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net proceeds, the most advantageous is market A; its price ($23) would be the estimate of Fair Value, as
FASB stipulates that level 1 prices are not to be adjusted.

As shown in our expansion of FASB's example as set out below, using Fair Value obtained m this way to
"mark to market" tradeable securities may result in a greater profit or smaller loss being recorded than if an
actual transaction had taken place.

(Dollars Per Umt)
- Mark to -
- Market Transaction
Carrying Amount 18 32 18 32
Fair Value (Market A) 25 25
Net Proceeds (after costs) L 26 20
Z 2 {2)

It is therefore strongly recommend that all level 1 estimates take into account transaction and other costs, so
that the reported profits and losses are the same, whether the item has been "marked to market”, or an actual
transaction was underiaken.

7. Pricing in Active Dealer Markets

Continuing our commenis on I[ssue 6 that estimates of the Fair Value of an item should be the same as the

Net Procecds of a Transaction, we concur with FASB's guidance that:

“ _ the fair value of fAnancial instrurnents traded in active dealer markets where bid and asked
vrices are more readily and regularly available than closing prices be estimated using bid prices for
long positions {(assets) and asked prices for short positions (Habilities), except as otherwise

specified for offsefting positions.”

However, we recommend that any transaction costs in dealer markets, such as commissions on stock
exchanges, be considered for both long and short positions,

8. Measurement of Blocks

The problems relating to blockage discounts for relatively large positions in traded securities are compiex.
We concur with the Boards' position set out below:

"Eor unrestricted securifies with guoted 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 & quoted price for an individual trading unit
times the quantity held. In all cases, the unit of account is the individual frading umit. For large
nositions of such securities (blocks) held by broker-dealers and certam mvestment companies, the
AICPA Audit and Accounting Guides for those indusiries (the Guides) permit fair value fo be

NACVA and IACVA Response to SFAS 141R
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