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119D : Settlement D EFIZH 7= D L#iNn H DN, RED KNI T 2 Z ENENNLTE
59 FAEEE S OBEVWAARHAB TH H, RED K WELEH Z L ZHETH5RETH D,

125 E (¢) (iv) : exposure & & 5 D, expense 2N IE LW EEbid,

Example 6 : Defined benefit obligation ®H T, #3fHZBT 52X NEBRT HLERH
A9e ZHUT, AERNZNEZ DBO O RICEDDIRER>TWNLZENBAELDZ L
Thb, 728, BIRDEHEE LTIL, benefit paid IZEH 5 kL, & 130T THET
LHERDHS D,
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1 September 2010

Sir David Tweedie

Chairman

International Accounting Standards Board
30 Cannon Street

London EC4M 6XH

United Kingdom

Comments on IASB’s Exposure Draft
Defined Benefit Plans / Proposed amendments to IAS 19

Dear Sir David,

The Japanese Society of Certified Pension Actuaries is a professional organization
consisting of all the certified pension actuaries in Japan, and The Institute of Actuaries
of Japan is an academic and professional organization of Japanese actuarial profession.
Both organizations engage in actuarial business activities in dJapan, including
establishing practice standards, investigative research, education, and continuing

professional development.

We would like to express our respect for the efforts that the International Accounting
Standards Board has been making to develop a single set of high quality and
understandable IFRSs, and appreciate the opportunity to submit our comments
herewith to IASB’ s exposure draft: Defined Benefit Plans / Proposed amendments to
TIAS 19.

We will be pleased to accept any request to give further explanation about the issues

presented in these comments.
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Recognition
Question 1

The exposure draft proposes that entities should recognise all changes in the present
value of the defined benefit obligation and in the fair value of plan assets when they
occur. (Paragraphs 54, 61 and BC9-BC12) Do you agree? Why or why not?

While there is without doubt an element of needing to recognize all changes when they
occur, we think it inappropriate to argue about that point alone and to solely think in a
deductive way. Judgments also need to be made about the appropriateness of

alternative accounting approaches.

A fundamental review of post-employment benefits accounting should review the
significance of a DBO approach, as well as the evaluation methods based on it. If these
studies are put on the back burner, we must keep this point in mind. This could
influence our discussion on the concept and accounting approaches of funding status,

remeasurement of DBO and net interest cost, for instances.

Question 2

Should entities recognise unvested past service cost when the related plan amendment
occurs? (Paragraphs 54, 61 and BC13) Why or why not?

The concept of whether rights are vested or unvested is a classification used in
particular legal jurisdictions and is not universal. Hence, it is not appropriate to use
such a concept in international standards. In addition, based on the principle that DBO
are evaluated on the basis of the concept of going concern, we do not think it is
reasonable for the accounting procedures to vary depending on whether or not rights

have been vested as of the valuation date.

As 1deal accounting procedures in such case, because past service costs do not concern
the services during the current period, it is necessary to consider appropriate
accounting treatments, including disaggregation in P&L or deferred recognition over
the expected years of service. As for the latter, we think the argument of BC50 of the

current IAS 19, will serve as a reference.
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<< Current IAS19 BC50 >>
Those who support the first approach argue that:

(a) an entity introduces or improves employee benefits for current employees in order
to generate future economic benefits in the form of reduced employee turnover,
improved productivity, reduced demands for increases in cash compensation and

improved prospects for attracting additional qualified employees;

(b) although it may not be feasible to improve benefits for current employees without
also improving benefits for former employees, it would be impracticable to assess
the resulting economic benefits for an entity and the period over which those

benefits will flow to the entity; and

(c) immediate recognition is too revolutionary. It would also have undesirable social

consequences because it would deter companies from improving benefits.
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Disaggregation
Question 3

Should entities disaggregate defined benefit cost into three components: service cost,
finance cost and remeasurements? (Paragraphs 119A and BC14-BC18) Why or why

not?

Yes, they should do so. Three components of the costs of the defined benefit plan are
those occurring based on different factors, and the treatment shown by the Board in the
Exposure Draft presents them in a proper manner. We believe such disaggregation will

provide users of financial reports with useful information.

On top of that, we think that disaggregation of past service costs (refer to Question 2),
and a disaggregation of non-routine settlement and presentation (refer to Question 7)

should be considered.

Defining the service cost component
Question 4

Should the service cost component exclude changes in the defined benefit obligation
resulting from changes in demographic assumptions? (Paragraphs 7 and BC19-BC23)
Why or why not?

Yes, we think such changes in DBO should be excluded. As proposed by the Board in
the Exposure Draft, we think changes in DBO resulting from changes in demographic

assumptions constitute remeasurement.

Defining the finance cost component
Question 5

The exposure draft proposes that the finance cost component should comprise net
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interest on the net defined benefit liability (asset) determined by applying the discount
rate specified in paragraph 78 to the net defined benefit liability (asset). As a
consequence, it eliminates from IAS 19 the requirement to present an expected return

on plan assets in profit or loss.

Should net interest on the net defined benefit liability (asset) be determined by applying
the discount rate specified in paragraph 78 to the net defined benefit liability (asset)?
Why or why not? If not, how would you define the finance cost component and why?
(Paragraphs 7, 119B, 119C and BC23-BC32)

Because the method of calculating net interest proposed by the Board is one that
estimates investment income corresponding to a discount rate, irrespective of the way
the plan assets are to be invested, we do not think it basically reasonable. However, our

views were split on the issue of subjectivity:

® As estimates of expected return contain information based on investment policies
and strategies of entity’s management regarding plan assets, it may provide users
of financial statements with useful information. One can argue that arbitrary
manipulation with regard to estimates of expected return is an issue to be
addressed from the standpoint of auditing. Hence, we oppose the IASB’s way of
thinking, and think that an expected return should be used in the same way as
stated in the current IAS 19 ; and

® As we cannot find a more theoretically sound approach, we find ourselves siding

with the Board’s proposal.
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Presentation

Question 6
Should entities present:
(a) service cost in profit or loss?

(b) net interest on the net defined benefit liability (asset) as part of finance costs in

profit or loss?
(¢) remeasurements in other comprehensive income?

(Paragraphs 119A and BC35-BC45) Why or why not?

Yes, we think they should be presented in such a way. The reason is similar to the one
given for Question 3, and in addition we do not think remeasurement should be
immediately recognized in P&L. We will comment on the respective components in
Questions 4, 5 and 7.

However, we had a difference of opinion about whether or not recycling of

remeasurement is required:

® Views that recycling is useless: It is a hard-to-understand treatment that
re-presents in P&L by deferred recognition what was once presented in OCI when it
occurred. On top of that, deferred recognition is artificial and does not reflect the

economic reality.

® Views that recycling is necessary: To ensure that information on net income remains
useful, the clean surplus relationship between shareholders’ equity and net income
should be maintained. Therefore, it is desirable that what was posted in OCI should
be accumulated under an account title as accumulated OCI other than retained

earnings, and be recycled to P&L in a uniform manner.
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Settlements and curtailments

Question 7

(a)

(b)

()

Do you agree that gains and losses on routine and non-routine settlement are
actuarial gains and losses and should therefore be included in the remeasurement
component? (Paragraphs 119D and BC47) Why or why not?

Do you agree that curtailments should be treated in the same way as plan
amendments, with gains and losses presented in profit or loss? (Paragraphs 98A,
119A(a) and BC48)

Should entities disclose (i) a narrative description of any plan amendments,
curtailments and non-routine settlements, and (i) their effect on the statement of
comprehensive income? (Paragraphs 125C(c), 125E, BC49 and BC78) Why or why

not?

(a)

(b)

(0

We agree that routine settlement should be included in remeasurement. However,

we had a difference of opinion about the treatment of non-routine settlement:

® A view siding with the IASB’ s approach that non-routine settlement should be

included in remeasurement and be presented in OCI.

® Aview that non-routine settlement should be presented in P&L. This is based on
the idea that ultimate gain (loss) in the pension plan is to be finalized by

non-routine settlement.

When purely considering curtailments, we support the approach proposed in the
Exposure Draft.

However, curtailments and non-routine settlement often become elements that
constitute one event. In such case, if the former is presented in P&L while the latter
in OCI, it is extremely important to distinctively divide them, but we do not think
they can be always divided in an objective and clear manner. While we are not in a
position to propose a specific solution at this stage, we would like to express our

concern about it.

Yes, they should be disclosed. Because plan amendments, curtailments and
non-routine settlements are all carried out on a temporary basis, they should be

disclosed unless they are unimportant.
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Disclosures

Defined benefit plans

Question 8

The exposure draft states that the objectives of disclosing information about an entity’s

defined benefit plans are:

(a)
(b)

)

to explain the characteristics of the entity’s defined benefit plans;

to identify and explain the amounts in the entity’s financial statements arising

from its defined benefit plans; and

to describe how defined benefit plans affect the amount, timing and variability of
the entity’s future cash flows. (Paragraphs 125A and BC52-BC59)

Are these objectives appropriate? Why or why not? If not, how would you amend the

objectives and why?

We think the objectives of the proposal are appropriate.

Question 9

To achieve the disclosure objectives, the exposure draft proposes new disclosure

requirements, including:

(a)

(b)

(0

(@

(e)

information about risk, including sensitivity analyses (paragraphs 125C(b), 1251,
BC60(a), BC62(a) and BC63-BC66);

information about the process used to determine demographic actuarial
assumptions (paragraphs 125G(b) and BC60(d) and (e));

the present value of the defined benefit obligation, modified to exclude the effect of
projected salary growth (paragraphs 125H and BC60(f));

information about asset-liability matching strategies (paragraphs 125J and
BC62(b)); and

information about factors that could cause contributions to differ from service cost
(paragraphs 125K and BC62(c)).
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Are the proposed new disclosure requirements appropriate? Why or why not? If not,

what disclosures do you propose to achieve the disclosure objectives?

(a)

(b)

(0

If a concept is adopted that attaches importance to sensitivity analysis for grasping
risks, we think a comprehensive policy regarding sensitivity analysis across the
assets and liabilities owned by the entity should be established, instead of focusing
only on the DBO of a corporate pension plan. If sensitivity analysis is partially
introduced without such a policy, users of financial reports might get the wrong
1Impression.

We think that the main purpose of conducting sensitivity analysis on DBO lies in
disclosing the influence from changes in DBO in the case of different discount rates.
However, we need an overall consistency in various actuarial assumptions,
including financial assumptions, and it may be pointless to change only one
assumption. However, users of financial reports may find it hard to measure
impacts from simultaneous changes of multiple assumptions if no detailed
explanation is given. Hence, to conduct useful sensitivity analysis, we think a
sizable amount of studies on individual plans will be needed.

The Exposure Draft requests a disclosure of “changes when using reasonably
possible actuarial assumptions as of the beginning and the end of the reporting
period.” However, as those are past events and older than the issuing date of
financial reports, the meaning of “reasonably possible” is not clear. We think clearer

guidance should be provided in terms of concept.

If only figures on the demographic assumptions including mortality rates are
disclosed, there is a possibility that they will not provide useful information to users
of financial reports. Rather, to describe the process of setting various relevant
actuarial assumptions and the qualitative nature of them is very important

disclosure.

We think that to disclose ABO could even hinder comparability, leading to
misunderstanding.

The concept of ABO and the purpose of its disclosure are not clear. Although BC60
() states “in some circumstances, this amount is similar to the amount of the
entity’s obligation if the plan were to be terminated and some users believe that is
relevant additional information”, such situations are limited to some legal
jurisdictions, and this does not apply to Japan for instance.

The formula description in the Exposure Draft to calculate ABO is not clear.

“Exclude the effect of projected growth in salaries” is stated. But because it is not
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clear how to exclude a salary projection in relation to other financial assumptions,
the way in which this proposed standard is interpreted may widely vary. In addition,
as so-called salaries could include diversified things* according to the legal
jurisdictions, even the distinction between salaries and benefit multiplying factor is
not necessarily clear.

* In japan we have a point benefit system, for instance. Points are given to each
employee for each year depending on his or her position, performance and/or
capacity. Pension or lump-sum amount is calculated based on the accumulated
Points for employee’s career. A Point is not an actual salary, but Points multiplied by
currency amount unit is often prescribed as a salary in the terms of the plan. We are

not sure whether this “salary” is a salary or not when calculating ABO.
(d) We have no comments.

(e) If the actuarial method adopted for the funding purpose differs from the method of
the accounting standards (projected unit credit method), normal contributions and
service cost will usually be different. And this is usually the case in Japan. May we

ask the Board to develop the standards while taking this into consideration?

Multi-employer plans
Question 10

The exposure draft proposes additional disclosures about participation in
multi-employer plans. Should the Board add to, amend or delete these requirements?
(Paragraphs 33A and BC67-BC69) Why or why not?

We think the following amendments should be made:

33A (a): Because Minimum Funding Requirement can be interpreted in a variety of

ways according to the legal jurisdiction, it should be clarified.

33A (d): “the amount that is required to be paid on withdrawal of the entity from the

plan” should contain the wording “, if that information is available” the same as (c).

33A (f) (iii): From the viewpoint of usefulness, a narrative discussion of factors that
could cause changes on future contributions should be a disclosure requirement, instead

of disclosure of contribution amounts over the next five years, because it is extremely
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difficult to predict future contributions and entails considerable uncertainty. In addition,
detailed information may not even be available. Given that a narrative discussion about
future contributions is a disclosure requirement in the defined benefit plan, it is more

realistic and useful compared with the numerical prediction in the multi-employer plan.

State plans and defined benefit plans that share risks between various
entities under common control

Question 11

The exposure draft updates, without further reconsideration, the disclosure
requirements for entities that participate in state plans or defined benefit plans that
share risks between various entities under common control to make them consistent
with the disclosures in paragraphs 125A—125K. Should the Board add to, amend or
delete these requirements? (Paragraphs 34B, 36, 38 and BC70) Why or why not?

We have no comments.

Other comments
Question 12

Do you have any other comments about the proposed disclosure requirements?
(Paragraphs 125A—125K and BC50-BC70)

125E and Example 6: An item of experience adjustments included in the definition of
actuarial gains and losses of Paragraph 7 should be added to the reconciliation sheet (in
relation to 125D (a) (ii)) that is used for reconciliation from the beginning to the end of

period on DBO. Without this item, the reconciliation sheet cannot be completed.

125F: The meaning of “quoted market price” used in the requirements for disclosure
concerning plan assets is not clear.

Items (a) to (e) are proposed as those that should be distinguished at a minimum and
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items (b) and (c) in them necessitate a distinction between government debt and other
in “Investment in debt instruments.” However, it is not always meaningful to make such
a distinction. Rather, in the case where investment in commingled funds like

investment trusts are made, to request such disclosure is irrelevant.
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Other issues

Question 13

The exposure draft also proposes to amend IAS 19 as summarised below:

(a)

(b)

()

(@)

(e)

®

(@)

The requirements in IFRIC 14 IAS 19—The Limit on a Defined Benefit Asset,
Minimum Funding Requirements and their Interaction, as amended in November
2009, are incorporated without substantive change. (Paragraphs 115A-115K and
BC73)

‘Minimum funding requirement’ is defined as any enforceable requirement for the
entity to make contributions to fund a post-employment or other long-term defined
benefit plan. (Paragraphs 7 and BC80)

Tax payable by the plan shall be included in the return on plan assets or in the
measurement of the defined benefit obligation, depending on the nature of the tax.
(Paragraphs 7, 73(b), BC82 and BC83)

The return on plan assets shall be reduced by administration costs only if those
costs relate to managing plan assets. (Paragraphs 7, 73(b), BC82 and BC84-BC86)

Expected future salary increases shall be considered in determining whether a
benefit formula expressed in terms of current salary allocates a materially higher
level of benefits in later years. (Paragraphs 71A and BC87-BC90)

The mortality assumptions used to determine the defined benefit obligation are
current estimates of the expected mortality rates of plan members, both during and

after employment. (Paragraphs 73(a)(i) and BC91)

Risk-sharing and conditional indexation features shall be considered in
determining the best estimate of the defined benefit obligation. (Paragraphs 64A,
85(c) and BC92-BC96)

Do you agree with the proposed amendments? Why or why not? If not, what

alternative(s) do you propose and why?

(a) & (b) Since the definition of Minimum Funding Requirement (MFR) is not clear,

the Exposure Draft proposes an amendment to add the word “enforceable.”
However, nothing can be improved by this small addition.
It is not even clear whether MFR indicates the funding status or amount of

contributions.
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In Japan, contribution rates are decided based on the calculation results carried out
within the scope to comply with laws, regulations, and such like concerning pension
funding and are stipulated in the terms of the plan. In making the decision, the
employer has the final authority. The employer has an obligation to comply with the
contribution rates provided in the terms. However, the said terms can be revised
through given procedures. From this, we feel that the contribution rates provided in
the terms of a Japanese plan partially correspond, but do not totally correspond, to
the concept of a MFR.

We also feel that the MFR represents the smallest rate among the applicable
contribution rates within the scope to comply with laws and regulations. However,
we could not identify the smallest one because the laws and regulations do not
specify a funding method nor numeric limits for every actuarial assumption.

Given this, it is not clear if there is a MFR in Japan nor what MFR would mean in
the Japanese context.

In our opinion, the Board should develop globally acceptable standards after fully
investigating issues such as the rules of pension funding standards and

requirements in various legal jurisdictions.

(c) & (d) There may be cases where it is difficult to allocate taxes and costs of the plan

to the respective purposes of “plan asset management” and “relating to service
before the reporting period”. For instance, when implementing the plan in Japan, if
outsourcing is done in one go, its fee structure is also set in a lump. Therefore,
allocating the fee structure in the way proposed by the ED does not match the
reality. Hence, global standards should be developed after fully investigating taxes

and cost mechanisms in various countries

(e) The relationship with “other than from further salary increases” of Paragraph 67(b),

®

(g)

which is not proposed to amend, is not clear. If Paragraph 71A relates to ensure
consistent liability evaluation between career average salary and current salary, a
comment to that effect should be explicitly made. But in the case that back-loading

1s not material, we are skeptical about whether the objective can be achieved.

While the wording “current estimates of the expected” is proposed to add, we cannot
make sense of what the Board would like to specifically change by this amendment.
Does this mean to factor a future improvement in mortality rates? The principle

of the amendment should be expressed in an easy-to-understand fashion.

These amendment drafts include many things that should be covered by points at
issue regarding the method of evaluating DBO expected to be discussed in Phase 2,

including points at issue concerning contribution-based promises which are said
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not to be treated in this phase. Isn’t it rough-and-ready to set these proposed
standards without comprehensively discussing the method of evaluating DBO?

In the meantime, it is difficult to understand how the proposal of the Exposure
Draft is drawn up. For instance, in the case where the actuarial method adopted for
the funding purpose differs from the method of accounting standards (projected
unit credit method), there will logically exist “contributions that will be receivable
from employees in respect of current service cost or past service cost” also in the
future normal contributions in the plan where employees partially bear normal
contributions. Therefore, according to the Exposure Draft, it is necessary to work

out their present values. However, it is almost impossible to get such values.

Multi-employer plans
Question 14

IAS 19 requires entities to account for a defined benefit multi-employer plan as a
defined contribution plan if it exposes the participating entities to actuarial risks
associated with the current and former employees of other entities, with the result that
there is no consistent and reliable basis for allocating the obligation, plan assets and
cost to individual entities participating in the plan. In the Board’s view, this would
apply to many plans that meet the definition of a defined benefit multiemployer plan.
(Paragraphs 32(a) and BC75(b))

Please describe any situations in which a defined benefit multi-employer plan has a
consistent and reliable basis for allocating the obligation, plan assets and cost to the
individual entities participating in the plan. Should participants in such

multi-employer plans apply defined benefit accounting? Why or why not?

The nature of multiple employer plans in Japan is such that there are no reasonable
methods to divide assets in the multi-employer plans. As a result, there are also no

methods to allocate obligations and costs in a reasonable manner.
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Transition
Question 15

Should entities apply the proposed amendments retrospectively? (Paragraphs 162 and
BC97-BC101) Why or why not?

We have no comments.
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Benefits and costs

Question 16
In the Board’s assessment:
(a) the main benefits of the proposals are:

1. reporting changes in the carrying amount of defined benefit obligations and

changes in the fair value of plan assets in a more understandable way.

ii. eliminating some presentation options currently allowed by IAS 19, thus

1Improving comparability.
ii.  clarifying requirements that have resulted in diverse practices.

iv. improving information about the risks arising from an entity’s involvement

in defined benefit plans.

(b) the costs of the proposal should be minimal, because entities are already required to
obtain much of the information required to apply the proposed amendments when

they apply the existing version of TIAS 19.

Do you agree with the Board’s assessment? (Paragraphs BC103-BC107) Why or why

not?

The content of the paragraph 125H (ABO) is not clear, and instead of proving beneficial
it could even cause confusion and lead to misunderstanding, depending on the legal

jurisdictions.

In addition, there is insufficient comparison between benefits and costs. For instance, as
regards 1251 (sensitivity analysis), assessment on benefits and costs should be carried

out 1n a more deliberate manner.
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Other comments

Question 17

Do you have any other comments on the proposals?

The rule for dividends that can be paid is not an issue for accounting standards.
However, in the case of making an amendment to the accounting standards that may
change net profit and retained earnings, may we ask the Board to mention the
possibility that consideration about the rule for dividends that can be paid may become

an issue for the regulatory authorities of each nation?

4(b): The words “retirement or leaving service lump-sum” should be added to the
example of post-employment benefits, as it is quite common to pay post-employment
benefits in lump-sum form on exit for younger members, or to give the retiring member
the choice of a lump sum or an annuity, in Japan. Current IAS 19 states in its Scope
paragraphs ‘post-employment benefits such as pensions, other retirement benefits,
post-employment life insurance and post-employment medical care’ which might lead to
the misunderstanding that lump-sum benefits payable for the younger member/leaver

are out of scope of IAS 19.

7: As contribution amounts of defined contribution plans could vary in future, “fixed
contributions” used in the definition could cause misunderstanding. For instance, the

words “prescribed contributions” should be used instead.

7: In the definition of “Remeasurements of a net defined benefit liability (asset),” the
part of “(b) the return on plan assets, excluding amounts included in net interest on the
net defined benefit liability (asset)” is difficult to understand. We think it easier to
understand if the wording of “interest income on plan assets” in Paragraph 119C is

applied to this part.

75: Although Paragraph 75 is not subject to the amendment in the Exposure Draft,
should expected return on plan assets be eliminated, the words “the return on plan

assets” in the said Paragraph should be deleted.

119D: While we see a definition of Settlement, no mention of payment of proceeds is
made and the difference from reduction in benefits is not clear. It should be clearly

stated that it entails payment of proceeds.

125 E (c) (iv): We think the word “exposure” should be “expense.”
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Example 6: We think it necessary to disclose costs in connection with benefits in DBO.
These naturally accrue because the Exposure Draft includes them in the calculation of
DBO. We think there are two types of disclosure: one where they are to be included in

benefits paid, and another where they are to be stated separately.

Lastly, may we suggest that before finalizing the standards the Board conducts field
tests on them in multiple legal jurisdictions, selected in consideration of geographical
and cultural dispersion, and analyzes and assesses their degree of impact and

practicability?

Yours faithfully,

The Japanese Society of Certified Pension Actuaries
4-1-23 Shiba, Minato-ku,

Tokyo 108-0014, JAPAN

Email: sec208@jscpa.or.jp

The Institute of Actuaries of Japan
1-8-10 Harumi, Chuo-ku,
Tokyo 104-6002, JAPAN

Email: secretariat@actuaries.ip
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