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Financial Accolinting Stahd$rds Board 
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Dear Sue: __ j j ,J J, 

, , l , 

.1Iit:Iest1II. . '0 .'. ~. ,. . 
.', . 

. ~rer of Comment No: . b L 
Fil~ Reference: UOl-lOO 
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l . , 

Microsoft appreciates tIl~ ~~ppi1ll,i~ tp'rr~p. fl) ~BxV0$ure Drl;ft, "Fair Value 
Measurements". Given the ED iMitatM lhbt tilt IJoru'd eXpects to address issues relating 
to the relevance and reliability of fair value measurements in subsequent phases of the fair 
value measurements project, we were sutprised to see statemeIlts such as, "the result 
should be increased consistooty in application and, with respect to the resulting fair value 
requirements, increased reliltlJility and comparability". While we bel6eve the guidance 
proposed in the ED will result in a modest increase in the consistency of application, we 
do not believe there is any compelling evidence provided that supports the claim of 
increased reliability and comparability with respect to the resulting fmr value 
measurements. In fact, We believe a furthet move to fair value measurements could result 
in less reliable financial statements. 

In additio~ to oUr coilcernS: iegarding:reJi:ibility; we luenol i::oriviJiCea that a fUrther move 
to fair value measurements wlJ! result in morel'elevant fmanciall'epQrting. In our June 
2000 response to the Pre!imjnary Views, "Reporting Financial Instruments and Certain 
Related Assets and Liabilities at Fair Value", we indicated that we did not believe that the 
FASB had provided enoughcompeHing arguments or evidence inthe Preliminary Views 
and that the FASB needed to do more reSearch on how fmimcial statement users do or 
could use fair value imormlttil.m in their work befure making anothericritic.u step in the 
potential move rromhistorical cost to fair value accounting. We hope you can understand 
our frustration when the Basis for Coneiusions of the ED indicates that, "Users of 
financial statements generally have agreed that fair value informatioil. is relevant", but 
provides no evidence to support that statement, does not diseusswhel:het fair value 
information is more relevant, UF provides My kind of expllmlttibn foI' the qualifier 
"generally", 

• 'In additi~ft l6 ourcbll¢OOlS hlobt ~~~leJahl:e Arid teli~bility ohlurLafue measurementS,' • 
we are also coneemed with tlrecostiil teq'uhlng preparers to incoIJ?Otate multiple 
valuation techniques in lieveF3 valtiltti'ous and the Ulsel9sure requ~llts of the ED. 
Although there is a mention of "without undue cost and effort" in th~ guidance for Level 
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3ci>timares,we are 'coa~'Wit!l d{e requkment fur IDuitiPie v;ilu~iootechniques . 
consistent with the market approach. iocomeapproach. and cost apprtJach,In fact. it 
appears that tbe undue cost ami effort notion only appHes to whether information is 
avaJlable to apply multiple valuation techniques. However. it has been our experience 
when doing valuations, or engaging valuation specialists, that one approach may be much 
more relevant under the circtllnstances despite the fact that infomlati(in is available for 
other approaches. Thc ED should not require multiple valuation tecMiques if one 
approach is much more releva:nt under the circumstallces, regardless ef whether 
information is available to perlorm other valuation techniques. 

We are strongly opposed to the proj"i<)sed diScilosUres in the ED, espi:~ally on a quarterly 
basis. First, we are disappointed th:ittbe Board did not use this opportunity to reevaluate 
all the existing fair value disdosure requirements in order to examine: their relevance and 
to determine if or how the in"f~imatioh is being Used. Secondly, we f~i1 to see how items 
such as di3c1osing the percentage of assets and liabilities that are basoo on fair value 
measurements and segregating those fair values betwecn quoted pric~ of identical items, 
quoted prices of similaritems, valuation models based on significant market inputs. and 
valuation models based on significani entity inputs are improvernent~ in financial 
reporting. 

"'~ "",," "~~"~'\" "~,.,",.,,I," '",,\.,,'. '\' , .'. , 

. The Basis for COnciqslQllS provides,the general statement that, i'1;he-di~losures required 
by this Statement would pro'l'hleinfotmationt)lat is uSefulto users o( financial statements 
in assessing the effects of the fair value measurements used in financial reporting", but 
there is no mention of how the information will be useful or how it will be used. In 
addition, the Basis for Conctul;ions i~dlClMs ·tliat, ''The Board believ~s that because the 
disclosures required by this Statement rely largely on the information, used to develop the 
related fair value mell~utemerfts, entities sbblllditave the irifutmation(necessary to make 
the disclosures". Just because infonnation is available does not mealj that its disclosure 
will result in improved financial rep<tting. 

Our responses to the specific issues tai:;ed in the ED are attached. If you have any 
questions, please contact me at(425)i70S~4. 

Sincerely, 
I t I \ j ~ \ 1 ! '. ! i ; ! , : I . 
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Att.a~lllneat 

UefinitlQD or Fair Value ;, . . . '.. .... .. . 
Issue I: This proposed'Stat€7I'l€1ltwdUld de[me{llir value Qs"tHeprfce at which an asset 
or liability could be exchangtd in a CJlT'rent transaction between knowledgeable, 
unrelated willing parties" (paragraph 4). The objective of the measurement is to estimate 
the price for an asset or liability in the absence of an actual exchange transaction for that 
asset or liability. Will entities be able to consistently apply the fair value measurement 
objective using the guidance provided by this proposed Statement together with other 
applicable valuation standards and generally accepted valuation practices? If not, what 
additional guidance is needed? (Specific aspects of the guidance provided by this 
proposed Statement are considiredbelow.) 

Response: We belIeve too gWdanc~ in the ED will result in a modest inCrease in the 
consistency of application of fair value measurements. However, we do not believe that 
any amount of additional guidance could overcome the reliability issues of certain fair 
value measurements. 

Vllluatl"n Techni'lu~ 
Issue 2~Tliis prop'o$id'StcUtlp'fMwquU! (tartlY MifincoipinUte the 'guidance in'FASB 
Concepts Statement No.7, ·lJsing Cash Flaw Information and Pi-eserit Value in 
Accounting Measurements, for using present value techniques to estimate fair value 
(Appendix A). Is that guidance sr4flCient? If not, what additional guidance is needed? 

Response: We believe it woUld be lrloftl appropriate fci tlie'B6ard to' amend Concepts 
Statement No.7. Conceptual guidance for using;present value teclmiques for fair value 
measurements belongs in a Concepts Statement. not a Statetuent of Financial Accounting 
Standards. 

; ; ActlveMarJwts • . . . . .. j .. i • i . . . • • •• ·.i . . . 

. Issue3: 'this propoSetfStaitineiltw&u1d ~farify f/tai valE1!Jt;'OhtMfinlques used to 
estimate fair value shouIa tmphiiiii.eimaiket ihputs,intluding those aerived from active 
markets. In this proposed Statement, active markets are those in whith quoted prices are 
readily and regularly available; readily available me(lns that priCing information is 
currently accessible and regularly aVailable means that transactions occur with sufficient 
frequency to providepricing information on an ongoing basi3. Is that guidance 
sufficient? If not, what aaditiqnal gutdance is nei!ded? 

. . Response: That guidance issbffidierttJ 
. ... .". 

.Valtlatlon ~e . ... ;. .. . ..... . 
.. Issue 4:Thts piopo9edSiat~meiltwdWJ pPovidegenefal gliiiJilncer&f Selecting the 

valuation premise that shOuld he used for estimates of jnJr value. Appendix B illustrates 
the application o/that guidance (Example 3}.ls that guidance sufficient? IfnQt, what 
additional guidance is needed? . 

~ -
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. . 
Resportse:Thlli guidue is sufnoiertt.ani 'we'~tbat\if a business is'a going eoncem 
or an asset is configured for use by 1m entity; a gdini! concern or in Use valuation premise 
is appropriate. 

Fair vatultJlerattb)r . 
IssueS: this proposetfStatemeflt waul.il f!.~tQbII$lw hiernrithyjor selecting the inputs 
that should be used in wtluatio~ techniques usedJ(} eMimate 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). /s that guidance sufficient? /foot, what additional guidance is needed? 

Response: That guidance js sufficient 
- - --

I,.~ll Referente. M'Iltll:et . • . ' .. ...•. .. .. . ... 
Issie 6: ··In'this propos~d Statement, the Levell tefirence marki!t islhe active market to 
which an entity has immediate access or, if the entity hus immediate access to mUltiple 
active markets, Ihe most advantageous market. Appendix B provides general guidance for 
selecting the appropriate reference market (Example 5). /s that guidance sufficiem? If 
not, what additional guidance is needed? 

, - :. .:. :., ;:' -

Pricing in A.ctive Dealer Markets :. ...... .... . .. 
Isj!ie'r: 1M pfopbsedStl1feffre1ltwoUltJ requlTe:thatthe fair value affinancial 
instruments traded in aefive dealer 111,arkets whete bid and asked prices are more readily 
and regularly available than cldsingprices be estimated using bid prfces for long . 
positions (assets) and asked prices for sh()rt positions (liabilities). except as otherwise 
specified for offsetting positions. Do you agree? if not, what alternative approaches 
should the Board consider? 

·Response: Consistent with SID ASRNo.118,Je believe entltiesshould have flexibility . 
in selecting the mclhodto estimate fair value within a bid-asked spread, provided that the 
method is consistently applied. 

Mt\' '. ' , .. orB"-c.';'''' . asut~l'lt ,. ~..,. 
IsSueS: " For WI1'estricteti seCurfties Withquored prices inactive marKets, many FASB 
pronoUIICements (including FASBStatementNo.l07, Disclosures about Fair Value of 
Financial Instnonenls) require that fair valUe lJii· estimated as the praduct of a quoted 
price for an individual trading unit times the qllafttity held. In all cases. the unit of 
accou1lt is the individual trading unit. For large positions of such securities (blocks) held 
by broker-dealers and certain investment c<Jtnpaftie$, the AICPA Audit and Accounting 
Guidesfor those industries (the Guides) permitfair value to be estimated using blockage 
factors (adjustments to quoted prices) in limited circumstances. In thost! cases, the unit of 
acCOu1lt is a black. 
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(, The Board initially decided to address that inconsistency 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 basis for using 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 Boardfully considers those issues. For those 
measurements. do you agree with the Board's decision? If applicable. what approaches 
should the Board consider for defining a block? What. if any. additional guidance is 
needed for measuring a biock? 

",-. , 

Response: We believe f:tir vllue should be estimated u!:ing a blocka~e factor when a 
large block of securities is held. Tht: B'Jard should perform additional research on when 
block discounts arc incurred and how the parties to the tnmsaction de'ennine the amount 
of discount. 

Level 3 Estimates 
Issue fJ: This proposed Statement would require· that in the absence of quoted prices for 
identical or similar assets or liabilities in active markets. fair value 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 mul effort (Level 3 estimates). Appelulix B provides general 
guidance for applying multiple valuation techniques (Examples 6-8). Is that guidance 
sufficient? l/not. what iUlditional guidance is needed? 

Response: We arc concerned with the requirement for mUltiple valuation techniques 
consistent with the market approach, income approach, and cost approach. It appears that 
the undue cost and effort notion only applies to whether information is available to apply 
multiple valuation techniques. It has been our experience when doing valuations, or 
engaging valuation specialists, that one approach may be much more relevant under the 
circumstances despite the fact that information is available for othcr approaches. The ED 
should not require mUltiple valuation techniques if one approach is I1Ulch more relevant 
under the circumstances, regardless of whether infonnation is availa~e to perfonn other 
valuation techniques. 

Restricted Securities 
, ~ " . 

Issue 10: This proposed Statemmt. would require thaUhe fair value ef restricted 
securities be estimated using the quOted pril'e of an Otherwise identic1J.1 unrestricted 
security. adjusted for the effeCt of the restriction. Appendix B provid.rs general guidance 
for developing those estimates, which incorporates the relevant guidance in SEC ASR No. 
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113, Statement Regarding ~IUstricted Securities. »Is that gztidaricesujficient? If not, 
what additional guidance is needed? 

Response: We agree thanne fair valueofrestrictea securities sDoulcfbe adjusted for tbe 
effect of the restriction and that the guidance provided is sufficient. 

Fair Value Disdosures. .... ...... . .. . .. . .. . . . ., 
Issue 11: This propostd Sfate1r;ent lVoutdreqltire eXpandeddisclos'Ures about the use of 
fair value to remeasure assets and liabilities recognized in the statement of financial 
position. Appendix B illustrates thosedisdasures. This proposed Stat,ement also would 
encourage disclosures about other similar remeasurements that, like!fair value, represent 
current amounts. The Board concluded mat mose disclosures would improve the quality 
of information provided to users of financial statements. Do you agrtie? If not, why not? 

Response: No, we fail to sel) ~ow items s~qn as disclosing the perce4tage of assets and 
liabilities that are based on fair value IUellsurements llnd segregating fuose fair values 
between qUelted prices of !denticalitems, quoted prices of similar items, valuation models 
based on significant market inputs, and valuation models lJased on Significant entity 
inputs are improvements in financial reporting. The Basis for Conclusions provides the 
general statement, "the disclosures required by this .statement would provide information 
that is useful to users of financial statements iii asseSsing the effects ~f the fair value 
measurements used in financial reporting", but there is no mention of how the 
information will be useful or how it will be used. In addition, the Basis for Conclusions 
indicates that, "The Board believes that because the disclosures required by this 
Statement reJy largely on the iilfQl:l!rlalkm usetHe devel!1lp the related fait value 
measurements, entities should have the infoa-maaon necessary to m:\k!e the disclosures". 
Just because infortnatiol\ IS avrulabJe does not mean that its disclosurj: will result in 
improved firtancial repOrtirig.AIso,we are.diiappoinred diat the Boltd did nOt use this 
opportunity to reevaluate all the existlngfair value disclosurerequifernentsin order to 
examine their relevance and to determine if or how the infonnation is being used. 

. . . Effectlve. J:>(t(e .. . ..... .. . • 
. Issue 12: this propdsM $t!atefrliint wtJufxNfe"e{foetWefbr jilldncidllrlpieme!ntii"sslied for . 
fiscal years beginning after June 15, 2005, and interim periods within those fIScal years. 
The Boardbelz'eves that the effective date provides sufficient time /orentities to make the 
changes necessary to implement this pmpo!JedStatement. 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 thostchanges. 

. . . , " , . . 
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• . • IssueJ J: This proposed $tfdenient hiprese~isfni JdmJiLetuini Oft4d frittai'phasedj this 

project. In subsequent phases, thk fJo.,.td exp¢C1s to address other is,$es, including issulfS 
relatingtothe relevance and reliability offotrvalue measurementsarul the unit of 

~: 

:; , . 
~" ~ ; ,_ '< 4"_ ~ 

'_~'33:; :5iS,:),:;.;5 Co 



,~".~"",~"""f~"··~··< '.!'. 
g J .1 "i" g i' '" 

~ " ~ -; .-

"';:"?~fi ,~'"~" "" "~~ ~ '.~';.;: • 

. accDllnt'thaf should: Iii Us~li :r&rjthoiEimeJs~rime'nhA What, '# iuty; other. fsstfesshiJuUlthe 
Board address? How shouldthe Board prioritiie those issues? . 

. Response: These should 00 l$prlotitres Mrtlie Bbarnas we continije to bave concerns 
about the relevance and reliability of fair value measurements. 

Pttblle RDtlitd,~bJe ~tiilg • . . . ; 
Issue 14: . The lJoardplrinstlJhold a publidoufldmhEellicieting withlrespondents to the 
Exposure Dhift on September21, 1004, at the FASS offices in Norw~lk. Please indicate 
whether you are interested in participating in lhe meering.1f lto,comments should be 
submitted before that meeting. 

- ,', " ;', " 

Response: We would M interested in pmti~lpatidglnlflci patllicrotlddt:iible tneeting. 


