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To:
Commissionner Charlie McCreevy

Commissioner for the Internal Market and Services



European Commission



E-mail: 

Ref:
Fair Value
Brussels, 10 October 2008
Dear Commissionner McCreevy,
Following our meeting yesterday on the EC draft regulation on IAS 39, we would like to express the following comments.
General comments:
1. The current crisis requires quick reaction from the standard setters. If the IASB does not deliver by end of October 2008, we would support action from the EC. However, a second carve out would be detrimental for some European companies (in particular those listed in the US) so we strongly encourage the EC and the IASB to work together as much as possible in order to ensure the IASB is able to deliver an acceptable amendment of IAS 39 and therefore avoid a second carve out. We strongly encourage the EC, the IASB, the FASB and the SEC to liaise on this issue. However, this cooperation should not slow down the process.
2. The measures currently developed should aim at tackling the crisis and in particular the pro-cyclicality effect of fair value. This objective is an absolute necessity for insurers. Failing to achieve it would have disastrous consequences. A more thorough analysis should be performed on IAS39 after the crisis to solve all the issues (while current measures should focus on the biggest issues).

Illiquid markets:
3. The future accounting rule should allow the use of mark to model values in case markets are clearly illiquid or if the use market information would not result in reflecting the economic value of the financial instruments. When marking to model, the models should adjust market data to eliminate elements included in market price but which are not relevant for assets held by insurers (ie: liquidity). 

4. The accounting rules must anticipate how to value the financial instruments impacted by rescue plans such as in the US. The valuation of assets held by insurers should not be impacted by valuation of toxics assets in transactions operated under the rescue plans such as in the US.
Reclassification:
5. The current accounting rules should be amended to allow the reclassifications of financial instruments out of the fair value through profit and loss provided certain conditions are met. Those conditions should be limited and could be by example change in the management’s intention to hold the instrument due lack of market liquidity. This option to reclassify should apply both for the trading portfolio and for the assets valued with the “fair value option”.
Indeed it seems that most insurers do not currently have a significant trading portfolio.

Finally, the reclassification should be permitted to any other class of assets (held to maturity, available for sale and to loans and receivables).

6. In order for the reclassification from fair value through profit and loss to be efficient, loans and receivables category should be opened to traded and non-traded debt securities. This reclassification should be permitted if market developments impose a change in the original holding intention of the management.

7. We support that proper disclosures are maintained in cases where management changes the classifications of financial instruments.
Do not hesitate to contact us should you want to discuss this further.
Yours sincerely,
Signed

Alberto Corinti
Deputy Director General / Director Economics & Finance
Ecofin@cea.eu 
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