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31 January, 2011

The Trustees of IFRS Foundation
30 Cannon Street

London EC4AM 6XH

United Kingdom

Dear Trustees
Re: IFRS Interpretation Committee Review

The Accounting Standards Board of Japan (ASBJ) appreciates the opportunity to
respond to the questions regarding the IFRS Interpretation Committee (the Committee),
which were asked by the Due-Process Oversight Committee of the Trustees.

As well known aready, there have been heightened interest in the IFRSs and its
interpretation in Japan, since Business Accounting Council, the advisory body to the
Commissioner of the Financial Services Agency (FSA), published the opinion report
that recommend the voluntary application of IFRSs and decision of its mandatory
application around 2012. Since publication, FSA has taken steps to permit the
voluntary use of IFRSs, and a number of companies have been busy with transitional
exercise aiming to apply IFRS in the near future. During the process, myriad of
practical issues which may need the interpretive guidance have surfaced.

Our response in the attachment reflects the abovementioned background. While we
appreciate the Trustees' consideration regarding every aspect of our response, the gist of
our responseis as follows:

Sructure of the Committee and its meetings

We appreciate that the Committee members work with a professional expertise and
dignity, and al meetings are held in a productive manner. Under the current
presumption where the Committee consists of volunteer members who try to address all
issues stated in the objectives, we think that the operating procedures (e.g., frequency,
length) are the reasonable consequence; however, we believe it not optimal in
responding to global demand from practice.

Accordingly, we suggest the Trustees and the Committee consider following options.

Option 1: Changing part-time membership into those consists of full-time members
Without preempting the financing constraint, it may be possible to change the current
volunteer membership into the full-time membership so that the Committee members




are able to discuss more issues extensively by sparing more time for each topic and
increasing the number of meetings per year. This, we believe, will also enable the
Committee members to study the issues more in-depth by undertaking outreaching
activities around the globe.

Option 2: Utilizing regional activities

We think that interpretation should be based on an in-depth understanding of the
underlying transactions, and relevant information is more easily accessible if one resides
in the region where transaction actually takes place. Our experience through the
corroborative work at the Asian-Oceanian Standard Setters Group (AOSSG) suggests
that more work can be done at regiona basis, ranging from preliminary examination
among the peers before the submission to the Committee to some type of regiona
interpretation. In so doing, we expect that the satellite office that the Trustees have
been deliberating will be the key to its proper functioning.

Likewise, we encourage the Committee to consider utilizing the office to convene its
meetings, which will enables effective communication with stakeholders in different
regions.

Option 3: Transforming the Committee into separate Task Forces

Whilst we agree that the Committee members possess strong expertise in accounting
and profound practical experience, considering the dynamics of the business
transactions and complication of accounting standards in the recent years, it is amost
impossible to expect someone to possess expertise in all subject matters and accounting
techniques. Rather, focusing on specific areas are the ones that one can expect in
reality. Therefore, we think it may be appropriate to transform the Committee into
separate task forces which address respective areas including Financial Instruments and
Insurance.

In doing so, we think it advisable to consider that the IASB member(s) chair the
respective task force(s) according to respective expertise, so that the IFRS Foundation
as a whole can make the best use of the extant resource both in terms of effectiveness
and efficiency. In addition, it will reinforce the linkage between the IASB and the
Committee, which will facilitate the practical consideration by the IASB in its standards
setting process.

In our view, the current observer status granted to four IASB members is ambiguous in
terms of their responsibility, considering that an oral update by a staff in effect plays a
role to ensure the linkage between the Committee and the IASB. We think an
appointment of the IASB member(s) to chair the task force(s) will clarify their
responsibility, and it may work as a plan-b as well, if full-time membership that we
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suggested in the option-1 is not feasible due to the financial constraint of the Foundation.
This mechanism, we believe, will aso be relevant to the regional activities that we
suggested in the option-2.

Agendacriteria

We perceive that the agenda criteria as currently described in the IFRIC Due Process
Handbook are too-narrowly defined or understood, so that too many issues have been
rejected by the Committee.

In particular, we have observed that the Committee often regjects the issue raised, with
the ground that “ (a) The issue is widespread and has practical relevance” is not met.
We wonder if the word “ widespread” has been too narrowly interpreted than originally
intended. In our view, the original intention is to more on the sense that the Committee
will not determine an accounting treatment of particular entities that is the responsibility
of the entity and its auditor, which we strongly agree. In this vein, even where the
issue arises only from a particular jurisdiction, it should be regarded as “ widespread” ,
when it is accounted for very differently among entities in the jurisdiction. Therefore,
so as to avoid possible misunderstandings, we suggest clarifying the word "widespread"
or replacing (a) by the words “ The issue is not peculiar to a particular entity and has
practical relevancein jurisdiction(s)” .

In addition, the criteria “ (e) It is probable that the Committee will be able to reach a
consensus on the issue on a timely basis’ may need some amendment or be eliminated,
as no one can predict such higher possibility without deliberating issues.  Alternatively,
the Trustees may take another look at the current consensus-based system in the
interpretation process, as it may end up in giving one member a veto right, even where
providing the guidance isin the public interest.

Further, another criteria® (f) If the issue relates to a current or planned 1ASB project,
there is a pressing need to provide guidance sooner than would be expected from the
IASB's activities. The Committee will not add an item to its agenda if an IASB project
is expected to resolve the issues in a shorter period than the Committee requires to
complete its due process.” may be too restrictive, as it is the natural inclination that the
Board and its stakeholders expect to finish its on-going projects in a shorter time period,
while in many cases, they are proven to be too optimistic and that more time is needed
in order to solve difficult issues.

Sakeholder Communication

National standards setters (NSSs) are understood to be the ones that have the most
updated knowledge in accounting standards and operate as “think-tank”, owing to its
expertise as well as its frequent communication with stakeholders in respective
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jurisdictions. Thus, we strongly encourage the Committee and its staffs to increase
interaction with NSSs or the group of NSSs such as the AOSSG, to identify issues and
devise the remediesin atimely fashion.

If you have any questions regarding any matters in our submission, please feel free to
contact us.

Sincerely yours,

Mo Nd A

Ikuo Nishikawa
Chairman of the ASBJ
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