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INTRODUCTION

Being asked to write about fair value concepts for a book with numerous chapters, each
dealing with an aspect of fair value for International Financial Reporting Standards (IFRS),
by an expert in the field implies that the general editor believes the author has some special-
ized knowledge of the subject, based on 40 years of active experience. The author will do his
best not to disappoint. In this chapter, the terms “fair value” and “fair market value” are cap-
italized when they refer to the latest definition in the United States.

HISTORIC EXPERIENCE

The concepts underlying fair value for financial reporting draw on the more than 100
years of valuators’ experiences. In that context, our activities today bear only a passing rela-
tionship to the work performed by our predecessors. Within the past 10 years, major changes
have occurred in our firms, as the International Accounting Standards Board (IASB) and the
Financial Accounting Standards Board (FASB) have incorporated their ideas of fair value
into financial reporting. At the outset, it should be understood that those concepts, as used in
both IFRS and generally accepted accounting principles (GAAP), are merely a subset of the
more generalized experience developed in the derivation and application of (fair) market
value in tax practice in many countries; while the names are confusingly similar, the con-
cepts are very different.

Taxes

The definitions and underlying concepts of the traditional “standard of value,” fair mar-
ket value, cover applications designed to provide useful information for a range of disparate
purposes—from insurable values at the high end, through tax amounts, to bankruptcy reali-
zations at the low end. Until quite recently, most valuations pertained, in one way or another,
to business transactions.

In fact, there have been three distinct waves of interest in valuation. The original use was
not for financial reporting but to determine tax liabilities. In the ancient world, Egypt, Baby-
lon, Greece, Rome, Persia, and China all taxed an individual’s or a partnership’s assets,
which needed a valuator. In those eras, a valuator, serving as a tax assessor, could be a very
important individual. Often, after a king died, his ministers were killed and buried with him;
in many cases, the tax valuator was the only one spared, as the heir needed that person’s
knowledge. Later, in the year 10 A.D., China introduced an income tax; fortunately, it soon
vanished, until the British reintroduced it in 1798 to pay for their fight against Napoleon;
after that, it again disappeared for nearly a century. In the United States, the income tax
started in 1861 to finance the North in the Civil War; again, after the conflict, it was dropped
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until 1913. During the past five decades, taxation of capital gains has become almost univer-
sal, leading to intensification in the use of tax valuations.

Business Transactions

The second use, which soon followed, was to obtain neutral and unbiased conclusions
relating to actual or proposed business transactions. Since, by definition, the valuator had no
financial interest in the transaction or its outcome, his initial role was that of “honest broker.”
In 1821, the Hudson’s Bay Company, incorporated in 1670, acquired the North West Com-
pany, its principal competitor in the Canadian fur trade. As part of the transaction, all the
assets of the two entities, in Canada, London, and at sea, had to be valued.

The assistance of a valuator allowed:

* Insurable values to be determined based on professional judgment.

* Buy and sell agreements settled by a neutral observer.

* Purchasers of securities assurance that they were not overpriced.

* Prospective sellers to know the amount at which one asset could be sold, or another
item bought, without informing the market about a possible deal.

While there are almost always parties with differing interests in business, when it comes to
taxes, appraisers have to be particularly careful not to become advocates. Clients want low
figures for property taxes and either high or low, depending on the circumstances, for income
taxes. Within the bounds of professional practice, valuators always try to help their clients.
By the second half of the twentieth century, the profession in much of the world had split
into three branches: real-estate appraisers, business valuators, and security analysts. The
contributors to this book include all of them.

Financial Reporting

After centuries, a recent, third step in the use of valuations has arrived: the push by ac-
counting regulators to incorporate fair values into financial statements. Businesses have long
been perceived by investors as always looking for the most favorable accounting and finan-
cial reporting treatments so as to convey as optimistic an outlook as possible. The increasing
use of fair value information is perceived by regulators, analysts, and investors as a more
objective approach to financial reporting, a tool that may help or hurt the entity. In turn, this
belief has placed great pressure on valuators to arrive at “correct” answers that enhance the
objectives of financial reporting.

IASB and FASB have agreed to move toward a convergence of financial reporting stan-
dards, with the ultimate objective of GAAP users completely converting to IFRS standards.
At the time of writing (March 2009), it appears that the push for rapid convergence, followed
by conversion, has slowed down. Nonetheless, it is inevitable that GAAP and IFRS will
come together, particularly with respect to fair value information. This chapter deals with the
subject as it is currently conceived and used.

IASB, however, has announced that an exposure draft for a new IFRS standard on fair
value measurement will be issued in the second quarter of 2009. This is anticipated to follow
closely Statement of Financial Accounting Standards (SFAS) 157 with some variations; the
expected differences are set out in the appendix to this chapter.

Fair Value

The entire push to fair value accounting and disclosure seems to be predicated on the
fundamental assumption that a true estimate of fair value can be developed and disclosed and
that the world will be a superior place because of this “better” financial reporting. Unfortu-
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nately, that fundamental premise is deeply flawed; massive efforts by many professionals
have failed to communicate that valuation involves a vast amount of judgment. Therefore,
any fair value conclusions are far from precise and perhaps not even totally reliable.

Analysts, accountants, and standard setters have trouble with the idea that the same asset
can have different values for different owners or for different purposes. Accountants consider
their activities, though many involve assumptions, estimates, and judgments, to be precise
and expect that valuation should have equal “precision.” Of course, as those who actually
perform valuations know, the very concepts of Fair Value or Fair Market Value are difficult
to pin down.

IMPORTANCE OF JUDGMENT

This section discusses the role of judgment in the determination of each of the two sepa-
rate concepts, which have many critical differences. After the profession had spent over 100
years developing Fair Market Value, in June 2001, FASB introduced fair value with SFAS
141, followed in September 2006 with a new definition in SFAS 157, which totally changed
the fundamental concept and instituted a brand-new approach to value, as discussed subse-
quently. In general, IASB has been an acquiescent follower.

Professional judgment is always involved in a valuation, even if only with respect to
knowledge of the asset or business; no one would hire a real estate specialist to determine the
fair market value of antique furniture, nor a financial expert for insurable values of machin-
ery or equipment. However, these distinctions, while well known and understood, deal only
with training and experience. A different, also important, kind of judgment, which users of
valuation information often disregard, is that normally there is really not a single answer but
a range of correct answers in any specific valuation situation, whether for real estate finan-
cing, placement of insurance, or an allocation of the purchase price in a business combina-
tion.

Valuators have created the regrettable situation where clients receiving an appraisal re-
port feel that the indicated amount is in fact “the” value. Most end up with a single-point
estimate, a number that is sometimes carried to five significant figures; such deterministic
answers actually promote confidence because of their seeming precision. However, in our
view, this aura of precision is the cause of much of the discussion regarding weaknesses in
fair value, its determination, and its use in financial reporting.

In the course of an assignment, every skilled appraiser inevitably has to make many in-
dividual decisions. These choices—and they are choices—rarely show up in the narrative
reports and certainly are invisible to those reading them. If two equally skilled valuators were
given the same assignment but did their work entirely independently, it should not surprise
anyone that their conclusions may differ. Yet many ordinary nonprofessional recipients are
surprised when two seemingly equal valuators come up with conflicting amounts; in this
author’s view, they should be within 10 percent of each other, but not necessarily any closer.

The target audiences for the realities of valuation have to be (1) setters of accounting
standards; (2) auditors who try to make sure that complex accounting rules are being faith-
fully followed; and (3) preparers of financial statements. Those groups, however, still gener-
ally believe that there is a single “true” fair value, which should be determined and then dis-
closed. That the same asset can have far differing values to various people for diverse
purposes is not yet fully accepted. When preparers of financial statements complain about the
difficulty and cost of obtaining fair value information, or protest about its relevance, some
security analysts and academics often assert that “the company does not want to disclose Fair
Value because they have something to hide.”
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There are at least three different premises of value: value in use, value in exchange, and
value in liquidation. This fact has not prevented FASB from putting unwarranted emphasis
on value in exchange in “active markets.” Fortunately, IASB has not yet followed suit and
also includes in its impairment testing “value in use”; this is normally “entity specific” yet
often most relevant to actual market participants.

FAIR VALUE VERSUS FAIR MARKET VALUE

For many years, there has been a standard definition of Fair Market Value (slightly dif-
ferent between Canada and the United States) developed for the International Glossary of
Business Valuation Terms by a group of North American valuation organizations, including
the National Association of Certified Valuation Analysts, IACVA’s U.S. charter and the
American Institute of Certified Public Accountants (AICPA). It is:

The price, expressed in terms of cash equivalents, at which property would change hands
between a hypothetical willing and able buyer and a hypothetical willing and able seller,
acting at arm’s length in an open and unrestricted market, when neither is under compulsion
to buy or sell and when both have reasonable knowledge of the relevant facts. (NOTE: In
Canada, the term price should be replaced with the term highest price.)

The International Valuation Standards Council (IVSC) has a definition of Market Value
used in much of the rest of the world; this is similar in that it deals with an arm’s-length
transaction between a willing buyer and a willing seller:

The estimated amount for which a property should exchange on the date of valuation between
a willing buyer and a willing seller in an arm’s-length transaction after proper marketing
wherein the parties had each acted knowledgeably, prudently, and without compulsion.

The first definition, or one conceptually very close to it, served the valuation profession
and clients in the United States and Canada without controversy for over 100 years; in it,
“fair” qualifies “market,” not “value.” The very similar concept, called just “market value,”
dates back centuries in Europe. These definitions acknowledge that different premises of
value can coexist depending on the purpose of the assignment and the interests of the parties
while insisting that the perspectives of both buyer and seller had to be explicitly recognized.
Therefore, various views about the future outlook still could result in diverse conclusions of
value.

Business Combinations

In a business combination, valuators should deal with the actual economics of the spe-
cific transaction. “What did the buyer acquire?” “Why did he pay that particular price?” Dif-
ferent buyers for the same business potentially would have distinctive allocations of the same
purchase price. That seems both realistic and in accord with the actual decisions imple-
mented by a real exchange of funds; initially FASB and IASB seemed to agree. In 2001, on
FASB’s introduction of the term ‘“fair value,” its definition in SFAS 141, Business Combina-
tions, did not mention arm’s length but dealt with willing parties:

The amount at which an asset (or liability) could be bought (or incurred) or sold (or settled)

in a current transaction between willing parties, that is, other than in a forced or liquidation
sale.

A number of IFRSs, which at the time of writing are still in force, use the next defini-
tion. It is closer than SFAS 141 to Fair Market Value and market value as it includes both the
arm’s-length principle (see “Transfer Pricing”) and willing parties; also, it does not confuse
readers with references to liabilities:
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The amount for which an asset could be exchanged between knowledgeable, willing parties
in an arm’s-length transaction.

SFAS 157

In September 2006, FASB radically changed established valuation practices in the
United States with the issuance of SFAS 157, Fair Value Measurements, which amended the
definition of Fair Value to make it an “exit” price:

The price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date.

All references to “arm’s length” and “willing parties” are totally gone, and the applica-
tion to liabilities is no longer only in brackets. However, between this definition of Fair
Value and that of Fair Market Value, there are two key differences; they are equally impor-
tant in the way the terms are defined and used and they cause severe dislocations to the usual
concepts of valuation. Subsequent interpretations based on this new definition have created
additional problems, both in valuation and in financial reporting.

At the time of writing, IASB has not yet adopted the SFAS 157 definition of fair value
but appears to be moving in that direction. The balance of this chapter assumes IFRS will, in
the name of convergence, adopt a very similar definition. Many commentators wish the con-
vergence would go the other way. While the discussion is primarily based on U.S. expe-
rience, there is no reason to believe that IFRS will take a different direction. It should be
pointed out, however, that FASB did not apply the SFAS 157 definition to fair value with
respect to SFAS 123R, Share-Based Payments.

Exit price. The main distinction in the differing concepts of value is that for Fair Value,
the premise is solely from the viewpoint of the seller, i.e., what it would receive on the sale
of the asset, while Fair Market Value, with its “willing buyer” and “willing seller” compo-
nents, takes both perspectives into account. In practice, fair value may lead to results that are
hard to understand and even harder to explain. As an example, assume at a Christie’s art
auction the last two buyers are competing for a Rembrandt with bids going up in increments
of $1 million. At $29 million, one drops out, and the remaining bidder wins the picture at
$30 million.

Most observers would think the Fair Market Value of the painting had just been estab-
lished at $30 million, as there was a willing buyer (successful bidder) and a willing seller
(consignee), neither being under compulsion, and it can reasonably be assumed that both had
equal knowledge that the picture was genuine. However, under SFAS 157, the Fair Value is
only $29 million, as it has to be appraised at what it could be sold for to another “market
participant.” There is a willing buyer at $29 million (the bidder who dropped out) and no one
else will pay $30 million because the winner was the last man standing.

This is the first major problem with the FASB concept of Fair Value. The definition
creates an anomalous situation in that the winner bought the painting for $30 million and its
“Fair Value” is only $29 million, an apparent instant loss of $1 million, which actually would
be reflected in goodwill as an “overpayment.” This is referred to as the “Day 2” problem,
when a buyer acquires an asset and is forced to value it at what someone else might pay for
it. This was pointed out to FASB during its deliberations; it heard and understood the impli-
cations but declined to change the definition.

In addition, there is the problem of “transaction costs.” Under conventional accounting,
for over a century, the costs of purchasing and installing an asset have been capitalized to-
gether with the purchase price; IFRS 3 and SFAS 141 both treated them as part of the “cost
of the acquisition” and allocated them to the assets acquired, including goodwill and liabili-
ties assumed. This is no longer true for business combinations as they do not form part of fair
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value; therefore, IFRS 3R, following SFAS 141R, requires acquisition costs to be charged to
earnings. In the case of the Rembrandt just discussed, Christie’s 10 percent “buyer’s pre-
mium” might have to be charged to earnings.

Market participants. The second unique twist to the FASB definition of Fair Value is
that it is not measured by what the actual buyer really paid. Instead, valuators have to try to
determine what some other hypothetical market participant might pay. This moves “values”
from real prices in actual transactions to a notional world of hypothetical market participants
paying theoretical prices.

Throughout SFAS 157 and in many other communications, FASB has clearly stated that
it does not like, or trust, values developed or based on “entity-specific”” assumptions. In other
words, not only is what the firm actually did not important, but the reasons for the amount
paid are dismissed as potentially misleading. It is disconcerting to management when a valu-
ator tries to explain why he or she cannot, in good faith, use the actual transaction price.
Fortunately, IFRS considers “value in use,” established by discounting cash flows, using
entity-specific assumptions as well as “fair value less costs to sell” in determining impair-
ment losses.

Trying to arrive at values based on what some market participant might do is difficult, as
there is not always a clear understanding of just who those market participants are. SFAS 157
defines “market participants” as “buyers and sellers in the principal or most advantageous
market for the asset or liability.” They are also supposed to be:

* Independent of the reporting entity

* Knowledgeable (having all relevant information, including results of usual and cus-
tomary due diligence)

* Able to deal and willing (motivated but not compelled) to transact

This is very unsatisfactory; despite thousands of deals every year, there is no organized
“market for corporate control,” much less for most intangible assets. Therefore, market par-
ticipants would appear to be every potential purchaser, starting with all competitors and
going on to include any trade or financial buyer who, based on past activities, might be inter-
ested.

Purchase Price Allocations

Purchase price allocations are supposed to be performed using the assumptions that a
market participant would make. For example, Exclusive Auto buys Super Body, both auto
parts suppliers, as a strategic acquisition. Should the seller’s customer relationships be as-
cribed a high or low value? From the perspective of the actual buyer who is dealing with the
same customers, they have little value. If all market participants were deemed to be trade
buyers, then the valuator would be justified in assigning them a low figure, with more of the
purchase price as nonamortizable goodwill.

If, however, the “market participants” were deemed to be “financial buyers,” the answer
would be very different. Such purchasers have few contacts in the industry, and therefore, the
seller’s customer relationships would be critical and have a higher value. As intangible assets
must be amortized over their useful lives, the larger the amounts assigned to them, the
greater the negative effect on reported earnings. How does a valuator determine who the
appropriate market participants are? Are they strategic or financial buyers? Obviously, the
choice affects not only the purchase price allocation but also the subsequent reported earn-
ings of Exclusive Auto, the purchaser.

The second problem with the SFAS 157 definition of fair value is now apparent. Sup-
pose management says, “We think all the other buyers would be competitors at present in
this industry, so let us assume that for the valuation.” At that point, the auditor, or later a
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regulator, can challenge the assumption and say, “Well, no, in our opinion, the only realistic
market participants are financial buyers; therefore, you must assign a high value to the cus-
tomer relationships.” All too often the auditor, who must sign off on the values in the finan-
cial statements, digs in his heels and insists on following his inclination, even though there
may be no more support for that view than the client has for its view; meanwhile the valuator
is caught in the middle.

HOW DID WE GET HERE?

Why would FASB, in full consultation with IASB, throw out over 100 years of expe-
rience with Fair Market Value and substitute its own new and unique definition of Fair
Value? The answer is straightforward and understandable, but a result of the law of unin-
tended consequences. The reasoning can be traced back directly to the Sarbanes-Oxley Act
(SOX), enacted by the United States Congress in 2002, following a series of financial re-
porting scandals in which managements distorted GAAP. The objective of SOX was to
preclude any future such disasters. A key element is the requirement that senior management
personally sign a report confirming that the entity had an effective system of internal con-
trols; this, in turn, has to be attested to by their independent auditor.

Congress then ordered the Securities and Exchange Commission (SEC) to develop stan-
dards for reporting value information by its registrants. In the United States, the SEC has the
power to determine auditing and accounting standards; for accounting, this is delegated to
FASB. Many of the FASB staff had experience with a number of standards that are con-
cerned, in one way or another, with current values of financial instruments. Over the years,
numerous problems in such matters had been dealt with by FASB staff and board members.
As a result, they had become experts with regard to the fair value of financial instruments.
After deliberation, FASB reached the conclusion that a new definition of fair value, one suit-
able for financial instruments, would be equally valid for all assets, including intangibles.
Unfortunately, the characteristics of many assets like intangibles and some machinery and
equipment simply do not fit that mold.

MARKET APPROACH FOR FAIR VALUE OF FINANCIAL INSTRUMENTS

Many accounting problems surfaced after the Enron debacle; a major enterprise with
22,000 employees that claimed revenues of $101 billion in 2000, it collapsed into bankruptcy
in 2001 as a result of major frauds, including numerous misuses of fair value. Put simply,
Enron created its own financial derivatives, for example, selling a contract to provide elec-
tricity to various entities at agreed-upon prices for 20 years. It owned an electric generating
plant and was confident that it could produce power at an assumed rate of $0.08 per kilowatt-
hour (k-Wh). Meanwhile the customer agreed to pay an assumed rate of $0.10 per k-Wh.
This contract seemingly assured Enron a guaranteed profit of $0.02 per k-Wh on all the elec-
tricity it covered. A very large number was developed for the present value of this contract,
and the total anticipated 20-year profit stream was taken into income during a single quarter!

This was too good to be true, and it was, if the new FASB definition of Fair Value had
been applied. Enron had developed and valued the contract on its own. It did not test the
conclusion by going to market participants—in this case, investment banks like Goldman
Sachs or Morgan Stanley—and asking them what they would pay to purchase the contract.
The new FASB definition, had it been in effect, would have precluded Enron from generat-
ing its own earnings through its internally generated instruments. With no outside test of the
true economic reality, Enron was able to comply with the then-current rules, and the auditors
had no basis to question their values. SFAS 157 was a real step forward for financial instru-
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ments; the exit value/market participant combination was both necessary and sufficient to
shut down those kinds of games.

Unfortunately, FASB, when asked by the SEC to tackle the difficulties of the previous
definition of fair value, had no experience with, or knowledge of, valuation practices for
physical or intangible assets. Therefore, it assumed that what worked for financial instru-
ments should be equally valid for all other assets and liabilities.

RELEGATION OF COST AND INCOME APPROACHES

This is the reason behind SFAS 157’s definition and why it places primary emphasis on
the Market Approach and downgrades the Cost and Income Approaches. If an active market
exists, the Market Approach should be used for financial instruments. For other assets, the
situation is more complex. Commercial and industrial real estate, of course, often has many
buyers and sellers; in the markets, plant, machinery, and equipment have a number of par-
ticipants, mostly specialist dealers and numerous auctioneers, but they all tend to be limited
in scope. Intangibles, due to their unique characteristics, have virtually no market partici-
pants. Valuators therefore have consistently used the Cost and Income Approaches for these
asset categories.

Under Uniform Standards of Professional Appraisal Practice (USPAP), which covers
real estate valuations in the United States, appraisers must consider all three approaches. If
one or more is not used, an explanation is required in the report. In a desire for a one-size-
fits-all approach to Fair Value, FASB turned this fundamental principle of valuation upside
down. It knew the Market Approach was best for financial instruments and once again as-
sumed the same rules should apply to all.

FASB’s discomfort with entity-specific amounts, such as value in use based on the
owner’s intentions, which IASB accepts in part, can also be traced back to the financial
scandals of 2000 to 2002. Entities played games with financial reporting, claiming to be
within GAAP, even though the final results were positively misleading.

SFAS 157 is explicit that only market data are considered as “Level 1” or “Level 2” in-
puts in evaluating the strength and relevance of the valuation information being disclosed.
Whenever a valuator uses the Cost Approach or Income Approach, then SFAS 157 automati-
cally places the inputs and resulting conclusions of value in Level 3. Further compounding
the problem is that many security analysts believe that Level 1 and Level 2 values can be
trusted while organizations descending to Level 3 must have something to hide.

AUDITING FAIR VALUE

As mentioned earlier, professional judgment is inherent in the valuation process. If, as
previously stated, two equally competent appraisers should come within 10 percent of each
other, this still leaves substantial leeway, particularly for auditors who aim at precision. Put
another way, despite the seeming precision of many valuations—where the answer is carried
out to four or more significant digits—in practice the “true” answer is nearly always within a
range of 5 percent more or less.

The essential element of valuation is that it looks to the future to estimate the cash flows
anticipated to be derived from the asset(s); those are then discounted back to a present value.
Future developments are always uncertain, and best estimates of them are generally wrong.
Hindsight is less likely to support previous assumptions than to show up flaws in earlier
judgments. Valuations are audited after the fact, when it is easy to poke holes in the original
beliefs. Even if the audit is contemporaneous, it is all too easy to ask “Why did you assume
this?” or “Why did you not consider that?” Since valuation involves significant professional
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judgment, it is easy to see how even highly experienced auditors can and will make different
decisions in good faith.

Auditors like to validate what they examine (the purchase of a lathe is confirmed by re-
viewing the invoice); they find it frustrating when they cannot put “proof” of a valuation into
their working papers. In some countries, such as the United States, this problem is even more
serious, because regulators periodically review the working papers of the auditors of publicly
traded entities. A year or so later, it is easy for a regulator to ask “How did you accept this
valuation report prepared for the client? Why did you not verify the assumptions used by the
appraiser?” One or two cases like this will make all the auditors in a particular office ques-
tion every valuation report. This is extremely annoying, because, at the end of the day, it is
not possible to audit professional judgment. An auditor can, and should, question the ap-
praiser’s assumptions or suggest that another methodology would produce a different answer.
However, the auditor can no more prove his or her (different) answer is correct, and the valu-
ator’s original conclusion wrong, than vice versa; this fact frustrates auditors and valuators.

MARK-TO-MARKET ACCOUNTING AND FAIR VALUE

In late 2008 and early 2009, questions about the proper valuation of financial instru-
ments hit the headlines. The application of SFAS 157—exit price and market participants—
to the wide range of subprime mortgages and financial derivatives threatened to bring down
the banking systems in many countries. Calls were heard to repeal mark-to-market reporting
because, it was asserted, the system had created a death spiral. Some institutions had to sell
certain assets at distressed prices; in turn, those were taken to be the “market,” and auditors
pressured other banks to write down their holdings to such lower amounts. The required im-
pairment charges then reduced bank capital, forcing additional sales, which drove prices even
lower, with no end in sight.

Some frustrated bankers wanted to abolish mark-to-market accounting altogether. In its
place, financial instruments would be valued by “models” to account for anticipated future
cash flows; in other words, they would disregard actual prices and substitute theoretical val-
ues. Needless to say, FASB, IASB, and the SEC fought this proposal tenaciously.

What most observers failed to realize was that the SFAS 157 rules on “market” transac-
tions should not be applied to forced or liquidating sales, which are those made by an unwil-
ling seller and do not represent Fair Value. Local assessors base the value of your house
neither on a foreclosure sale next door nor on an estate sale across the street, because they
know that neither is Fair Market Value. Only transactions between truly willing buyers and
sellers should establish fair value. Regrettably, the definition in SFAS 157 uses the word
“sell”; auditors, reluctant to have their clients apply judgment, found it all too easy to force
them to mark their securities to the last reported sale, even though it totally failed the test of
true Fair Value.

The real flaw of mark-to-market accounting is in determining what the market was or is.
Using an inappropriate transaction as indicative of a Fair Value transaction, which some
auditors demanded in fear of being second-guessed, is what really drove the so-called death
spiral. It was not bad accounting, merely bad valuation. At the time of writing, FASB and
IASB have come up with staff positions regarding inactive and not orderly markets suggest-
ing why recent reported transactions may or may not be indicative of Fair Value. They are
encouraging companies to apply judgment. Now it will be seen how comfortable auditors are
in trying to audit that.
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PROBLEMS WITH FAIR VALUE—AND POLITICAL SOLUTIONS

The issuance of certain IFRS has caused individual governments to “exempt” their na-
tional firms from the full rigor of those accounting requirements. In such situations—and
admittedly they are relatively infrequent—political decisions are made about technical is-
sues. In the United States, certain members of Congress have threatened the independence of
FASB “unless they straighten out the situation.” Although it would be comforting to think
that accounting and valuation issues can be determined by professionals in an unbiased man-
ner, in the real world, this is unlikely. Whenever such rules are perceived to have actual eco-
nomic consequences—producing winners and losers—there is a rush to the ramparts by poli-
ticians trying to save their constituents from unpleasant and potentially damaging situations.

That FASB developed its own new definition of Fair Value, which IASB seems likely to
adopt, is an indication that arbitrary changes to well established traditions can be undertaken
with the best motives in the world. Unintended consequences then cause an equally arbitrary
reaction. Depending on the political strength of the parties, the standard setters usually will
be upheld, but sometimes they are overturned. Once an arbitrary definition of Fair Value was
adopted, no one should have been surprised that there were real-world consequences. Some
may have welcomed the changes; others viewed them with alarm. The one thing that is cer-
tain is that within the next few years, there will be major changes in financial reporting and
the development and use of value information in financial reporting. No one can predict the
specific outcomes, but for the valuation profession, these will be, as the Chinese say, “inter-
esting times.”

IMPLEMENTING FAIR VALUE

The next exhibits are a series of flow charts on implementing Fair Value under SFAS
157, whose definition is likely to be accepted by IASB. They are reprinted with permission
from Business Combinations with SFAS 14IR, 157 and 160—A Guide to Financial Report-
ing by Michael J. Mard, Steven D. Hyden, and Edward W. Trott (Hoboken, NJ: John Wiley
& Sons, 2009).

The first flowchart summarizes the various steps whose details are on the next five
charts.



Chapter 1/ Fair Value Concepts

Exhibit 1.1 Subjects of the Charts

Determine Subject
of Valuation
(See Flowchart A)

Determine Principal or
Most Advantageous Market
(See Flowchart B)

Determine Market
Participant Assumptions
(See Flowchart C)

Opine on
Fair Value
(See Flowchart D)

Determine Appropriate
Disclosures
(See Flowchart E)

© Copyright 2009 by The Financial Valuation Group of Florida, Inc. All rights reserved

Exhibit 1.2 Flowchart A: Subject of Valuation (Asset or Liability and Unit of Account)

Determine Subject
of Valuation

A

or

v 4

Consider specific Consider specific

attributes, such as: attributes, such as:

« Nonperformance risk

« Reporting entity’s
credit standing

* Restrictions on transfer

« Other

« Condition

* Location

* Restrictions on sale
« Other

v

Determine Unit
of Account

v

Determine Principal or Most
Advantageous Market
(See Flowchart B)

© Copyright 2009 by The Financial Valuation Group of Florida, Inc. All rights reserved
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Exhibit 1.3 Flowchart B: Principal or Most Advantageous Market

Determine Principal or
Most Advantageous Market

Is there a
market for the asset
or liability?

Based on all available
information, develop a
hypothetical market

i

Determine Market
Participant Assumptions
(Flowchart C)

Principal
Market

Is there a market
with the greatest volume and
level of activity?

Most
Advantageous
Market

Is there a market for the
asset or liability that would

maximize amounts received or
minimize amounts paid?

© Copyright 2009 by The Financial Valuation Group of Florida, Inc. All rights reserved
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Exhibit 1.4 Flowchart C: Market Participant Assumptions

Determine Market
Participant Assumptions

Observable /1\ Hypothetical
| Y l

. or

Transaction in Lo
- Transaction in
Principal or Hypothetical

Most Advantageous P
Market

Market

Market Participants
(Specific)
(Levels 1 and 2)

Market Participants
(Nonspecific)
(Level 3)

|

Verify market
participants are:
« Independent
* Knowledgeable
* Able

* Willing

Assume market
participants are:
* Independent
* Knowledgeable
* Able
* Willing

Opine on
Fair Value
(Flowchart D)

© Copyright 2009 by The Financial Valuation Group of Florida, Inc. All rights reserved
Exhibit 1.5 Flowchart D: Fair Value Measurement

Opine on
Fair Value Measurement
Asset € C} ‘J Liability
or
Determine highest and

best use:

* Physically possible
« Legally permissible
« Financially feasible

{

’ In use ‘ ’ In exchange

| l

Nonperformance Entity credit
risk risk

|

I

Apply Valuation
Techniques

!

Opine on Fair
Value Measurement

I S

Determine Appropriate
Disclosures
(Flowchart E)

© Copyright 2009 by The Financial Valuation Group of Florida, Inc. All rights reserved

13



14 Guide to Fair Value under IFRS

Exhibit 1.6 Flowchart E: Appropriate Disclosures

Determine Appropriate
Disclosures

l

| l

Level 1 Level 2
Quoted Prices in Significant Other
Active Markets for Observable Inputs
Identical Assets or
Liabilities

\—v’_l

« Fair value measurements at the
reporting date

* The level within the fair value
hierarchy in which the fair
value measurements in their
entirety fall

« The amount of the total gains or
losses for the period included
in earnings (or changes in net
assets) that are attributable to
the change in unrealized gains
or losses relating to those
assets and liabilities still held
at the reporting date and a
description of where those
unrealized gains or losses are
reported in the statement of
income (or activities)

« In annual periods only, the
valuation technique(s) used to
measure fair value and a
discussion of changes in
valuation techniques, if any,
during the period

}

Level 3
Significant
Unobservable
Inputs

i

* The fair value measurements at the reporting date

* The level within the fair value hierarchy in which the fair value
measurements in their entirety fall

« A reconciliation of the beginning and ending balances, separately
presenting changes during the period attributable to the following:

(1) Total gains or losses for the period (realized and unrealized),
segregating those gains or losses included in earnings (or
changes in net assets), and a description of where those
gains or losses included in earnings (or changes in net
assets) are reported in the statement of income (or activities)

(2) Purchases, sales, issuances, and settlements (net)

(3) Transfers in and/or out of Level 3 (for example, transfers
due to changes in the observability of significant inputs)

* The amount of the total gains or losses for the period included in
carnings (or changes in net assets) that are attributable to the
change in unrealized gains or losses relating to those assets and
liabilities still held at the reporting date and a description of where
those unrealized gains or losses are reported in the statement of
income (or activities)

« In annual periods only, the valuation technique(s) used to
measure fair value and a discussion of changes in valuation
techniques, if any, during the period

© Copyright 2009 by The Financial Valuation Group of Florida, Inc. All rights reserved
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POSTSCRIPT

This chapter was written in the spring of 2009. By late January 2010, a number of sig-
nificant developments, described in this postscript, had occurred. As expected, IASB, in May
2009, issued an Exposure Draft (ED), “Fair Value Measurement” on which it received 156
comment letters, including one from the General Editor. This ED reflected FASB’s view, set
out in SFAS 157, Fair Value Measurement, that Fair Value was an exit price, while continu-
ing to reflect the exchange notion previously adopted by IASB. The proposed new definition
is

the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date.

Responses to the ED

Nearly all the responses to the ED were in favor of the document’s concept and the re-
sulting likelihood of full worldwide convergence as to valuation guidance. Most think the
proposed definition as an exit price, is acceptable because it retains the exchange notion in
the current definition and sets out a clear measurement objective.

Other significant comments were:

» The exit price concept is not relevant for an asset which an entity does not intend to
sell as (a) it is being used in the operations of the business or (b) it is a financial asset
that is not held for trading

* Fair value is an appropriate measurement basis only for assets and liabilities that are
initially and subsequently measured using it

* The proposed guidance is most appropriate for financial instruments and not as much
for physical and intangible assets or liabilities

* A liability should reflect a settlement rather than a transfer price if it cannot legally be
transferred or if the entity does not intend to do so

* There may be major problems in applying the concept in emerging and transition
economies where there are limited markets and few valuators

January 2010 Joint Meeting with FASB

At an IASB/FASB joint meeting in January 2010, the following topics related to fair
value measurement were discussed at length:

Definition of fair value

Measuring fair value when markets become less active
Fair value at initial recognition

Recognition of day one gains or losses

Measuring liabilities at fair value

Nonperformance risk

Restrictions on the transfer of a liability

Measuring own equity instruments at fair value
Market participant view

Reference market

SCOXNAUNRE L=

—_

The tentative decisions then taken, which are summarized below, are expected to be re-
flected in a new converged standard to be issued in 2010Q3; this is not likely to be effective
before 2012.
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Definition of fair value

To retain the term fair value and to continue to define it as an exit price. The Boards
will discuss in a future meeting where that definition should be used, when they
address the scope of a converged fair value measurement standard.

Measuring fair value when markets become less active

The guidance for measuring fair value in markets that have become less active per-
tains to when there has been a significant decline in the volume and level of trading
in the asset or liability. It should focus on whether an observed transaction price is
orderly, not on the level of activity in a market. An entity should consider any ob-
servable transaction prices unless there is evidence that the deal is not orderly. If
there is not sufficient information to determine whether a transaction is orderly,
further analyses should be undertaken to measure fair value.

Fair value at initial recognition

The transaction price may not represent the fair value of an asset or liability at ini-
tial recognition if, for example, any of the following conditions exist:

a. The transaction is between related parties

b. It takes place under duress or the seller is forced to accept a price

c. The unit of account represented by the transaction is different from the unit of
account for the asset or liability measured at fair value

d. The market in which the transaction takes place is different from that in which
the entity would sell the asset or transfer the liability

Recognition of day one gains or losses
The Boards will discuss this at a future meeting.
Measuring liabilities at fair value

In the absence of a quoted price in an active market representing the transfer of a
liability, an entity should measure the fair value of a liability as follows:

a. Using the quoted price of the identical liability when traded as a corresponding
asset (a Level 1 measurement)

b. If that price is not available, adjusting quoted prices for similar liabilities or
similar liabilities, when traded as assets (a Level 2 measurement)

c. If observable inputs are not available, using another valuation technique such
as:

(1) An income approach (for example, Discounted Cash Flows method,
including the compensation a market participant would demand for taking
on such an obligation)

(2) A market approach (for example, the amount that a market participant
would pay to transfer the identical liability or receive to enter into it).

d. An entity must determine if the fair value of a liability when traded, whether or
not on an exchange, as a corresponding asset represents its fair value. When an
entity determines that the fair value of the corresponding asset does not
represent the fair value of the liability, it must make adjustments to the fair
value of the asset to offset the extent that its fair value does not represent that of
the liability, in particular:
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(1) The fair value of the corresponding asset should be measured using a meth-
od market participants would apply

(2) A quoted price for a corresponding asset in an active market is a Level 1
measurement for the liability when no adjustments are required

(3) The transfer of a liability assumes that a market participant transferee has
the knowledge and ability to fulfill the identical obligation

6. Nomnperformance risk

The fair value of a liability includes the effect of nonperformance risk; the Boards
agreed to clarify what, in addition to credit risk, nonperformance risk represents.

7. Restrictions on the transfer of a liability

The fair value of a liability should not be adjusted further for the effect of a restric-
tion on its transfer if that factor is already included in the other inputs to the mea-
surement.

8. Measuring own equity instruments at fair value

Further guidance for measuring the fair value of an entity’s own equity instruments
will be provided.

9. Market participant view

Fair value is market based and reflects the assumptions that market participants
would use in pricing the asset or liability. In particular:

a. Market participants should be assumed to have a reasonable understanding
about the asset or liability and the transaction based on all available informa-
tion, including that which might be obtained through usual and customary due
diligence efforts

b. “Independence” of market participants means that they are unrelated to each
other as well as the entity

c. A price in a related-party transaction may be used as an input to a fair value
measurement if the transaction was entered into on market terms

d. The unobservable inputs derived from an entity’s own data, adjusted for any
reasonably available information that market participants would take into ac-
count, are considered market participant assumptions and meet the objective of
a fair value measurement

10. Reference market

The reference market for a fair value measurement is the principal (or most advan-
tageous) market provided that the entity has access to it. The principal market is that
with the greatest volume and level of activity for the asset or liability; it is presumed
to be that in which the entity normally transacts; there is no need to perform an ex-
haustive search for markets that might have more activity than that one. The deter-
mination of the most advantageous market should consider both transaction and
transportation costs.

There undoubtedly will be more developments in 2010.







<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize false
  /OPM 0
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Remove
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
    /AgencyFB-Bold
    /AgencyFB-Reg
    /Algerian
    /Arial-Black
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /ArialRoundedMTBold
    /ArialUnicodeMS
    /BaskOldFace
    /Bauhaus93
    /BellMT
    /BellMTBold
    /BellMTItalic
    /BerlinSansFB-Bold
    /BerlinSansFBDemi-Bold
    /BerlinSansFB-Reg
    /BernardMT-Condensed
    /BlackadderITC-Regular
    /BodoniMT
    /BodoniMTBlack
    /BodoniMTBlack-Italic
    /BodoniMT-Bold
    /BodoniMT-BoldItalic
    /BodoniMTCondensed
    /BodoniMTCondensed-Bold
    /BodoniMTCondensed-BoldItalic
    /BodoniMTCondensed-Italic
    /BodoniMT-Italic
    /BodoniMTPosterCompressed
    /BookAntiqua
    /BookAntiqua-Bold
    /BookAntiqua-BoldItalic
    /BookAntiqua-Italic
    /BookmanOldStyle
    /BookmanOldStyle-Bold
    /BookmanOldStyle-BoldItalic
    /BookmanOldStyle-Italic
    /BookshelfSymbolSeven
    /BradleyHandITC
    /BritannicBold
    /Broadway
    /BrushScriptMT
    /Calibri
    /Calibri-Bold
    /Calibri-BoldItalic
    /Calibri-Italic
    /CalifornianFB-Bold
    /CalifornianFB-Italic
    /CalifornianFB-Reg
    /CalisMTBol
    /CalistoMT
    /CalistoMT-BoldItalic
    /CalistoMT-Italic
    /Cambria
    /Cambria-Bold
    /Cambria-BoldItalic
    /Cambria-Italic
    /CambriaMath
    /Candara
    /Candara-Bold
    /Candara-BoldItalic
    /Candara-Italic
    /Castellar
    /Centaur
    /Century
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /CenturySchoolbook
    /CenturySchoolbook-Bold
    /CenturySchoolbook-BoldItalic
    /CenturySchoolbook-Italic
    /Chiller-Regular
    /ColonnaMT
    /ComicSansMS
    /ComicSansMS-Bold
    /Consolas
    /Consolas-Bold
    /Consolas-BoldItalic
    /Consolas-Italic
    /Constantia
    /Constantia-Bold
    /Constantia-BoldItalic
    /Constantia-Italic
    /CooperBlack
    /CopperplateGothic-Bold
    /CopperplateGothic-Light
    /Corbel
    /Corbel-Bold
    /Corbel-BoldItalic
    /Corbel-Italic
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /CurlzMT
    /EdwardianScriptITC
    /Elephant-Italic
    /Elephant-Regular
    /EngraversMT
    /ErasITC-Bold
    /ErasITC-Demi
    /ErasITC-Light
    /ErasITC-Medium
    /EstrangeloEdessa
    /FelixTitlingMT
    /FootlightMTLight
    /ForteMT
    /FranklinGothic-Book
    /FranklinGothic-BookItalic
    /FranklinGothic-Demi
    /FranklinGothic-DemiCond
    /FranklinGothic-DemiItalic
    /FranklinGothic-Heavy
    /FranklinGothic-HeavyItalic
    /FranklinGothic-Medium
    /FranklinGothic-MediumCond
    /FranklinGothic-MediumItalic
    /FreestyleScript-Regular
    /FrenchScriptMT
    /Garamond
    /Garamond-Bold
    /Garamond-Italic
    /Gautami
    /Georgia
    /Georgia-Bold
    /Georgia-BoldItalic
    /Georgia-Italic
    /Gigi-Regular
    /GillSansMT
    /GillSansMT-Bold
    /GillSansMT-BoldItalic
    /GillSansMT-Condensed
    /GillSansMT-ExtraCondensedBold
    /GillSansMT-Italic
    /GillSans-UltraBold
    /GillSans-UltraBoldCondensed
    /GloucesterMT-ExtraCondensed
    /GoudyOldStyleT-Bold
    /GoudyOldStyleT-Italic
    /GoudyOldStyleT-Regular
    /GoudyStout
    /Haettenschweiler
    /HarlowSolid
    /Harrington
    /HighTowerText-Italic
    /HighTowerText-Reg
    /Impact
    /ImprintMT-Shadow
    /InformalRoman-Regular
    /Jokerman-Regular
    /JuiceITC-Regular
    /Kartika
    /KristenITC-Regular
    /KunstlerScript
    /Latha
    /LatinWide
    /LucidaBright
    /LucidaBright-Demi
    /LucidaBright-DemiItalic
    /LucidaBright-Italic
    /LucidaCalligraphy-Italic
    /LucidaConsole
    /LucidaFax
    /LucidaFax-Demi
    /LucidaFax-DemiItalic
    /LucidaFax-Italic
    /LucidaHandwriting-Italic
    /LucidaSans
    /LucidaSans-Demi
    /LucidaSans-DemiItalic
    /LucidaSans-Italic
    /LucidaSans-Typewriter
    /LucidaSans-TypewriterBold
    /LucidaSans-TypewriterBoldOblique
    /LucidaSans-TypewriterOblique
    /LucidaSansUnicode
    /Magneto-Bold
    /MaiandraGD-Regular
    /Mangal-Regular
    /MaturaMTScriptCapitals
    /MicrosoftSansSerif
    /Mistral
    /Modern-Regular
    /MonotypeCorsiva
    /MS-Mincho
    /MSOutlook
    /MSReferenceSansSerif
    /MSReferenceSpecialty
    /MVBoli
    /NiagaraEngraved-Reg
    /NiagaraSolid-Reg
    /OCRAExtended
    /OldEnglishTextMT
    /Onyx
    /PalaceScriptMT
    /PalatinoLinotype-Bold
    /PalatinoLinotype-BoldItalic
    /PalatinoLinotype-Italic
    /PalatinoLinotype-Roman
    /Papyrus-Regular
    /Parchment-Regular
    /Perpetua
    /Perpetua-Bold
    /Perpetua-BoldItalic
    /Perpetua-Italic
    /PerpetuaTitlingMT-Bold
    /PerpetuaTitlingMT-Light
    /Playbill
    /PoorRichard-Regular
    /Pristina-Regular
    /Raavi
    /RageItalic
    /Ravie
    /Rockwell
    /Rockwell-Bold
    /Rockwell-BoldItalic
    /Rockwell-Condensed
    /Rockwell-CondensedBold
    /Rockwell-ExtraBold
    /Rockwell-Italic
    /ScriptMTBold
    /SegoeUI
    /SegoeUI-Bold
    /SegoeUI-BoldItalic
    /SegoeUI-Italic
    /ShowcardGothic-Reg
    /Shruti
    /SnapITC-Regular
    /Stencil
    /Sylfaen
    /SymbolMT
    /Tahoma
    /Tahoma-Bold
    /TempusSansITC
    /Times-Bold
    /Times-BoldItalic
    /Times-Italic
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Times-Roman
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /TrumpMediaeval-Bold
    /TrumpMediaeval-BoldItalic
    /TrumpMediaeval-BoldItalicOsF
    /TrumpMediaeval-BoldOsF
    /TrumpMediaeval-Italic
    /TrumpMediaeval-ItalicOsF
    /TrumpMediaeval-Roman
    /TrumpMediaeval-SC
    /Tunga-Regular
    /TwCenMT-Bold
    /TwCenMT-BoldItalic
    /TwCenMT-Condensed
    /TwCenMT-CondensedBold
    /TwCenMT-CondensedExtraBold
    /TwCenMT-Italic
    /TwCenMT-Regular
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
    /VinerHandITC
    /Vivaldii
    /VladimirScript
    /Vrinda
    /Webdings
    /Wingdings2
    /Wingdings3
    /Wingdings-Regular
    /ZWAdobeF
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 2.00000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 2.00000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


