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June 29, 2007

Governmental Accounting Standards Board 

401 Merritt 7 

PO Box 5116 

Norwalk, CT 06856-5116 

Attention: 
Director of Research and Technical Activities, Project No. 3-21 

By e-mail to: 
director@gasb.org 

Subject: 
Invitation to Comment: Exposure Draft of Proposed Statement - Land and Other Real Estate Held as Investments by Endowments 

To Whom It May Concern:

The Appraisal Institute would like to thank the Governmental Accounting Standards Board for the opportunity to respond to this Exposure Draft, and we commend GASB for its efforts. The Appraisal Institute respects and shares GASB’s commitment to the public trust embodied in this Exposure Draft and welcomes this opportunity to comment.  Hopefully you will find the Appraisal Institute’s comments both constructive and thoughtful. Our comments to the Exposure Draft can be found in Attachment I. 

Thank you again for this opportunity, we look forward to working with you to implement this standard.

Sincerely,
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Terry R. Dunkin, MAI, SRA

President

Attachment I

Appraisal Institute Comments to Exposure Draft of Proposed Statement - Land and Other Real Estate Held as Investments by Endowments
The Governmental Accounting Standards Board is responsible for ensuring that financial statements prepared by governmental entities are meaningful to users of the information. To accomplish this, financial statements prepared by similar entities, with similar purposes and assets, should be reported in a similar manner. Therefore, the Appraisal Institute agrees with the purpose and direction of the Exposure Draft because it will result in more meaningful and consistent reporting of both net investment income and fair value of real estate assets held.

Overall, we believe permanent and term endowments, including permanent funds (all as described in the Exposure Draft) that hold real estate for investment purposes, should be accounted for consistently and reported at the asset’s fair value each reporting period. Public investment managers and the general public deserve to have a full understanding of the value of public investment assets, particularly large ones such as real estate. Doing so is consistent with private sector rules and federal regulations that apply to pensions investing in real estate, which require regular reporting of real estate assets for a range of purposes
. In addition, such accounting may provide additional benefits in the future, if applied more broadly, to such as with municipal bonding. 

We understand GASB has received comments stating that assets that are contractually or even constitutionally restricted from sale should not be required to report fair value information. The logic being that the cost to obtain such value estimates does not justify the benefit. However, investment performance cannot be meaningfully analyzed without an understanding of the underlying fair value of the real estate assets and associated net investment income. Ultimately, we believe the public/taxpayers who rely on this information will benefit if investment results include consistently reported periodic fair value information. 
Real estate valuation standards and practices contain significant flexibility through “scope of work” concepts to efficiently develop asset-specific valuation plans that are cost effective and provide appropriate fair value information. Scope of work, as in an audit program, identifies the amount and type of information researched and the analyses applied in a valuation assignment. The scope of work varies depending on the client’s needs, regulatory requirements, asset type, and level of assurance required. 

To address potential concerns with additional costs associated with appraisals, we recommend GASB establish guidelines practitioners can use to develop valuation plans appropriate for the assets held. Such guidelines could emphasize that the scope of work of the appraisal can be developed to meet reporting requirements and appropriately disclosed in the financial statements so that readers understand the level of assurance being provided. In other words, not all investment real estate requires annual valuation and comprehensive appraisals to develop an appropriate level of assurance. There are many experienced professional organizations that could potentially assist with such a project, such as the Appraisal Institute, Pension Real Estate Association, and the National Council of Real Estate Investment Fiduciaries.

We also recommend GASB consider providing comprehensive guidance regarding the application of fair value under GASB rules, similar to what the Financial Accounting Standards Board has done with SFAS 157- Fair Value Measurements. Such a project would assist practitioners in applying fair value rules consistently by providing appropriate methods and guidance in a concise and single source location. 

The Appraisal Institute, as the recognized leader in real estate valuation, is willing to assist directly in these efforts and we look forward to further discussions. 

� The Employee’s Retirement Income Securities Act (29 U.S.C. 19) requires pension funds to report the value of investments in retirement plans.





[image: image3.jpg]Celebrating Our History 1932 2007 Valuing the Future

/64/3




PAGE  
1
Appraisal Institute Responses – June 25, 2007


