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Comments in Response to Solicitation of Additional Views on
IASB “International Accounting Standards Exposure Draft
(Fair Value Measurement)”

The following are the comments of the Accounting & Tax Committee of the
Japan Foreign Trade Council, Inc. made in response to the solicitation of
additional views on the International Accounting Standards Board
Exposure Draft on “Fair Value Measurement.” The Japan Foreign Trade
Council, Inc. is a trade-industry association with trading companies and
trading organizations as its core members, while the principal function of
its Accounting & Tax Committee is to respond to developments in domestic
and international accounting standards.

Although the latest solicitation of views appears to be primarily focused on
companies operating in emerging economies, the standards in question can
be expected to have a major impact on Japanese companies. Therefore, we
are taking this opportunity to present the following comments and
requests.

1. Cases in Which Fair Value Measurement is Difficult

IFRS 9 requires all equity instruments to be subject to fair value
measurement. However, in the case of non-marketable equity instruments,
this poses the following practical difficulties and problems.

* In the case of non-marketable equity instruments, the normal approach
Is to measure fair value using one of a number of available valuation
techniques. Because different companies may select different valuation
techniques, it is inevitable that the identical asset may have a different
fair value from one company to another. Furthermore, as there is
considerable room for arbitrariness in the choice of variables and inputs
in measurement, the outcome depends heavily on the characteristics of
the choices made. For Japanese general trading companies and other
corporations which hold several hundred issues of non-marketable
equity instruments, the process of individually choosing valuation
techniques and measuring these equity instruments will entail an
excessive administrative burden.



When using the multiple method, it is very difficult to identify, and
justify determinations of, comparable companies. Moreover, after a
determination has been made, it is necessary to track the changes in
the financial and other data of the target companies every time a
measurement is made. There are many practical obstacles in this
approach, and the validity of the approach remains questionable.

In many cases, the detailed financial information and earnings
projections needed for undertaking DCF or multiple method
assessments are impossible to obtain when a company holds only a
small shareholding in, and thus has limited influence over, the investee.

When the DCF method or multiple method cannot be used, the
financial statements of the investee become the only available source of
information. As a result, in many cases, there will be little choice but to
use the company’s interest in the net assets of the investee as fair value.
However, the interest in net assets often fails to represent fair value.
This is prone to happen when the investee is in the early post-
acquisition stage, or when the investee is undergoing development and
shows no revenue. In such instances, the interest in the net assets will
temporarily decline even if the investee is growing at the rate that was
originally projected when the investment decision was made. (In such
cases, acquisition cost can be considered to be the best available
estimate of fair value.)

DCF measurement is required under current impairment accounting
standards. Under impairment accounting, the book value of the
investment serves as a limit on the amount of impairment. On the other
hand, under fair value measurement, there is no upper limit on the
increase in value. We are extremely concerned that this can have a far
greater impact on financial statements than in the case of decreasing
value. For instance, when investing in natural resources, preparers of
financial statements need to estimate key values needed in
measurement, such as the future price of the natural resource and the
probable reserves. Normally, the estimation of these values is difficult
even with the participation of experts. As a result, the value of identical
investments can vary widely according to the preparer and the entity
making the measurements.

<Requests>

As outlined in the above cases, fair value measurement of non-
marketable equity instruments poses significant difficulties. In light of
these problems, we believe that the guidelines set forth in the fair value
measurement exposure draft (and IFRS 9) by itself will not suffice in
providing reliable and comparable information for users of financial
statements. In particular, we believe that differences in measurement



methods employed and differences in outcome will have a very significant
impact on companies which holds a vast number of equity instruments
with large total values.

Far better results can be obtained by defining fair value as the company's
interest in the net asset value of an investee, or by using acquisition cost
as fair value. Both of these approaches would help avoid arbitrariness in
measurement and would also provide information that users of financial
statements would find reliable to a certain degree.

IFRS 9 recognizes that fair value measurement may be difficult in
certain instances and goes on to provide guidance for cases in which
acquisition cost may be an appropriate available estimate of fair value.
However, the provisions for this approach are extremely restrictive and
opportunities for actual application of this approach are very limited.
Therefore, we believe it is desirable to establish guidance that would
widen the scope of opportunities for using acquisition cost as fair value.

2. Other Issues

Even before considering the question of measurement methodology, we
believe that the issue of whether fair value measurement actually meets
the objectives of investors must be discussed. In particular, further
discussion is needed on whether fair values that may not be accurately
measured can provide investors with useful information.

Fair value is defined as “the price that would be received to sell an asset or
paid to transfer a liability in an orderly transaction between market
participants at the measurement date.” Based on this definition, it is clear
that the basic requirements of the definition cannot be met under certain
circumstances, such as when the number of market participants is zero or
nearly zero, or when orderly transactions are totally or nearly totally
nonexistent. It can be generally said that active markets do not exist for
non-liquid assets other than land and for CDOs. The fair values of such
assets as determined through various valuation techniques are definitely
at variance with prices in transactions that have actually taken place or
transactions that can be expected to take place. Based on the principle that
there should be only one exit price, we believe that fair value measured
according to various valuation techniques cannot be said to constitute an
exit price.

At this time, IASB is soliciting additional comments on fair value
measurement methodologies. However, the discussion should not be
limited to measurement methodologies. Rather, we believe that it is
necessary to deepen our discussion of whether this information on fair
value is truly fair, wither it meets the objectives of investors, and whether
it is useful to investors.
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