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MC Opening Remarks
Prof. Masaki Yoneyama
Graduate School of Accountancy, Waseda University

Good afternoon, ladies and gentlemen. Thank you very much for joining us in this cold
weather despite your busy schedule. We would like to start international symposium entitled
“IFRSs Now: Contemporary Issues Surrounding IFRS”. I am Masaki Yoneyama, a Professor at
the Graduate School of Accountancy, Waseda University and I will be your master of ceremony
today. Thank you.
As we start the symposium, I would like to ask Prof. Tatsuo Uemura, Director of Global COE
Waseda Institute for Corporation Law and Society, to give us opening remarks.

Opening Remarks (1)
Prof. Tatsuo Uemura
Graduate School of Law, Waseda University
Director of Global COE Waseda Institute for Corporation Law and Society

Thank you for the introduction. Today, we are having this international symposium entitled
“IFRSs Now” that attracts your attention. I am pleased that Global COE plays a role in
co-organizing this symposium. Global COE is an institute where we focus on legal views with
three keywords: corporation, market and civil society.
Having clearly stated about fair price formation transaction in the Financial Instruments and
Exchange Law in the general provision article 1, Japan becomes the first country to have this
incorporated. In this fair price formation, investment decision assumes that the true value is
indicated properly. Thus, accounting standards are the central system rather than only the
surrounding infrastructure. This is what we have done in our study.
Japan has always been very good in comparative law and has history of 150 years foreign
law research. Moreover, we have also experienced various situations in terms of capital market
regulations. After World War II, it was devastated and we were only able to control wrongdoings
or fraud in transactions. But then, we went onto the stage where we protected the market and
then onto the next stage where we fostered the capital market and security companies. Fifty
years after World War II, Japan has experienced all three phases in the capital market.
Since some of the Asian countries are at stage one and others are at stage three,
perceptions about IFRS may vary from country to country. The important point is that Japanese
researchers who have learned foreign law will evaluate what IFRS means from the standpoint of
each country in Asia.
Financial markets are global but rules are not. In the US, different laws may be applied at
different states. Therefore, we, as legal experts, have to do verification before we address and
analyze this IFRS issue, which have connection to both accounting and legal standards.
We, at the Global COE, are aware of this issue and Prof. Tsujiyama from accounting
research center must also have strong concern about it. Thus, we are very pleased that we have
been able to invite Dr. Biondi and Dr. Suzuki to deliver their ideas in this symposium.
Again, I would like to express my gratitude to Dr. Biondi and Dr. Suzuki once again. Thank
you.
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Prof. Masaki Yoneyama
Prof. Uemura, thank you very much. Now, we would like to ask Prof. Tsujiyama, who is the
coordinator of the symposium and also a Professor at the Graduate School of Commerce,
Waseda University, to give us opening remarks.

Opening Remarks (2)
Prof. EikoTsujiyama
Graduate School of Commerce, Waseda University
Representative of Scientific Research Project, Waseda Accounting Research Center

Thank you for the introduction. I would like to express my gratitude to all of you for taking
time out of your busy schedule to participate in this symposium. Since we want to leave as much
time as possible for the presentation, I just would like to share with you an overview of today’s
symposium.
As you know, in June 2009, the Business Accounting Council (BAC) of Japan published
“Application of International Financial Reporting Standards (IFRS) in Japan”, called “The Interim
Report”. It was said that the decision regarding IFRS adoption in Japan would be made in the
year 2012; we are now actually in that year of 2012. In June 2011, BAC discussion decided to
resume this issue. Prior to the issuance of the interim report in 2009, there was a very strong
momentum of IFRS adoption in the US. However, the situation has changed dramatically.
Although the US referred 2011 as the year when they would make the final conclusion regarding
IFRS, they decided to postpone for undetermined period.
Giving this background, how should we address the issue of IFRS in Japan? Analyzing
current situation thus become very important. There are two aspects that we have to look at
when we consider the issue of IFRS adoption, which is not only limited in Japan. First, what kind
of standard is IFRS? Especially, what does it mean by having priority on fair value? What is it
aimed at? Secondly, how do other countries in the world approach this issue? That should also
be understood precisely.
At this symposium today, we welcome two experts from France and the UK. The first is Dr.
Yuri Biondi, who is now active in France, although he is originally from Italy. He will be addressing
the first issue about theoretical analysis of fair value accounting. As IFRS has already been
adopted in Europe, what is happening there in accordance to fair value accounting? That might
be the most interesting for us.
The second speaker is Dr. Tomo Suzuki, a Japanese who currently teaches at the
University of Oxford, whose area of expertise is socio-economics. From that perspective, he
will be looking at the second issue regarding the recent development in many countries,
especially in Asia. Dr Suzuki has been interviewing the stakeholders across various views for
more than 10 years, even before the establishment of the IASB, and then accumulated all the
raw interview data. Thus, his presentation will be quite interesting as well.
There will be also panel discussion after the presentations. I hope you can join us and
actively participate in that discussion. Thank you.
Prof. Masaki Yoneyama
Prof. Tsujiyama, thank you very much. Prior to the first keynote lecture, I would like to
introduce Dr. Yuri Biondi. He will be giving a presentation entitled “Problems with Fair Value
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Accounting: Critique and Alternatives.”
Dr. Yuri Biondi is from Italy. He received master’s degree from L. Bocconi University in Milan,
Italy and Ph.D. in Accounting, Economics, and Finance from University of Lyon, France, as well
as from University of Brescia in Italy. In 2010, he acquired HDR (habilitation à diriger des
recherches) from Sorbonne University, Paris. Right now, he is a tenured research fellow of
France National Academy for Scientific Research (CNRS) and at the same time, he is the chair
of Financial Accounting Standards Committee of the American Accounting Association (AAA), as
well as an editor in chief of Accounting, Economics and Law: A Convivium. His specialty is
economics analysis of financial accounting.
Now, I would like to invite Dr. Yuri Biondi to the podium.

Keynote Lecture (1)

Problems with Fair Value Accounting: Critique and Alternatives
Tenured Research Fellow at Centre National de la Recherche Scientifique (CNRS)
Chair of AAA Financial Accounting Standards Committee (FASC)

Yuri Biondi
Good afternoon. I would like to thank to Professor Tsujiyama for inviting me and giving me
the opportunity to introduce my research to the audience today. And thank you to all of you who
participate in the discussion of this important issue.
There are three different points which will be covered in the presentation today: (1) the
current state of accounting affairs from global and European perspectives, (2) lessons from the
enterprise entity view on the function and role of accounting from theoretical viewpoint,
especially the relationship between accounting and economy of the business firm (or enterprise
entity) which is concerned with and must be accounted for, and (3) understanding the role of
accounting for business and society, with the conclusion trying to reconcile accounting with the
financial market dynamics and information for financial investors.
1.

Current state of accounting affairs

1.1 The Fair Value Revolution
In the last four decades, an “accounting revolution” (Beaver) has prompted a shift to an
alternative accounting paradigm (in Kuhn’s words). This transformation has been developed in
parallel with international accounting convergence led by the IASB and the FASB. Both depend
critically on globalization and financialization. Globalization means trying to design and organize
a transnational division of labor for financing, producing and delivering products and services
especially through transnational enterprise entities operating all over the world, across regions
and jurisdictions. Financialization means, from one hand, the adoption of a financial market basis
and ideology for designing and organizing the globalization structure and processes, as well as,
from another hand, the increasing influence of various financial intermediaries which are
expected to support and coordinate this transnational web of transactions and entities.
In this context, the FASB and the IASB have operated by issuing specialized standards on
specific accounting elements, asking leading auditing firms (so-called “Big”) to implement those
accounting standards all around the world. At the same time, the boards have actually also tried
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to foster a new fair value accounting model which these regulatory boards have adopted as their
basis of accounting. This has facilitated the “revolution” in the accounting model. What we call
“fair value accounting” is a new way to do accounting in which the accounting system is
supposed to replicate the price system, that is, the system generated by complete and efficient
(financial) markets. Under this new basis of accounting, the relevance of accounting is no longer
to make firms accountable to all stakeholders (including actual and potential shareholders and
other financial investors), but to establish a metrical correlation between the accounting data and
the ongoing share market prices. Thus, the accounting data are supposed to be related directly
to the share prices of listed corporations, while this correlation becomes in turn the only meaning
for accounting data. This is a very different and novel criterion of truth.
Fair value approach pretends to align accounting to financial economics. However, this is
not the only accounting model that exists. From one side, fair value approach struggles to apply
a financial logic, which bases upon the centrality of markets (financial market in particular). In this
case, the basic criterion of accounting is current value; the latter is called “fair value” which is
either market value or mark-to-model, that is, estimated discounted value. According to this
market logic, accountants should measure every accounting element, both assets and liabilities,
in isolation, pointing to its specific market prices. The purpose of the accounting system is then to
assess the net worth of the business firm through the current value of its distinct accounting
elements (assets and liabilities).
From the other side, a very different accounting logic can be applied. It does not point to the
markets but to an enterprise entity, which produces and delivers services and products through a
specific economic process over space and time. Accordingly, accountants are expected to
recognize invested costs and generated revenues to this enterprise entity, while the purpose of
the accounting system is then to determine the income generated by this entity with no reference
to the markets, either direct or indirect references, in a pure theoretical model.
Criteria
Financial logic
(fair value)

Current value
(market or discounted)

Accounting logic
(historical)

Invested cost

Reference
Market – Spot
Accounting element in
isolation
Entity – Process
Accounting element in
the whole entity

Purpose
Net Worth

Incomes

1.2 The Financialization of Accounting
There have been socio-political issues and interests influencing this accounting revolution.
The accounting globalization was started at the same time as the crisis of the international
monetary system. During the 60s, the global economy started having problems and, on August
15, 1971, President of United States, Richard Nixon, declared the unilateral dismissal of the
dollar-exchange standard, which constituted the basis of the global financial architecture at that
time, under the Bretton-Woods Accord. Gold was no longer basis for international financial
transactions and the dollar, now replacing gold, remained the international currency without any
basis of reference.
In 1973, both the FASB and the IASC (later, the IASB) were established. Although the
FASB and the IASC at that time were not allies, they have been fostering the fair value
accounting revolution since then. This accounting revolution is an integral part of a major reform
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of financial architecture, globally and nationally. This reform has been trying to reshape and
reframe all the national financial systems, including all the relationships between these systems,
in order to put the financial market(s) at the core of both transnational and national level (more
exactly, inter-currency and intra-currency areas). The FASB’s and the IASC’s new way to do
accounting standards actually promotes this centrality of the financial market through its fair
value accounting regime.
This process has been reinforced since 2001 by the alliance between the FASB and the
newly established IASB, although this alliance was actually operating since 1993 at least,
notably through the G4+1 working group. The IASB was so successful in advertising its
standards, which made it seemed as if it has conquered already more than 100 countries in the
world. As a matter of fact, from the regulatory viewpoint, most countries have not adopted IFRS
today. Quite the contrary, they maintain their local accounting standards, issued by their local
accounting regulatory bodies, written in their local languages, and eventually enforced by their
local auditing regimes.
Many countries that have converged or adopted IFRS decided to do so because of the
endorsement of the World Bank in the 90s, which has in a way forced several emerging
countries to adopt or converge to IFRS just because of the signature by some bureaucrats in
their office in New York.
Another case of adoption happened in the European Union (EU), during the process of
harmonizing the national accounting standards between different national countries (most of
them having decided to have common currency); this adoption involved to delegate accounting
standards setting to this private body based in London, controlled by a private foundation based
in Delaware (USA). This compulsory endorsement by the EU happened in 2002, even though
the European Commission started advocating IAS/IFRS since 1995 at least (“Accounting
harmonization: a new strategy vis-à-vis international harmonization,” COM 95 (508) final of 14
November 1995).
At the same time, this drift toward fair value raises global accounting divergence and
dissents. Although China has declared to have fully converged to IFRS, it still maintains its own
accounting standards set which does carves out much fair value (Biondi and Zhang, 2007). For
some reasons, China has been very careful in sterilizing the impact of fair value accounting on its
national accounting standards. Furthermore, a general discomfort occurred when the IASB
asked to measure most of the financial liabilities at their fair values, since probably no one seems
to agree with this requirement in particular. While in Europe, huge debate occurred when the
IASB asked to compulsory apply full fair value measurement to some classes of financial assets
and liabilities.
1.3 The Strange Case of Europe
Europe is the only major monetary (currency) area today, which has renounced to its
accounting sovereignty. For instance, Japan, China, US, Brazil, and India still have their money
and their accounting standards. They can discuss with other monetary accounting authorities,
adjust, or converge, but they do not either adopt IFRS or delegate their accounting standards (or
the monetary policy) to some sort of international, supposedly neutral, authorities. Europe is the
only region which did; the European Commission decided to move from the harmonization of
national accounting standards to the adoption of IFRS. It was done in 1990s and was
accelerated since 1998, to be enacted in 2002. In this way, European authorities decided to
grant the IASB to be the accounting standard setting body for Europe.
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Several major conflicts occurred since this move. In the first 7 years of adoption, Europe
experiences at least three major quarrels between European actors and the IASB. The first
conflict started immediately, in-between the adoption (2002) and the first application date (2005).
European banks were really worried of those standards that obliged them to put some financial
instruments at full fair value. By lobbying and public dissent, they tried to make the European
Parliament and Commission not to adopt IAS 32 and IAS 39 immediately. The adoption of these
standards was then postponed as a huge quarrel occurred at that time when IFRS has to be
adopted and applied.
In 2008, amid the Global Financial Crisis, some financial institutions in Europe raised
concerns and criticism against the IASB, asking for the suspension of fair value measurements.
The parallel with the US was very important, since the European case was actually preceded by
a similar move in the US in October 2008, just after the failure of Lehman Brothers; the US
authorities decided to suspend the application of fair value to financial instruments to help their
i
banks and protect investors as an integral part of the Paulson Plan. Therefore, despite the fact
that the FASB is an independent accounting standards setting body, it still receives its mandate
from the US public authorities, namely the SEC, a market regulatory body that is enforced by law
to have mission to protect investors with a view to public policy interest and the general interest
as well. In the situation when these latter are at issue, the SEC can interfere and ask special
accounting policies that the FASB may enforce. This is not the case between the IASB and
Europe, because the IASB claims neither to have any concern with public interest nor general
interest; nor they have any special delegation from European public authorities. As clearly stated
by Sir David Tweedie in 2010, “We are the IASB, not the European accounting standards
ii
board.”
iii
A third major conflict occurred in Europe with the Greek government debt crisis. In August
2011, at the edge of the financial crisis in Europe, investors started to be really worried especially
about the Greek bonds and other Governmental securities; their issuance was consequently
delisted, and very few transactions occurred in the markets for them; in turn, their market prices
were really fire-sale prices. Financial markets were completely distressed at the time, and Greek
government was unable to refinance its debt on the market; this involved huge problems at the
monetary and bank level in Europe. The Central Bank of Europe (ECB) was active to convince
all the major banks, other European treasuries, and the financial ministries to reorganize the
Greek debt out of the market, while the Greek public debt was not expected to be refinanced on
the market until year 2015 or 2018 at least.
In the middle of this national monetary and banking crisis in Europe - certainly the most
important crisis since the creation of the common currency - the current Chairman of the IASB
wrote an open letter to the European Market Authority, to criticize some accounting treatment by
leading private banks in Europe. Those banks decided not to utilize the current market price to
evaluate Greek distressed financial instruments held in their portfolio. This letter constituted a
political intrusion and abuse, since the IASB is not a sovereign institution and thus is not
supposed to deal with the enforcement and application of its standards, since the IASB is not a
part of the Republican institutional order or Democratic political system of Europe.
The IASB decided to go far beyond its legitimate boundaries to address the misapplication
of IFRS by some European banks. By the way, in its letter, its Chairman forgot to mention IASB
decision to amend the IFRS concerned with that recognition and measurement of financial
instruments. According to amended IFRS 9, which was not yet adopted in Europe, entities can
avoid the reference to current prices to evaluate Greek financial securities. However, the letter
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decides to claim for the strict recourse to current market prices to evaluate Greek distressed
financial instruments. This confirms how important is the fundamental reference to the market as
basis of accounting under the international accounting regime based on fair value accounting
model. This reference does not involve only political dimensions, but also a financial dimension
that shall be addressed from a theoretical perspective in the following.
1.4 The Crucial Experiment
The debate around the accounting model of reference is very sensitive and important for the
financial interest of monetary areas, as well as for the sustainability of the financial system and
the proper working of financial institutions and business enterprises. Therefore, it should be also
discussed from a theoretical perspective.
The IASB claims for a financial economic perspective and the fair value model; accordingly,
“market is always right.” There are some evidences opposing this claim. After the Global
Financial Crisis, no reasonable person should longer think that financial markets are always
right.
a. First evidence draws upon Baruch Lev and Paul Zarowin (1999) in the Journal of Accounting
Research (page 361), concerning the statistical correlation between accounting data and the
ongoing share market prices. I have replicated their yearly cross-sectional (unconstrained)
regressions of share prices on earnings and book values for financial and non-financial
institutions. The R2 coefficient for both financial and non-financial institutions varies over time
and tends to decrease during the crises: who is wrong? Traders or accountants?
b. Second evidence comes from Paul M. Healy and Khrisna G. Palepu, “The Fall of Enron”,
Journal of Economic Perspectives, 2003. They investigated the Enron case just before the
failure, distressed major event in the US share market at that time. They estimated the return
on equity and the revenue’s growth that were incorporated in the share prices just few months
before the failure, providing evidence of unreasonable beliefs and expectations.
c. If we repeat the same calculation for the whole US market, we may obtain a similar result.
Third evidence is a replication of Healy and Palepu (2003) for the whole share market. We
obtain a substantial divergence between actual (market-based) and forecasted
(accounting-based) values. If I try to compute the expected value from the accounting data, it
will look very different from the market capitalization.
d. Fourth evidence comes from the dynamics of share market prices and accounting-based
reconstructed fundamental values (Curtis 2012, The Accounting Review). The time-series of
market price and fundamental value shows that the US market looks very over-evaluated
over the 2000s decade.
e. Robert Shiller (published in Journal of Economic Perspectives, 2003, page 86), economist
from Yale, conducted another comparison between the market capitalization and some
reconstructed fundamental values. He retained several ways of measuring the fundamental
value, showing the actual market capitalization in comparison of each of them. Actual price
dynamics never converges to the pattern of reconstituted fundamental values, showing
market exuberance.
f. As you can infer from this baseline empirical evidence, the share market capitalization has its
own evolution over time, while the accounting-based performance (and reconstructed value)
also has its own evolution over time. Sixth evidence comes from Biondi and Giannoccolo
iv
(2010), showing that market capitalization and accounting-based valuation have distinctive
patterns through time.
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1.5 Implications of the Crucial Experiment
All this evidence implies that we cannot simply say that the market is already right and
accountants are always wrong. Fair value approach has then no solid empirical background.
According to this evidence, we can show the difference between accounting-based performance
and valuation of the business firm and the market valuation of that same firm. Worst, Shiller and
other economists criticized the market to be intrinsically instable and exuberant; as we can see in
Enron, Lehman Brothers, and other examples of corporate crises and distresses, the market
valuation often did not forecast this kind of major events.
Hence, if the market is not always right, we do not have so many reasons to follow the
market and adopt the market price to do accounting. It may be even better to do the opposite as
we used to do. The next part will bring us to reconsider the pure logic of accounting and its
classic accounting principle which takes the enterprise entity as basis of accounting, that is, the
business firm with its specific productive process comprising financial and economic flows,
generating specific business income represented by and governed through the accounting
system.
2.

Lessons from the Enterprise Entity View
As far as the share prices are supposed to be the best information device available,
accounting must follow. If we assume that the share price is already right, then accounting can
and should be done through that price. Worst, this perspective assumes that the price exists and
can be fixed before and independently from the provision of firm-specific accounting information.
But what happens when holding shares, acquired at a definite price, relates to a different
economic environment, a legal and economic system that involves specific process, requiring an
accounting system, not a price system, to deal with? What happens if the key point is not about
market efficiency, but the socio-economic pattern that makes market effective over time?
Let summarize some fundamental lessons from classic accounting theory.
2.1 Lesson Number One: Accounting as a Special Device Autonomous from the Market
What I learnt from leading Japanese, German, and Italian scholars of accounting (Biondi
and Zambon, 2012) is that they distinguish accounting logic from investment valuation logic. The
latter tries to estimate the spot value of the business by measuring the value of the firm using
discounting, including forecasts and time value of money. Nevertheless, accounting adopts a
completely different and complementary logic. Since shareholders have invested into the firm,
they need to control what is going on within it; they have to confirm their evaluation forecasts
through the actual performance of the business firm through time. From this perspective, the
accounting system provides reliable information as long as transactions are completed and the
potential becomes actual, delivering earnings and dividends over time. This is the control logic.
From one side, we have the financial markets, in which the price system tries to guess the
current value of the firm. From another side, we also have an accounting system, which tracks
the enterprise entity and the generation of enterprise income through time.
2.2 Lesson Number Two: Fair Value is not Accounting
Following this line of thinking, including Yuri Ijiri (2005), what the IASB and the FASB are
doing is actually not accounting. Fair value is no longer accounting from this classic accounting
perspective based on control logic. Fair value is expected to provide an instantaneous valuation

10

of the business firm. This is not what accounting used to do or what accounting was expected to
do, because the accounting system was supposed to track the generation of enterprise income
by the whole enterprise entity and through historical time. This has been the pure logic of
accounting, keeping into account the firm as an enterprise entity and a going concern. This
principle was universally accepted before entering international accounting globalization and
financialization. We can find this principle in all the developed countries and all regulatory
contexts and jurisdictions all over the world, including Japan, the US, and virtually all European
countries. We were not forced to abandon this principle to do transnational accounting
harmonization.
2.3 Lesson Number Three: Accounting as a Distinctive Source of Information
Hence, we may still need an accounting system to check the actual performance generated
by the business firm through time. In order to do that, contrary to the financial logic, we should
carefully distinguish, and keep distinct, flow of expenses and flow of revenues in the accounting
representation. Furthermore, we should not appeal to prophetical estimations of unrealized gains
and losses. In other words, we should avoid including unreliable forecasts into accounting, and
further exclude discounting from accounting measurements. As for accounting is supposed to do
control, not valuation. It does not try to estimate the spot value of the business, but focus on
ongoing and cumulated flows related to the economic activity. Accounting requires focusing on
actual streams to provide a reliable representation of costs invested and revenues generated.
2.4 Some Cases against Fair Value Accounting
Three examples do matter here: intangibles, goodwill, and financial liabilities. These
examples shall help understanding how the two different logics apply and diverge.
2.4.1The Case of Intangibles
In the case of intangibles, let consider the financing of core Research & Development (R&D)
expenditures. Enterprise entities perform important R&D projects over time and they claim this is
central to their sustainability and development; they spend huge amounts in R&D. According to
the fair value approach, most of these expenditures cannot be measured as separable assets.
Therefore, they cannot constitute assets, because they cannot be measured at some current
values. The corporate expenditures are not marketable, being not incorporated in some legal or
physical support. According to the fair value approach, these core R&D expenditures cannot be
capitalized and expensed through several periods, facilitating their economic recovering.
However, classic accounting logic does dissent. Useful resources should be capitalized and
generally cannot be disposed. This logic is different from the market basis that requires
corporate resources to be marketable; the accounting logic says that the ongoing use of
resources is the basis of accounting. Those resources generate synergies and combine each
other within the firm over time. If the firm sells out those resources, it will lose its competitive
advantage and may be no longer capable to foster business income generation, which is at the
core of the enterprise entity. According to accounting logic, then, it is necessary to capitalize
those resources even if they do not have any market of reference and if their price cannot be
identified or reliably estimated. This is not something new, actually: Yuji Ijiri (1975), in the
monograph of American Accounting Association, has already claimed for capitalizing intangible
assets by amortizing related expenditures over time, which can be reliably measured.
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2.4.2 The Case of Goodwill
Next example is goodwill, the “strangest” intangible asset. It is very peculiar because,
instead of being related to core R&D expenditures, it depends on an acquisition transaction,
according to the fair value approach endorsed by the IASB and the FASB. Goodwill is then
recognized as the residual of the transfer price, which has been paid to perform a business
combination as if the latter was an arm’s length market transaction. The transfer price is then
trusted as the best evidence of fair value. Furthermore, this is not only an evidence of value that
can be capitalized, but also a so good evaluation of value that does not require to be amortized
over time. The capitalized value lasts indefinitely and becomes a permanent intangible asset in a
way. According to the evidence of the last 10 years, at least one third of the US listed companies
do not impair goodwill over time. If we imagine how many major events occurred in the last 10
years in the US, this accounting choice appears questionable, but those companies and their
v
auditors still maintain that their goodwill has not been impaired, even partially (Olante 2012).
The accounting logic actually dissents. Business combination is performed under very
peculiar, idiosyncratic conditions, which should be checked against accounting evidence. We
should really “account for” those values, and ask whether the transfer price is misleading. The
transfer price cannot be taken as an evidence of permanent value. Therefore, goodwill was
vi
historically distrusted (Ding, Richard, and Stolowy 2008): One century ago, goodwill was simply
abhorred by accountants and corporate lawyers, and at least quickly written off or amortized,
which is a middle way to recognize the fact its value is not permanent. Since problems of
measurement can occur, it is certainly better to write-off it in few years or provide a clear
amortization pattern that does check those investments against the actual revenues generated.
Another important point concerns classic accounting for business combinations, before the
fair value logic. If you accept that the transfer price is not evidence of value, you may also
maintain pooling method of accounting (merger accounting) to treat all cases that are no arm's
length transactions. It is puzzling that both the FASB and the IASB accept even combinations
(and related transfer prices) between entities within the same corporate groups and between
related businesses as market transactions providing evidences of permanent value.
Paradoxically, even special-purpose vehicles and mergers among affiliates can be admitted as
vii
arm's length transactions.
2.4.3 The Case of Financial Liabilities
The third case concerns accounting for financial liabilities. According to fair value, financial
liabilities are held by the firm as marketable securities. This view is peculiar because the firm is
no longer a productive entity borrowing funds to finance investments, but it is a portfolio of
separable marketable assets and liabilities. This appears to be the only theoretical reason to
justify this approach. The firm is supposed to hold its liabilities as it holds its assets, so that the
firm is a nexus that is able to trade on its assets and its liabilities. This year, large shares of profit
of both European and the US banks came from the reduction of their credit worthiness, which
reduced ongoing market prices of their bonds and allowed banks to measure those reductions as
viii
profits. Banks recognized profit on the fact that investors on the market were discounting their
probability of distress in the next months, which is a strange idea of profit.
Again, accounting logic does dissent. Financial liabilities should never be measured at
market values, because from legal-economic viewpoint and within the enterprise entity, financial
liabilities are obligations to debt holders to be paid or refinanced in the future. Financial liabilities
have to be kept at their nominal value because they will be repaid at their nominal value. Neither
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credit worthiness discounting nor references to ongoing market prices appear to be meaningful
or reasonable to accountants, from this classic perspective.
3.

Understanding the Role of Accounting for Business and Society

3.1 Relevance and Reliability Reformulated
Speaking about its preference for fair value, the IASB claims they have to pursue fair value
revolution because investors ask for. Actually, investors may not agree today, because they lost
so much money in trusting financial markets in the last years. Both the FASB and the IASB claim
for relevance and reliability of their accounting systems. Their systems are expected to be
relevant because they are relevant to portfolio decisions and reliable because they trust ongoing
market prices.
Fair value
Historical Cost
Value of the firm
Incomes actually generated
Current values
Reliability, through
Actual flows and funds available
(market or discounted)
Source: Y. Biondi, “The Pure Logic of Accounting. A Critique of the Fair Value Revolution,” Accounting,
Economics and Law: A Convivium, 1 (1). DOI: http://dx.doi.org/10.2202/2152-2820.1018
Relevance, for

From our dualistic theoretical perspective, relevance and reliability have two different
meanings. According to the fair value model, relevance means measuring the value of the firm
while reliability means looking at the current value of all assets and liabilities. According to the
historical cost model, relevance is the actual measurement of the generated income to the
business firm while reliability means the capability to check the flows and the funds passed
through the business entity over time. In both cases, we can have relevance and reliability. In the
case of the historical cost, we trust accounting systems instead of external markets of reference.
Accountants should neither disclose their faith in the future value of the firm nor simply believe
managerial forecasting of discounted future revenues, but they should provide trustworthy
synthesis of the actual generation of business performance over time. This does not mean
accounting has no relevance for financial decision-making. Both financial analysts and investors
may utilize this kind of historical accounting information to provide cumulative milestones of what
the firm has been generating over time. This approach to accounting information would
remember investors and analysts that investment means having committed to a business firm
over time, instead of just owning shares to resale them quickly on the market.
3.2 Accounting as an Institution
The purpose to disclose accounting information for financial decision-making should not
preclude the accounting roles in the public interest, which are to organize, to regulate and govern,
and to represent the activities of business firm over time. Accounting system performs multiple
functions in economy and society. It does not only disclose information for financial
decision-making but also contributes to construct operational costs, managerial indicators of
performance and regulate dividends and buybacks, business income generation and distribution,
business income taxation, and other contractual and institutional rules (including prudential
regulation).
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3.3 Accounting Lighthouse for the Share Market
Accounting has a public interest role. It is a way to represent, regulate and organize
business entities. It is also a way to help the proper formation of share market prices over time.
Therefore, accounting should not depend on market prices because accounting is a way to
provide common knowledge to all the investors involved in trading and investing. Instead, it
should be an autonomous source of information, which constitutes a sort of “lighthouse” to the
ongoing formation of share prices over time. We have already prepared fundamental research
working papers and published articles, which claim to show how an accounting model based on
historical cost accounting (which is theoretically independent from market pricing) can stabilize
the market, and how such accounting model can help the proper formation of share price over
ix
the time.
In order to improve existing accounting methods, instead of fostering fair value revolution,
we can keep in line with this classic accounting logic, the pure logic of accounting, as I claim in
x
the paper that you received as a reference today.
3.4 Improving the Accounting Method
In line with the classic accounting logic, I suggest three different innovations in my paper;
the first is capitalizing expenditures on R&D. We can provide conventional pattern of
amortization, which can help entities to better financing and better expensing R&D expenditures,
which are so important to their sustainability and development.
Second, let abandon the impossible quest for measuring the value of the firm. In a world of
incomplete knowledge, estimating that value requires aggregation of dispersed information and
interaction among actors under appropriate institutional rules. Measuring is simply an impossible
task for accountants, financial analysts, and even traders. Instead, we should seek to measure
the cost of shareholders' equity. This is the cost of (shareholders) capital from the
accounting viewpoint. Shareholders equity is considered here as a special source of funding
which finances the business firm over time; it should be remunerated like other financial
xi
resources. Thus, we can measure the cost, instead of value, of shareholders’ equity.
Third, we should also keep in mind and seek to make the difference between unrealized
capital gains and losses and realized operational income and incurred costs. Otherwise,
we take the risks - as current crisis and scandals show - that entities employ capital committed
by new shareholders to remunerate and refund former shareholders and management. This will
result in standardizing Ponzi schemes through our accounting standards, which is not a
xii
reasonable way to do accounting, if it is accounting at all.
Conclusion
th
In the 20 century, Japanese, European (especially German and Italian), and the US
scholars have developed a model of accounting based on the enterprise entity as a productive
process over space and time. This is still the proper way to do accounting, based upon the pure
logic of accounting.
This enterprise entity clearly distinguishes committed equity by shareholders from the
change of share price on financial markets. Accounting in this understanding is a way to
represent, organize, and regulate the special ongoing economy of the business firm. The
supporters of fair value approach, including the IASB and the FASB, have neglected this
accounting logic. They are definitely not accountants since they think like investment bankers
and international lawyers. Instead of performing accounting, they struggle to apply financial
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economics. The global financial crisis comes to remind us that we certainly still need accountants
doing their own control job in our business and financial affairs.
In conclusion, it is necessary to do proper accounting and control, and thus return to the
proper logic of accounting that discloses its common knowledge on the special economy of the
business firm as an enterprise entity.
Prof. Masaki Yoneyama
Thank you very much, Dr. Biondi. Now, we will subsequently continue to the second
presentation. Dr. Tomo Suzuki is going to give a presentation entitled “Politics of Global
Standardization: How Should Japan Go about It?” Before that, I will briefly introduce him.
After working in leading accounting firm in Japan, he acquired master’s degree in the
philosophy of social sciences from London School of Economics, and from University of Oxford,
he received doctorate in philosophy of accounting, economics, and social sciences. He is now an
associate professor of Saïd Business School, University of Oxford. He contributes positively on
Princeton Wales Foundation and conducts research related to sustainability of IFRS. He has
strong relationship with Government of China, India, and developing countries in Southeast Asia
and has great influence on accounting policy.
Now, I would like to invite Dr. Suzuki to deliver his presentation.

Keynote Lecture (2)

Politics of Global Standardization on Accounting
Associate Professor of Saïd Business School, University of Oxford

Dr. Tomo Suzuki
"This transcript is prepared based on the translation of the lecture by Prof. Tomo Suzuki, which is
originally delivered in Japanese, and is meant only for your personal reference. Thus, you are
kindly requested to confirm the meaning and other details directly with him. Furthermore, please
refrain from quoting any part of this transcript without the written permission from Prof. Tomo
Suzuki."
Good afternoon. Thank you for the kind introduction.
Before starting my presentation, there are things I would like to say at the beginning. First of
all, I would like to express my appreciation to Prof. Tsujiyama and others involved in Waseda
University for inviting me to speak here today.
Second, with regard to what to do with IFRS in Japan, which is critical for Japan, I hope my
lecture will not mislead you. Therefore, I would like to define the bottom line here, which is: to
improve international accounting standards, Japan should be actively involved in that effort.
Now, I will begin my presentation entitled “Politics of Global Standardization.” I think there
are many views about IFRS, and it depends on the approaches that scholars choose. There can
be as many as 20 different approaches for analysis. While Dr. Yuri Biondi referred to “fair value”,
I would like to talk about another view that is important, which is “globalization”. Fair value and
globalization are two important aspects of IFRS.
For the structure of my presentation, I would like to start with the history of my research.
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Generally speaking, it is understood that the more you standardize, the more you know. But,
there could be cases when standardization does not lead to easier and simpler understanding.
By definition, standardization cannot satisfy everyone. Information could be viewed from different
points of views and in fact, this is the way how values of information are enhanced. So, when
standardization is internationally pursued, there is politics of information by which some specific
interests are pursued by the leader of the standardization.
In the case of IFRS, whose politics it? Even if we do not know exactly whose politics it is, I
would like to bring up what kind of impact was produced in different jurisdictions, regions, and
markets, whether it is Southeast Asia, India, China, or Japan, as a result of international
standardization.
1.

Research History

1.1. Background as a Researcher
First of all, let me introduce my work up to now. I am not a conventional scholar. I used to
work for a leading audit firm in Japan, but I originally wanted to be a philosopher. Therefore, I
went to the UK and took a major in philosophy of social science—which may not be very popular
in Japan—especially in Objectivity Theory and Epistemology. Since I used to be involved in
accounting and I was also interested in economics, the process of how people recognize
economic and business performances and the objectivity of numbers in accounting or economics
drew my attention.
While people these days say that accounting is for financing or for investors, I have a
broader scope. When accounting is introduced, what kind of impact is produced to what kind of
people? I am not saying whether my position is right or wrong, but this is the question I have
when I think about newly proposed accounting.
1.2 Research Methods and Awareness of IFRS Issues
In 1999, in Europe, IFRS commenced receiving increased focus. I came up with the
following hypothesis; if the IASB was politically swift and successful by year 2005, the high
degree of globalization of IFRS could be achieved in the end. On the other hand, if they were
slow in the speed of politics, there would be strong resistance against global standardization.
That was my prediction.
Since then, I was carefully watching the development, listening to views and opinions, and
trying to observe what kind of impacts or changes had taken place as a result of introducing IFRS.
Since my research cannot cover all the countries, I chose India, China, Japan, and some
selected countries in Southeast Asia and Europe. In these countries, I tried to be quiet, hiding my
presence and my positions over IFRS as much as possible, but recording carefully what was
happening in these jurisdictions.
I tried to employ all kinds of methodologies to identify who are the stakeholders involved and
then to group them. Every year I visited those stakeholders to carry out interviews and I repeated
th
that process for ten years. Last year, the 11 year since I started accumulating the data,
Government of India showed an interest in my data and they asked me to produce a report.
Therefore, I agreed to submit a report to the Minister of Corporate Affairs in India.
There was a similar situation in Japan last year, and I also received a request to submit a
report for some concerned parties of the government. But what I would like to earn your trust that
what I am delivering today has nothing to do with any politics or pressure from such government
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or related division of a regulatory authority. It is based upon the data that I have been
accumulating for the past ten years.
In Europe, that kind of research approach is well established; you listen to many different
views carefully and quietly. “Now that IFRS is introduced, what is your view?” In the beginning,
they said they did not know anything about IFRS, but I still continued obtaining data. In 2005,
they started having an interest and expressed their views. But there were no conversations –
dialogues between stakeholders, so to speak. By “Active Interviews”, I coordinated the
conversations about IFRS, for instance as “Some people think like this, what about you?” When
their views conflicted with each other, I tried to mediate their different views, and potential
method of reconciliation.
By this stage, you cannot detach yourself completely from the subjects of examination. As
long as you are engaged in the social science research, even asking a question would mean that
you are now part of that discussion. It is unavoidable. When I say, “What do you think?” to them,
my facial expression shows my thoughts. According to the US research, that is considered as
bias and may not be considered to be a good research. In Europe, however, it is called
“acknowledged bias.” Although there are pros and cons regarding this approach, they still
conduct such interviews and try to deepen the understanding. That is one methodology
established which I have been following so far.
The Effects of Fair Value Accounting on the Participants’ Behavior
In 2007, together with Dr. Yuri Biondi, we published an article in the special issue of
Socio-Economic Review about fair value accounting. Previously, Yuri mentioned the criticisms
against the fair value. There is only one thing I would like to add. To understand fair value
accounting, it is not only about discussing the logic of fair value accounting itself. After actual
introduction of such accounting, how does human behavior change? Such behavioral aspect is
something that is not explored sufficiently.
2.

2.1 Fair Value Accounting in the Enron Scandal
I would like to show you a video clip about Enron, and you may be familiar with its scandal. It
was 1985 when Enron was established and in 2001 they went bankrupt. In 1998, they had
revenues about three trillion yen and then four trillion yen in the next year and ten trillion yen in
the following year. In the US, at that time, Enron was ranked the seventh largest company and
according to the Fortune, it was one of the most admired and innovative companies in the
country.
Looking back, such image was actually nothing but an illusion. Huge investments were
made and all of the sudden that company went bankrupt. What is interesting is that the
companies and people who believed in such an illusion of Enron were not subset analysts or
fund managers of small-medium security companies, but they were top leading economic
newspapers or magazines and analysts or managers of huge companies. One of the factors
considered to be the reason behind this was the fair value.
Before showing the video clip, I would like to make a brief introduction. On the top left, Mr.
Ken Lay, CEO of Enron and on the right are the board members. It says, “Smartest Guys in the
Room”, but only few of them properly understood accounting. There is also Jeff Skilling who
graduated from Harvard Business School, joined McKinsey & Company, and then got a job offer
from Enron. What he said before taking the job was interesting, “Thank you, but there is one
condition for my acceptance. Please get Arthur Anderson, and the SEC (the US Securities and

17

Exchange Commission) approve for us to
use mark-to-market accounting, then I will
take this job.” That will be shown later in the
video clip. There is also Andrew Fastow, the
CFO who was another architect of Enron’s
accounting.
The mark-to-market accounting was
allowed by the auditing firm and the SEC
and what happened, as you had seen, was
the sharp increase in Enron’s revenue.
Among hundreds of analysis, only three
analysts were wondering if that was true
and whether the accounting was reliable.
Then Jeff said, “Do you not understand
mark-to-market accounting?” And then
Andrew Fastow said, “Do you not understand accounting for consolidation?” They were
intimidating the analysts with condescending behavior and that was how they controlled analysts.
You will see that in the video clip.
First of all, Jeff Skilling was a man with a “big idea”. Mark-to-market accounting, or fair value
accounting in today’s context, was used so that you could actually recognize profit from the big
idea immediately. He got approval from the SEC and audit firms to use mark-to-market
accounting and they celebrated the approval with champagne.
<Video>
2.2 Fair Value Accounting and Stakeholder Behavior
Here, we can see what Enron actually did when the company chose to use fair value
accounting. To show just a small part of this video and to conclude that fair value accounting is
not good is certainly not fair. This may cause a biased view on fair value accounting. However,
when recognize the kinds of language that the IASB used for its promotion, such as fairness,
transparency and comparability, you would want to question if such languages are mere rhetoric
or reality. By way of watching this video, you would “methodologically question” if transparency or
comparability can be improved under fair value accounting. This is the kind of message and
process that I wanted to pose to my audience today.
Let me repeat what I said. I am not saying what you saw in the video is everything. There
are people, however, who have an intention to abuse this fair value accounting, and that can be
easy and institutionally legitimized. That is something that you have to keep in your mind.
One day, I was asked to make a public presentation. In the same way, I showed this video.
One of the audiences, who is actually well-known to the world of accounting and corporate
governance, said, “It is not going to happen in Japan because we have already implemented
J-SOX. We have a very good system in Japan and scandals like what you said would never
happen.” I am not here to say “look at what happened to Olympus” - a specific scandal, but what
worries me more is more the general mentality or mindset of the many business executives and
audit firms as a whole. What sorts of impacts would fair value accounting have?
I had the opportunity to talk to various people for the last ten years. I exchanged my name
cards with almost nine hundred Japanese individuals engaged in or related to accounting. It was
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back in December 28, 2011, one of the representatives of a company listed in the first section of
Tokyo Stock Exchange, who is a senior director of accounting and finance of the company said,
“Even though J-SOX is implemented in Japan, there are still some risks of such scandals in
Japan.” For instance, the CPAs cleverly said, “Using IFRS, we can do this and that, so why don’t
you voluntarily adopt IFRS?” Of course, there are also earnest CPAs who explained, “Using
IFRS, you can report the real fair value.” But the former is not an extraordinary example; there
are many other testimonies.
Do not easily believe on normally accepted rhetoric, such as fairness or transparency. We
have to consider the impacts on the psychology of the people. I am not saying that introducing
this accounting system (i.e., fair value) would automatically bring about scandals or wrongdoings,
but if you believe too much in fair value accounting, this is something that could happen.
3.

Standardization

3.1. Standardization and Different Needs of Information
Globalization has been considered to be positive—generally speaking—because, the more
you standardize, the more you know. That means if you standardize information, there is
possibility that people can understand the information better. This idea is quite popular. A
simple-minded person may consider that this is true. If you are fully aware, however, that might
not be true.
Keynes used the analogy between investment in shares and a beauty contest. Now what
about the choice of your girlfriend or boyfriend? You would have totally different criteria. Dr. Yuri
Biondi may choose a partner who is beautiful enough, while my criteria may be different. There is
no demand for standardizing criteria in finding your partner; each of you can choose whomever
you want as a partner. But when it comes to selecting stocks, there seems to be a demand for
certain standardized criteria. With limited time and finances available, you have to do such
selection. Standardization is often demanded to some extent. The situation is different from
choosing your partner.
Let me explain this taking an example of an apple and an orange, or if you consider
investing in a company called Apple or Orange. Previously, investors used to watch the company
using “Lens H” which means historical cost accounting, but recently they have switched to “Lens
F”, which means fair value accounting. Initially, when “Lens F” appeared, people may have
thought this could be a positive alternative accounting system. There are, however, problems
such as demands from the preparers that they are unable to meet. An apple may want to be
complimented for the crunchiness while an orange, on the other hand, may want to have the
juiciness to be praised. Those different demands cannot be effectively and efficiently fulfilled by a
single standardized accounting. Another demand is this. Government imposes taxes and they
have an interest on the basis of the criteria for taxation. There are also employees who worry
about salaries, bonus, and are concerned on the criteria of which they are compensated with.
Policy makers and the government, as they obtain statistics, they need some data to decide
national policy. Those are different perspectives of information needs. There is a big question of
whether or not corporate accounting information should be standardized to one.
So, in evaluating corporate activities, there are variety types of demands. In this, if there is
some kind of market for information and then the resultant standardization for optimum
information coming out from it, you may think that such accounting is a good thing. But if you look
at the reality, that is not the case. As I said, the voices of corporations may not be heard as much
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as they want it to be heard, and the tax bureau is silent. In Germany, there used to be a concept
of accounting for employees, but it has died down. Bank of Japan or Ministry of Economy, Trade
and Industry who use statistics may not have their voices heard. In the late 1990s and 2000s,
clearly, historical cost accounting was phasing out, and fair value was gaining momentum,
without going through the process of market for information.
3.2. Standardization as a Political Process
First, for what? The IASB is said to have developed accounting for investors. Of course,
investors are important, but my question is: who are, and what sort of, investors we are or should
be talking about? That is something that has to be addressed.
Now, who? Who is doing accounting
for the investors? In accounting, the
domestic authority can take the lead. But
the IASB is screaming that it should be
done internationally
Finally, how? How many standards
should we have then? Should it be a
single standard system? Or a multiple
standards system - the US, Japanese,
European standards, should coexist?
According to the IASB, a single
international regulation should be the
standard. Then, should it be rules-based
or principles-based regulation? The IASB is supporting principles-based regulation.
In practice, we are going on the right-hand side (please see the slide), but whether it is really
good or not, is a matter of question. Globalization and how to promote globalization have been
discussed to some extent, but it is not really comprehensive. Almost no academia is looking at
those issues comprehensively. I have no solution myself, but I would like to show you a film, for a
point of consideration.
Since I do not think there is time to watch, I would like to just give you information about this
DVD. This is a DVD of documentary film called “Inside Job”, which explains that in a capital
market, aspects such as regulations on the financial instruments or derivatives, how they are
regulated, and the way they are regulated, have had a significant impact on financial crisis in
2008.
In the movie, responsibility of academia (including myself) is also questioned. This is Dean
Hubbard from Columbia Business School, who became the advisor to President Bush. He said,
“The capital markets have also acted to reduce the volatility of the economy. Recessions are less
frequent and milder when they occur.” If he had exerted his utmost effort on the study or research
in arriving at the above conclusion, it would not be too problematic. Looking at the background,
however, Hubbard had also received funds from an investment bank, so did the other academics.
They are funded by the financial institutions; a hundred millions of yen are given to them. The
recommendations and policy papers, which were made to the Bush administration, were
produced against such background. In other words, financial instruments are self-regulated, in
the name of the government regulation. Self-regulation ultimately led to the financial crisis,
according of the film - that is the opinion of this film producer; and here I am proposing to
consider the same in the world of accounting. The similar situation does exist here, doesn’t it?
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Who are actually in the main power among the circle of IASB?
3.3 Changes in the Inherent Politics of IFRS
Now, who is the IASB? There are 15 people in the IASB, as you may know. They are
experts from different areas and they are internationally respected individuals. They also work
hard for the sake of capital markets in the world, although some of them have already retired now.
Last year, at Sir David Tweedie’s retirement party, some people said, “Fair value will be
something in the past and full adoption will disappear.” It was because a board member who
insisted on full fair value accounting, Prof. Mary Barth, had retired. Then, Sir David Tweedie, who
promoted full adoption, also had retired. Thus, people said, “There will be no longer full
adoption.” My message here is that the nature in the IASB is now changing.
3.4 Reality of Rhetoric in IFRS
Now, in thinking how the globalization was administrated, I think, the key concept was the
“rhetoric.” This is nothing new, and not particularly exclusive to accounting. In Japan, sometimes
“rhetoric” has a negative connotation. But in English, when you say “rhetoric”, it could have a
positive or negative connotation.
I think the IASB was using their rhetoric very consciously while trying to globalize their
accounting standards. To a great extent, I have to say, it worked very well. The idea of “fair value”
with “high quality”, “transparency”, and “comparability” has been received as the persuaded idea.
But there is a rhetoric I cannot understand. They say that it is for the “efficient capital market”.
This rhetoric does not really strike my mind. In basic finance theory, efficient capital market is
hypothesized, and it can be achieved in a simplified situation with all assumptions being satisfied.
But realistically, global fair value accounting is not really leading to efficient capital market. I
doubt it.
I asked some people who were closely related to the IASB, “Why and how fair value
accounting can lead to an efficient capital market?” One said, “To be honest, I don’t know either.”
It was the comment I received, from the personnel who would be one of the closest to the IASB
from Japan. I myself as an academic of accounting still do not understand whether and how the
fair value standards lead to an efficient capital market, not at all.
As for the process of globalization, it is generally understood that fair and transparent
process for standard setting is in place. The IASB argues, “We publish exposure drafts (EDs),
ask for comments, and follow this process as a global rule. These are also disclosed on the
website”. We often hear, however, that even if someone had submitted comments on an ED,
those comments are almost neglected and are not reflected in the final draft. About 130 countries
in the world came to be using IFRS, partly due to the fact that international organizations such as
the World Bank, IMF, EU, ADB, WTO, UNCTAD, IOSCO, are forcing small countries to use IASB
standards. In addition, because the IASB is said to be a private regulatory body, they are trying to
set up the so-called “monitoring board”. Only three or four governments, however, participate in
the monitoring board, which is why it is criticized.
4.

Varieties of Standardization

4.1. Case of Southeast Asia
Everyone seems to be thinking that globalization is working. Most people pay attention to
situations in the US and Europe. In Southeast Asia, however, you may not know the situation,
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like in Indonesia or Malaysia. United Nations, IMF, and Asian Development Bank are trying to
convince the Asian countries to adopt IFRS. Otherwise, they will not be granting loans, they say.
As a condition, they require IFRS to be adopted. As a formality, those countries may adopt IFRS
but it does not mean that in reality, IFRSs serve as accounting standards in those counties.
Now, may have your attention on this chart (please see the slide):
In Indonesia and Malaysia, the
main industry is palm oil production –
it is a plantation business. I will explain
how IFRS works in this industry. You
buy seeds or young trees that are
treated as a biological asset. For the
first four years, threes are too young
to produce any fruits. Only in five or
six years later, trees start producing
fruits, which you squeeze and obtain
palm oil. You sell the oil and you will
generate cash. That (Blue Line) is the
normal profit curve using historical
cost.
If you adopt IFRS, to be precise
IAS 41 Agriculture, at the end of the first year, a huge profit will be booked like this (Red Line). Do
you know the reason? Palm trees have to be reevaluated as biological assets based at their fair
value. So, when the trees are going to be used for the next 50 or 60 years, expected net cash
inflows that the company will get from the trees has to be calculated as the discounted cash flow.
By and large, with some modifications, the difference between the original cost of trees and fair
value is recorded as the profit of the first year. This is the actual fair value accounting under IAS
41.
In the London Stock Exchange, there are four listed companies that are following this rule.
The discount rate is very different from one to another; one uses 8% and another uses 18.5% as
the discount rate. And I must say, after some investigation, I did not understand the reasons for
the difference. In Malaysia, I met the Minister of Agriculture and explained that such accounting
would not support sustainable growth of main industries in Malaysia. The Minister happened to
be a professional valuation expert in the past, so he understood that using a discount rate in the
above examples as numbers in financial statements would be highly problematic. In Malaysia
and Indonesia, they are trying to carve-out IAS 41 or postpone the adoption of it. My message is,
in many countries, as much as 30 countries, IFRS may appear to be fully adopted in letters, but
actual use of IFRS may not be happening to protect the main interests of the local economies.
4.2. Case of India
In India, there were similar situations, and I had opportunities to exchange views and
opinions with the top personnel involved in accounting standards setting. For example, one said,
“If we introduce IFRS, we are now the instruments of evil. Why is IFRS beneficial for India? If
Professor Suzuki knows the answer, please let me know.” His face was getting red and he was
extremely angry. I submitted the report containing previous interviews to the Minister of
Corporate Affairs in India. The Minister said that there had to be divergence rather than adoption
(between the Indian Accounting Standards and IFRS). I said, “That is perhaps too extreme and
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there has to be a tone of international convergence or harmonization. So rather than divergence,
modest convergence with necessary carve-outs would be desired.” After that, they considered
carve-outs and eight carve-outs were made.
4.3. Case of China
Some people seem to consider me as an ultimate opponent of IFRS, but it is not the case. I
merely consider merits and demerits of IFRS depending on all the different conditions and times.
In addition to India, I also had a chance to work with the Chinese Government. There, in the
1990s, I gave the message that it was better for China to harmonize with international standards
by changing domestic standards. In China, there are three accounting institutes called National
Accounting Institutes located in Beijing,
Shanghai, and Xiamen. The middle
management people or higher have to attend
those institutes to study accounting, which is a
matter of mandatory regulation for them. The
National Accounting Institutes are helping the
managements to improve their modern
accounting knowledge. According to Chinese
official position, they have fully converged to
IFRS, which does reflect, to a large extent,
their historical efforts of updating their
accounting from the communist model.
However, when you take a look at
Chinese IFRS (translated in English), the
self-claimed fully converged Chinese IFRS is about 1.2 cm thick, while the original and official
IFRS is about 11 cm thick. Still China says, “We are fully converged with IFRS.” This can be done
partly because of the political power and influence that China came to have against the
background of its economic power. Yes, we understand that 130 countries have adopted IFRS
according to the IASB, but you have to take a closer look at what is actually implemented.
4.4 Case of Japan
Now, what about standardization in 2000s and onwards in Japan? Stage one is the rhetoric,
but not in the negative sense. CPAs, the Financial Services Agency (FSA) and the Japanese
Institute of Certified Public Accountants (JICPA) members promoted globalization and they
wanted to be part of international community by having good relationship with the IASB. Without
their contribution, Japan could not have achieved the status of “IFRS equivalence” of Japanese
accounting standards. I am not here to deny their efforts and contributions, at all.
Despite that, I would like to claim that there was too hasty or aggressive internationalization
at times. The media, especially Nikkei, used to strongly advocate globalization by making
one-sided reporting like “IFRS is good” or “We have to globalize.” And so did the FSA and the
academia. Such a period lasted for 5 or 6 years from the middle of 2000s.
After that, worries on the real situation of this new accounting began to widely spread
among relevant stakeholders. On reflection of such strong and varieties of concerns, Minister
Shozaburo Jimi made the announcement last year (i.e., 2011) to postpone the decision of
possible mandatory adoption of IFRS.
The US said they had to decide whether to adopt or not last year. And, in January this year,
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SEC Chair, Ms. Schapiro, said, “We will announce in few months”, but no definite time was
mentioned. There will be the major elections in October; and therefore they cannot make
outstanding initiatives. Regardless the US situation, we have to decide the domestic policy in
Japan by considering the impacts on auditors and corporate managements when IFRS is
introduced.
On the other hand, standardization is not just about internal discussion. We have to know
what the perception of people outside Japan about Japan is. Now, let us move on this.
5.

Survey on IFRS Adoption in Japan
Let me introduce an interesting survey, which I am still developing since September last
year. I inquired whether the respondents were against mandatory IFRS adoption—just a general
view. Then, I posed such questions as, “Please express overall benefit of IFRS adoption to
Japanese socio-economy using a Likert scale, 1 for none and 10 for extreme beneficial.”
As for the anti-IFRS group, how much would you say they have given the score? They
scored one. “Even if we adopt IFRS, no benefits to Japanese socio-economy”; that is what they
are saying. Please note that this is not the finalized number; this is just the interim result, but the
message is pretty clear. On the other hand, as for the Pro-IFRS group, how much would you say
they have given the score? This is it – it is far from ten, isn’t it? Of course, there are positive
benefits of IFRS adoption, but not everything is rosy, even Pro-IFRS group finds.
The next question, if we are to remain under voluntary adoption, we have to avoid the
perception by the people overseas that Japanese are quite negative about IFRS. I also asked
about the demerit to Japanese socio-economy of not adopting IFRS, and rank from 1 to 10. From
pro-IFRS group, what they say is that Japanese accounting standards have globalized to some
extent, so that there is not that much risk. For anti-IFRS group, I thought they would give a score
so close to zero, or none. But that was not the case. They gave us some scores, which is quite
important, showing some concerns of overseas perception over not adopting IFRS. Thus, we
have to be always conscious and give enough thought about risks and benefits of IFRS adoption.
6.

Conclusion
In the near future, we have to decide the official position of Japan. There are countries that
say they have adopted IFRS. Chinese full-converged version is unique in a way, and even India
says that they have made full convergence with eight carve-outs, while no information
whatsoever is available about the US. They may keep postponing the decision, and in terms of
Japan, people involved are now heavily deliberating.
So, that was my personal view, which does not represent views of any organizations. If you
look at the data, I hope, you would agree that I presented reasonable view.
My presentation was scattered along various topics. Internationally speaking, however,
adoption is not in any way in unilateral direction. That is what I wanted to tell you, and it is my
honor if my presentation could give you any suggestions on Japanese re-deliberation concerning
the future direction for IFRS in Japan.
Thank you very much for your attention.
Prof. Masaki Yoneyama
Thank you very much, Dr. Suzuki. We would like to have a break and start the panel
discussion afterwards.
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Moderator
Panelists

Prof. EikoTsujiyama
Dr. Yuri Biondi
Dr. Tomo Suzuki

Prof. Masaki Yoneyama
Welcome back. We will shortly begin the second part of this symposium, which is the panel
discussion. I kindly invite Prof. Tsujiyama as the moderator and our guest speakers, Dr. Biondi
and Dr. Suzuki, as panelists. Professor Tsujiyama, the floor is yours.

Prof. Eiko Tsujiyama
I appreciate that many people remain here to participate in the panel discussion.
We received 10 questions from the floor. Although I am not sure whether we have enough
time to cover all the questions, I expect this to be a lively discussion. Those were very interesting
presentations from Dr. Biondi and Dr. Suzuki. There are two aspects that we have to look at,
which are the contents of accounting standards and what globalization will bring about. We
received, however, very few questions about the contents of accounting standards or fair value
accounting. Most of the questions are about future direction that Japan should take.
Question 1: Role of Japan in Improving Southeast Asian Stock Exchange and Accounting
Standards
Prof. Eiko Tsujiyama
First, there is a question from Mr. Hiraga, a student of Graduate School of Accounting, who
asks about Southeast Asian stock exchange improvement and its relationship with Japan. “I am
interested in the equity market in Southeast Asia, which Dr. Suzuki mentioned in his presentation.
There are many markets supporting growth of Japanese economy, like Thailand, Indonesia and
Vietnam. In light of the growth in those countries and Japan itself, it is necessary to improve

25

accounting standards and stock exchange in those countries. What are the contributions that
Japan can make, taking advantage of the strength that Japan has?”
Dr. Tomo Suzuki
It is a very difficult issue. I am not sure whether I am qualified enough to answer the
questions, or maybe not at all.
Although you put all those countries together as Southeast Asia, there are many differences
from one country to another. For instance, the former director of the National Tax Agency of
Japan, Mr. Ohtake, who is now the President of TKC, is ensuring that double-entry bookkeeping
accounting will be implemented in Vietnam. In 1945, when Japan was defeated in World War II,
the quality of either double-entry bookkeeping or the financial statements was quite low, as John
Kenneth Galbraith told me. To revitalize Japan, the US needed to know how the companies were
operating in Japan. What the US did first was to prepare a very simple but completely
standardized templates for Profit/Loss statement and balance sheet and then they distributed
them to 2,500 Japanese companies. In ten days they recovered and understood what the
situation was. In short, in a developing country like Vietnam, you may start with standardizing the
double-entry bookkeeping, giving proper education, and then you can make up the data.
I also had the opportunity to talk to the people in Singapore. What they said about IFRSs is
quite interesting. You may have heard that Singapore is introducing IFRSs aggressively. When I
talked to accountants and managers of companies, they said, “These days we could buy
transparency.” It means that as they introduce fair value accounting, businesses engaged in
appraisals/valuation start booming in Singapore. Corporations used to have difficult negotiations
with their accountants, but now the company pays money to the appraiser/valuer to get some
numbers that the company would like to have. I might be not in a position to say this, but it might
be just one aspect to what is happening in Singapore. This could happen when you introduce fair
value accounting and this is what you have to keep in mind.
There are countries that are a bit behind and some are more advanced. Accounting
standard issues are different in nature from country to country and if you ask me what role Japan
should play, I do not have any answers.
Dr. Yuri Biondi
I am not more qualified than Dr. Suzuki to speak about the actual Southeast Asian context
and development. I can raise, however, some points of accounting and development, and
finance and development starting from the recent history of Europe and the paths of evolution,
which some European countries had.
Actually, financial economists in the last thirty years fostered us to believe that financial
markets, the share market in particular, lay at the core of the economy, and of its development,
while we used to believe that enterprise entities were the core, and, in my opinion, they still are.
In a way, globalization has vindicated financialization because those countries (especially
the UK and the US) which have put financial intermediation at the centre of their development,
trying to convince (and force) all the other countries to do the same, are now in a worst situation,
while, as global trade and financial reserves data confirm, those countries which produce
(especially Japan, China and Germany) are net creditors of the rest of the world. Those countries
that no longer focus on production and have moved toward financialization, have become huge
net debtors, have been experiencing major problems with their financial and banking systems in
the aftermath of the Global Financial Crisis (they were actually at the very origin of that crisis).
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Production-focused countries did not put that far financial markets at the core of their
development, but they appear to have used them to finance productive activities: financial
markets are not the end, but the mean to do financing. This point is surely preliminary and needs
further inquiry. Nevertheless, it reminds us that one of the key issues here is about how we
understand the role of financial markets, including the share market. In particular, accounting can
play a role by providing firm-specific information that financial investors need without enacting
financial markets as an end, but as a means to fulfilling financing needs in a sustainable way.
Question 2: Risk of Not Adopting IFRSs and Participation of Japan in Global Standard
Setting
Prof. Eiko Tsujiyama
Now, there is a very interesting phenomenon, in a sense that the comments that I am going
to introduce are mainly promoting adoption of IFRSs, for instance, “Why fair value is wrong?” or
“Why are we not adopting IFRSs?” I think many comments are against today’s presentation.
There are three comments I am going to introduce and those comments have a common aspect.
Thus, I would like to ask those questions at a time.
First of all, from Mr. Horie, “Japanese accounting is currently being converged. With that in
mind, if we do not adopt IFRSs and fair value, what could be the specific problems we are going
to see?” The second question from Mr. Horie is about participation of Japan in global standard
setting, “Japan should be active in global standard setting. What is the best way for Japan in
participating in it?”
Next question is anonymous, “Between the voluntary adoption and mandatory adoption,
which one is better? Do you think Japan can keep its current position although it is voluntary
adoption? What is the reason? Or do you think mandatory adoption is necessary for Japan?”
Now, this is the third question from Mr. Miyauchi. He asks about IFRSs and political
dynamics in the world, “A unified accounting world had been agreed upon after the G20, and the
IASB is developing IFRSs based on that agreement. I think there will be no room for the
Financial Services Agency of Japan not to comply with that international agreement. How do you
think about that? And do you think there is the possibility to fade out of the international
agreement of the G20?”
Dr. Tomo Suzuki
The questions are very sensible and are crucial at this point of time; and I think those are
critical issues that we are facing.
Now, responding those questions, actually as an academia, I usually use the term
“empirical” approach. Usually, in the US academia, when they use the word “empirical” in finance
or accounting, it refers to statistics to come up with numbers. But “empirical” as a British word
means based on experience, where you are carefully picking up all the detailed things that are
actually taking place. And since I am an academia in the UK, I am using the UK interpretation of
“empirical.” In responding to the question, I will use the common concern that is shared by many
interviewees that I had, rather than my own opinion.
Now, your common concern is valid. When you say, “In case of Japan is not adopting, what
are the risks?” As you look at the survey results that I showed you, even in the anti-IFRSs group,
many people think that there should be risks associated with not adopting IFRSs. Maybe it is two
or 2.5 in terms of Likert value, but I do not think that we can simply neglect this result.
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In addition, the voluntary adoption of IFRSs is taking place in many companies. There are
three companies that are already adopting IFRSs in Japan, and I think there will be ten or twenty
voluntary adoptions that would follow. In my discussions with these companies, I asked, “Why
are you doing the voluntary adoption of IFRSs?” Many of them responded as that they do not feel
the positive benefits of IFRSs, but they are trying to avoid the risks associated with non-adoption.
This was the common message, which is my concern as well. If they are trying to adopt IFRSs
voluntarily, that means the government as an agent has to take care of the scheme or support it.
But is it going to be mandatory adoption? Perhaps there are certain political dynamics
involved and working in that area. In other words, even though many companies could not see
any significant benefits, could you force companies to adopt IFRSs? Can it be decided by the
major vote? I have no idea to which direction it is going forward, but ultimately the authority
should make a decision.
Now, let me talk about the G20. I once looked into that issue actually. First, what is the G20?
Is it a monolithic organization? In the declaration of the G20, as you read more, it is not really
clear. The terms IFRSs and the IASB were included in the declaration of the G20, but recently, I
think those words are not used anymore intentionally.
At the end of the questions, there was a saying that the agreement might be weakened in
the future, and I believe that is now taking place. The issue of a harmonized global standard is
getting weaker over the years, according to my interpretation. My interpretation might not be right,
though.
About mandatory adoption or voluntary adoption, there are pros and cons for both
approaches. I think for the voluntary adoption, it protects the sovereignty, because we can
choose ways that match relevant cultures and regulations that have been accumulated over the
time. I do not think there is consensus or agreed opinion within Japan; I doubt that at this
moment.
Dr. Yuri Biondi
I could not speak about Japan because I do not either understand your language or come
from this country, and surely the IASB does not understand Japan much better. This is the first
major issue that I wish to address, considering accounting as an institution. As I have explained,
from this perspective, accounting is an integral part of governance and regulation. Here,
regulation points to the polity and its institutional dimension: accounting is then a part of an
institutional architecture “of the people, by the people, for the people,” under a Republican order.
This is what we read in the US and French constitutions. This is what we believe in: Today, this is
the proper way to establish an institutional order. From this constitutional perspective, “adoption”
has no constitutional right because it means to delegate the constitutional power to establish
rules and regulations to some stranger who acts as an emperor: someone who is granted with
the power to establish rules for Japanese people without a mandate, check and consent. In
principle, each institutional system should establish its own rules, as it deserves to do in a
Republican order. Adoption being out of the possible alternatives, we can and have been
discussing about “harmonize” or “converge” towards a system of accounting that can work
transnationally. From this perspective, we should work together to better mutual understanding.
Moreover, in my opinion, we should speak about harmonization or convergence, not adoption,
not only because of constitutional problems, but also because of practical problems like the
European case testified: constituencies have not legitimate audience to change the rules, and
legitimate powers cannot intervene in the public interest.
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My second issue concerns fair value. Fair value has been at the core of the alliance of the
IASB and the FASB in the last decade. As a matter of fact, the regulatory system that has
experienced the adoption of fair value at the highest level is the US system, which has been
experimented since the 90s. And the results are actually not satisfying from the regulatory
viewpoint. They experienced huge crises, scandals and shortcomings, huge amount of hidden
debts, booked and paid-out illusory profits, dysfunctional banking and financial systems, and
probably a longstanding damage to their own development.
Let me conclude on the international dimension of accounting regulation. We are discussing
about a transnational dimension, that is, having amortization to do better global trade, foreign
direct investment, and better global regulation. Every country has a word to say on these matters,
and the G20 is one of the arenas of discussion. Since the financial crisis, some voices started
discussing and criticized especially fair value and off-balance sheet vehicles. The lack of
financial stability and resilience provoked a systemic crisis. Especially under the French
leadership of the G20, the point about bettering regulation of financial markets and
intermediaries, including accounting regulation and related accounting model, has been raised.
Therefore, I beg, we should not come back raising these accounting issues as we did before the
Global Financial Crisis, because that crisis provides evidence and a crucial experiment of
existing regulations. That crisis did not occur just because some bad guys were clever and
ruthless: bad behaviors always happened, it is human nature. But that crisis occurred because
regulatory systems were inconsistent or weak facing, or even captured, by those behaviors.
Huge amount of debt was hidden and illusory profits were booked and paid-out. We should think
about this systemic dimension as a major point in our accounting agenda today.
Question 3: IFRSs Adoption in Europe
Prof. Eiko Tsujiyama
Let me make some additional comments, and then I would like to ask further questions.
Earlier, Dr. Suzuki referred to the G20 in answering the previous question, where it was asked on
what was agreed upon in the G20 might eventually fade out. In fact, when you place statements
by the G20 in chronological order, IFRSs is no longer there. The G20 may be carrying out kind of
very strict analysis and it seems that they are no longer interested in making direct commitment
to IFRSs.
And now, I have an additional question to Dr. Biondi. Dr. Biondi said in his presentation that
“Adoption has to be prudent and careful, but harmonization and convergence of accounting
standards is also important. And accounting standards as a result of convergence should be
mutually recognized by countries and economies around the world. That is kind of the desirable
direction.” The first question is, looking at the reality of IFRSs adoption in Europe, Dr. Biondi, are
you happy? The second question is related to Europe as a unified market. If European countries
were not unified, is the adoption good or not?
Dr. Yuri Biondi
European case is peculiar. Europe started in the 70s to have a process of harmonization led
by the European inter-state institutions (especially the European Commission), which issued
directives to harmonize the national systems of accounting in a consensual way. This process
took time. It achieved satisfying degree of harmonization up to the 90s. But in the 90s, the
globalization of finance accelerated, in Europe and abroad. Also, the change in the European

29

monetary architecture accelerated within Europe. At that time, together with other leading
transnational institutions such as the IOSCO and the World Bank, the European Commission
started to favor the IASC, claiming for adopting IFRSs (called IAS at that time) for Europe,
instead of the rules resulting from that internal process of harmonization. I do not know why they
made this choice, but this imposed process of IFRSs adoption by Europe accelerated at the end
of the 90s. The transformation of the IASC in the IASB between 1998 and 2002 surely relates to
the following joint move: one was the adoption by the European Commission; another one was
the alliance with the FASB (related to the intended eventual adoption by the US). This change
fundamentally reshaped the IASC project, because IAS used to allow several options and fair
value was just one of the options, less pervasive than nowadays. It was probably more
“European” as a project. Since the alliance was established, the IASB decided to converge to the
US and several standards has been revised by merely replacing them with the FASB standards.
This has been the case throughout 2000s.
In Europe, the national communities, including public authorities, were not prepared, they
were not so alert about the move; they paid scarce attention to the IASC and international
accounting standards in the 90s. With an accelerated phase of adoption, the European
Commission, which has been the rule-making institution, adopted IFRSs with no deep public
debate. No one was really noticing that a new accounting system was adopted. It was virtually
unanimously voted by the European Parliament, which in my opinion did not grasp the
implications of that choice. The system was not tested, not assessed, and not so discussed.
Probably everyone believed that it was driven by international or European consensus. The
European Stock Exchange regulatory bodies, financial and prudential authorities, leading
financial institutions, business firms: the advocacy by leading international institutions and that
alliance with the US apparently make them believing that it was the way to go, with insufficient
evidence and information. It did not appear as an informed and consensual process, actually.
This is partly confirmed by all the public quarrels that occurred after the adoption. Banks, for
example, started to worry about the fair value, and raised a public debate; this shows the
problem with constitutional dimension of IFRSs. Europe is no longer capable to decide its own
accounting standards set. Constituencies which are legitimate to raise the point about changing
accounting rules under the Republican constitutional order, cannot simply address the political
level and ask for changing them; they have to convince someone that is based in London,
controlled by a private Foundation based in Delaware, and takes no responsibility, as Sir
Tweedie clearly explained in a public speech, to be the European accounting standards setting
body. Because they are not the European accounting standards setting body: Europe has
surrendered its accounting sovereignty, renouncing to its own accounting rule-making, and this
has been raising major problems every time some constituencies wish to change the rules,
which is a right in a Republic: everyone can claim its point and ask to change the rule. This claim
involves a public debate and a due process of rule making that can eventually change that rule.
Second point is, in Europe many people worry about fair value accounting and also about
the strange definition of the reporting entity which is based on a legalistic idea, which allows
keeping special purpose entities and related outstanding debt out of the balance sheet while
booking intra-group financial transactions as revenues and costs. But they no longer have right
to speak or to intervene on the accounting standards setting. Even if some European or National
authorities disagree with some rules, they cannot fix them, because they are no longer in charge
of the preparation of the rule. For example, France has recently established a new regulatory
body. Several years after the adoption of IFRSs, they established the French national Authority
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of Accounting (Autorité des Normes Comptables - ANC), which is still responsible for ruling
accounting for not-listed companies in France. This authority can raise the debate and tries to
make points from the France viewpoint. It is also the case for Italy, which has established a
similar authority. So the debate is going on, but the abdication of the constitutional power is
already done. So the European situation is peculiar. I cannot give you a comprehensive picture,
but problems have occurred because of the adoption, as testified also by three major quarrels
concerning accounting for financial institutions, fair value accounting suspension amid the global
financial crisis, and the accounting for Greek distressed governmental securities. Europe no
longer has control over its accounting rule making.
Question 4: The Need for IFRSs Adoption in Japan
Prof. Eiko Tsujiyama
Earlier, Dr. Suzuki mentioned in his presentation, “In fact, among Board members of the
IASB, they no longer support full fair value accounting and therefore, eventually, the direction
could be modified. Given the structure of the Board members, the concerns of the fair value
accounting may not be that significant in the future.” On the other hand, Europe has already
adopted IFRSs and now there is a major concern over the fair value accounting. The power or
authority of accounting standard setters has weakened, and therefore, they are now in the
process of trying to win such authority.
How the IASB deals with fair value accounting in the future is our major concern as well.
Ironically, if fair value accounting—which is considered as basis for high quality
standards—fades out, IFRSs may be more widely accepted. This is kind of ironical situation, in
my view.
There are three more people asking questions about globalization of IFRSs. In a neutral
point of view, those three people are asking, “What we should do?”
This is the first question from a person named Mr. Miyashita. “In comparison to the rest of
the world, in terms of degree of progress of IFRSs adoption, how do you view the progress in
Japan? Ever since Minister Jimi’s statement was made, some view that Japan is now stepping
back, instead of stepping forward. After publication of the “Interim Report”, there was an
expectation about the mandatory adoption, but in reality, if you read the “Interim Report” precisely,
you will recognize that no decision has been made. On the other hand, there is movement
towards the convergence; Japan already started the voluntary adoption of IFRSs; a satellite
office of the IASB is now established in Tokyo. I would say that in a way, there is kind of de facto
adoption of IFRSs. But, aside from an expectation, when Japan is compared to the rest of the
world, where can you position Japan? Given the peculiar status of China, they yet claim that it is
full adoption. Then, is Japan also qualified to claim that Japan is in the state of full adoption?”
Next question is from Mr. Yoshida. “What sort of position you maintain regarding the foreign
investors’ opinions on the introduction of IFRSs by Japanese companies? Our company
promotes the introduction of IFRSs to help foreign investors compare financial information more
easily. In practice, do foreign investors actually need IFRSs adoption in Japan? Japanese
companies are not disclosing accounting results based on IFRSs, but there is a considerable
foreign share ownership in Japanese companies.”
This is the last question. “Does Japan have to go on its own way or does it need to have an
alliance with other countries? If an alliance is necessary, which countries Japan has to work
with?; and why?” So, all the three questions ask what Japanese should do and how we should
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look at the reality in the current situation.
Dr. Tomo Suzuki
There is a bit of misunderstanding in your question. Actually, China does not say that they
have fully adopted, but they say that they have fully converged. When Chinese claimed that

they had gone for global accounting standards, what they said and what they did may not
match. But in case of Japanese, they claim that they would converge and I observe that their
efforts are really high on that respect. When I talked to people from many organizations like the
JICPA, FSA, Tokyo Stock Exchange (TSE), and ASBJ, I did realize how much effort and
resources they have put into Japanese accounting standards to maintain them at the global level.
That is a substantial effort. You have to be proud of yourself and emphasize that to people
overseas.
In June last year, Minister Jimi made a statement. You might think that Japan was going
backwards in term of adoption, and some people thought that it was a failure. But, other opinions
held that it was just a step back to see what the situation was.
As Dr. Yuri said, in Europe, adoption was decided very casually. I have researched about
how IFRSs was adopted in Europe. Historically, the European Parliamentary members always
debated issues by arguing over one thing or another, even on minor issues. But when it came to
IFRSs, it went rapidly because there was a policy about unified market and the politicians were
not familiar with accounting.
In Japan, they are really looking at this seriously. Although they were in the direction for
adoption, after a lot of study and learning, they found that there were some issues related to
taxes, corporate governance, small-medium enterprises, and also in other aspects. I guess some
stakeholders were lobbying the politicians and it led to Minister Jimi’s statement. Maybe it is the
result of a more advanced democratic process compared with the European experience. Of
course you can also take a look at this from a negative perspective, but what happened should
be looked at in a more positive way, right? And then you can decide what should be done in
terms of the official position of Japan.
In what way we should adopt this in Japan, this is not related only to the issues in Japan; we
also have to closely watch what is happening in the US. The FSA of Japan, back in 2009, had
thought that the US would adopt IFRS. They had a plan to watch the US decision and thereafter
to decide what Japan should do. But the situation had changed in different ways. The US
changed their position; while in other countries, even if they say that they have fully converged,
that may not be really the case. The future direction of the IASB is unstable, according to what
some people say.
There are people who voice concerns about China when it grows over the next 10 years.
Will China continue to maintain its current accounting standards? Or will it bring on its own
accounting standards to be followed internationally? This is because there is a lot of money in
China. Thus, Chinese companies are not going to Europe to finance their businesses. Instead,
many companies from different countries are trying to enter the Chinese market and access the
abundant finances available in China. As the more efficient choice, China may advocate that its
standards should be international standards or become more aggressive in making contributions
to the international accounting standards. There are a lot of possibilities.
Based on that, should Japan make the choice of adoption? Or international harmonization in
a way is possible to be accomplished? Which one is better is really difficult choice in term of
politics as well.
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Let me cite an example related to the necessity of Japan to maintain its own standards.
When I talked with many people, companies, and departments of the FSA, the conversation
directs to the topic of goodwill, and they say that the Japanese standards sound better. There are
so many people who voice that view. Japanese accounting standards, when it comes to goodwill,
may be maintained without being converged. In a pure accounting logic, I see some benefits. Do
we really throw this away and need to completely adjust to the international accounting
standards? I have some doubts about that. Some people, however, may raise certain criticisms,
such as the legend issue, so it is really difficult for me to decide.
Regarding the demand from European investors for Japanese companies to adopt IFRSs, I
actually did some research studies few years ago in the UK. I identified all the fund managers
who bought shares of Japanese companies; I think there were 147 fund managers. When I
started the same interviews at the end of last year, however, there were only 57 fund managers.
The number had decreased. Thus, rather than looking at Japan per se, they look at the whole
Asian region and Japan is only a part of that. I asked them whether Japanese companies should
adopt IFRSs. Ten years ago, there were several people who were concerned about the
differences in Japanese accounting standards. Now they say that they do not care that much
because Japanese accounting standards have improved substantially. That is their perception.
Thus, from what they say, it may imply that Japanese companies do not need to adopt IFRSs
immediately.
This morning, before the symposium, I went to one of the largest Japanese companies that
produce vehicles. Then, I asked whether they were preparing to use IFRSs. They said that they
had been seriously making preparations in case there was enforcement on adoption. But based
on the statement of Minister Jimi last year, they had suspended their efforts. So I asked again
whether they were more worried, and whether they were being requested for IFRSs data from
foreign investors. They said that their accounting was in accordance with the US GAAP and the
investors did not have any concerns about that. At present, Japanese companies that adopt the
US GAAP may not be so worried. There might be, however, a bias in my research and you have
to consider that.
Dr. Yuri Biondi
If you look the recent history, the global financial architecture was established after World
War II, when the US was creditor of all the other countries. At that time, their currency was put at
the center of the international monetary system, making dollar convertible to gold. Credit came
then from the US; the US was the global investor at that time. Progressively, this balance has
changed and nowadays the creditors of the rest of the world are China, Japan, and Germany. In
a long-run historical perspective, since the Pacioli’s times, accounting was established by the
creditors because they invest and wish to account the investee for. Accounting standards should
be certainly redesigned to fit the new transnational context. We should look at them together with
the global financial architecture, starting to rework the Bretton Woods Accord that is no longer
working. And the global creditors should have their word to say on these matters.
Question 5: Definition and Usefulness of Fair Value Accounting
Prof. Eiko Tsujiyama
Thank you very much. Although there were no black and white answers, I think we can get
some hints based on the data from a neutral perspective.
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There are three people asking about accounting standards. As a member of the FSA
Business Accounting Council, I have been involved in some discussions. There I observed some
members said that Japanese accounting standards were unique and they thought, “It may be
better for Japan to see the world a little bit.” “Japanese accounting scholars have a unique way of
thinking,” that was what they said.
But actually, as Dr. Biondi said in his presentation and I also had a chance to talk to Dr.
Biondi prior to this symposium, I asked whether Dr. Biondi’s view is a minority or majority view in
Europe and he said that his view does not represent the minority. Every time I join FASC’s
discussions, in which he is the Chairman, I always recognize that his view is not the minority. Dr.
Biondi’s view is quite similar to what Japanese accounting scholars have. He is from Italy, where
Luca Pacioli was born. Maybe Italy is quite in accordance with bookkeeping rules. I am just
kidding, but his view is not considered to be the minority or peculiar either in the academic
society.
The essence of Dr. Biondi’s view is not from a financial engineering perspective. What you
need to closely watch is the invested equity and return on invested equity. That is what he
suggested today. And what is interesting is that globalization of accounting standards started in
2000, while before the year of 2000, there was a common understanding that accounting
standards had been quite similar among all developed countries.
Now, with that in mind, I would like to introduce some questions from the floor. This is from a
CPA named Mr. Kaneko. “First, what is the definition of fair value accounting? Second, in the
financial instruments, which are traded in an active market, what is the problem if fair value
accounting is applied to remesurement? I think there might be a misunderstanding that IFRSs is
putting too much emphasis on fair value, because of the existing revaluation option on tangible
fixed assets.”
Next question is from another CPA named Mr. Takahashi. “In case of Japanese corporations,
the top managements of foreign subsidiaries tend to be Japanese nationals, instead of local
people, which is a different phenomenon from other global overseas corporations. In order to
have the competitiveness, the top management should be foreign people or non-Japanese. It
could mean that investment perspective of IFRSs should be applied. In that case, theoretically, is
historical cost accounting still better than fair value accounting?”
Dr. Yuri Biondi
We should be clear about what we mean by fair value. Fair value can be understood as a
measurement technique: it is just a method to measure assets or liabilities at current market
price whenever available, or to have model of estimation of that price. This is a method that takes
external reference, that is, a market reference as the basis of accounting. At this level, fair value
is just one method among others, so historical cost is another method that looks at the original
amount established in an accomplished transaction. But the perspective changes if we look at
fair value and historical cost as alternative accounting models. Fair value in my speech is
addressed as an accounting model, something much more fundamental. It is understood as the
basis of the whole accounting system.
If we apply fair value as a method, it remains a method among others, and it does not
constitute necessarily the logic of the whole system. Setting accounting standards, however,
requires a model, in my opinion. Alternatively, accounting standards sets become cookbooks,
and we know how far preparers have cooked their books in recent times. I have two basic
problems with the approach utilized by the IASB; the first is that they do not have a model. They
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produce specialized accounting standards that have been incoherent with one another; they do
not care so much about the whole, about the consistency and effectiveness of the whole
accounting system. This is a legalistic approach to accounting. This is what we do with fiscal
accounting for example: we deliver a cookbook, instead of an accounting system. We cannot be
surprised if preparers cook their books. This is a basic problem beyond the fair value.
Another problem occurs when we take fair value as the basis of accounting. This implies
taking a market view as your “true and fair view” of the enterprise entity. You look at the business
firm through the market eyes, as Dr. Tomo masterly explained. This market perspective changes
your mind, your understanding of the firm. Your reference is then the market; it is no longer the
productive process. Thus, the firm starts to be considered as a hedge fund, that is, a portfolio of
separable assets and liabilities, each of them having market references; and you try to measure
the current value of this portfolio as its business performance. This also implies the assumption
that, when you have an active market, no problem occurs and you can measure every
accounting element through its current market price. The problem here is that firms (or banks in
particular) are not hedge funds, even though we can force them to become hedge funds: this is
what we have been doing by adopting this market basis of accounting for them. To serve the
investors and society, however, neither firms nor banks have to become hedge funds. Instead of
a misleading market basis, we can focus on their economic process. These entities do economic
transactions, deliver products and services, allocate income through generated revenues and
invested costs. To account for this productive process, historical cost approach is required,
which constitutes a different basis of accounting. This approach is preferable also because those
entities provide remunerations to investors because they have been producing and delivering
useful goods and services to customers. Even banks deliver remunerations to their shareholding
investors because they deliver financial services to the customers and the economic system as a
whole.
This historical cost approach, which focuses on the economic process generated by the
enterprise entity, does not require any reference at the markets at all. This evidently happens in
the case of a pure accounting system, even though we generally experience mixed systems. In a
pure historical cost accounting system, you do not look at ongoing prices in active market at all,
to do the accounting for firms or banks. Of course, you can have a system that allows both bases
of accounting. Before 2001, IAS used to accept this mixed logic, apart for some financial
instruments: they allowed both bases of accounting. For instance, IAS 16 for property, plant, and
equipment still allows both methods and actually most of the firms do not utilize the revaluation
approach, keeping in line with the received historical depreciated costs for their tangible assets.
An increased drift toward fair value has occurred since the alliance with the FASB. This alliance
has factually fostered to move towards fair value accounting since 2001. The Boards have
revised several standards to converge with the US standards, introducing voluntary option or
compulsory requirement of full fair value especially for financial assets and liabilities.
We should not forget that major problems with the global financial crisis occurred in financial
institutions. These latter were expected to be the most suitable entities for the application of fair
value. This should amplify our concerns with fair value, because problems occurred with those
entities that were expected to be the most suitable field of application for it. Its impact may
constitute then a sort of natural experiment of the economic consequences of fair value
approach. As a matter of fact, most banks and financial institutions have raised excessive debt
(taking it off balance-sheet) and booked illusory profit, while they did not alert investors about the
risks taken, under fair value accounting regime. In the aftermath of the global financial crisis,
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those same banks and financial institutions were forced to supplicate public authorities to
suspend the application of fair value accounting rules: “If we continue putting ongoing market
prices in our books, we will go bankrupt,” they said. Shortcomings, which triggered the financial
crisis, involve major problems with governance and regulation. You cannot, however, do proper
governance without an appropriate accounting system. You cannot do proper regulatory
supervision of financial markets and institutions either. You cannot assure the proper function of
financial markets without an accounting system that does not depend on them. Because you
cannot manage the market without accounting. The functioning of every market fundamentally
depends on an institutional order that frames and shapes that functioning. We have been doing
accounting without financial markets for centuries, and I am confident that we still can do it. Even
the IASB started reconsidering accounting for financial instruments, with the issuance of the
IFRS 9. But they still have not changed their accounting model and have not planned to establish
both an alternative conceptual framework and an alternative mode to do accounting.
Dr. Tomo Suzuki
I want to add two comments. First comment is related to the question, whether there are any
problems in doing fair value accounting for financial instruments in an active market. If the
market is liquid and the purpose of holding financial instruments is for trading, I think the problem
is quite limited. I have no intension to sidestep the main issue, but I have a concern in the related
area, which I would like to share.
I am a faculty member in Oxford University and some of my students work for top
investment banks. Now, what they do to develop a new financial instrument? There were three
similar emails that I had received from them. They said that after the increased application of fair
value accounting, their job had slightly changed. What I want to say is related to my major, which
is behavioral research; what is going to be with the behavior of human being if certain accounting
method is introduced? In the process of developing financial products, their superior gives an
order to produce financial instruments by mixing non-marketable instruments that do not have
very clear market value with instruments that have clear market value. In combining them, you
would not really know whether there is any price forming capability in the products or not. In
reality, it is troublesome for the auditors.
Another question is, “Which one is better? Is it historical cost accounting or fair value
accounting?” About two weeks before I came from Oxford, the MBA students had examinations
and I had to evaluate them. One of the examinations consisted of an essay to discuss whether
fair value accounting is superior to historical cost. The students had to explain the pros and cons
of fair value accounting and historical cost accounting. If you just say “yes” or “no”, you just get
half of the score. I think, both are not perfect, depending on the objective and circumstances, it
could be good or it could be worse.
In my presentation, I already stated that although the information from two lenses, “Lens H”
and “Lens F”, was better than a single lens, we had to consolidate them at a certain level to save
time and money. But when they are converged, it is the result of a political process. Whether fair
value accounting or historical cost accounting is better, it is not black and white.
Question 6: The Application of Fair Value Accounting in Insurance Contracts
Prof. Eiko Tsujiyama
Before I move on to the next question, I would like to make few comments.
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Someone may use the terms fair value accounting and historical cost accounting, but I
believe this is misleading. I think it is actually about whether to focus on a stock valuation view or
a flow view. If you focus on a flow, you pay your attention on transactions; and as a result,
accounting will be based on the acquisition cost. On the other hand, if you focus on a stock
valuation, fair value will be applied and profit is the difference of valuation between the two points
of time. Then, the explanation today of Dr. Biondi on the flow accounting and stock valuation will
be easier to understand.
Since there is only five minutes left, I would like to pose a brief question. This is a question
from a financial planner named Ms. Iwabuchi. This is about IFRSs and financial instruments like
insurance products. “According to Asahi Mutual Life insurance Corp., there is a product called
“Prestige” and the benefit of this product could be better understood in the context of IFRSs. On
the other hand, objectively, once it is introduced to a market with certain biases, it could be the
possibility the product is misused for malicious intentions.”
In fact, the discussion of the insurance accounting has been going on since about 1990s by
the IASB. It is exactly the fair value accounting based on a new accounting model. I do not know
exactly what the product “Prestige” by Asahi Life is, but if you have the full knowledge about fair
value accounting, then this could be viewed as a good product. But if there is a bias or distortion
in the market, then this product could be misused for malicious intentions.
Dr. Yuri Biondi
Accounting for insurance contracts and entities is one of the most discussed standards at
the present. Even the IASB, with its reputation and strength, has been unable to reach a
consensus about how to account for them until now. They appear to suggest moving to full fair
value accounting model for both assets and liabilities related to insurance, but this move has
been rejected by some authorities, professionals, and insurers. We should also remember that
insurance is one core backset of the financial system. Its accounting will have major
consequences on the working of the financial system for business and society. As the Chairman
of the Financial Accounting Standards Committee (FASC) of the American Accounting
Association (AAA), I decided to work on a discussion paper with the committee members about
insurance. I am pleased to work with Prof. Tsujiyama on this matter, but today I have no clear
answer. I do not think that fair value would be the appropriate response. This is also confirmed
by the fact that the IASB has been claiming for it for years without been able to reach any
consensus. We should work on the standard and discuss more about how the insurance entities
work and what we need to properly account for them, including from the viewpoint of the financial
system as a whole.
Closing Remarks
Prof. Eiko Tsujiyama
Thank you very much and I am sorry for rushing you in the last question. Including the
previously discussed insurance accounting, there were good examples presented by the two
speakers. What Dr. Suzuki presented about agriculture accounting was impressive to me. At the
moment of investment, future cash flows are used for estimating the present value and that
would be used to determine the current income. Accounting based on fair value as opposed to
the accounting based on actual harvest is another point that is currently under discussion
globally. I think that was also among Dr. Biondi’s description of traditional accounting and the
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difference with fair value accounting is simplified in that particular example.
Last year, we had similar symposium, in which Dr. Sunder from Yale University was invited.
He said it was extremely difficult to change the mind of other people. In fact, audience here today
should have their own assumptions or ideas. So, if the statements are in line with your ideas,
then you will say that it is splendid and good points are made. If it is different, you might conclude
that this symposium does not make sense. Today we heard, however, what was going on in
Europe and how fair value was viewed. The second point is about how globalization will be in
Japan and the rest of the world. And if any useful information in such constellation was offered
through the discussion, I, as a part of the organizers, would be extremely happy.
Thank you very much for staying until the end of this symposium.
Prof. Masaki Yoneyama
Thank you for your participation. Now, I would like to bring to an end to this international
symposium. Please give a round of applause for our panelists and Prof. Tsujiyama as the
moderator today.
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