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A) Optimum Path for Global Convergence
[1] Last November, the US SEC proposed a ‘road map” for possible adoption of IFRS. We
can't figure out how likely it is to happen, but we are just wondering if it is desirable for the
EU. We think you have already attained your goal when the U.S. decided to accept the IFRS-
based financial reporting without any reconciliation to the US GAAP. The U.S. will never give

up their own standards to adopt IFRS unless and until they bring it substantially under their
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control. Doesn’t it mean that the US GAAP comes to the IFRS? Isn't it your defeat as long as
you have developed IFRS as your own standards (or at least non-US standards) that are to be

accepted by the US. ? What do you think you are able to do from now to be independent of
the US. ?

[2]) Convergence can be interpreted in two ways; ie. adoption and convergence in the
narrow sense. The former is to share common standards and the latter is to reduce the
differences among national standards as much as possible. Of course, member nations of a
unified market have no other choice to adopt the IFRS, and most of other nations may want
to free-ride the IFRS as a less expensive way. However, for those countries having highly
developed capital markets and market infrastructure including accounting standards like the
US. and Japan, it may be too risky to replace their own standards with IFRS at a stroke.
Many of big names in accounting academics argue that the best way is to give an optional
choice among two or more standards by mutual recognition (ie. convergence in the narrow
sense) and to leave further convergence to the market processes in an incentive compatible

manner. Do you agree or disagree with this market approach?

[3] In the financial crisis of this time, European financial community led the IASB to admit
the reclassification of financial assets. For the IASB, however, it was just a turning back to
the intent-based accounting which had been a constant target of their attack. What enabled
this unacceptable change was the simple fact that the US standards were different. Ironically
enough, the IASB was able to stay alive by the fact that the entire world does not share a
common set of standards advocated by them. A single set of accounting standards having a
monopoly in the world capital markets is questionable in terms not only of innovation to meet
the needs of capital markets but also of a measure to cope with the financial crisis. Don't we
need a compatible (ie. not too different to be a noise of investment decision) set of standards

that will be in business in the global markets?

B) Retrospect and Prospect of Convergence
[1)] We wish to know how far the comparability of financial reports in the EU markets have
been improved as a result of uniform application of the IFRS. Despite of globalization, even
member countries of EU are still local in terms of how they run their markets as well as their
market infrastructure. Financial reporting practices, therefore, may still be divergent among
them. Major advantage of convergence is the reduction in the cost of capital as a result of

increased comparability. What are to be addressed is how far the accounting practices have
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been substantially unified by the mandatory adoption of the common standards (IFRS) and

whether this advantage of comparability exceeds the cost of accounting standards unification.

[2] The joint projects between IASB and FASB are accused of resulting in divergence
rather than convergence by inventing new accounting rules like financial statement
presentation and revenue recognition. EC does not seem to have enough control over them.
Further, the US SEC, by their decision of November 2007, accepted only the TASB version
of IFRS. That, we are afraid, may weaken the independence of EC still more. Is that a right

observation?

[3] In France, consolidated financial statements of public companies are required to be
based on the IFRS while the individual reports of parent company are prepared based on your
national standards. Those two sets of standards, however, are supposed to be consistent with
each other. Under our Corporate Law, for example, you have to credit the net loss from equity
investments against the earned surplus of parent company to get the maximum amount of
dividend to be paid to their stockholders. To put it another way, dividend is restricted within
the lower of the individual profit and the consolidated profit. Those two figures are ought to be

comparable at least as a matter of theory. Do you think those two are two different things?

C) Comments on the Convergence Project
[1] Highlighting the asset-liability view, the IASB puts too much priority on the balance
sheet over the income figure. But a figure of total assets or net asset is not directly related
to the value of the firm unless the internally generated goodwill is recognized on the balance
sheet. The value relevance studies focus primarily on earnings figure and little of those studies

try to explain the changes in stock prices only by the balance sheet variables. Do you agree?

[2] Assetliability view requires the changes in assets or liabilities as a necessary condition
of income recognition. Those are not sufficient condition but nothing but a necessary condition,
Le., income is not determined solely by the changes in net asset. That is why the concept of
net income has been elaborated to add some information value to comprehensive income. But
incredible as it may seem, the necessary condition has been replaced with sufficient condition
to replace net income with comprehensive income. As long as the balance sheet figures have
no direct relation with the value of the firm, we wonder why the comprehensive income,
calculated automatically from the beginning and ending balance sheets, is able to be useful for

investment decisions. Could you give us your respouse?
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[ 3] Byproduct of the asset-liability view obsessed with over-emphasized balance sheet view
has been comprehensive (one-size-fits-all) fair value accounting. But the emergent measures
in the financial crisis of this time have invited the collapse of comprehensive fair value
accounting. The rule to be replaced under the state of emergency is a wrong rule even under
regular circumstances. Instead of making noisy claim for unconditional fair value accounting,
TASB should have investigated its proper application first. Don’t you think we are now paying
the price for their misconception? (To avoid your misunderstanding, I have to say we are

strong advocates of fair value accounting as long as it is applied within a proper scope.)

[4] We believe that the role of financial reporting is to measure how much the expected
result of investment has become a reality, and to feedback the ex post result to the ex ante
expectation of future results after then. From this point of view, we think we have to measure
the actual changes in fair values for the investment counting on the changes in market
prices, while to measure the actual cash flows for the investment counting on the operating
cash flows. To put it another way, we should recognize income as a measure of the firm'’s
performance when the result is released from the risks of investment. By risks, we mean the

uncertainty of the result. We would welcome your comments.





