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Dear Sirs,

Commentson the Exposure Draft of Proposed Amendments to | AS 39 Financial
Instruments. Recognition and Measurement “Fair Value Option”

Accounting Standards Board of Japan (ASBJ) is pleased to comment on the Exposure Draft
of Proposed Amendmentsto IAS 39 Financial Instruments. Recognition and Measurement
“Far Vdue Option”. The views expressed in this letter are those of Internationa 1ssues
Standing Committee of ASBJ.

First of al, as we expressed concerns on our comment |letter as of October 9,2002, we do not
agree with the fair vaue option itsdlf, because it isincongstent with the basic gpproach of

IAS 39 that requires an entity to account for financid indrumentsin line with holding

purposes. However, we would like to comment within the extent of the proposds in this

Exposure Draft.

Question 1

Inlight of the above view, we agree with the limitation of scope to use the fair vaue option.

Question 4

We bdlieve thet the problem of difficulty in measuring afinancid assat or financid liability
that contains one or more embedded derivetives should be properly solved by adding the
following sentence to the paragraph 11 of IAS 39, “an entity may measure afinancia asset
or financid liahility that contains embedded derivatives to be separatedin accordance with
this paragraph asawhole, only if it cannot be messured eeslly as each individud item.”
Therefore, we suggest making such amendment in paragrgph11 and removing the proposed
requirement of paragraph 9 (b)().



We have a concern that the proposed amendment in paragrgph 9 (b)(i), which dlows any

financial assets and liabilities that contain embedded derivativesto be measured at fair value
using the fair value option, whether or not paragraph 11 requiresthe embedded derivative(s)
to be separated because it might unexpectedly broaden the scope of gpplication and lead to

the abuses beyond the purpose of easing the goplication of IAS 39.

Question 6

1. Webdievethat the proposed amendment described in paragraph 9(b)(.) should be
removed, as wdl as the proposed paragraph 9(b)(i), regarding the Question 4.

We doubt the necessity of the proposed paragraph 9(b)(.), because incdluson of the
condition of “verifidble’ makesit difficult to goply the far vaue option for loan and
receivables, and the proposed paragraph 9(b)() dlowsto gpply to the fair vaue option
to dl financia assets other than loan and receivades as long astherr fair vaues are
verifiable. Moreover, we are afraid that the ambiguity of the condition of
“subgtantidly offst” may cause practica problems.

2. We bdievethat the proposed requirement regarding to the prudentid supervison
should be removed.

We believe that the proposed requirement in the end of paragraph 9, regarding to the
prudentia supervison, should be removed because such wording is ingppropriate for
the Accounting Standard. The proposed paragraph BC 11 dates that this sentence
merely notes powers that supervisors may dready have and does not confer any
additiond powers on them. If o, we dill more strongly believe such sentence should
be removed. We agree with the dternative view described in the paragraph AV 7.

We hope that our comments will contribute to the work of the IASB in arriving at itsfind
decison.

Best Regards,

Ikuo Nishikawa
Chairman, Internationd 1ssues Standing Committee
Vice-Charman, Accounting Standards Board of Jgpan



