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Measurements” leen the EDE méatates Ehai the %oagé ex;)ects i a{%:lfe;ss issues relatmg
to the relevance and reliability of fair value measuremients in subsequent phases of the fair
value measurements projedt, we wefe surprised to see statéments such as, “the result
should be increased consistency in application and; with respect to the resulting fair value
requirements, increased reliability and comparability”. While we beheve the guidance
proposed in the ED will result in a modest increase in the ¢onsistency of application, we
do not believe there is any compelling evidence provided that supports the claim of
increased reliability and conparability with respect to.the resulting Fdir value
measurements. In fact, we believe a further move to fair valuc measurcments could result
in less reliable financxal statements - :

2000 response to the Prahnunary Views, “Reportmg Fmanczal Instruments and Certain
Related Assets and Liabilities at Fair Value”, we indicated that we did not believe that the
FASB had provided encugh. cron@eﬁmg arguments or evidence in the Preliminary Views
and that the FASB needed t@ dc mo:e msearch on hc:w ﬁnancaai staiement nsers do ot
potential move from h;sioncai cost to fa;lr value acceuntmg We hcpw you can understand
our frustratzon when the BaSis for Ccnzlusu)us ef the ED mdxcates i:lrat “Users of

valuation {achmques in Level 3 va&uaimns ané the d;sciesarz reqmremaats of the ED.
Althoughthereisa mentz(m o “wzthaut undue: cost and sﬁ’cr{” in ihe: Gméance for Level
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consistent w1th the market approach. income approach, and cost appreach In fact, it
appears that the undue cost and effort notion only applies to whether information is
available to apply multiple valuation techmques However, it has been our experience
when doing valuations, or engaging valuation specialists, that one approach may be much
more relevant under the circimstances despite the fact that informatien is available for
other approaches. The ED should not require muitiple valvation techniques if one
approach is much more relevant undes the circumstances, regardless of whether-
information is available to per"fonn other valuation techmques :

‘‘‘‘‘‘

- We are stmngly oppesed to ihe propbsed dmelosures in the ED, espe(;mlly on a quarterdy

basis. First, we are disappointed thatthe Board did not use this opportumty to reevaluate
all the ex1stmg fair value dlsch)sure reqmrements n order to examine thelr relevance and
such as disclosing the pcmcntage of dssets and habllmes that are basad on fair value
measurements and segregating those fair values between quoted prices of identical items,
quoted prices of similar items, valuation models based on significant market inputs, and
vatuation models based on significant entity inputs are improvements in financial
reportm g.

N
. % ™
 The Basis for Condus:ens prowdes:tfie ge'nerai statement that “the fhsciosums requred -
by this Staternent would provide information that is useful to vsers of financial statements
in assessing the effects of the fair value measurergents used in financial reporting”, but
there is no mention of how the information will be usefuil or how it will be nsed. In
addition, the Basis for Conclubions Indicabes that, “The Board believés that because the
disclosures required by this Statement rely largely on the information,used to develop the
related fair value measuremertts, entifiés should have the informationnecessary to make
the disclosures”. Just becanse information is available does not mean that its disclosure
will result in improved financial repogting.
Our responses to the specific issues raised'in the ED are attached. If you have any
questions, please contact me at (425):703-6094. '
Sincerely, R . ' i
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*Def'naﬁan of Fair V&lue e |

' Issue I: “This proposed. 'Statemeritwadd df;'f : }féz?‘ vafue as “the pm:e at which an asset
or lzabllzry could be exchangéd ina Current tmnsacaan between Imowiedgeable

the price for an asset or liabikity in the czbsence 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 cmsfdéred I:éelow )

consxstency of apphcatxon of fair vaiue measurements However we do not beheve that
any amount of additional guzdance ceuld overcame the reliability issues of certain fair
value mﬂasurements :

| _' Valuatiem Teehmqua

Concepts Statemenf No. 7, Hsm g Cask F fow btfmmatmn amz’ Prﬁsem Value in
Accounting Measurements, forsing present value fechniques to estimate fair value
(Appendix A ) Is that guzdance suﬁiczent? }f not, what additional gmdance is needed?

=

Standaxcis

- Active Markeis AR AR '

' Tssue 3: “This proposeJ arement woudd clarify that misa‘ifo?l ?éé'héu‘ques Med 16
estimate fair value should ew&aﬁze market inputs, including those derived from active
markets. In this proposed Statenient, active markets are thosé in hich guoted prices are
readily and regularly available; readily available means that pricing information is
currently accessible and regudarly available means that transactions occur with sufficient

frequency to provide pricing mfammﬂ on an ongoing bas:s Is that guidance

sufficient? lff not, what adciztwtzal gam’anfe is nezeded ?

' Respgme That gmdme is:ngﬁ' i

“ ssue 4 T?Ezs* pri?pbfed 'ﬁatéméﬁt'wméd pmwfe geﬁeraf gzzzflence fer seiectmg rke
valuation premise that skould bé iised for estimates of fair valie. Appéndix B illustrates
the application of that guidance (Example 3 } fs ﬁmt guidance sufficient? If not, what
additional gmdcmce is rzegdeé ? :




' 'Issue 8 For u.nrestrzcred sécurities with qaatifa’ przces in active markefs many FASB

differ depemlmg on whet%zer assets and 'ﬁabziﬁtes are zdenttcai s;m:lar 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?

' Issiie G fﬂ this prepa;seti Stazemens #xe E,eueé E rq;‘éraenee market is the active market to
whick an entity has immediate access or, if the enfity has immediate access to multiple
active markets, the most advantageois market, Appendix B provides general guidance for
selecting the appropriate reference market (Example 5). Is that gutdance sufficient? If
nat, what addmonal gwdance is needed 7 '

Issuf 7: This proposed‘ Stafemenfwa di requ:re t&at the ﬁzzr vdae ef ﬁzzmcml
instruments traded in active dealer markéts where bid and asked prices are more readily
and regularly available than closing prices be estimated using bid prices for long
positions (assets) and asked prices for short posttions (liabilities), except as otherwise
specified for offsetting positions. Do you agree ? i’f not, what alternative approaches
should the Board cons:der? : _

in sclectmg the method-to estimate fair valus w;thm a bxd-asked spre&d prov:ded that the
method is conmstent!y appibed

pronouncements {including FASB Statement No. 107, Disclosures about Fair Value of
Financial Instruments) require that fazr vahie be estimated as the prodact of a quoted
price for an individual Irading unit times the qmmtzty held. In all cases, the unit of
account is the individual trading unit, For large positions of such secarities (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 prtces) in itmzted cireamstances. In those cases, the unit of
accoum is a block. o -
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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 Board fully 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 « hlocic?

Response: We believe fair value should be estimated using a blockage factor when a
large block of securities is held. The Bouard should perform additional research on when
block discounts are incwred and how the parties to the transaction de’ertnine the amount
of discount.

Level 3 Estimates _ . _

' (“‘ Issue 9: 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 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?

Response: We are 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 technigues. It has been our experience when doing valuations, or
engaging valuation specialists, that one approach may be much more reJevant under the
circumstances despite the fact that information is available for other approaches. The ED
should not require multiple valuation techniques if one approach is much more relevant
under the circumstances, regardless of whether information is available to perform other
valuation techniques.
Restricted Securities '
Issue 10: This proposed Statement wouid reqmre rhar the fazr value ef restncted
securities be estimated using the quoted price of an otherwise identical unrestricted
security, adjusted for the effect of the restriction. Appendix B provides general guidance
;/ B " for developing those estimates, which incorporates the relevant guidance in SEC ASR No.




I 13, Statement Regard‘ ng “Resmcfed Secwzt:es ? I,s‘ thai gmdam'e suﬁ?ctewt? Fnor,
what additional guidance is neéded 7 ' i
Response: We agree that the fair vahic of restricted securities ehoultf be adjusted for the
effect of the restriction and that the ﬂmdance provided is sufficient.

Issue 11: This proposed Smtement waukf reqmre expa&ded dzsciasufes about the use of
fair value to remeasure assets and lmbzlmes recagmzed in the statement of financial
position. Appendix B illustrates those disclosures. This proposed Statement also would
encourage disclosures about other similar remeasurements that, like fa ir value, represent
current amounts. The Board concluded that those disclosures would improve the quality
of information pravzded tg users of ﬁnancml statements. Do you agree? If not, why not?

Response: No we fail to see hew ;tems sach as d:sc}esang the perceﬁtage of assets and
liabilities that are based on fair value measurements and segregating those fair values
between quoted prices of identical items, quoted prices of similar items, ‘valuation models
based on significant market inputs, and vahiation madels based on s:gmficant entity
mputs are Improveme:nts m financml repartmg 'I‘he BaSiS for Corzclusmns pm\ﬁdes the
that is useful to users of fmancial statcments in assessing the effects ef the fair value
_ measurements used in {inancial reporting”, but there is no mention of how the

g ~ 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 rely largely on the information used-to develop the related fair value
measureInents, entities should have the information necessary to make the disclosures”.
Just because informmation is available does not mean that its disclosure will result in
improved financial reporting. ‘Also, we are disappointed that the Board did not use this
opportunity to reevaluate all the existing fair vakue disclosure’ rec;mre;nents in order to
examiine their relevance and to determing if or how the information is being used.

fiscal years beginning aﬁer }une 1 3, 2005, zmd mtenm perwds wzzhm those ﬁscal years.

* The Board believes that the effective date prov;des sufficient time far entities to make the
changes necessary to implement this proposed Statement. Do you agéee? If not, please
explain the types of changes that would beé reqmred and indicate the addmonal time that
would be needed to make. thase changes : :

| pro;ect In mésequem pkases the ?ﬂara’ expects to aédress otfter mﬁces, mcluafmg issties
relating to the reievanee amf reitaéiiziy ef fa&‘ vaiue measaremerzts zmd the unit of




. Respansc These Sh(ﬂﬁd be EGIIPIKH‘FUES ?c;r tias Bvaard as we contmvze tn have concerns
about the relevance and rehabﬂzty ef fair value measurements. :

o Issue IAf "The Beara’ p?ans 10 hgid a pa&lac rouﬁdrabfe meftmg mﬂz respomdenrs to the
- Exposure Brcgf: on Se‘ptemf:e‘r?] 2@64‘ at fhf FAS? Qﬁ" ices in Mrwaik Ptease indicate




