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Reference ED 7, Financial Insruments; Disclosures

Dear Ms Pryde:

Thank you for providing CFA Inditutet with the opportunity to comment on ED 7 — Financial
Instruments.  Disclosures. The globd membership of CFA Inditute comprises portfolio
managers, research andyds, and other primary usars of financid datements.  Our members
andyses of these datements form the basis for financia decisons that affect capitd dlocation
and the cogts of capitd in financid markets worldwide. The efficiency and effectiveness of such
makets depend criticdly upon the qudity and trangparency of the financid <atements and
related disclosures.

For over ten years CFA Inditute has argued srongly for adequate disclosures with regard to
financid indruments. As a member of the Internationd Council of Investment Associaions, we
submitted a pgper recommending full disdosure and an adequate sengtivity andyss to the
Boad of the IASC in Edinburgh in 1994. Subsequently, the IASB records contain severd
letters on this topic from CFA Inditute.

The IASB Framework of Principles for the Preparation and Presentation of Financid Statements
daes in Paragraphs 12 and 15 that financid datements are prepared to enable users to make
economic decisons, based upon ther assessment of the ability of the enterprise to generate
future cash-flows—ther sze, timing and cetanty. For more than thirty years, invesment
professonds have srongly supported this view of the purpose of finencd Statements  Thus, we

1 With headquarters in Charlottesville, USA and regional offices in London and Hong Kong, CFA Institute,
formerly the Association for Investment Management and Research®, isaglobal, non-profit professional association
of 73,000 financia analysts, portfolio managers, and other investment professionals in 115 countries of which
61,000 are holders of the Chartered Financial Analyst® (CFA®) designation. CFA Institute’s membership also
includes 129 Member Societies and Chaptersin 50 countries and territories.
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suggest that Paragraph 9 of ED 7 should be modified to reflect the essentid principles contained
in Paragraphs 12 and 15 of the Framework. At the moment, the wording of Paragraph 9 is so
generd that it could be interpreted in different ways by different reeders.

Fnancid indruments, including derivatives, will affect the future cash flows of a company that
uses them. Indeed, derivaive instruments have as their purpose the modification of future cashr
flows. Unless financid instruments are correctly recognised and measured the users of accounts,
induding the capitd markets, will be unable to make sufficiently accurate estimates of the future
cashflows, thar sze ther timing and ther certtainty. If the capitd markets are unable to do
this, capitd will be inefficiently priced.

Sendtivity andyds is fundamentd to the underdanding of the potentid effects on a company’'s
cash flows of its use of financid ingruments.  Sengtivity andyss permits users of the datements
to undersand the risk exposures of the company to possble changes in the underlying vaue
drivers of the ingruments, and the potentid effects of the exposures on future cash flows.
Disclosures of the far vaues of indruments & the bdance sheat daie done do not provide
aufficdent information, paticulaly in the case for non-linear indruments such as options, collars
and the like Since organizations can hold very large pogtions in financid ingruments, both on
the asst dde and the lidbility dde, these disclosures are of centrd importance in andyzing
financid Statements.

We believe tha this is the most important congderation concerning ED 7. In replying therefore
to the invitation to comment, we have concentrated our reply on Question 3, and cetan

consequential matters which arise as aresult of Question 6, and with reference to 8.

We support the proposas referred to in Questions 1, 2, and 4. However, dthough we regard
these as very important, we will focus our remarks here on severa issues that we beieve require
additiona congderation.

It has been a long danding policy of CFA Inditute that standards that change recognition and/or
measurement principles should be goplied by every company on the same date and tha early
adoption should not be encouraged or permitted except when it is likdy to lead to higher quality
financid information for a least some companies. In those cases we ae prepared to trade off
lack of comparability and potentid confuson for superior information. In the case of disclosures,
however, we have no resarvaions whasoever about permitting and encouraging early adoption.
Therefore, in this case we support the Board's proposd to permit voluntary early adoption.

As regards Quedtion 7 we believe that as far as possble the requirements of ED 7 should apply
across dl indudtries and should therefore lead to consequentid amendmentsto IFRS 4.

Question 3—Disclosure of a senditivity analysis

On the arguments sat out above, the sengtivity anadlyss required in an IFRS resulting from ED 7
should be aufficiently trangparent to permit users to evduate the possble future impacts on
income or asxs of finandd indruments, incduding derivatives and paticulaly non-linear
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deivaives. The methods and modds used for conducting the sengtivity andyses, as wdl as for
determining the far vdues of fineandd indruments should be disclosad induding market-based

inputs, for example, interest rates, and any other required assumptions.

Paragraph 43 of ED 7 is in line with the recommendations made by the CFA Inditute over many
years. Paragraph 44 states.

If management prepares a sendgtivity analysis that reflects inter-dependences
between risk variables...and uses it to manage financial risks, it can use that
sengtivity analysis to meet the minimum requirement.

We would agree that such sengtivity andyses should meet the requirements.  Indeed, managers
increesingly routindy employ such andyses for the day-to-day management of risk because they
find the information to be essentid to ther own decison-meking, and we agree with such a
concluson.

Paragraph BC37 obsarves that the Board concluded that such anadyses would not be required
because they may be “ cogtly to prepare.” The same paragraph dso Sates.

The Board acknowledged that a simple sensitivity analysis that shows a change in
one variable has limitations. For example, the analysis may not reveal non-
linearities in senditivities or disclose the effects of interdependencies between
variables. The Board decided to meet the first concern by requiring additional
disclosure when the sensitivity analysis is unrepresentative of a risk inherent in a
financial instrument.

Risk andyses for indruments such as options on currencies and collars on certan swagps are not
informative without an andyss that congders the interdependencies  The quedtion is one of
rdevance of the information for users financid decison-making rather than the convenience of
preparers.  Usars of the information should not be required to rey on andyses that managers
know to be incomplete, uninformative or otherwise mideading because it isincomplete.

Vdue-at-rik, provided as an example in Paagrgph 1G 35, is a powerful tool for judging the
downdde risk faced by a company. The term “risk” is frequently construed as only risk of loss.
However, financid decisons are based upon a symmetrical concept of rik, that is condderdtion
of the potentid for both upsde and downsde outcomes. Tha is, if invesments with some
dement of risk have no potentid for pogtive outcomes investors will be unwilling to invest
their scarce capitd in them. Investors evaduate the trade-off between risks and return in order to
efficently price capitd. Conseguently, we would suggest thet additiond examples be provided
that better reflect symmetricd risk anayss.

Smilarly, Paragrgph 32 of ED 7 reflects (or will be reed as reflecting) the concept of risk as
downdgde only. We suggest that this should be changed to reflect a symmetrical concept of risk.

Question 4—Capital Disclosures
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We regard disclosures about a company’s cepitd as information essentid in forming investment
decisons  For example invesors need to know if financid inditutions have met ther capitd
requirements.  However, these disclosures are important for dl entities  In Paragrgphs BC45
and following the Board Sates

...The Board considered whether it should require disclosures about capital...The
Board concluded that information about capital should be disclosed. This is
because the level of an entity’s capital and how it nanages capital is an important
factor in assessing the risk profile of an entity and its ability to withstand
unexpected adverse events. It might also affect the entity’s ability to pay
dividends...The Board believes that information about capital is useful for all
entities

We concur with these conclusions and urge the Board to require such disclosures for dl entities.

Question 6—ocation of disclosures of risksarising from financial instruments.

As we believe will be dear from our remarks above, we consder disclosures about risks arisng
from financid indruments to be an integrd and essentid pat of the financid datements.
Consequently, we agree with the Board' s conclusion:

The Board decided that the financial statements would be incomplete and potentially

misleading without disclosures about risks arising from financial instruments. Hence it
concluded that such disclosures should be part of the financial statements...

Indeed, we bdieve that any disclosures required to fully understand and interpret financid
satements should be congdered to be part of the financid satements.

Question 9—Differences from the Exposure Draft of Proposed Statement of Financial
Accounting Standards Fair Value Measurements published by the US Financial Accounting
Standards Board.

Please refer to our letter to the FASB on Fair Value Measurementswhich we atach.

Concluding Remarks

CFA Inditute gppreciates the opportunity to express its views on the IASB’'s ED 7, Financial
Instruments. Disclosures.  We grongly support the basc provisons of this proposed IFRS and
bieve tha it will result in dgnificant improvements to the trangparency and usefulness of
financid statements.
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If the Board or daff have questions or seek amplification of our views, please contact Rebecca
McEndly a 1-434951-5319 or a rebeccamcendly@amr.org. We would be pleased to answer

any questions or provide additiond information you might request.

Respectfully yours,

/9 PetriciaA. McConndll /9 Rebecca Todd McEndly
Petricia A. McConndll RebeccaMcEndly, Ph.D., CFA
Corporate Disclosure Policy Committee VicePresdent, CFA Inditute

CC: CFA Inditute Advocacy Didribution List
Kurt Schacht, Executive Director, CFA Centre for Financid Market Integrity
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7 September 2004

Suzanne Bidgen

Director of Mgor Projects and Technica Activities
Fnancid Accounting Standards Board

401 Merritt 7

Norwalk, Connecticut 06856-5116

USA

Email: director@fash.org

Ref:  File Reference No. 1201-100—Proposaed Statement of Financia Accounting Standards:
Fair Value Measurement.

Dear Ms. Bidsean:

The Financid Accounting Policy Committee (“FAPC”) of CFA Insitute’ is pleased to comment
on the Fnancd Accounting Standards Board's (“FASB”) Proposed Statement of Financid
Accounting Standards. Fair Value Measurement (the “Exposure Dréft’). The FAPC is a
danding committee of AIMR charged both with mantaning liason with sandard setters who
devdop financid accounting standards and regulate financid daement disclosures, and  with
responding to new regulatory initigives The FAPC dso mantans contact with professond,
academic, and other organizations interested in financid reporting.

General Comments

We commend the Board for underteking this critical project because we believe that far vaue
measurement is essentia for financid reporting. Over a period of years, we have expressed this
view on a number of occasons, induding in our recent comment letter to the Board regarding
the proposed recognition and disclosure for gock option compensation:

2 With headquarters in Charlottesville, VA, and regional officesin Hong Kong and London, CFA Institute, formerly
known as the Association for Investment Management and Research® or AIMRO, is a non-profit professional
organization with a global membership of more than 70,000 financial analysts, portfolio managers, and other
investment professionals in 121 countries of which more than 57,000 are holders of the Chartered Financia
Analyst® (CFA°) designation. AIMR’s membership alsoincludes 129 Member Societiesin 48 countries.
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The FAPC believes that all financial decison-making is based upon fair value
measures.  Consequently, fair value is the only relevant measure for assets,

liabilities, revenues, and expenses.. 3

Consequently, we srongly support the development of this Phase | project. We agree that far
vaue measurement should be made Levd A GAAP. We recognize tha this is jugt the fird in
what is expected to be a continuing process of development of concepts and methods both for
measuring far vaues and for incorporaing the measurement and reporting into other dtandards.
Our remarks below should be taken in that light.

Specific Comments

Definition of Fair Value

Issue 1. This proposed Statement would define fair value as “the price at which an asset or
liability could be exchanged in a current transaction between knowledgeable, unrelated
willing parties’ (paragraph 4). The objective of the measurement is to estimate the price for
an ast or liability in the absence of an actual exchange transaction for that asset or liability.
Will entities be able to consgently apply the fair value measurement objective using the
guidance provided by this proposed Statement together with other applicable valuation
gandards and generally accepted valuation practices? If not, what additional guidance is
needed? (Specific aspects of the guidance provided by this proposed Statement are considered
below.)

We concur with the definition of far vaue and with the objective of the messurement, “to
edimate the price for an asset or ligbility in the aisence of an actud exchange transaction for
that assat or ligbility.” We believe that the emphasis on a price determined in a current exchange
transaction is an appropriate benchmark for messurement and for assessng the qudity of the
measurement.

Although we have some concerns about certain aspects of the measurement process, concerns
which the Board raises as well, we believe it is essentid that the process begin. It is our view
that the guidance provided by this proposed Statement, together with other applicable vaduation
dandards and generdly accepted vauation practices, provide a sufficient bass for proceeding a
this time. As the vaious phases of this project are completed, and additiona practica
experience is gained by entities, the Board will bein a better position to fine-tune the guidance.

Valuation Techniques

* Comment Letter Regarding File Reference No. 1102-100—Proposed Statement of Financial Accounting
Standards. Share-Based Payment: An Amendment of FASB Statements No. 123 and 95, 30 June 2004.
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Issue 22 This proposed Statement would clarify and incorporate the guidance in FASB
Concepts Statement No. 7, Usng Cash Flow Information and Present Value in Accounting
Measurements, for using present value techniques to estimate fair value (Appendix A). Is that
guidance sufficient? If not, what additional guidance is needed?

Concepts Statement No. 7 (“Statement 77), while providing a sound theoreticd foundation for
far vadue edimation in the absence of observable market prices for identicd or gmilar assts,
has not been widdy gpplied in the past for some dasses of assts, particularly those for which
market inputs may not be readily avalable If market inputs are not avalable, the messurement
goproaches in Statement 7 will necessarily rdy on what the Exposure Draft terms “sgnificant
entity input”  Such inputs ae likdy to be highly subjective and may not achieve the Boad's
expresd desre to increese conddency and comparability in financid reporting.  While we
believe that Statement 7 <should be incorporated into the far vdue framework, we would
encourage the Board to recondder the issues involved in the gpplication of the concepts as soon

aspossble.

We bdieve additiond guidance is required on the use of both the risk free rate and the spread to
the risk free rate, the risk premium, used in Statement 7. At this time saverd risk free rates are
used, such as LIBOR and various U.S. Treasury rates. Greater specificity in this regard would
be hdpful. In addition, we bdieve that the rate should be disclosed to enhance the user’'s
undergtanding of the vauation process.

Edimation of a soread to the risk free rae to better reflect rik, in the absence of cdlearer
edimation guidance, may result in a lack of comparability. We believe that the Exposure Draft
would benefit from grester clarification of how the sporead should be determined. For example,
did the Board intend that preparers use a Capitd Assst Pricing Modd sysematic risk beta, with
perhaps a risk premium multiplier? We bdieve that spedification of the method that should be
used for determining the spreed would assist users in the review and andyss of the far vadue
information presented.

Active Markets

Issue 3: This proposed Statement would clarify that valuation techniques used to estimate fair
value should emphasize market inputs, including those derived from active markets. In this
proposed Statement, active markets are those in which quoted prices are readily and regularly
available; readily available means that pricing information is currently accessble and
regularly available means that transactions occur with sufficient frequency to provide pricing
information on an ongoing bass. Is that guidance sufficient? If not, what additional guidance
Is needed?

We believe the proposed guidance is sufficient with the exception of the market input regarding
interest rates and the risk oread to the rates as discussed in our response to Issue 2. Active
maket inputs should provide more rdevat, rdidble and verifidble data for the vduation of
asts and lidbilities.
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We bdieve that the Exposure Draft would benefit from additiond condderation of what sources
should be used, or what methods gpplied, when such market inputs are not widdy avalable, as is
the case with anumber of classes of assets.

Discdosures should indude information about the market sources used for vduation of securities
and other assdts.

Valuation Premise

Issue 4. This proposed Statement would provide general guidance for sdecting the valuation
premise that should be used for estimates of fair value. Appendix B illustrates the application
of that guidance (Example 3). Is that guidance sufficient? If not, what additional guidance is
needed?

Although Example 3 seems clear, we would maintain that the rdevant vaudion premise for dl
asets and lidbilities is vaue-in-exchange, unless forced liquidation is imminent. The vauation
premise chould not incorporate entity-specific  subjective  factors  which  vadue-inuse s
sometimes condrued to mean. For example, to the extent that the vaduation premise condders
physcd locaion of red edae or other non-financid assats, an attribute of the assat itsdf and
not management’s intent for the assat, we concur that this is gppropriate. We would not deem it
gopropriate for the vauation of an asset to be biased upwad reaive to a vadue-in-exchange
amount Smply because management intends to continue using the asset.

Wewill congder Issues 5 and 9 together.

Fair Value Hierarchy

Issue 5. This proposed Statement would establish a hierarchy for sdecting the inputs that
should be used in valuation techniques used to estimate fair value. Those inputs differ
depending on whether assets and liabilities are identical, similar, or otherwise comparable.
Appendix B provides general guidance for making those assessments (Example 4). Is that
guidance sufficient? If not, what additional guidance is needed?

Level 3 Estimates

I ssue 9: This proposed Statement would require that in the absence of quoted prices

for identical or amilar assats or liabilities in active markets, fair value be estimated using
multiple valuation techniques consstent with the market approach, income approach, and
cost approach whenever the information necessary to apply those techniques is available
without undue cost and effort (Level 3 estimates). Appendix B provides general guidance for
applying multiple valuation techniques (Examples 6-8). Is that guidance sufficient? If not,
what additional guidance is needed?

We concu with the following statements in Paragraphs 14, 15, and 19, respectively:
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The hierarchy gives the highest priority to market inputs that reflect quoted prices
in active markets for identical assets and liabilities...and the lowest priority to
entity inputs developed based on an entitys own internal estimates and
assumptions.

Fair value shall be estimated using quoted prices for identical assets or liabilities
in active reference markets whenever that information is available. Quoted
prices used for a Leve | estimate shall not be adjusted.

If quoted prices for identical assets or liabilities in active markets are not
available, fair value shall be estimated using quoted prices for similar assets or
liabilities in active markets, adjusted as appropriate for differences, whenever
that information is available.

We bdieve tha such vaudion gpproaches are condstent with the definition of far vaue
proposed in the Exposure Draft and with the vauation objective.  Thus, a rebuttable presumption

should exig tha such data and methods are avalable and are gppropriate for vauing assets and
lidhilities

The guidance in Paragraphs 15 and 18 should be darified. Paragraph 15 dates “Quoted prices
for a Leved 1 edimate shdl not be adjusted.” However, Paragraph 18, dso referring to Leve 1,
daes tha when dgnificant events occur after the market closes the quoted prices may require
adjudting.

The difficulty is likdy to emerge with Levd 3 edimates These edimaes by definition, will
aise only when higher level methods and data cannot be used because they are not avalable in
active reference markets.  This circumstance is mogt likely to occur with nonHfinancid assets and
lidhilities and with illigud assts induding private equity. The Exposure Dreft indicates in
Paragraph 21 for Leve 3 Etimates.

If quoted prices for identical or similar assets or liabilities in active markets are
not available, or if differences between smilar assets or liabilities are not
objectively determinable, fair value shall be estimated using multiple valuation
techniques consistent with the market approach, income approach, and cost
approach whenever the information necessary to apply those techniques is
available without undue cost and effort. [Emphass added ]

Although vaudion expets have a ther command a variety of vaudion tools and techniques
including those “condgent with the market approach, income gpproach, and cost agpproach,” dl
of which may be gpplied in a paticula case, vauation practice ultimately requires a vaduer to
sect that method that is mogt suiteble in a particular case and which provides the most rdevant
and rdidble estimae. Given the hierarchy above, we bdieve that, rather than requiring that a
multipliaty of methods be gpplied without other guidance as to uitability, those who vaue
asts and ligbilities should be required to sdect tha method that most nearly meets the
Exposure Draft's benchmark vaudtion objective, vaue-in-exchange, and which most nearly
satisfies the rdevance and rdiability criteria Tha is, when compared to the vauation objective
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in the Exposure Draft, do the method and data best meet the objective and are they defensible on
those grounds?

Put dightly differently, we do not bdieve thet requiring use of a plethora of vauation methods is
consgtent with the high standards st forth in this proposed standard. On the contrary,

We do not see the bendfit achieved by requiring multiple measurement methods
to be employed concurrently for the same assat, particularly since users won't be
informed of the different outcomes;

We bdieve companies should use the best measurement method; and

Users need information about the preparer’s sdection process for the method, the
method employed, the inputs into that modd, the types of assats for which that
modd is gopropriate and used, presumably consdently, and the informaion in
the table we propose in our response to Issue 11.

Furthermore, we believe tha a requirement that the method and data gpplied be defensble when
compared with the vauation objective will encourage the devdopment of more rdevant and

religble vauation techniques.

Subject to the above comments, we bdieve the guidance is sufficient in Appendix B. In
Example 4, however, we would like to see different wording for B8a in the fird sentences * ...if
the vauer determines that there are no subgtantive differences in any relevant atributes (for
example, contractud terms, pattern, timing, and amount of cash flows issuer, and credit rating),
theinstruments should be considered identica.”

The find phrase in Paragraph 21 above, “without undue cost and effort,” is no-doubt wel-
intentioned. We assume the Board intends to provide a practicability exception in this Phase 1
prgect. However, we are concerned that the phrase may, in fact, be construed to provide a
conveniently wide exit for those who choose to ignore the important requirements in this

proposal.

Level 1 Reference Market

Issue 6: In this proposed Statement, the Level 1 reference market is the active market to which
an entity has immediate access or, if the entity has immediate access to multiple active
markets, the most advantageous market. Appendix B provides general guidance for selecting
the appropriate reference market (Example 5). Is that guidance sufficient? If not, what
additional guidance is needed?

We bdlieve the guidance is sufficient.

Pricingin Active Dealer Markets

Issue 7: This proposed Statement would require that the fair value of financial instruments
traded in active dealer markets where bid and asked prices are more readily and regularly
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available than closing prices be edtimated using bid prices for long postions (assets) and
asked prices for short pogtions (liabilities), except as otherwise specified for offsetting
positions. Do you agree? If not, what alternative approaches should the Board consider?

We agree with the generd guidance for the use of bid prices for long postions and asked prices
for short postions where prices are best obtained from deder markets. However, we bedieve that
any price should be defensble as the best price avaladle to the entity. We would want to darify
that short pogdtions may, depending upon market prices and when maked to far vdue be
classfied as assets and long positions may be dassfied asliabilities

We ae dso unsure how the mogst advantageous maket example provided in Example 5 is
conddent with the use of bid and ask prices, paticulaly when the most advantageous market
may be one based on sHtlement prices  Subject to the criteria that the market be active and
liquid, we believe that the most advantageous market to which the entity has access should be
used regardless of whether settlement or bid and ask prices are quoted.

M easur ement of Blocks

Issue 8 For unresricted securities with quoted prices in active markets, many FASB
pronouncements (including FASB Statement No. 107, Disclosures about Fair Value of
Financial Instruments) require that fair value be estimated as the product of a quoted price
for an individual trading unit times the quantity held. In all cases, the unit of account is the
individual trading unit. For large postions of such securities (blocks) held by broker-dealers
and certain investment companies, the AICPA Audit and Accounting Guides for those
industries (the Guides) permit fair value to be estimated using blockage factors (adjustments
to quoted prices) in limited circumstances. I n those cases, the unit of account is a block.

The Board initially decided to address that inconsstency in this proposed Statement as it
relates to broker-dealers and investment companies. The Board agreed that the threshold issue
is one of determining the appropriate unit of account. However, the Board disagreed on
whether the appropriate unit of account is the individual trading unit (requiring the use of
quoted prices) or a block (permitting the use of blockage factors). The majority of the Board
believes that the appropriate unit of account is a block. However, the Board was unable to
define that unit or otherwise establish a threshold criterion for determining when a block
exists as a bass for usng a blockage factor. The Board subsequently decided that for
measurement of blocks held by broker-dealers and certain investment companies, current
practice as permitted under the Guides should remain unchanged until such time as the Board
fully consders those issues.

For those measurements, do you agree with the Board's decison? If applicable, what
approaches should the Board consider for defining a block? What, if any, additional guidance
is needed for measuring a block?

Blockage factors, if they exist, ae not an aitribute of the asset or liability per se. Rather, they
are characterigtics of the method by which the exchange transaction for the asset or liability is
structured.  Different managers may choose to structure transactions differently.  As we have



LA

indicated above in the discusson on vduein-use, managementt's intent for an asset or liability
should not bias the accounting for the asset or liability. Furthermore, actions not yet taken and
commitments not yet entered into should not affect the accounting for assets and ligbilities.

Blockage factors should be accounted for separately a the time of the exchange transaction and
consgent with principles for recognition of transaction cods. Where such blockage factors may
be consdered to be materid, as in the possble case of a control interest, the esimated blockage
factor should be disclosed and the rdated discusson should make dear how and why these codts
or premiums arse.

Restricted Securities

Issue 10: This proposed Statement would require that the fair value of restricted securities be
estimated using the quoted price of an otherwise identical unrestricted security, adjusted for
the effect of the redriction. Appendix B provides general guidance for developing those
edtimates, which incorporates the relevant guidance in SEC ASR No. 113, Statement
Regarding “Redricted Securities.” Is that guidance sufficient? If not, what additional
guidance is needed?

We bdieve the guidance is sufficient.

Fair Value Disclosures

Issue 11: This proposed Statement would require expanded disclosures about the use of fair
value to remeasure assets and liabilities recognized in the statement of financial postion.
Appendix B illustrates those disclosures. This proposed Statement also would encourage
disclosures about other smilar remeasurements that, like fair value, represent current
amounts. The Board concluded that those disclosures would improve the quality of
information provided to users of financial statements. Do you agree? If not, why not?

We bdieve that the disclosures could be enhanced sgnificantly. These disclosures are criticd to
a us’s understanding of the financid statements and of the effects of changes in fair vaues of
asets and liadbilities on the bdance shet and earnings Beddes the additiond disclosure on
interest rates [Issue 2], we believe three other disclosures would be helpful for users of financid
datements.  Frg, disdlosures should be required that define and explain the models used for
Levd 3 vduations for each the various classes of assts to which they are goplied. These
edimates are likdy to be idiosyncratic and highly subjective, rdying extendvely on entity inputs
as compared to market inputs. Consequently, greeter trangparency is needed for such estimates.

Second, changes in far vdues from peiod to period ae highly informaive in chating the
progress of management in its respongbility to creste new wedth for shareholders.
Consequently, we would like to see more disclosures regarding the changes in far vdue
between periods. This should be in the form of an additiond table smilar to that shown in B22
of the Exposure Dreaft. We provide such a modd bedow that we bdieve would be hepful to
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users of financid daements, and is Imilar to disclosures prepared by oil and gas companies
under SFAS 69, Disclosures About Oil and Gas Producing Activities.

Asset Far Vdue Quoted Quoted Vduation Vduation
Amount Prices. Prices. Modds Modds
Identicdl Smilar Sonificant Sonificant
Items Items Market Inputs | Entity
Inputs
255 25 40 15

Vduea
12/31/X5
Changesin
vaudtion due
to prices
Changesin 6 10 4 2 1
vauation due
to volumes
or additiond
contracts
Changesin (10 4 6 7 6
vaudtion due
to factors
other than
prices,
volumes,
transfers
between
categories,
and accretion
of discount
Changesin
vauation due
to trandfers
between
categories
Accretion of 5 3 1 1 1
discount
Redized 3 2 6 27 6]
gang/(losses)
Vdue a 379 254 47 48 2
12/31/X6

&

S

(20) 5 25 4

Any changes between categories such as Fair Vadue Amounts to Vauation Modds Significant
Maket Inputs should be thoroughly explained. We bdieve that the disdosure above provides
the best method to compare the vauation of the busness between periods as well as to compare
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entitiess.  We dso bdieve it provides users with the ability to judge management's peformance
in its sewardship of entity assets and ligbilities as opposed to market driven factors.

Findly, we beieve that the last sentence in B22 should be changed to date that a smilar table
should be presented for lighilities.

Effective Date

Issue 12: This proposed Statement would be effective for financial statements issued for fiscal
years beginning after June 15, 2005, and interim periods within those fiscal years. The Board
believes that the effective date provides sufficient time for entities to make the changes
necessary to implement this proposed Statement. Do you agree? If not, please explain the
types of changes that would be required and indicate the additional time that would be needed
to make those changes.

We agree with the time table for the effective date. However, we do not agree with the required
method of trandtion and implementation, that is, reporting changes in the year of adoption as the
cumulative effect of accounting change  Implementation and recognition as the cumulative
effect of an accounting change does not provide for comparability between periods. Moreover,
the information required to implement the dandard as a cumulaive effect of an accounting
change is exactly the same as the information needed to recognize the effect by individud
periods in a retroactive retatement. We believe that retroactive restatement provides the most
informative, useful and comparable information for users of thefinancia Statements.

Other Issues

Issue 13: This proposed Statement represents the completion of the initial phase of this
project. In subsequent phases, the Board expects to address other issues, including issues
relating to the relevance and reliability of fair value measurements and the unit of account
that should be used for those measurements. What, if any, other issues should the Board
address? How should the Board prioritize those issues?

Snce mog financd daements are 4ill prepared usng a mixed atribute modd, we bdieve our
proposed new comprehensve reporting modd should be consdered by the Board.  This modd
explicitly segregates the various types of measurement attributes used, cash flows, accruds, and
vaudion measurements, enhencing the trangparency, usgfulness and understandability of the
information for users of the satements.

We bdieve that a careful recongderaion of issues arisng in Level 3 Edimates and the use of the

edimation methods in Concepts Statement No. 7 would be highly beneficd. As a separde
topic, vauation of private equity should aso be consdered.

Public Roundtable Meseting
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Issue 14: The Board plans to hold a public roundtable meeting with respondents to the
Exposure Draft on September 21, 2004, at the FASB offices in Norwalk. Please indicate

whether you are interested in participating in the meeting. If so, comments should be
submitted before the meeting.

We would be pleased to participate in the roundtable.

Concluding Remarks

The Hnancid Accounting Policy Committee appreciates the opportunity to express its views on
the FASB's Proposed Statement of Financid Accounting Standards. Fair Value Measurement.
We drongly support the basc provisons of this proposed Statement and beieve that it will
result in dgnificant improvements to the trangparency, rdiability, comparability, and congstency
of financid satements.

If the Board or dtaff have quedtions or seek amplification of our views, please contact Rebecca
McEndly a 1-434951-5319 or a rebeccamcendly@amr.org.  We would be pleased to answer
any quedtions or provide additiond information you might reques.

Respectfully yours,

/9 Jane Adams /9 Rebecca Todd McEndly
Jane Adams RebeccaMcEndly, Ph.D., CFA
Chair, Financid Accounting Policy Committee Vice-Presdent, CFA Inditute

CC: CFA Inditute Advocacy Didribution List
Kurt Schacht, Executive Director, CFA Centre for Financid Market Integrity



