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Morning notes ccmments from JP Morgan are attached.

A unilateral decision.
Reached without due process.

Possibility of more changes by nonth end {October}
suggested.

Coming on top of the problems 1 prev:ously found 1in the
SEC Concept Release this should be the death knell.
Mirabile dictu, if US companies were oOn thie standard our
banke, brokerages, insurance companies would not have auch
massive losses and writeoffs.
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Credibility of European Accounting at Stake
¢ The linropean Tnion txlay endorsed the amended version of TAS 139 Acgoummg& Valuation Europe
issued on Moaday by ] te ‘!ASB The ]ll{()Pl. il (,‘( mmlssmn.j Sarah Deans™
Accounting Regulatory Commitee voled unanimously in faveus of 1420 73051 77
endorsement. However, [he Commission hag proposed ther shoyid he SEMZN.CRANS@ 0 gan oo
further amendments ro TAS 39 by the end of October, and we believe the 4P Morgan Secuiritias | 1

lhreal of a possible F1° sarve-oul of parts of TAS 39 nemaing In our

. nould 1 _ J We bel: - Accounting&Va!uation-Us
View. mvesiors should he very concerned, We  beljeve that the § Dane Mott, CPA, CFA

” OT (11 e da- s ¢ T o : ok N
proposals for JLIIJI.I“Ix r L.lmngu,‘ o l‘/\S .5..? would be unworka }IL, wonlld (1212) 6281 143
reduce the quality of companies’ fnancial eports, and there ope would G NOAE b igar oo
be very damaging for invesior cuinfidence, NE Y T

- Wi were disappointed at the IASE s decision on Monday 1o avend 1A%
3 1o permil cenain reclagsifications of financial instrumen &, withon
following the normal due process isee our note Lowering M tonderdsy,

& ~ g
Accuunl,iug standards must be e by independeny standard-selt sy, noy by
politicians, we holicve, Nevertheless, BT endorsement was esscntial

We understand tha: the LU authorities considered carving cul cemtain
words {rom Paragraph 30 of 1AS 39, Thie carve oul would permil
companies (o teelassify any financial insiroments currenily measured at
fair value out of thig vategory. without any restrictions It is un dear how
such a carve o wouid wark, for example whether the T woul 1 provide
guidance on the valugtion when reclagsified or would require af proprate
disclosere about sych mstniments,

The Commission has now lenlified firther concerrs willt TAS 39 syl
as the “fair value oplion”, the treatment of instruments cemiaining
embedded derivatives, and impairment rules. Iy plans to con:uh with
stakeholders, ar 4 meeting in Brosscls on 2 October, Tninr alely, I
seems Lhal Investors' interesis Bayve lapely beeg overfooker in the
deliberations to date.

- We also belicve that the developments of the fast week livve besn g ge
back for converpence of U SAAD and JIRS. Any finther olifical
infervention i slandard selling conld undermine, peshaps T ily, the
goal of a single sel of high qualiy accounting standards used wor dwide,

ificati i i i i S analyst disclosures.

ification and important disclosures, including non , :
S2apage 4 for analyi: ;E:; btiiiness with companies coverad In |fs sesearch reporl. As 3 restlt, invastors should be awarg th;( lheark ﬁ;;:m tﬁ:\’l:?;
. Morgar;.c:&; B;S:f that could afect the objectivy of this reporl vestors should ¢ rsider this report @ only a singie facdor in making
e g oonflicl of e o Y
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Aldthavgh the LT decided teday 115 crober) to endorse the amended wversion of LAY
39, the isk of further politica) infuer ve over the standard-selting process is nol yel
entitely removed, in our view. We be ieve tha accounting standards sheuld be set by
an independent stondard-selting bedy and so this political influence should be a
maller 6f orgent concern fo invesiors.

VAT isted companics are requived o a1 ply IPRSs 25 adopled by the European Union,
The endotsemenl process gives the BT the power o feject specific TFRS standards or
parts of standords, although it cannet (4 preseni) ‘ssue additiona) material. So far, gll
of he standards issued by the IASH hs ve been endetsed by the Huropeans Thnion,
exeept fora limiled carve out o parts  FIAS 30 elfecting some banks, The IASE is
an indepandent body responsible Tor o veloping a single sef of high quality
aceounding standards. which are used by coimpanies in over 100 covntries.

The TAST issued an amended 1AX 10 p Monday. 11 also amended [IRS 7, covering
associated diselosures. The previous voesion ol TAS 39 did nof permit [inancial
instruments mreasured ol fair value thro agh profit or loss 1o be reclassified (o 4
diferent aceounting hasis, but the ame ided version permits such reclassilications in
Hmited circumstances (See our pefe fo vering Stundards' for details). We helieve the
IASB amended 1AS 39 due 1o political yressare from (he BUL got hecause the Board
meirhers believed it e be an improver en,

The Kuropean C'ommission’s Accountir g Regulatory Commites today voted
unznimously o endorse the amended 128 39 which was jssued by the [ASB on
Manday. This was followsd by endorse neny by the Furopean Parfiament, leading 1o
the Comutission formally adopting the 2egulation amendiog 1AS 3¢, Howevoer, the
Commission issued o pross release which leaves open the possibility of further
action. T states thal *The Commission 411l contimge to work closely with all
stakeholders and will ofganize o meetin : within the next lew duys to consider ather
possible issues under IAS 39 and IFRS ' _The Commission will propose further
amendments o FAS 39 and RS 7 by f e and of October.”

Ameuting with staksholders will (ake Paee next Tuesdoy (2] October) and
afierveards the Commission may present e IASE with suggestions for potantial
improvements o 1A% 30, 15 the ASR m key any further significant changes to 1AS
30 the near term as o result of B pressure, it will lose fis credibility as ag
indepandent slandard-seifer, in our view We do not expect this to happen. However,
if1he JASH refyses 171 fequesls o fart or changes, then ihe 1111 mray srill take
action, for exomple in the form of o carv + out.,

As discussed n previeus research, fhere | ave been many proposals to amend
seeounting lor financial instroments deri g the credit erisis. The IASB fesponded by

' owering Standareds; (ASE decision an e olue, dated 13 October 2008,
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PETIINING (rans ks of francial instru ety Ut of the Fair vatue thraugh PJ,
CACLOIY N some ircumstanees,

The Commisstan has rajced firther €01 CETS stich a5 the fair vy fue option, embedded
derivatives. angd impairmen caleulation s, The Tecent TAS 30 amandmang permits
Companies fo raclassify Previously hele fir Wading assers (ather than derivarives) B,
o the fair voJug rough P&I, Cregory but docs no Permil transfers of assels which
ihe Lompany fad clecied o RLASUTE a1 wir valye using the Iair vafye aption). This is
Consisient with s GAAP, which alug [ ermits rape Yeclnssifications oyt or the trading
category bul does ey PEIMIE reclassifics fions of assels for which e company
elected fair vale 1oy menp,

Itthe Il corved out JAS 30 pyry graph 51 then any reclassitications opy of the: Fajir
¥alue through pag, cateory would he Permitted. 1t s unefear o carving our this
parzgraph would wark, for oxample whe her the I would provide guidance on the
vuluation of such transtisrs lor subsequen neasurement, eg ol derivatives), o would
Fequire appropriae disclosure of the fair e of sueh instruments and other
information which woulkd be essential for mvestars,

We expeet thas varions further amendmen s 10 1A% 10 will pe propased by some
paities in the stakeholder consollation, such s changes (o Impairment calculations,
changes to fair vajpe caleulations, or more fexihil ity in permittiug reclassifications
outof the held 1o maturiny calegory. Mosy of these proposals are intended to permi
grealer deferral of Joss recognition and tiw | help mainiain reparted regolatory capiral,
a\?]" otherwise permit BICATCE calnings manay ement. Such changes, if made, w.oul.d
reduce consisliency, eomparahility and rran parency of financial Slafements, in our
view, Il seems ubvious fo us this would red 1ev iovestor confidence, We do nol think
if In exaggerating 1o sav (hat the eredibility o Furopean accounting is al stake,

velopments of th » g week have been o ser hack for

We alse belteve that the d

convergence ol IS GAAD and IFRS. Any L rther political ml'er\-'m‘J.u.mI]_ in stiz}ludu.ld

. N - . N 31 e aliy
selling could undermine. perhaps fatallv. e poal afy single sel of high qua ¥
finng standart ssed worldwide,
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