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General comments about measurement, fair value measurement and the proposals in the IASB discussion paper

Comments on paragraphs A.1.3 and A.1.4

In our opinion, users’ interest is not restricted to the entity’s ability to add value. This is illustrated in the following example:

Let us consider two types of users, both of them investors in the entity (i.e. thus excluding still other types of users such as suppliers or employees, with different information needs):

1. The first type of investor wishes to hold common stock of that entity as part of his estate with the purpose of long-term, stable creation of wealth. This user would be blurred by performance information that reflects the intermediate market exit price of the entity’s strategy. He wishes to stay informed on the long-term profitability of the entity’s strategy and he wishes to discern a possible trend in such profitability.

2. The second type of investor has a takeover of the entity in mind. He does not want to liquidate it, he is therefore also interested in the “going concern” of the entity but he wishes to profit from a temporary dip of the “market value” of the entity to succeed in his takeover attempt at the lowest possible price. The same performance information that would blur the first type of user is therefore precisely the decision-useful information for the second user.

Therefore, we believe that alternate views are requested by different categories of users of financial statements. These different users are interested in different measurement bases and will evaluate the decision-usefulness of the particular measurement base accordingly.

Let us develop this idea further by another example: a preparer in the financial services industry is specialised in grouping certain assets and liabilities together and sell, against those balance sheet items as non-perfect hedge, a new wrapped-up product to retail customers. As indicated, the hedge is not perfect and can give way to important volatility in the course of the life of the product, especially in market exit price terms.
However, at final maturity of the product it will be acquired back from the customer, and not exited to the market. Furthermore the “hedging” assets and liabilities are chosen such that their cash flows will, with little residual volatility left, match the consideration that has to be given to the customer.

Therefore, in our view a market based exit value cannot be the only possible way to measure financial instruments since measurement bases are highly correlated to the decision-usefulness they provide to the user, depending on the specific needs of the latter.
Question 2: Is there fair value measurement guidance in IFRSs that you believe is preferable to the provision of SFAS 157?
Comments on paragraph A.2.6

Value in use can indeed be vastly different from a market exit price and can, in specific entity situations, be a more relevant and decision-useful piece of information than the corresponding market exit price, or replacement value. However one can easily imagine that such measurement base can be misused by an entity that has not invested in a new technology that is about to break through and will thus overestimate the value of its assets.

Let us take the example of a telecom operator that has only the metallic twisted pair network that goes into every home of its country, but no satellite or optical fibre technology. As long as customers still widely accept that they need a fixed phone, the value in use is enormous because the entity can collect millions of monthly rent amounts for an investment that has been fully depreciated since long. The day however, that new technologies will break through there will be a twin collapse of both the value in use (customers will get rid of their fixed phone) and the market exit price (nobody will want to spent money on a metallic twisted pair network anymore).

We believe therefore that value in use can only be allowed under great caution in financial statements and preferably alongside disclosures of a market exit price.
Question 6: Does the exit price measurement objective in SFAS 157 differ from fair value measurements in IFRSs as applied in practice?

Comments on paragraph A.2.26
In our own experience as a preparer we use, when available, the market-based exit price if the financial instrument being measured is priced in a liquid market and then go further down the measurement hierarchy when such market information is not available.

We would like also to further emphasise your already excellent comments in paragraph A.2.11, by indicating that one can easily think of many situations where no market exists and no exit is possible on legal grounds. This is the case in regulated industries and services where the entity is required to keep the asset (or liability) on board and where furthermore the cash flows, constituting the revenue or cost of that balance sheet item can only be changed through new legislative action.
Any attempt to assimilate the balance sheet items of such a regulated entity with similar items of an entity of the same sector, but in an unregulated jurisdiction, is bound to give such distortions that decision-usefulness for the users would be seriously blurred. In this respect we also fully endorse the doubts you express in A.2.15 sub a.

Let us take the situation of a development bank like ours as an example. Some of the assets held on its balance sheet cannot be the object of a transaction on the market because there is simply no market for such transactions. This is the case for loans held on its balance sheet which have been issued in line with its main policy objectives and are therefore due to remain on its balance sheet until final maturity. In such case, it would be relevant not to use market value as measurement base but rather the current replacement value of these assets, using its own current loan pricing system. The fair value measurement technique used in that case is probably a discounted cash flow technique, using current pricing yield curves and a spread which is equal to its usual spread at inception of a similar instrument, unless credit quality of the instrument has altered significantly.
Question 10: Does the transfer measurement objective for liabilities in SFAS 157 differ from fair value measurements in IFRSs as applied in practice?

Comment on paragraph A.2.40

In our experience as preparer and considering the fact that most of our liabilities are listed bonds issued to the public, we are applying the settlement value as measurement base for this particular type of liability. 
Of course, we consider also that the concept of transfer value could be more relevant in specific situations, for example in the context of a merge whereby one of the merged entities could settle the liability maybe in a more “economic” way through its new sister company. In such case, the user of the financial statements of the newly merged entity gathers more relevant information from the transfer value than from the market exit price.
Question 12: Do you believe that the provisions of SFAS 170 would result in a portfolio based valuation of identifiable risks of instruments considered in aggregate, or an in-exchange exit price for the individual instruments?

Comment on paragraph A.2.45

We would like to come back to our example mentioned above (on paragraphs A.1.3 and A.1.4) whereby a preparer in the financial services industry is specialised in grouping certain assets and liabilities together and sell, against those balance sheet items as (non-perfect) hedge a new, wrapped-up, product to retail customers.

In this case, the price of the product for which no market price exists would be a quoted price provided by the issuer itself based on the individual components of the product rather than a market price for the wrapped-up product. In other words, the unit of account would be the wrapped-up, retail product.
Furthermore, in our view, the resulting product that will be sold to these retail customers will have an added value at Day 1, thus generating the recognition of a “Day one” gain in Profit and Loss otherwise there would be no rationale to create this product, especially in the case of an entity that features this kind of transactions as a material part of its business model.
