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“JT to adopt global accounting rules”

2  One World Trust, Global Accountability Report
2007 (ZHRURL : www.oneworldtrust.org)

move towards

global accounting standards

Chairman of the IFRS Foundation Trustees Michel Prada

I am grateful to the Japanese Institute of Certified Public
Accountants (JICPA) for the opportunity to contribute to
this highly-regarded publication.

As the newly appointed Chairman of the IFRS Founda-
tion Trustees, I am well aware of the long-term support
that Japanese stakeholders have provided to the IFRS
Foundation and its independent standard-setting body, the
International Accounting Standards Board (IASB) since
the organisation began its work in 2001. This support is
very much appreciated.

My appointment brings me back to familiar ground. In
2000, as well as serving as Chairman of the Autorite des
Marches Financiers (the French securities regulator), I
also served as Chairman of the Technical Committee of the
International Organization of Securities Commissions
(I0SCO) when it endorsed for cross-border listings the
'core standards' of the International Accounting Standards
Committee (IASC, the IASB's predecessor). That decision
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helped to foster the process of restructuring the part-time
TASC into the IFRS Foundation and the full-time TASB that
you see today. Paul Volcker became the first Chairman of
the IFRS Foundation Trustees, and I am delighted to serve
as the current Chairman with support from two vice-
Chairmen — Tsuguoki (Aki) Fujinuma, former Chairman
and President of the JICPA and Robert Glauber, former
Under-Secretary to the US Treasury.

In this article I would like to offer three observations.
First, that the move to global accounting standards is a
logical and welcome consequence of globally interconnected
financial markets. Second, that the Trustees are taking
steps to ensure that IFRSs are able to become those stan-
dards and that the IASB is well equipped to become the
global standard-setter. And third, that Japan has a very

important role to play in this process.



The path towards global standards

Let me begin with global standards. Not so long ago, in-
vestors invested primarily within their own jurisdiction.
Companies would raise capital on local markets and those
that sought international finance would do so through a
secondary listing in the United States. In such a world, it
made perfect sense for each jurisdiction to develop and
maintain its own national accounting rules, while allowing
certain companies to report domestically using US GAAP.

Fast-forward perhaps 20-30 years and we have seen a
transformation in capital allocation. A well-diversified in-
vestment portfolio will spread investment risk around the
world, with international investors investing in the best
companies regardless of location. Large Japanese multina-
tionals looking for growth, particularly from emerging
markets, will have substantial investments in international
subsidiaries. Established centres of international finance
such as New York and indeed Tokyo are no longer auto-
matic choices for IPOs and other forms of fundraising.

In this international market for capital, separate na-
tional accounting rules present many challenges. They
cause problems for international investors, who will often
add an 'accounting premium' to the cost of capital when in-
vesting in an unfamiliar financial reporting environment.
They increase costs and translation risk for multinational
companies consolidating international subsidiaries, and
they put financial centres at a competitive disadvantage
when seeking to attract international listings or retain do-
mestic ones.

To illustrate the point, a survey conducted by the Tokyo
Stock Exchange' found that almost 4096 of respondents
expressed concerns that a failure to sign up to IFRSs could
impede inflows of investment funds into Japan.

These are a few of the reasons why more than 100 coun-
tries now require or permit the use of IFRSs. From this
year, more than two-thirds of the G20 members will re-
quire the use of IFRSs. In the last two years alone, Brazil,
Canada, Korea, Mexico and Russia have all adopted IFRSs
in full and without modification.

While international competitiveness and cost have been
significant drivers of IFRS adoption, it has been the ongo-
ing financial crisis that has provided the greatest urgency

to completing this work in a timely manner.

Each phase of the crisis has offered a further, graphic il-
lustration of the globally interconnected nature of financial
markets. Policymakers recognise the need for a level play-
ing field in financial reporting, which is why our work is
considered to be such an important element of the global
regulatory reform agenda. That is why repeated
communiques from the G20, of which Japan is an impor-
tant signatory, have supported the work of the TASB and
called for a rapid move towards global accounting stan-
dards. That is why I believe it is no longer a question of if,

but when we will get there.

Becoming a global accounting standard-
setter

As adoption of IFRSs has continued to grow, so has the
ability of the TASB to support a global constituency. The
completion of two Constitution reviews in the last seven
years has seen the Trustees continue to enhance the extent,
robustness and the transparency of the TASB's standard-
setting process, as well as the inclusiveness of its
stakeholder participation activities. In 2007, the IASB's
stakeholder engagement activities were independently as-
sessed as being 'world class'.

The second of these Constitution reviews led to the Trus-
tees further enhancing the public accountability of the IFRS
Foundation by establishing a link to a Monitoring Board of
capital market authorities, of which the Japanese FSA was
a founding member.

In 2010, the Trustees initiated a far-reaching strategy re-
view that sought to consolidate these achievements and to
articulate a vision and strategy for the IASB to become the
global accounting standard-setter. At the same time, the
IFRS Foundation Monitoring Board conducted its own re-
view of the institutional aspects of the governance arrange-
ments.

Both sets of reviews were subjected to extensive global
public consultation and discussions with interested parties
and in February this year the Trustees and the Monitoring
Board jointly announced their conclusions.

These are important reviews that share highly compati-
ble conclusions. Together, they respond to requests by the
G20 and address fundamental questions relating to the fu-
ture of the organisation, including the mission, governance,
standard-setting process and financing of the IFRS Founda-

tion.
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Among its many conclusions, the Trustees' strategy re-

view recommends:

1. enhanced transparency and a clearer organisation of
the governance of the Foundation,

2. greater focus on adoption of IFRSs and consistent ap-
plication of the standards, and, therefore,

3. closer and more formalised interaction with national
and regional standard-setting bodies, as well as audit,
prudential and securities regulators and supervisors

The Trustees have begun the process of putting into place

the recommendations of both reviews. I encourage anyone
with an interest in this topic to read both reviews, which
are available to download from the IFRS Foundation

website.

Continued Japanese leadership in financial
reporting

The third and final topic I would like to address is the
need for Japan to continue to provide leadership in interna-
tional financial reporting.

As I mentioned at the beginning of my article, Japan has
been a long-term supporter of our work. This support has
been reciprocated and Japanese interests are well served at
every level of our organisation. The TASB and the Account-
ing Standards Board of Japan (ASBJ) have just held their
fifteenth twice-yearly joint meeting and later this year I
will be in Tokyo, to attend the opening of our first regional
liaison office that will operate for the benefit of the Asia
Oceania region.

These are all substantial commitments, and for good rea-
son. The ASBJ and Japanese stakeholders continue to pro-
vide very high quality input to the IASB's standard-setting
activities. Japan is also a major economy and Japanese
participation in the standard setting process as well as en-
dorsement of TASB standards is key for the finalisation of
the objective set up ten years ago.

At the same time, the Trustees' strategy review makes it
clear that, while convergence is a perfectly valid transition
mechanism for bringing standards closer together, full
adoption should be the goal in order to meet the G20 objec-
tives. Furthermore, the IASB is currently holding consulta-
tions on its future agenda. A clear decision to mandate a
national transition to IFRS will assist the IASB as it con-

siders Japanese requirements when setting its future work

kprogramme.
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Japan already permits certain domestic Japanese compa-
nies to apply IFRSs and is expected to decide this year
whether and how to mandate a transition to IFRSs. This is
a very important decision, both for Japan and the IFRS
Foundation.

If you believe, as I do, that all of the world will eventu-
ally move to global accounting standards, I would argue
that it is in Japan's national interest to be leading in this
direction.

The Trustees stand ready to support this decision in

whatever way we can.

1 'JT to adopt global accounting rules', WSJ — February
2011
2 One World Trust, Global Accountability Report

2007 — see www.oneworldtrust.org
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