately, we believe it necessary to allow for OCI presentation not only on the asset
side, but also on the liability side.

2 Response to the questions under the preliminary views
We have addressed only those questions that warrant our specific comments.

Question 1

Would the objectives of financial statement presentation proposed in paragraphs 2.5-2.13
improve the useful ness of the information provided in an entity’s financial statements and help users
make better decisions in their capacity as capital providers? Why or why not? Should the boards
consider any other objectives of financial statement presentation in addition to or instead of the
objectives proposed in this discussion paper? If so, please describe and explain.

<Comment>

6. We agree to the proposed objectives on financial statement presentation. However, with regard
to the third objective, i.e. “helps users to assess an entity’s ability to meet its financial
commitments as they become due and to invest in business opportunities,” it should be noted
that information on the fulfilment of an entity’s financial commitments will not be presented
accurately if the entity’s own credit characteristics, which are now under discussion, were
reflected in the fair value measurement of financial liabilities. Thus, we are concerned that this
objective may not be achieved.

Question 3

Should equity be presented as a section separate from the financing section or should it be included
as a category in the financing section (see paragraphs 2.19(b), 2.36 and 2.52-2.55)? Why or why
not?

<Comment>

7.  We agree to the proposal made in the discussion paper. We believe that earned surplus, which
represents retained earnings and OCI in the statement of financial position, should be separated
from external financing. Therefore, equity should be presented as a separate section from
financing.

Question 9
Are the business section and the operating and investing categories within that section defined
appropriately (see paragraphs 2.31-2.33 and 2.63-2.67)? Why or why not?

<Comment>

8. The classification of assets and liabilities under paragraph 2.64 — what management views as
the core operations of an entity (“operating category”) and its non-core activities (“investing
category”) — does not seem to provide an adequate definition. An alternative would be to
provide guidance on assets and liabilities to be classified in the “investing category,” while
leaving all othersin the “operating category.”

As noted in paragraph 2.66, many entities will have few investment assets or liabilities, and

The Life Insurance Association of Japan (LIAJ) 2
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some may have none at al. This is particularly applicable to entities involved in a single
business operation, such as life insurers. We believe that presentation in a single category
should be allowed for such entities.

Question 11
Paragraph 3.2 proposes that an entity should present a classified statement of financial position
(short-term and long-term subcategories for assets and liabilities) except when a presentation of
assets and liabilities in order of liquidity providesinformation that is more relevant.
(a) What types of entities would you expect not to present a classified statement of financial
position? Why?

<Comment>

9. With regard to technical provision, which accounts for most of a life insurer’s liabilities, the
classifying of liabilities into short-term and long-term in each section on the face of financial
statements, rather than in disclosed information, would be of little use in terms of costs and
benefits. Instead, we believe that technical provison may be presented wholly rather than
dividing it into short-term and long-term categories. Also, we find little usefulness in
classifying assets as short-term and long-term items as far as life insurers are concerned.
Securities, which account for a substantial part of the total assets held by life insurers, include
assets with a specified maturity, such as bonds and debentures, as well as assets with no
specified maturity, such as common shares. We believe that such assets do not fit into the
short-term or long-term categorization and should therefore be presented wholly.

Question 14

Should an entity present comprehensive income and its components in a single statement of
compr ehensive income as proposed (see paragraphs 3.24-3.33)? Why or why not? If not, how
should they be presented?

<Comment>

10. In light of the materiality of profit or loss, we believe that disclosure in a two statement
approach — allowing for a clear distinction between profit or loss and comprehensive income
for the period — should be accepted. With regards to profit or loss as stated in the discussion
paper (paragraph 3.35), the boards acknowledge the usefulness of profit or loss in its present
form, premised on the presentation of OCI after recycling, as a technique used for valuating
available-for-sale securities. Although the preliminary views acknowledge the existence of
profit or loss with such a specific nature, the boards do not consider which items should be
included in profit or loss or OCI, thus raising concern about possible inconsistency among the
projects. We therefore propose that the common nature of items to be presented as OCI should
be considered across all projects.

Question 16

Paragraphs 3.42-3.48 propose that an entity should further disaggregate within each section and
category in the statement of comprehensive income its revenues, expenses, gains and losses by their
function, by their nature, or both if doing so will enhance the usefulness of the information in
predicting the entity’s future cash flows. Would this level of disaggregation provide information that
is decision-useful to usersin their capacity as capital providers? Why or why not?

<Comment>
11. Although we do not deny the possibility of enhancing the usefulness of the information for

users through disaggregation by function/nature, we do believe it necessary to consider
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carefully whether such efforts will impose excessive costs.

Question 18
Paragraph 3.63 proposes that an entity should present foreign currency transaction gains and
losses, including the components of any net gain or loss arising on remeasurement into its functional
currency, in the same section and category as the assets and liabilities that gave rise to the gains or
losses.
(@) Would this provide decision-useful information to users in their capacity as capital
providers? Please explain why or why not and discuss any alternative methods of presenting
this information.

<Comment>

12. Presenting foreign currency transaction gains and losses in the same category as the related
assets and liabilities would provide useful information to users of financial statements. For
entities involved in financial services, however, this may impose significant costs as they
conduct daily foreign currency transactions in large numbers and amounts. We therefore
disagree with the requirement for presenting such gains and losses in the same section and
category as the assets and liabilities that gave rise to such gains or losses. In accordance with
paragraph 2.35, we believe that foreign currency transaction gains and losses should be
presented as operating activities on the grounds that the asset or liability section that gave rise
to gains or losses cannot be clearly identified.

Question 20

What costs should the boards consider related to using a direct method to present operating cash
flows (see paragraphs 3.81-3.83)? Please distinguish between one-off or one-time implementation
costs and ongoing application costs. How might those costs be reduced without reducing the benefits
of presenting operating cash recel pts and payments?

<Comment>

13. Asnoted in paragraph 3.78 (a), we acknowledge that a direct method has the merit of helping
“to relate information about operating assets and liabilities and operating income and expenses
to operating cash receipts and payments.” However, building a system that clearly identifies
cash receipts and payments in gross terms by linking them with related assets and liabilities
would incur significant costs.

For a financial service entity that is frequently involved in large cash transactions on a daily
basis with numerous customers/employees/business partners, more detailed information than
that which is provided by the current system will be required, along with relevant
administrative measures, including the establishment of an internal control system that ensures
accurate data aggregation from individual transactions. Such a requirement, which would also
entail the establishment of similar systems and administrative measures in subsidiaries, as well
as the netting of cash flows in consolidate basis, would place an unacceptable burden on
financial service entities. We therefore believe that the use of an indirect method should be
allowed in terms of costs and benefits.

Question 21

On the basis of the discussion in paragraphs 3.88-3.95, should the effects of basket transactions be
allocated to the related sections and categories in the statement of comprehensive income and the
statement of cash flows to achieve cohesiveness? If not, in which section or category should those

The Life Insurance Association of Japan (LIAJ) 4
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effects be presented?

<Comment>
14. We believe that a simplification should be introduced, such as Alternative A under paragraph
3.94 (presentation in the operating category).

Question 22

Should an entity that presents assets and liabilities in order of liquidity in its statement of financial
position disclose information about the maturities of its short-term contractual assets and
liabilities in the notes to financial statements as proposed in paragraph 4.7? Should all entities
present this information? Why or why not?

<Comment>

15. As answered to Question 11, information about the maturities of short-term/long-term assets
and liabilities of a life insurer would not be useful to users of financial statements. We therefore
believe that there is no need to disclose information about the maturities of short-term
contractual assets and liabilities in the notes to financial statements, even if assets and liabilities
are presented in order of liquidity in the statement of financial position.

It should be noted that paragraph 39 (a) of IFRS 7 requires an entity to disclose a maturity
analysis of its financial liabilities that shows that the remaining contractual maturities do not
apply to insurance contracts under paragraph 39 (d) (i) of IFRS 4. We believe that this
exemption should remain.

Question 23
Paragraph 4.19 proposes that an entity should present a schedule in the notes to financial statements
that reconciles cash flows to comprehensive income and disaggregates comprehensive income into
four components: (&) cash received or paid other than in transactions with owners, (b) accruals other
than remeasurements, (C) remeasurements that are recurring fair value changes or valuation
adjustments, and (d) remeasurements that are not recurring fair value changes or valuation
adjustments.
(a) Would the proposed reconciliation schedule increase users’ understanding of the amount,
timing and uncertainty of an entity’s future cash flows? Why or why not? Please include a
discussion of the costs and benefits of providing the reconciliation schedule.

<Comment>

16. As noted above, we believe that the use of an indirect method in cash flow statement should be
allowed. Although information provided in the indirect method in the cash flow statement will
include fewer items, we believe that it represents adequate alternative information to that which
is to be provided in the proposed reconciliation schedule. In order to make the proposed
reconciliation schedule, preparers will need a system that would enable them to obtain detailed
data (to be used as components for the reconciliation schedule) as well as relevant
administrative measures. Since the associated increase in costs is expected to outweigh any
benefits for users, the introduction of the reconciliation schedule should be subject to due
consi deration.

Question 24

Should the boards address further disaggregation of changes in fair value in a future project (see
paragraphs 4.42 and 4.43)? Why or why not?

The Life Insurance Association of Japan (LIAJ) 5
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<Comment>

17. As fair value changes for a variety of reasons, any further disaggregation of such changes
would require mobilisation of substantial resources. On the other hand, the usefulness of such
disaggregation would not be significant in terms of costs and benefits. Furthermore, the
treatment of changes in fair value and their disclosure is apparently beyond the scope of a
project on financial statement presentation. Thus, we believe that the boards should not
address the disaggregation of changes in fair value in this project, leaving this issue to
discussions under individual projects.

Question 25

Should the boards consider other alter native reconciliation for mats for disaggregating information
in the financial statements, such as the statement of financial position reconciliation and the
statement of comprehensive income matrix described in Appendix B, paragraphs B10-B22? For
example, should entities that primarily manage assets and liabilities rather than cash flows (for
example, entities in the financial services industries) be required to use the statement of financial
position reconciliation format rather than the proposed format that reconciles cash flows to
comprehensive income? Why or why not?

<Comment>

18. Asanswered to Question 23, we believe that the introduction of any alternative reconciliation
schedule should be subject to due consideration in terms of costs and benefits.
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