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The LIAJ's Comments on the Exposure Draft:
Fair Value Measurement

We, The Life Insurance Association of Japan (LIAJ) thank the International Accounting Standards
Board (IASB) for providing us with an opportunity to submit our comments on the Exposure Draft,
Fair Value Measurement.

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

We are aware that this exposure draft is not intended to extend the scope of fair value measurement,
and that the issues on the measurement of insurance contracts are currently discussed in the
insurance contract project. Below are our comments on the specific questions provided in the
exposure draft.

Question 1: Definition of fair value and related guidance

The exposure draft proposes defining fair value 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’ (an exit price) (see paragraph 1 of the draft IFRS and paragraphs BC15-BC18 of
the Basis for Conclusions). This definition is relevant only when fair value is used in IFRSs.

Is this definition appropriate? Why or why not? If not, what would be a better definition and why?

(Comments)

1. Although paragraph 15 of the exposure draft states that “Fair value is the price that would be
received to sell an asset or paid to transfer a liability in the most advantageous market at the
measurement date (an exit price), whether that price is directly observable or estimated using a
valuation technique”, it is not appropriate to define fair value as an exit price in all
circumstances; for instance, in the absence of an active secondary market to sell an asset or
transfer a liability.

2. In the insurance contract project, a current exit value, (i.e. “the price that would be paid to
transfer the liability to the third party”) was used as a starting point for the discussion. However,
it should be noted that a current fulfillment value, which is the expected present value of the
cost of fulfilling the obligations to the policyholder, is now considered as a prominent candidate
for measurement attributes.

Question 2: Scope

In three contexts, IFRSs use the term ‘fair value’ in a way that does not reflect the Board’s intended
measurement objective in those contexts:

(@) In two of those contexts, the exposure draft proposes to replace the term ‘fair value’ (the
measurement of share-based payment transactions in IFRS 2 Share-based Payment and reacquired
rights in IFRS 3 Business Combinations) (see paragraph BC29 of the Basis for Conclusions).

(b) The third context is the requirement in paragraph 49 of IAS 39 Financial Instruments:
Recognition and Measurement that the fair value of a financial liability with a demand feature is not
less than the amount payable on demand, discounted from the first date that the amount could be
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required to be paid (see paragraph 2 of the draft IFRS and paragraph BC29 of the Basis for
Conclusions). The exposure draft proposes not to replace that use of the term “fair value’, but instead
proposes to exclude that requirement from the scope of the IFRS.

Is the proposed approach to these three issues appropriate? Why or why not? Should the Board
consider similar approaches in any other contexts? If so, in which context and why?

(Comments)

3. Although we don’t comment on individual contexts to be replaced, we believe consistency
between the definition of fair value and the scope of its application needs to be properly
established. We recommend the Board carefully consider this matter of consistency especially
when requiring additional fair value measurements.

Question 7: Application to liabilities: general principles

The exposure draft proposes that:

(a) a fair value measurement assumes that the liability is transferred to a market participant at the
measurement date (see paragraph 25 of the draft IFRS and paragraphs BC67 and BC68 of the Basis
for Conclusions).

(b) if there is an active market for transactions between parties who hold a financial instrument as an
asset, the observed price in that market represents the fair value of the issuer’s liability. An entity
adjusts the observed price for the asset for features that are present in the asset but not present in the
liability or vice versa (see paragraph 27 of the draft IFRS and paragraph BC72 of the Basis for
Conclusions).

(c) if there is no corresponding asset for a liability (eg for a decommissioning liability assumed in a
business combination), an entity estimates the price that market participants would demand to
assume the liability using present value techniques or other valuation techniques. One of the main
inputs to those techniques is an estimate of the cash flows that the entity would incur in fulfilling the
obligation, adjusted for any differences between those cash flows and the cash flows that other
market participants would incur (see paragraph 28 of the draft IFRS).

Avre these proposals appropriate? Why or why not? Are you aware of any circumstances in which the
fair value of a liability held by one party is not represented by the fair value of the financial
instrument held as an asset by another party?

(Comments)

4. In many cases, there will not be an observable market price for the transfer of a liability. We
agree that if there is a corresponding asset for a liability, an entity shall measure the fair value
of a liability using the same methodology that the counterparty would use to measure the fair
value of the corresponding asset. However, we believe that a fair value measurement of a
liability must not incorporate non-performance risk unless the price of the liability in an active
market is available for the entity itself. Although the exposure draft states that if there is no
corresponding asset for a liability, an entity shall estimate the price that market participants
would demand to assume the liability using present value techniques or other valuation
techniques, it is not necessarily appropriate to use the assumptions that market participants
would use for a liability measurement where no estimate of assumptions by ordinary market
participants, such as operating costs in insurance business, has been made. In those cases, using
the estimates made by the entity’s management, (which reflect its management strategy and
business approach for fulfiliment of the obligation,) could provide more decision-useful
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information.

Question 8: Application to liabilities: non-performance risk and restrictions

The exposure draft proposes that:

(a) the fair value of a liability reflects non-performance risk, i.e. the risk that an entity will not fulfill
the obligation (see paragraphs 29 and 30 of the draft IFRS and paragraphs BC73 and BC74 of the
Basis for Conclusions).

(b) the fair value of a liability is not affected by a restriction on an entity’s ability to transfer the
liability (see paragraph 31 of the draft IFRS and paragraph BC75 of the Basis for Conclusions).

Avre these proposals appropriate? Why or why not?

(Comments)

5. A reporting entity must disclose its profitability and financial soundness to investors through
financial statements in order to provide decision-useful information. To this end, we believe
liability measurements should not incorporate credit risk except in certain limited situations.
These situations, we feel, should only include: at the initial measurement of a liability incurred
in exchange for cash, and at the subsequent measurement where the price of the liability in an
active market is available for measurement, or in other words, when the changes in the liability
value affected by changes in credit risk inherent in the liability are realisable. (Please refer to
the L1AJ’s comments on the Discussion Paper, Credit risk in liability measurement.)

Question 10: Valuation techniques

The exposure draft proposes guidance on valuation techniques, including specific guidance on
markets that are no longer active.
Is this proposed guidance appropriate and sufficient? Why or why not?

(Comments)

6. Fair value of financial instruments categorised in Level 3 measurement might not be
sufficiently reliable because of the selection of valuation techniques and the use of
unobservable inputs.

7. Applying the fair value hierarchy into the measurement might possibly result in an increase in
reliability, in addition to improving transparency and comparability by disclosing the level of
the fair value hierarchy and other relevant information. However, since distinguishing Level 2
from Level 3 might impose an undue practical burden on preparers and the basis for
categorisation might vary depending on an entity, further illustrative examples should be added
to the guidance.

8. As proposed in the exposure draft “Financial instruments: Classification and Measurement”, if
all unlisted stocks are to be measured at fair value, those measurements will be categorised in
Level 3. Although the measurement of unlisted stocks might not be within the scope of this
exposure draft, but within IAS 39, we urge the Board to continue permitting the measurement at
initial cost as an exemption, instead of requiring fair value measurement, when there is
considerable concern for reliability of measurement itself like in fair value measurement of
unlisted stocks.
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Question 11: Disclosures

The exposure draft proposes disclosure requirements to enable users of financial statements to assess
the methods and inputs used to develop fair value measurements and, for fair value measurements
using significant unobservable inputs (Level 3), the effect of the measurements on profit or loss or
other comprehensive income for the period (see paragraphs 5661 of the draft IFRS and paragraphs
BC98-BC106 of the Basis for Conclusions). Are these proposals appropriate? Why or why not?

(Comments)

9.

10.

We feel that disclosure requirements of valuation techniques and inputs used in fair value
measurements could improve transparency and comparability. However, we are concerned that
disclosing effects on the fair value measurement brought by changes in the valuation techniques
and unobservable inputs (as stated in paragraph 57 (d), (g)) and a reconciliation for fair value
measurements categorised within Level 3 of the fair value hierarchy (in paragraph 57 (e)) might
impose an undue practical burden on preparers. We question whether such disclosures would
really provide users with decision-useful information. Therefore, the proposed disclosure
requirements should be carefully considered from the aspect of costs and benefits.

Since this exposure draft proposes disclosures of valuation techniques and inputs used in fair
value measurements, (which are not required by the U.S. Financial Accounting Standards, i.e.
FAS 157), even for the financial instruments which are not measured at fair value on the face of
statement of financial position, but whose fair values are disclosed in the notes, we are
concerned that such disclosures would impose an additional burden on preparers.
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