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Thank you, Chairman Sato.  Good afternoon, ladies and gentlemen.  It really is 

a great pleasure for me to be here.  This is my seventh time in 3 years that I am 

a chairman that I visit Japan.  It is the second time I visit METI but the first time 

I visit with your committee.  I’ve already had a very extensive discussion with 

your Chairman, Mr. Sato, over lunch last year and although I have not quite 

succeeded in making him a big fan of IFRS yet, I do not give up hope and I hope 

this afternoon can contribute a little bit as well. 

 

What I would like to do is to tell you a little bit about the progress that the IFRS 

Foundation has made in 2013; 2013 was really a very important year for us.  The 

first thing we did is we wanted to collect information about the actual use of IFRS 

around the world.  We had informal information but we did not have objective 

evidence of who is actually using our standards and to what extent.  So, we did 

an extensive survey; we surveyed 122 countries, and we used objective 

information provided by the local authorities and then we checked that with 

several sources. And what we discovered was that of the 122 countries that we 

surveyed, that almost all of them made a public commitment to IFRS as a global 

standard.  More than 100 of those 122 countries actually adopted IFRS and that 

of the remaining 21 countries that had not fully adopted IFRS and most of them 

would at least allow the use of IFRS for some companies such as Japan, which 

allows voluntary adoption and such as the United States which allows IFRS use for 

foreign listers. 

 

I think the most important conclusion that we were able to draw was that of those 

countries that fully adopted, very few have made local versions of IFRS, local 

adaptations.  If there were adaptations, they were usually of a transitory nature.  

One good example is Malaysia who made an exception for IFRS 41 Agriculture.  

They didn’t like the fair valuation of palm oil plantations.  We thought they had a 

very good point and we are now adjusting the standard, making it cost-based 

largely and from that moment on Malaysia will no longer have an exception to 

IFRS. 

 

So, basic conclusion, wherever Japanese companies go in the world, and 

Japanese companies go everywhere, they are likely to find IFRS almost 

everywhere.  I suppose that is one of the reasons why many Japanese companies 

find it interesting and increasingly interesting to adopt IFRS because if you work 
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with all these foreign subsidiaries that use IFRS, it makes a lot of sense to do so 

for yourself as well. 

 

There are actually also American companies that I talked to that would really like 

to have the option, similar to the Japanese option, in their own market.  Ford 

Motors is a good example of that.  Ford Motors has already completely converted 

their internal administration to IFRS and they then reconciled it towards the ends 

to US GAAP.  Obviously, they would like to report in IFRS as well. 

 

Then, another big institutional change, which was very important, was that we 

created the Accounting Standards Advisory Forum in 2013 and it was also of a 

very big importance to Japan.  The Accounting Standards Advisory Forum is a 

group of 12 national standard setters or regional organizations of standard 

setters; and we have four times a year intensive technical discussions with them, 

2 days at a time.  We wanted to replace the myriad of bilateral relationships that 

we had with a multilateral organization where we could all engage with each other 

and where we would not be just talking to one party but that the parties would 

also be able to talk among themselves. 

 

With Japan in the past, we had a bilateral relationship; we would have two 

meetings a year in which we would have technical discussions.  That has been 

abolished.  ASBJ is a member of ASAF and they meet now four times a year with 

us and have four times a year intensive technical discussions.  Then besides that, 

I still visit Japan twice a year and we have another talk then.  So, the relationship 

has really intensified and I think the ASBJ feels very happy with this. 

 

Let me now talk a little bit about the substance of our work, of our standard 

setting.  For Japanese companies, it is, of course, very important that we provide 

a stable platform of standards, that they do not adopt the moving target of 

continuously changing standards, that they receive standards that are stable.  

So, it’s extremely important that we get the four big convergence projects 

finished as quickly as possible.  Revenue recognition is finished, it will soon be 

published; financial instruments, we have finished the deliberations and we are 

now writing the standards.  So, that will be finished soon as well. 

 



 3

Now I would like to pay some particular attention to a standard that is very 

popular around the world, the leasing standard.  I know there are a lot of 

questions here in Japan as well.  I already talked twice with the representatives 

of the leasing industry and, of course, they have a lot of question marks. Why is 

the leasing standard controversial?  Well, first of all, it is intellectually a complex 

standard; the right of use, it is an innovation in accounting.   

 

Secondly, let’s be frank, a lot of companies like leases because they are off the 

balance sheet and they would like to keep it off the balance sheet.  They want to 

keep a clean balance sheet.  That is also an important reason why many 

companies don’t like our proposals.  But I think the main concern, and that is 

truly a legitimate concern, is that it will be difficult and costly to implement. Well, 

some of these problems, I think, we can fix, others will be more challenging.   

 

I would, first of all, like to point out that the overwhelming majority of users, of 

investors, have told us that they really want us to proceed with this standard.  

They think that leases indeed contain a heavy element of financing and that they 

should be on the balance sheet.  Now, they do all of their own calculations, they 

make adjustments to the balance sheet, they don’t trust fully the balance sheet as 

it is so they make adjustments but they all do it their own way and they don’t like 

that, there is no comparability. 

 

Having said that, it is also clear that there are very serious concerns from 

preparers regarding the costs of implementation.  Let me show you we take 

these concerns very seriously.  In March, we plan to go to Norwalk to discuss with 

our colleagues of the FASB the major questions that are still open and we hope 

that we can come to the most important conclusions in that meeting.   

 

I think the main purpose of that meeting will be how can we keep the benefits of 

the standard and at the same time reduce the costs to preparers as much as 

possible. Well, we have already made some decisions, which are designed to 

reduce implementation costs such as the exclusion of short-term leases and the 

exclusion of most variable lease payments.  We will also seek further 

improvements to reduce the scope of the so-called small ticket items.  We are 

not really interested in having coffee machines on the balance sheet or 

photocopiers.  We are interested in impact.   
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There’s several ways of looking at it.  One approach that we will certainly flesh 

out is the so-called portfolio approach. If you, for example, lease a portfolio of 

100 cars, we wouldn’t require you to individually account for all of these cars.  We 

would allow you to treat that as a whole as one contract and I think that would 

already be a significant simplification.   

 

My staff is still looking at other ways to reduce the impact of small ticket items.  

It’s not easy but recently they have been telling me that they think it’s likely they 

can find further concrete solutions. We will also at least simplify the distinction 

between what we have called type-A and type-B leases.  The fact that we 

couldn’t find proper names for them already indicates that the distinction was not 

so easy to make.  So, we will refine that and make it easier to apply so that you 

don’t have to study whether a lease is type A or type B.  It should be obvious 

from the very beginning.  Yes, we will also probably limit the changes to lessor 

accounting, given the fact that most people have told us lessor accounting is not 

all that broken. 

 

So, I’ve mentioned now four or five ways where we can find further simplifications 

and I think we will really be able to succeed to keep the costs to an acceptable 

minimum. 

 

I would also like to underline that I am convinced that the standard is not only 

beneficial to investors.  I also truly believe it can be beneficial to preparers 

themselves.  First of all, I told you that investors all already make adjustments to 

the balance sheets of companies.  What we found out during our outreach is that 

most investors actually tend to exaggerate the implicit leverage in leases.  They 

exaggerate the problem, the implicit interest rates that they use is too high and 

we feel that when we provide that standard that paradoxically in the eyes of many 

investors, companies will look better instead of worst, in terms of their leverage. 

 

Secondly, I think that in some cases when these leases come to the balance sheet, 

it will serve as an eye-opener to some executives.  I can very well imagine that a 

CEO tells a CFO, “Please keep my balance sheet as clean as possible and do what 

you need to do.”  That often they use leases to reach that effect and that the CEO 

is not aware of the implicit leverage on his balance sheet because of leases. If he 
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sees that, they can make a more considered  choice between purchases and 

leases.  Leases are not going to disappear, that’s what the Leasing Association 

tells me, that it’s going to happen.  Of course, not.  That would only be the case 

if the only reason for leases were to keep loans off balance sheet.  I don’t believe 

that’s the case.  It’s a very flexible form of financing; the lessee doesn’t have the 

residual risk of the underlying asset so I am absolutely sure the Leasing 

Association will be remain in business. 

 

Then perhaps, finally, a couple of words on the conceptual framework which the 

Japanese constituents are really following extremely closely and I’ve already 

received quite a few letters from Japanese constituents and then you realize again 

that Japan is a consensus society because you almost all bring the same points 

and with the same conclusions. 

 

Well, I think that although there are some differences in thoughts between the 

IASB and the Japanese constituents, these differences are really small.  In the 

discussion paper, we already made clear that we consider profit or loss absolutely 

essential, that we should not focus unevenly on the balance sheet.  In my speech 

yesterday here in Tokyo, I devoted half of my time to describe that and to 

emphasize how important, I think, profit or loss is.  So, that will remain a central 

term in accounting.  In the discussion paper, we described Profit or Loss as the, 

and I’ll quote, “The primary source of information about the return an entity has 

made on its economic resources in a period.”  So, we see Profit or Loss as the key 
performance indicator of a company and that is going to remain that way.」 

 

If you think that, and I think that Japanese and ourselves think alike, if the P&L is 

all that important, then it needs to be robust and it needs to be as inclusive as 

possible.  The term that the ASBJ always uses is all inclusive. I agree with that 

conclusion.  If you are of that opinion, you have to be very careful with P&L and 

you have to be extremely cautious in the use of OCI.  OCI should be used for 

exceptional items.  If you are going to use it as a rule, you undermine, in the long 

run, the meaning of the P&L and that’s what we should not do. 

 

Now, OCI is a very difficult issue.  I think there are parts of OCI where there is 

very wide agreement in the world how it should be used.  For example, foreign 

currency translation, everybody realizes that would disturb the P&L too much, put 



 6

it in OCI.  The same is true for cash flow hedges where you put the effects of 

derivatives temporarily in OCI until the deal settles, so you use OCI as a parking 

spot.  I think everybody agrees that’s the way it should be done and in both cases 

everybody agrees it should be recycled upon realization.  I think that also 

everybody agrees that the effect of the fair value of Own Credit which can give 

very counterintuitive results, that that should also go in OCI. 

 

So, that’s the easy part.  After that, it becomes all very complicated.  For 

example, one part of IFRS 9 was really made for Japan.  It was the treatment of 

equity investments.  The FESB in its new financial instruments standard has said 

all equity investments need to go through P&L.  We got a very strong message 

from Japan. Listen, we have these cross holdings, we hold those investments 

really not to make a profit or a loss on them.  We just hold them for strategic 

reasons.  We don’t want that affect to go through P&L, so we have decided to put 

that in OCI.  But you can see, the Americans, they don’t have Japanese 

constituents.  Well, quite frankly, if we didn’t have Japanese constituents, we 

might have decided to let it go through P&L, like the Americans.  So, in any case, 

it’s not a clear-cut decision, it’s a difficult one. 

 

More recently, we have made proposals for insurance where the changes in the 

discount rate go through OCI.  But many insurers around the world, including the 

Japanese insurers, they tell us great decision, less volatility in the P&L.  Other 

insurers in Australia, New Zealand, Scandinavia, Holland, and Australia, they tell 

us, “Well, you know, we have lived with this so-called volatility for many years 

now.  We can deal with it; we can explain it to our investors.  For us it would be 

a step back and a complication of our statements if we put it through OCI.”  So, 

again, a lot of discussion is possible here. 

 

Then, in my speech yesterday, I gave one experience in practice where you can 

really wonder if OCI was the best solution and I talked about employee benefits 

and what it did to quite a few American companies in the last decade.  There were 

companies like General Motors and Delta Airlines that went bust mainly because 

of employee benefits and they had accumulation of both pensions and healthcare 

benefits.  In that respect, they are more hit than, for example, European 

companies that usually only have pensions. 

 



 7

In the speech, I asked the question, “So, these companies went bust.  Was it the 

right thing to do to let all these liabilities build up in OCI or would it have been 

better to let them run through the P&L that would have hurt at a much earlier 

stage ?”  That would have been unpleasant, but perhaps they would have 

addressed all these problems much earlier and then they wouldn’t have had to go 

bankrupt.  Their employees might be in a much better position as well. So, I’m 

not saying that this is the best solution but at least there are really two sides to 

the story here.  So, defining OCI is going to be very difficult, I think.  I’m not 

sure if we will succeed in it.  Its use is very diverse and I think my main 

conclusion from these introductory words is we have to be very careful with it.  If 

we are serious about P&L, be very careful with OCI. 

 

Well, these were my introductory comments, Chairman, and I will be happy to 

answer any questions. 

 

END 


