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Dear Sir David,
Re: Exposure Draft ED/2009/5Fair Value Measurement

Deloitte Touche Tohmatsu is pleased to respond to the ItitexabAccounting Standards Board's (the
“IASB” or “Board”) Exposure Draft ED/2009/Bair Value Measuremerfteferred to as the “ED” or “draft
IFRS”).

We support the Board's efforts to replace the existing geelan fair value measurement in IFRS accounting
literature with a single standard and strive for clasgrvergence with fair value measurement requirements in
Accounting Standards Codification Topic 820 (ASC 8#ajr Value Measurements and Disclosures,
(formerly Statement 157), issued by the U.S. Finanaigbénting Standards Board (FASB). Global
convergence is important as it serves to further reduceleritypand application issues that often result from
inconsistent principles in similar U.S. and internadilbstandards. Moreover, convergence of this draft IFRS
will result in more consistent measurement of faiugamong IFRS preparers and better comparability with
entities preparing financial statements under U.S. GAAIrthermore, we understand that full convergence to
ASC 820 may not be appropriate in instances where the IASBaS@emonstrated a more conceptually
superior principle. However, in areas where the IASB doe=eagith the principles in ASC 820, we
recommend the verbiage be closely aligned as not to creating differences that cause confusion among
constituents.

Similar to ASC 820, the ED has defined fair value as fiifige that would be received to sell an asset or paid
to transfer a liability in an orderly transaction beém market participants at the measurement date.” We
believe this exit price notion is the most conceptually s@pmtoach for fair value measurement. However,
we also believe that fair value is not an appropriatesmreanent attribute for some types of liabilities, as
discussed in our comment letter on the IASB’s DiscussapePDP/2009/2redit Risk in Liability
Measurementyhich is attached as Appendix B. In addition, because imabditles cannot be transferred,
the most practical measure of a current value of lisdslimay be settlement value. However, since the
amount at which a liability may be currently settledldde affected by the holder's commercial practices,
costs, and other considerations, it is appropriate to mokhier evidence to estimate fair value such as what
the FASB describes in Accounting Standards Update 200888 R009-5) Measuring Liabilities at Fair
Value,issued in August 200ASU 2009-5 provides guidance on how to estimate the faieaila liability

in a hypothetical transfer transaction and was isguegsponse to requests from constituents for additiona
guidance on how to measure fair value of liabilities. Bbard should consider this standard issued by the
FASB with the common goal of convergence in mind.
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Some proposals within the ED do not move the draft IFRSrtsr@nvergence and, we believe, have not
been demonstrated to be conceptually superior to ASC 820x&mipke, such proposals include, but are not
limited to, the most advantageous market concept, the titefiof a “knowledgeable” market participant, and
the accounting (deferral) of certain day one gains esgek.

We have concerns regarding why, from a conceptual viewpbagritity should be presumed to normally
transact in the most advantageous market rather thamititgpal market. As a result of this approach, if an
entity were to conclude there was a market that was agwantageous than the market it principally transacts
in, it would measure items at a higher fair value, dolgecognize losses when it transacts in its principal
market. We believe the IASB should revise its approattototo the principal market first and only if there

is no principal market, look to the most advantageous market.

We have conceptual and practical concerns about the wasich knowledgeable” is described in the
proposed definition of a market participant. The ED indgé#tat the market participant would be presumed
to be as knowledgeable as the reporting entity about thecadisddility. This implies that the market
participant has access to entity-specific informatiat is not publicly available. This turns the definitaira
“market participant” into an entity-specific concept.e Welieve the definition would benefit from closer
alignment to the ASC 820 definition. While the principlessmmewhat similar, the difference in wording
may yield interpretations by IFRS preparers that couldyre outcomes that are unintended and differ from
an exit price notion of fair value.

We also have concerns about the ED’s proposed amendm&h® 38 for the deferral of day one gains and
losses in instances where the initial transaction ploes not equal fair value for a transaction in which
unobservable inputs are utilized in a valuation model. We\sethat in such circumstances a deferral should
not be recorded, but the valuation model generally should ibeatat (either through the inputs or through
valuation adjustments) such that model value equals thgaitaon price at initial recognition.

We encourage the IASB to reconsider its guidance in3@®r initially recognizing transactions at fair value
that are not subsequently measured at fair valueitdfos that are not subsequently measured at fair value,
we believe the transaction price generally is more retatian an exit price for initial recognition (although,
in most instances there should be little or no diffee¢én When an item is not subsequently measured at fair
value, the most relevant initial value is the amourneeburces incurred or received upon entering into the
arrangement (presuming the transaction was on an amgthlbasis).

We recommend the Board consider incorporating concepts faoin &f the IASB Expert Advisory Panel
paper “Measuring and disclosing the fair value of finahicistruments in markets that are no longer active”
issued in October 2008 as application guidance within ¢ GiRS. We believe the incorporation of the best
practices identified in the document would be useful feraidetermining fair value measurements in inactive
markets. Furthermore, the FASB recently issued pgsed Accounting Standards Updameproving
Disclosures About Fair Value Measuremetm#ended to improve disclosures related to fair value
measurements and increase transparency in finanp@tireg. We encourage the Board to work with the
FASB on this disclosure project.



We understand that the IASB will hold three round taldedigcuss its proposals in the ED in the coming
months. We would like to participate in each of thentbtables in the United States, Japan and the United
Kingdom.

Our detailed responses to the invitation to comment quesirenscluded in Appendix A to this letter.

If you have any questions concerning our comments, pleasecté®@n Wild in London at +44 (0) 207 007
0907.

Sincerely,

P Lﬁ};}/-
/
/f‘@

Ken Wild
Global IFRS Leader



Appendix A: Invitation to Comment

Definition of fair value and related guidance

Question 1

The exposure draft proposes defining fair value as ‘the price thatiib@uteceived to sell an asset or paid to
transfer a liability in an orderly transaction between market ggpaints at the measurement date’ (an exit
price) (see paragraph 1 of the draft IFRS and paragraphs BC15-BC18 of tisef@aSonclusions). This
definition is relevant only when fair value is used in IFRSs.

Is this definition appropriate? Why or why not? If not, what would be a lagfarition and why?

Yes, this definition is appropriate. The IASB should proased its definition of fair value as stated above.
ASC 820 also establishes an “exit price” objective foralue measurementShe use of the exit price
provides an appropriate objective for fair value measunethat can be applied consistently. One consistent
definition between ASC 820 and the draft IFRS would fursieeve to reduce the complexity and application
issues that could result if two different definitiondaf value were to exist. We further believe that the ex
price notion is the most conceptually sound approach fovdhie measurement.

However (as discussed in our cover letter and noted iresponse to Question 9), we would encourage the
IASB to reconsider its guidance for initially recognizingnsactions at fair value that an@ subsequently
measured at fair value For items that are not subsequently measured atfaie,we believe the
transaction price generally is more relevant than arpeiie for initial recognition (although, usually there
should be little or no difference). When an itemas subsequently measured at fair value, the most releva
initial value is the amount of resources incurred oeik@d upon entering into the arrangement (presuming
the transaction was on an arm’s length basis).

Scope

Question 2

In three contexts, IFRSs use the term ‘fair value’ in a waydbas not reflect the Board'’s intended
measurement objective in those contexts: (a) In two of those rikexexposure draft proposes to replace
the term ‘fair value’ (the measurement of share based payment tteomsain IFRS 2 Share-based Payment
and reacquired rights in IFRS 3 Business Combinations) (see paragraphd@#9Basis for Conclusions).
(b) The third context is the requirement in paragraph 49 of IAS 39 Ralanstruments: Recognition and
Measurement that the fair value of a financial liability with a demaatufe is not less than the amount
payable on demand, discounted from the first date that the amount couljuiredeo be paid (see
paragraph 2 of the draft IFRS and paragraph BC29 of the Basis for Conclusitresgxposure draft
proposes not to replace that use of the term ‘fair value’, btgaasproposes to exclude that requirement
from the scope of the IFRS.

Is the proposed approach to these three issues appropriate? Why or why notPtBad@dard consider
similar approaches in any other contexts? If so, in which context arfel why

Yes, we believe the proposed approach to the three coitertgied by the Board is appropriate.

In addition, we believe that the term ‘fair value’ usedAS 20, paragraph 23; IAS 39, paragraph 43; and IAS
41, paragraphs 12 and 13 do not reflect the Board’s intendasumement objective. We recommend the
Board exclude each of these paragraphs from the scope dféft IFRS for the following reasons:

* For IAS 20 paragraph 23, we believe the Board should exdhiglparagraph from the scope of the
draft IFRS as these types of government assets aselject to sale. For example, in the case of a
defense industry entity which has obtained plant and egqupar technical know-how from the state,
the fair value measurement of the asset would not be @gtesince the sale of the assets is not
possible and a reference market does not exist.

* For IAS 39, paragraph 43, we believe the Board should exdtislparagraph from the scope of the
draft IFRS. We understand the “fair value” at initiad@gnition in paragraph 43 to be geared toward a



buying market instead of a sales market. Therefore, wetagree with an exit price notion in this
entry situation.

* For IAS 41 paragraphs 12 and 13, we believe the Board shlzal@dxclude these paragraphs from
the scope of the draft IFRS as these assets aralyjetsto sales. The exit price notion is not
appropriate at the initial recognition of biological assets (@ potato crop at the moment of sowing)
which are used to grow agricultural produce. This is bedduesagricultural produce (e.g., harvested
potatoes) is subject to a sale but not the biological asgetttes potato crop).

We would also encourage the Board to provide the resulteaase study involving the valuation of the
identifiable assets acquired and liabilities assumeddarsample business combination discussed in paragraph
BC20.

Question 3

The exposure draft proposes that a fair value measurement assumés tinansaction to sell the asset or
transfer the liability takes place in the most advantageous markétith the entity has access (see
paragraphs 8-12 of the draft IFRS and paragraphs BC37—BC41 of the Basis for Camgjlusi

Is this approach appropriate? Why or why not?

No. Paragraphs 10-11 of the ED indicate (in part) thdtntiaeket in which the entity wouldormally enter
into a transaction for the asset or liability is presumed to be the moga@dgeous market.” Further, it goes
on to say that absent evidence to the contraing, principal market for the asset or liabilitis the most
advantageous market’

We are not convinced that the proposed approach repressigisificant improvement to the approach in
ASC 820. Looking to the principal market is more practicahtsearching for potential alternative markets
that may be more advantageous. For example, identifgengnbst advantageous market for commodities that
are transacted in multiple markets around the world ragyire complex and subjective judgments about
transaction costs and transportation costs and thet@dtien arbitrage if the item being measured were
transported to various markets around the world. Additiprn&ban entity were to conclude there was a
market that was more advantageous than the marketdigaily transacts in, it would measure items at a
higher fair value, only to recognize losses when it @atssin its principal market. We believe the IASB
should revise its approach to look to the principal markst dind only if there is no principal market, look to
the most advantageous market. We believe a deviation fropnittogpal market concept in ASC 820 may
cause confusion amongst constituents and application issues.

If the Board chooses not to change the approach, we reconthagma addition to the commentary provided
at paragraphs BC39-BC40, the IASB should further addresstughgeasonable to assume that the market in
which an entity normally transacts should typicallycbesidered the most advantageous and why the most
advantageous approach is superior.

We also believe that the level of market activity rhaya factor that should be considered in determining the
“most advantageous market”.

Question 4

The exposure draft proposes that an entity should determine fair vahggetiis assumptions that market
participants would use in pricing the asset or liability (see paragraptenti3L4 of the draft IFRS and
paragraphs BC42—-BC45 of the Basis for Conclusions). Is the descripticaridtrparticipants adequately
described in the context of the definition? Why or why not?

No. The ED defines market participants as independent ofotheh knowledgeable about the asset or
liability and willing and able to enter into a transae for the asset or liability. We have conceptual and
practical concerns about the way in which “knowledgeable” isrite=a in the proposed definition of a
market participant.



“Knowledgeable” is specifically defined in paragraph 13(bjhef ED as someone “sufficiently informed to
make an investment decision and [presumed to be as knowledgeable as the reporting entigbout the
asset or liability.” Further paragraph BC45 in the basis for conclusion of the ERaitad$i, The market
participant and the reporting entity are presumed to be egally knowledgeable about the asset or
liability , although neither party is perfectly knowledgeable. In othedsya fair value measurement does
not reflect information asymmetry, although it does reflect information uncertainty (iree tincertainty an
entity faces because it does not have perfect knowledge &lkduhing and amount of future cash flows).”

This definition is problematic because it implies tHa¢ market participant has access to entity-specific
information that is not publicly available. To illustratsssume the reporting entity has access to “insider”
information about the item being measured. In that ¢hegroposed definition of “knowledgeable” assumes
that the market participant has access to the sameléifisnformation even though that information is not
available in the market which does not seem realistic. Uhdedefinition of a market participant, therefore,
there may be a difference between observable market poncksfair value” solely because those market
prices do not capture “insider” information. This turhe tefinition of a “market participant” into an entity-
specific concept.

In our view, the threshold for a “knowledgeable” market partidipsm ASC 820 represents a more
conceptually sound basis for this concept. ASC 820 defines knowl#dgea “having areasonable
understanding about the asset or liability and the transaton based on all available information,
including information that might be obtained through due diligence efforts that are usual and
customary.” Further paragraph C34 in the basis of conclusions of Seémtedb7 indicates, “... some
respondents questioned the extent to which market participantkl be expected to be knowledgeable,
referring to markets that are characterized by in&tion asymmetry, where some market participants have
information about an asset or liability that is not lade to other market participants. The Board agreed tha
it would be reasonable to presume that a market participahis both able and willing to transact for the
asset or liability wouldindertake efforts necessary to become sufficiently knoetigeable about the asset

or liability based on available information, including information obtained through usual and
customary due diligence efforts and would factor any related risk into the fairmeaimeasurement. In our
view, there is always a level of information asymmetWe believe that the appropriate reference point for
“knowledgeable” in paragraph 13(b) of the ED should be akin to aimarket participant might be able to
ascertain from due diligence efforts. This represemesrealities of the marketplace and how deals are
transacted. We also believe the “due diligence” tiolesis far more understandable and operational.

We propose the IASB provide guidance that a transacti@e pssociated with a related party transaction,
which was consummated at arm’s length and was evidencetthérymarket quotes, may be representative of
fair value.

Application to assets: highest and best use and valuah premise

Question 5

The exposure draft proposes that: (a) the fair value of an assetstandider a market participant’s ability
to generate economic benefit by using the asset or by selling it to anwhest participant who will use the
asset in its highest and best use (see paragraphs 17-19 of the di&faneRparagraph BC60 of the Basis for
Conclusions). (b) the highest and best use of an asset establiskielitit®n premise, which may be either
‘in use’ or ‘in exchange’ (see paragraphs 22 and 23 of the draft IFRS and paragsg@&and BC57 of the
Basis for Conclusions). (c) the notions of highest and best use aradionlpremise are not used for
financial assets and are not relevant for liabilities (see paragraph 2dedadriaft IFRS and paragraphs BC51
and BC52 of the Basis for Conclusions).

Are these proposals appropriate? Why or why not?
We have the following concerns associated with the prapasékems (a) — (c):

* We encourage the IASB to provide additional examples that reafistically represent the complex
nature of evaluating highest and best use. The currenfpéesiim the ED are overly simplistic.



* While the requirement to assess highest and best ugesistent with ASC 820, we recommend that
the IASB obtain input from the FASB and practitioners agperational issues which may have been
encountered by constituents in implementing this requinen&nce ASC 820-10-55-23A (formerly
FSP FAS 157-2) delayed the effective date of ASC 820 forimamdial assets until 2008 (for most
entities), there has not been a significant amountref to observe the nature of practice issues which
may exist. Based on its research, the IASB shoukekaghe need to provide more application
guidance in its ED. We also recommend the IASB provigargjuidance to indicate that an entity
need not undertake an exhaustive process or go to unreasemgis to determine all the potential
uses of the asset and which use would be the absolute higidsgs.

* We believe it is rare that the highest and best use @nanodity is something other than its actual
current use in its current form. For example, shouldngityewith crude oil look to all of the different
potential uses of that oil (e.g., refined oil, gasol&iectricity through oil burning plants) and only add
conversion costs to derive different potential fair valwbsn there is a market for crude oil? We
recommend the elimination of the requirement to measuraithealue of a commodity assuming its
highest and best use by market participants. This revistoiiovbe consistent with the reasoning for
exclusion of financial assets from the highest and bestegserement.

* We also are concerned about the theory that in the highebeahdse analysis, an entity can look to
the fair value of the item in another form and only backtleeicosts of conversion in determining the
fair value of the item in its current state. It woskkm logical that if an entity were to purchase the
asset and convert it, the entity would likely back ouexgrected profit margin as well. Similar to our
point above about crude oil, power/electricity generating entibasot operate as non-profit
enterprises. They expect to make money by converting the@iélectricity. As such, they would
not pay a price for oil that would look to power prices buarh rates and only back out the costs to
convert. They would add in an expected profit margin.

Question 6

When an entity uses an asset together with other assets in a waiffératfrom the highest and best use of
the asset, the exposure draft proposes that the entity should sepbaréde value of the asset group into two
components: (a) the value of the assets assuming their current ude) dmel gmount by which that value
differs from the fair value of the assets (ie their incremearahle). The entity should recognise the
incremental value together with the asset to which it relatespgamgraphs 20 and 21 of the draft IFRS and
paragraphs BC54 and BC55 of the Basis for Conclusions).

Is the proposed guidance sufficient and appropriate? If not, why?

The guidance is not clear as to how the incremental valu&@be assigned in situations where more than
one depreciable asset is involved. In the land and factorypdegmovided in paragraphs 20 and 21, the
incremental value is assigned to the land, and therdfmencremental value would not be depreciated.
Constituents would benefit from an example that woulttibte how the incremental value would be
assigned when multiple depreciable assets are valued basethehypothetical highest and best use of each
asset. In addition, we recommend the IASB clarify howctiveept of components might apply to the
proposals in paragraphs 20 and 21. For example, would the éaitesdue have to be allocated to the

various components of a building? The interplay with IASelfiiirements should be clearly contemplated
and addressed.

Application to liabilities: general principles

Question 7

The exposure draft proposes that: (a) a fair value measurement asthahthe liability is transferred to a
market participant at the measurement date (see paragraph 25 of fhé~RS and paragraphs BC67 and
BC68 of the Basis for Conclusions). (b) if there is an activ&ketdor transactions between parties who hold
a financial instrument as an asset, the observed price in that magkesents the fair value of the issuer’s
liability. An entity adjusts the observed price for the asmefeltures that are present in the asset but not
present in the liability or vice versa (see paragraph 27 of the tF&$ and paragraph BC72 of the Basis for



Conclusions). (c) if there is no corresponding asset for a ligh{giy for a decommissioning liability assumed
in a business combination), an entity estimates the price that npaiteipants would demand to assume the
liability using present value techniques or other valuation techniquesofdhe main inputs to those
techniques is an estimate of the cash flows that the entity wouldmnicdiilling the obligation, adjusted for
any differences between those cash flows and the cash flows that otket paaticipants would incur (see
paragraph 28 of the draft IFRS).

Are these proposals appropriate? Why or why not? Are you aware of any dmogessin which the fair
value of a liability held by one party is not represented by thevédire of the financial instrument held as an
asset by another party?

(a) Yes, consistent with ASC 820, the proposal that a fdirevaneasurement assumes that the liability is
transferred to a market participant at the measuredaatis appropriate only in certain
circumstances. However, the Board should be mindfaluhder ASC 820, the requirement that fair
value of liabilities be measured under the assumption théatiky is transferred to a market
participant (i.e., the liability to the counterparty & Bettled, but continues) triggered the need for
additional FASB guidance on how to estimate the fair valweliability in a hypothetical transaction
that assumes the transfer of a liability to a thirdypdn practice, few liabilities are transferred to
another party, although some liabilities are settled dyrbgtthe issuer with the counterparty and
some are traded as assets. Therefore, the FASBIlyeissoed ASU 2009-5 in response to requests
from constituents for additional guidance. We recommend88 update the draft IFRS to reflect
this additional guidance issued by the FASB on measuringdke of liabilities.

Additionally, we believe that fair value is not an appraigr measurement attribute for some types of
liabilities as discussed in our comment letter on the TASB/09/2,Credit Risk in Liability
Measurement Our comment letter is attached as Appendix B.

(b) For paragraph 27, we recommend the IASB consider the guida®&id 2009-5 and clarify that in
the absence of a quoted price for the identical liabilityen traded as an asset in an active market,
the entity may measure fair value based on a valuatbmitpie that uses a quoted price of a similar
liability or of a similar liability when traded as asset. In addition, an entity may also use other
valuation techniques based on the amount an entity woultbgegnsfer the identical liability or
based on the amount an entity would receive to enteaimidentical liability (i.e., an entry price).

(c) We believe that the proposals in paragraph 28 relatedoitities for which there is no corresponding
asset (e.g., decommissioning liabilities) would beidiff to implement and require a great deal of
judgment to apply. We would encourage the IASB to provideenmplementation guidance on how
to determine the required inputs. Below are some examptpsdznce to consider providing:

« If there is not an active market in which entities asstimadiabilities of other entities, how
would an entity go about getting the information requicedstimate the price that a market
participant would demand to assume its liability?

*  What would be the risk profile of the market participant?

* How should the risk premium a market participant demandketeemined?

* What are the appropriate sources of information given theguéncy of sales of liabilities?

Application to liabilities: non-performance risk and restrictions

Question 8

The exposure draft proposes that: (a) the fair value of a ligh#itlects non-performance risk, ie the risk that
an entity will not fulfil the obligation (see paragraphs 29 and 30 of thé& §fRS and paragraphs BC73 and
BC74 of the Basis for Conclusions). (b) the fair value of a lighigi not affected by a restriction on an
entity’s ability to transfer the liability (see paragraph 31 of thefdiFRS and paragraph BC75 of the Basis
for Conclusions).

Are these proposals appropriate? Why or why not?



(a) For paragraphs 29-30, while we do not support a fair valusureaent for some types of liabilities,
we agree conceptually that non-performance risk shailéftected in fair value measurements of
liabilities as discussed in our comment letter on the TASH/09/2,Credit Risk in Liability
Measurementwhich is attached as Appendix B. In our comment letteowitne four different
measurement attributes for liabilities. We believe tberth should consider our proposed set of
principles governing when the measurement of a liability shoalorporate credit risk.

(b) The ED should clarify and discuss the principles gorgrnihether or not a separate adjustment
should be made for contractual restrictions in the fawevateasurement of a liability, both at
inception and at subsequent measurement. The lack ofcutfinly explained reasoned principle
could cause practice issues; accordingly, we recomnhendhe IASB establish a clear principle to
guide the determination of whether an adjustment shoutddule.

Paragraph 31 of the ED indicates thatréstriction on an entity’s ability to transfer a liability to
another partyloes not affect the fair value of the liability” The phrase “does not affect” in this
sentence seems to indicate that the fair value measuatef a liability would never include the effect
of a restriction. We recommend the IASB clarify the wogdin this sentence to state that the fair
value estimate of a liability would not be adjustaeddontractual restrictioni$ the impact of such a
restriction is either implicitly or explicitly includeahithe other inputs to the fair value measurement.
For example, the impact of the restriction would typichlve already been factored into the
transaction price for the liability at inception, sincéfbihe issuer and the creditor have accepted the
terms of the transaction (e.g., debt issuance). Tdreredn adjustment for the restriction again, for
fair value measurement purposes, would result in doubleinguit unusual circumstances,
however, an obligor may have a contractual or statutghy to transfer a liability to one or more
specified parties without the holder’s consent. For instaartebligor may sometimes have a
contractual right to transfer its obligation to a defeasarust that is set up on pre-specified terms. In
such a case, the right to transfer the liability wdwdgtle been considered in the transaction price and
the entity would need to consider the impact of this feangyht when determining the fair value of a
similar liability that does not contain the right-to-triansclause.

In addition, we believe that the IASB should address thedtgdaestrictions prominently not only
for liabilities, but also for assets.

Fair value at initial recognition

Question 9

The exposure draft lists four cases in which the fair value akaet or liability at initial recognition might
differ from the transaction price. An entity would recognise anyltieg gain or loss unless the relevant
IFRS for the asset or liability requires otherwise. For examgmeglready required by IAS 39, on initial
recognition of a financial instrument, an entity would recognise thereif€e between the transaction price
and the fair value as a gain or loss only if that fair value is evidkbgeobservable market prices or, when
using a valuation technique, solely by observable market data (see paragtapghd 37 of the draft IFRS,
paragraphs D27 and D32 of Appendix D and paragraphs BC76 BC79 of the Basis fanstms)l

Is this proposal appropriate? In which situation(s) would it not be apprapaad why?

We agree with the guidance in paragraph 36 of the EQlibdtansaction price is the best evidence of fair
value at initial recognition unless the factors in panalyi26(a)-(d) apply. This guidance is consistent with
ASC 820-10-30-3. However, we disagree with amendments madeagragpin D32 to IAS 39 paragraph AG
76(b) that a gain or loss should be deferred if the @iterlAS 39 AG76(a) are not met. Instead, consistent
with ASC 820-10-30-4, we believe that for transactions irckvhnobservable inputs are utilized in a
valuation model, the valuation model generally should be eaditir(either through the inputs or through
valuation adjustments) such that model value equals thgaitaon price at initial recognition.

For paragraph 36(d) of the ED, the example of a secudigi@®er should be expanded to include other
wholesale market participants. For instance, in comnasditiarkets, different entities may operate as



wholesale commodity trading organizations, which operagedifferent market than an end-user, retail
market participant.

We also recommend that the IASB reconsiders its guidané@eé 39 for initially recognizing transactions at
fair value that areot subsequently measured at fair value For items that are not subsequently measured at
fair value, we believe the transaction price generaligase relevant than an exit price for initial recognition
When an item is not subsequently measured at fair vileenost relevant initial value is the amount of
resources incurred or received upon entering into thegenaent (presuming the transaction was on an arm’'s
length basis).

Valuation techniques

Question 10

The exposure draft proposes guidance on valuation techniques, includingcspadiance on markets that
are no longer active (see paragraphs 38-55 of the draft IFRS, paragraphs B&Bigendix B,
paragraphs BC80—BC97 of the Basis for Conclusions and paragraphs IE10—-IE21 and |IE28HES8raft
illustrative examples).

Is this proposed guidance appropriate and sufficient? Why or why not?

We note that the guidance starting in paragraph BSesstatdetermining fair value in markets that are not
active. However, the guidance in ASC 820-10-65-4 (formerly FS® F#Y-4) relates to determining fair
value when there has been a significant decline in mackeity (which may or may not be indicative of an
inactive market). Although the factors listed in ASC 82685661A may relate to determining when a market
is not active, we believe that as currently incorporateétie ED not all the factors listed are in themselves
indicative of an inactive market (see next bullet). We renend the IASB conform the wording in the ED to
ASC 820, except as noted below or specifically list factbesacteristic of a market that is inactive to avoid
any confusion and misapplication.

» The characteristic listed in paragraph B5(a) (i.sigaificant decrease in market activity) is not
indicative of an inactive market but of a market thaess lactive, but which may still be active.

* The IASB should clarify in paragraph B5(c) what is mdan“current information.” Is it based on
actual trades or just the availability of quotes, whiedy not be based on any actual transactions?

» The characteristic in paragraph B5(d) implies thaintheket for a security may be deemed inactive
just because price quotations vary substantially over timegever, the security may be traded in
significant volume on a daily basis. That is, signiftgamce volatility is not necessarily an indicator
that a market is inactive. Although many equity siesrissued by large financial institutions
experienced significant declines in price in 2008, they coatiria be traded in significant volumes
on a daily basis.

» The characteristic in paragraph B5(e) suggests thandhieet for a security is inactive if indices that
were previously highly correlated are demonstrably uncorcklaité recent fair values. However,
this is not necessarily indicative of an inactive market.example, a publicly traded stock that was
previously correlated to an index (e.g., S&P 500) may no ldmgeprrelated but may still be traded
in significant volume.

* The characteristic listed in paragraph B5(h) (i.sigaificant decline or absence of a market for new
issues) is not indicative of an inactive market if ther@nisictive secondary market or the market is
less active, but still active.

* We recommend the IASB consider adding “immediately” priditdaneet regulatory or legal
requirements” criteria in paragraph B11(c) to avoid arsapplication. Even though an entity is
required to sell, it may still have adequate time tovafior customary and usual marketing activities.



* We recommend the IASB further clarify the criteria in gaa@h B11(d). What if significant events
occurred related to the specific asset which causedathgeiction price to be an outlier? Would the
IASB still consider the last transaction not to be regmestive of fair value?

We recommend that the IASB consider incorporating condeptsPart | of the IASB Expert Advisory Panel
paper “Measuring and disclosing the fair value of finahicistruments in markets that are no longer active”
(October 2008) as application guidance within the dra&SFor measuring fair value in inactive markets.

Question 11

The exposure draft proposes disclosure requirements to enableofifeencial statements to assess the
methods and inputs used to develop fair value measurements and, vatdaimeasurements using
significant unobservable inputs (Level 3), the effect of theurnsagnts on profit or loss or other
comprehensive income for the period (see paragraphs 56—61 of the draft IFR&raghphs BC98—BC106
of the Basis for Conclusions).

Are these proposals appropriate? Why or why not?

Fair value measurement disclosures are the subjeatwfent FASB proposed Accounting Standards
Update, Improving Disclosures About Fair Value Measuremgriibe IASB should coordinate its fair value
disclosure requirements with those of the FASB.

The ED proposes that an entity disclose certain itamparagraphs 56-61 which are not required by ASC 820.
We generally agree with the additional disclosures redjloyethe ED which appear to provide relevant,

useful information to users of the financial statemehtswever, we would encourage the IASB to perform
field testing with preparers and to reach out to varaarstituency groups, including users, to determine the
usefulness of these additional disclosures. The IASB shouklder modifying paragraph BC110 of the ED

to address these differences and other disclosuredatiffes noted below. The additional items identified that
are not currently required by ASC 820 are as follows:

1. “Significant transfers between Level 1 and Level 2 of #ievalue hierarchy and the reasons for
those transfers.” [paragraph 57(c)]

2. For Level 3 fair value measurements, changes in one i@ ohthe inputs to “reasonably possible
alternative assumptions” that significantly affect faifue, and the effects of those changes.
[paragraph 57(g)]

3. Fair value, by level within the fair value hierarchigr‘each class of assets and liabilities not
measured at fair value in the statement of financisition, but for which the fair value is
disclosed. “[paragraph 58]

4. Certain disclosures “for each class of liability meaduat fair value after initial recognition.”
[paragraph 59]

5. Certain disclosures when “an asset is used together thigh assets and its highest and best use
differs from its current use.” [paragraph 60]

ASC 820’s disclosure requirements apply to both financiahanéinancial assets in both interim and annual
reports. Instead, the ED proposes amending IASn8diim Reportingto require disclosures about the fair
value of financial instruments in interim financisdtg@ments. Currently, no interim fair value measurement
disclosures would be required for nonfinancial assetdialitities. We believe the ED should also amend
IAS 34 to include interim disclosures of nonfinancial asaatsliabilities that are subject to fair value
measurements.

Under ASC 820, an entity is required to provide differentldsgires for recurring fair value measurements
than it does for nonrecurring fair value measurementsEThdoes not distinguish between recurring and
nonrecurring fair value measurement disclosures. The Igk#8Bld consider the disclosure requirements in
ASC 820 that explicitly require separate disclosure of sigget liabilities that are measured at fair value on a
nonrecurring basis in periods subsequent to initial recognition



Paragraph 57(b) states, in part, “the level in the fdirevhierarchy into which the fair value measurements
are categorised in their entirety.” Although there ighimgy incorrect with the proposed sentence, we
recommend the IASB conforms the wording to ASC 820-10-50-2 tdyctast fair value measurements must
be categorised in their entirety in one of the three leyfelise fair value hierarchy (i.e., a single fair valu
measurement cannot be broken down into different levels lmasthe levels of the inputs used). Suggested
revisions to the proposed sentence are noted below (charegieslicated in strikethrough or underline):

“the level withinef the fair value hierarchy i-withiwhich the fair value measurements are
categorisedn their entirety fall, segregating fair value measugats using any of the following: (1)
quoted prices in active markets for identical asselislolities (Level 1), (2) significant other
observable inputs (Level 2), and (3) significant unobservablgs (Level 3).”

Paragraph 57(c) requires entities to provide a reconailiati Level 3 balances and the total amount of
unrealised gains or losses (proposed paragraph 27B(¢hefperiod included in profit or loss for those assets
and liabilities still held at the end of the reportingipe These disclosure requirements are consisteht wit
ASC 820, which has been applied in the U.S. since 2007 (figragtopters). Such disclosures have resulted
in implementation issues and diversity in applicatiorhenW.S. which potentially diminishes the
comparability and usefulness of these disclosures. Applicssoes identified in the U.S. include, for
example, (a) when are transfers assumed to occur betat=gories (for example, is the transfer from Level
2 to Level 3 (or vice versa) assumed to occur at the biegih period, end of period, mid-month, or on a
specific date), (b) how to compute unrealised gains aséddscluded in profit or loss and settlements for
contracts subject to periodic net settlements (e.g., swapd)c) whether the amounts to disclose under the
Level 3 reconciliation should be disclosed for both inteordate and year-to-date periods, in interim
financial statements. We suggest the IASB provide applicgticdance on the Level 3 reconciliation
disclosures to help ensure consistency in application andliisgs of such disclosures. This comment is
consistent with our response dated 15 December 2008 on the ExpwatiyImproving Disclosures about
Financial Instruments-Proposed amendments to IFRS 7.

Paragraph 61 of the ED indicates that quantitative disidesequired by the standard shall be presented in
“tabular format unless another format is more appropri&te'believe the alternative to use another format is
an improvement over ASC 820 which requires that fair vals@aures be presented in a tabular format
only.

Convergence with US GAAP

Question 12

The exposure draft differs from Statement of Financial Accounting Staridard$7 Fair Value
Measurements (SFAS 157) in some respects (see paragraph BC110 ofstierBaenclusions). The Board
believes that these differences result in improvements o¥e $&7. Do you agree that the approach that the
exposure draft proposes for those issues is more appropriate than the dppr&AS 157? Why or why

not? Are there other differences that have not been identified and esuild in significant differences in
practice?

In our view, there is merit in the IASB and the FASB kwog together to conform the principles of their
respective standards. Divergence in the principles betihedASB standard on fair value measurement and
ASC 820 will increase complexity and application issuesjae@omparability of financial statements across
jurisdictions, and/or lead to other unintended consequences.

Throughout our response, we have identified areas wherelieeithe approach in ASC 820 is superior to
the ED. The main areas are as follows:

* The principal versus most advantageous market concepiuseesponse to Question 3 above)
* The definition of a market participant (see our respon§agstion 4 above)
* The accounting for fair value at initial recognition (e response to Question 9 above)



Other differences that are not identified in the EDude:

» ASC 820 recently was revised to provide additional guidance #®ubeasurement of liabilities at
fair value (see our response to question 7 above and ASU 2009-5)

* Under ASC 820, an entity is required to provide differentldgires for recurring fair value
measurements than it does for nonrecurring fair valueunsments. The ED does not distinguish
between recurring and nonrecurring fair value measurememsiises. (see our response to
Question 11 above)

* Unlike ASC 820, the ED does not propose interim disclosurasoftiinancial assets and liabilities.
(see our response to Question 11 above)

» The ED requires certain disclosures that are not clyneguired by ASC 820, including:

o “Significant transfers between Level 1 and Level 2 of gievalue hierarchy and the reasons
for those transfers.”

o For Level 3 fair value measurements, changes in one i@ ofithe inputs to “reasonably
possible alternative assumptions” that significantlycffair value, and the effects of those
changes.

o Fair value, by level within the fair value hierarchigr‘each class of assets and liabilities not
measured at fair value in the statement of financisition, but for which the fair value is
disclosed.”

o Certain disclosures “for each class of liability meaduat fair value after initial recognition.”

o Certain disclosures when “an asset is used together thigh assets and its highest and best
use differs from its current use.”

As we noted in our response to Question 11 above, we wouldrage the IASB to perform field testing
with preparers and to reach out to various constitugrmyps, including users, to determine the
usefulness of these additional disclosures.

Other comments
Question 13
Do you have any other comments on the proposals in the exposure draft?

Yes, we have the following additional comments:

* While we agree with the definition and core principle iregaaph 1 (as further explained in
paragraph 15), further consideration should be given to otbas avhere there is no observable exit
price, for example, providing a practical expedient for usieigasset value (NAV) similar to the
FASB'’s proposed FSP FAS 157-g.

» Paragraphs B3 and B4 of the ED provide examples of Level 2 anmlits for particular assets and
liabilities. We believe more commodities-specific examplesld be helpful for constituents. For
instance, a forward physical contract to purchasetacplr grade of crude oil (where grade
differentials may cause a contract to be either level3),cor a contract to purchase natural gas or
power at a particular location (where delivery location nayse a contract to be either level 2 or 3).

» Paragraph 24 of the ED indicates that “The fair valug fifiancial asset determined using the in-
exchange valuation premise reflects any benefits thatainparticipants would derive from holding
that asset in a diversified portfolio. As a resulg ith-use valuation premise is not relevant for
financial assets.” We are concerned that the ED doesddogss whether the unit of valuation can be
different from the unit of account. We recommend thditeuhal guidance be provided to clearly
distinguish between the unit of account and the unit of tialuaTo illustrate, if an entity holds a
portfolio of derivative contracts that are subject tonglsi master netting agreement, the impact of the
master netting agreement on the valuation of individual atvies must first be determined at the
portfolio level before it can be allocated to individualiggtive contracts. In this case, the unit of
valuation for the impact of the master netting agreemi#fiers from the unit of account. In this case,
it would be impractical, if not impossible, to determihe impact of credit risk on the fair value of
each derivative contract on a stand-alone basis, sinecedsier netting agreement only applies at the
portfolio level.
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Dear Sir David,
Re: Discussion Paper, Credit Risk in Liability Measurement

Deloitte Touche Tohmatsu is pleased to respond to the DisouRaperCredit Risk in
Liability Measuremenfthe “Discussion Paper”). We support the Board's etfmeaddress
this critical topic and believe that future standartrsgtvould benefit if the IASB were to
define a consistent set of principles for when creditsigbuld be reflected in liability
measurements.

To assist in the development of such a set of princigiesBoard should first define the
various potential measurement attributes that could béedgplliabilities as part of Phase C
of its Conceptual Measurement project. Below we outlinertbasurement attributes that we
believe the Board should consider. Subsequently, we discugproposed set of principles
governing when the measurement of a liability should incorparadit risk.

M easur ement Attributes

At this time, we support further consideration of four ddfeé measurement attributes for
liabilities.

1. Fair value —Standard-setters define fair value as the price tbatdibe received to
sell an asset or paid to transfer a liability inoaderly transaction between market
participants at the measurement date, i.e., an exitlprBecause fair value, as
proposed to be defined by the IASB, is a price in aeoirmarket transaction, this
measurement attribute reflects the impact of the entiyis credit risk.

! The IASB’s May 2009 Exposure DraRair Value Measuremenand FASB’s Accounting Standards
Codification Topic 820Fair Value Measurements and DisclosutEsmerly FASB Statement No.
157,Fair Value Measuremenjts
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2. Amortised cost. for a liability, amortised cost is “the amount at ethihe ...
liability is measured at initial recognition minus principggayments, plus or minus
the cumulative amortisation using the effective interesthiod of any difference
between that initial amount and the maturity amod@ntypically, this measurement
attribute reflects the entity’s own credit risk at idit@cognition. For example, when
a financial liability is measured at the amount of gasiteeds received, the amount
of cash proceeds generally reflects the entity’s crestit However, subsequent
changes in credit risk are not reflected in subsequeasurements.

3. Current Measurement Using a Frozen Credit Spredthis measurement attribute
uses a present value technique that discounts the egdatire cash flows at a
current benchmark rate (such as a risk free rate, arbartk benchmark rate, or a
bank prime rate) plus (or, in some circumstances, mthesgpread that applied to
the liability at initial recognition. Subsequent measuremesitsct changes in the
benchmark rate; but changes in credit risk are ignoredilaBiim amortised cost, this
measurement attribute reflects the entity’s own creshtat initial recognition, but
subsequent changes in credit risk are not reflectadbsesjuent measurements.

4. Current Measurement Using a High Quality Credit Approadrhis measurement
attribute uses a present value technique that discthenexpected future cash flows
using a current high quality discount rate, for examplecurrent risk free rate or the
current discount rate for high quality corporate bondss iteasurement attribute
excludes the effect of the specific credit risk of gsuer both at initial recognition
and in subsequent measurements.

Proposed Set of Principles for Choosing a M easurement Attribute

Initial Measurement:

Liabilities arising from exchange transactions in whichdblkgations are customarily issued
or priced at inception on terms that consider the cregtitafi the liability should be measured
initially at an amount that incorporates the creigk of the liability. For instance, if an entity
borrows cash, the cash proceeds and the interest tetheslability typically will reflect the
credit risk of the liability at initial recognition. Silarly, if an entity receives a non-cash
asset (such as a car) in exchange for a promise to pag @eeiod of time, the terms of the
transaction typically will reflect the credit risk tfe liability. We strongly believe that the
act of borrowing at the prevailing interest rate applieablthe borrower is not an event that
gives rise to an immediate gain or loss or an evehtrésalts in a reduction in the entity’s
equity capital.

Additionally, where an entity enters into a derivatirabllity, while the terms may not
include an explicit adjustment for credit risk (e.ghene two swap counterparties have
similar credit risk), credit risk would typically beftected in the terms (e.qg., through
collateral arrangements or, if credit risk is significaompensation in the pricing terms).
Credit risk should be reflected in the initial measunaeinoé such liabilities.

For liabilities that are incurred in which the countetpéf identified) does not customarily
negotiate terms that consider the credit risk of the ligjoie propose that credit risk should
not be reflected in the initial measurement (nor subsegneasurement) of the liability. For
instance, liabilities that relate to contingent obligad (e.g., litigation), post-employment
benefit obligations and decommissioning liabilities are aftearred without terms or
conditions from third parties reflecting the specific creigi of the liability. For such
liabilities, the timing and amount of payment are an edérand without defined terms.
These estimates generally do not include credit risk oétitiey. We propose that such

2 paragraph 9 of IAS 3inancial Instruments: Recognition and Measurement.
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liabilities be measured both initially and subsequentlgguai high quality credit spread
approach as described above.

Subsequent Measurement:

For those liabilities in which the initial measuremenbnporates the specific credit risk of
the obligation, the subsequent measurement could be fag, \aanortised cost, or a current
measurement using a frozen credit spread. We belie\gotrel should establish principles
for determining which measurement attribute is most apptepoahe subsequent
measurement of a liability based on the characteristit®e liability.

Note that credit risk may not be the only or the primagidfor choosing a subsequent
measurement attribute. For example, fair value measuatesheuld continue to be required
for derivative liabilities, not only because the measurenmeirporates a current credit risk
component but because fair value is the most relevant negfasuan instrument (a) that may
have little or no initial investment and (b) whose valu@ptidl changes in significant
magnitudes in response to a specified variable(s) (sueh iaserest rate, commodity price,
or equity price index) that is not specific to one offiheties to the contract.

In determining the best subsequent measurement attributegahe should consider the
relevance of changes in the issuers own credit to iorgestor example, for most debt
obligations, the issuer does not have the practical atnlitgalise gains associated with
decreases in their credit worthiness. They are alseeqatred to absorb losses associated
with increases in their credit worthiness in debt @ilans. Thus, changes in an issuer’'s own
credit is generally not relevant and should not be incotedia the subsequent measurement
of most debt obligations. This would lead to debt oblaggetibeing measured at amortised
cost or a current measurement using a frozen creeédfwhether fixed rate debt

obligations should be measured using a frozen or curraphb®rk interest rate is not a topic
for this Discussion Paper). Where the issuer couldseeahanges in value of a liability due
to changes in its own credit risk, a measurement attribateporating current risk (e.qg., fair
value) may be appropriate.

Other Issues
In developing a new consistent set of principles, the Badrdlso need to address certain
issues:

Selection of a Discount RateFor certain obligations, such as, post-employment lienefi
obligations, decommissioning liabilities, and provisions, wheeedit risk is not priced into
the terms, we propose that the expected cash flows dmudigd using a high quality
discount rate. The Board would need to clarify how sudiscount rate should be selected.

Business Combinationslf the obligation is measured by the acquiree usirglaique that
excludes the impact of own credit, will the Board providea@pe exception from the
measurement requirements of IFR®B8siness Combinatiofidf not, how would an acquirer
account for a “gain” resulting from fair valuing theligation at the acquisition date (if such
an obligation was measured using a higher quality discatmby the acquiree)? Would the
“gain” be included in the calculation of goodwill?

Reclassification- If an entity’s assessment of its practical abtlityealise gains and losses
from credit risk changes, should the measurement attribategeh for example, from a high
quality credit approach or frozen credit approach tovalue (or vice versa)?

Derivatives -Although we continue to support fair value for derivativegjeveloping a
consistent set of principles for credit risk in liatyilmeasurement, the Board may wish to
consider whether the current measurement of obligations irtheréerivative financial
instruments should include own credit risk. We recogtiaethe terms of non-derivatives
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and derivatives are inherently different, however, wégpect to own credit risk many
derivatives are similar to non-derivatives, for exampley Hre over-the-counter
arrangements where the obligor has limited ability tosfier or settle the obligation outside
of its contractual terms at an amount that includ@sge in the fair value of the obligor's
credit risk.

We encourage the Board to coordinate its efforts andi@mgard setting projects the Board
may undertake as a result of this Discussion Paper, withAB8 to help achieve the
common goal of convergence between IFRSs and U.S. GAAP.

Our detailed responses to the questions for respondeniglaced in Appendix A to this
letter.

If you have any questions concerning our comments, pleasectcé®@n Wild in London at
+44 (0) 207 007 0907.

Sincerely,
.
.ﬁ""/

yd g

Ken Wild

Global | FRS L eader
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Appendix A: Questions for Respondents

Question 1

When a liability is first recognised, should its measurerhém) always, (b) sometimes or (c)
never incorporate the price of credit risk inherent in thability? Why?

(a) If the answer is ‘sometimes’, in what cases should figal measurement exclude the
price of the credit risk inherent in the liability?

(b) If the answer is ‘never’:
i.  What interest rate should be used in the measurement?
ii.  What should be done with the difference between the compatadunt and cash
proceeds (if any)?

Response 1

Sometimes.

As discussed in the body of this letter, if the customary harty negotiated terms and
conditions of a particular type of liability reflects thedit risk of the arrangement (e.g., bank
borrowings and issued debt securities), we believe thétyadhould initially be measured at
an amount that reflects the issuer’s credit risk (&x@. amount of cash proceeds or other
consideration received).

If the customary terms and conditions of a particular typetality do not consider the
credit risk associated with the liability (e.g., decossioning liabilities and contingent
obligations for litigation), credit risk should not keflected in the measurement of the
liability. Instead such a liability should be measuraedgia high quality credit approach.

Question 2

Should current measurements following initial recognitioa) always, (b) sometimes or (c)
never incorporate the price of credit risk inherent in thability? Why? If the answer is
‘sometimes’, in what cases should subsequent current measients exclude the price of
the credit risk inherent in the liability?

Response 2

Sometimes.

As discussed in the body of this letter, we continue to stifgiovalue measurement of
derivatives. Credit risk may also be reflected in tiessequent measurement of a liability if
the entity has the practical ability to realise gainksses associated with changes in credit
risk in the ordinary course of business.

Changes in credit risk should not be reflected in the suiesg measurement of non-
derivative liabilities whose contractual cash flows axedior fluctuate solely based on a
market interest rate (including non-leveraged inflatior) @re not managed on a fair value
basis. Similarly, changes in credit risk should not blectfd in the subsequent measurement
of non-derivative liabilities where the entity does not haveptlaetical ability torealise
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gains or losses associated with changes in own crettieiordinary course of business (i.e.,
other than in bankruptcy, liquidation or default) [emphasided]. If such a liability has
variable cash flows (e.g., payment terms based on eaynanfyszen spread approach is
applied.

Moreover, credit risk should not be reflected in theahitr subsequent measurement of
liabilities that are incurred on terms or conditions tltahdt consider the credit risk
associated with the liability. Instead such a liap#hould be measured using a high quality
credit approach.

Question 3

How should the amount of a change in market interest ratesibtitable to the price of the
credit risk inherent in the liability be determined?

Response 3

The separation of credit risk from other changes in vaill@ften be arbitrary and rely on
practical conventions. However, one approach that can beanded being currently applied
in practice in determining the change attributable to thditaisk inherent in the liability is
outlined in paragraph IG11 of IFRS 7. This approach fie#zecredit spread at the
beginning of each period.

Further, another approach, a variant of the approach aygah IG 11 of IFRS 7, would be
to freeze the credit spread at initial recognition ratih@n at the beginning of each reporting
period.

Entities may also use information derived from data abadit default swap spreads, when
available as another alternative.

Regardless of the approach used, we believe that the Bloauttl clarify whether credit risk
includes or excludes sector spreads (i.e., is the pficedit risk determined based on the
issuer’s credit spread relative to the overall market benghrage or to the prevailing rate for
a particular sector?).

Question 4

The paper describes three categories of approaches to liability nreagent and credit
standing. Which of the approaches do you prefer, and why? Aredlather alternatives
that have not been identified?

Response 4

We do not support the “borrowing penalty” or the “shareholdérgpproach as described in
paragraphs 62(a) and 62(b), respectively, of the Discussion. Pagyeever, we encourage
the Board to further explore the “frozen spread” appreactiescribed in paragraph 62(c) of
the Discussion Paper in certain circumstances. Discimded are our reasons for our
position noted above.

Borrowing penalty approach As discussed in the body of our letter and in our respanse t
guestions 1 and 2 above, we believe that if a liabilitggaed for cash consideration, the
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liability typically should be measured initially atthmount of consideration received. The
act of borrowing at the prevailing interest rate isamevent that gives rise to an immediate
gain or loss, which would be recognised under the borrowindtpemproach.

Shareholder put approachWe believe that the act of borrowing at the prevailingreest rate
is not an event that results in a reduction in the entguity capital (e.g., as an imputed
distribution of equity to the entity’s owners). Insteadhility issued in exchange for cash
consideration typically should be measured initially atatimount of consideration received.
Further, even if the Board were to conclude that the anaitributed to the “shareholder

put” should be initially recognised in equity, it wouldibappropriate to amortise the amount
to expense, because contracts properly classifiedlityetp not affect net income.

Frozen spread approachwe support further consideration of the “frozen spread” approac
as an alternative to amortised cost or fair valueém-derivative liabilities with variable cash
flows for which the terms and conditions initially reflecedit risk, but the issuer does not
have the practical ability to realise gains or lossasifchanges in its own credit risk. We
note, however, that this approach can result in complgerilzg issues” for liabilities that
arise over a period of time, since different componentseofiability would be measured
using different credit spreads. Additionally, as disedsa the body of this letter, we support
further consideration of a “high quality credit approach’li@bilities that have terms and
conditions that do not consider the credit risk associaitdtine liability.
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