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It is widely acknowledged that reliable financial
statements play a critical role in capital formation, the
allocation of scarce resources and in keeping investors,
creditors, regulators and other major decision-makers
sufficiently informed about a company’s financial
condition, operating results and cash flows. On a global
basis, corporate financial statements have been shaped by
United States “Generally Accepted Accounting Principles”
(GAAP) and “International Financial Reporting Standards”
(IFRS). These two sets of accounting standards have many
similarities and many differences. GAAP is deemed more
rules based while IFRS is more principles based, at least
on the surface. Nevertheless, the global financial reporting
environment and framework are rapidly being transformed
as the two systems converge.

Since 2002, the world’s two private sector organizations
charged with developing accounting standards have been
working together for the purpose of producing a single-set
of high quality financial accounting and reporting standards.
These groups are the Financial Accounting Standards
Board (FASB) in the US and the International Accounting
Standards Board (IASB) based in London. There has been
agreement that IFRS will bear the title of the resulting
set of global accounting and reporting standards. As this
convergence process unfolds, both the FASB and the IASB
will continue issuing new standards and interpretations
and they will continue working on several joint projects.
Ultimately, a single set of reporting standards will emerge.

As expected, this process has not been seamless or
without controversy. The regulators of many jurisdictions,
led by the United States, currently require their filing
companies to use US GAAP while more than 120
jurisdictions have endorsed some version of IFRS for
the preparation of consolidated financial statements
(see Deloitte 2010). For IFRS firms, their separate

financial statements are typically based on local reporting
requirements which are heavily influenced by IFRS.

Jjournals, and has consulted with corporations and accounting firms. During
his career he has received over 15 awards for teaching excellence. His current
research involves financial fraud and money laundering.

Historically, GAAP is relatively uniform and includes
numerous authoritative concepts, standards, interpretations
and industry-specific directives. IFRS is primarily based
on broad principles, has less specific guidance and is more
dependent upon judgment backed by clarifying disclosures.
But contrary to some perceptions and beliefs, IFRS does
require several specific steps and procedures, and allows
reporting options in some situations.

On a global basis, it is significant that IFRS has been
adopted by many jurisdictions for local statutory purposes
but with selected modifications for tax and other local
reasons. Consequently, according to Professor Christopher
Hossfeld of ESCP-Europe, jurisdictional reporting standards
for some countries (e.g., Australia) may be characterized
as approximately 95% IFRS and 5% “local flavor.” But
for consolidated financial statements purporting to comply
with IFRS, local adjustments are often needed. Readers
may reference the Appendix to this article for an excerpt
from Daimler AG’s 2009 audit opinion rendered by KPMG
AG. The opinion indicates that the consolidated financial
statements comply with IFRS (Europe) plus Germany’s
local commercial laws.

Considering the long-standing entrenchment of US
GAAP in many capital markets, the options and judgments
inherent in both GAAP and IFRS, and the modifications
to IFRS for local statutory purposes, it is questionable
whether the anticipated set of global financial reporting
standards (IFRS) will be as uniform as many critics prefer.
Nevertheless, proponents of the convergence of GAAP and
IFRS believe that the final result should be an improvement
over today’s complex and, at times, confusing financial
reporting environment for international businesses.

IFRS: Consistency and Convergence
One fundamental of IFRS is that once a parent company

adopts IFRS for its consolidated financial statements, each

of its subsidiaries and investee companies must use the same




IFRS principles and procedures for similar transactions and
events included in consolidation. Achieving this objective
for complex multinational enterprises can be challenging
and expensive because the separate financial statements of
some or all affiliates are based on local versions of IFRS
or GAAP. Consequently, such businesses following GAAP
(e.g., US firms) that are subsidiaries or investees of IFRS
filing companies have either transitioned, or are in the
process of transitioning, to IFRS for consolidation purposes.
Interestingly and importantly, foreign private filers are
now permitted to submit to the SEC consolidated financial
statements based on IFRS without reconciliation to GAAP.
Yet, in contrast, US companies are currently prohibited from
filing IFRS-based statements with the SEC. The reason for
this is that the SEC has yet to officially adopt IFRS for local
filers. However, an SEC announcement regarding possible
IFRS adoption is expected sometime in 2011 with possible
implementation beginning in 2015. Given the two — or
three — year period necessary to adhere fully to all IFRS
requirements, many corporations following GAAP should
be actively engaged in the process of converting to IFRS.
The question has increasingly become “when” and is no
longer “if.”

The remainder of this article discusses fair values and
the measurement process prescribed by GAAP and IFRS
for selected assets, transactions, liabilities and certain
impairment tests. These topics are by no means exhaustive
or even close to being comprehensive; the topics have
been selected for discussion because of their perceived
importance to numerous global businesses.

Fair Value Overview and Measures
In comparison with GAAP, IFRS requires or permits

an increased reporting of fair value measures for both
assets and liabilities. Because the fair values of assets and
liabilities tend to vary over time, the resulting changes
generally impact consolidated equity, either through
earnings or in other comprehensive income. Both GAAP
and IFRS provide guidance on the determination of
fair value measures for specific assets and liabilities;
however, GAAP guidance is often more specific or rules-
based. Moreover, IFRS requires or encourages expanded
discussions in notes to financial statements in order to
provide additional clarity and transparency. Given the

complexity inherent in many fair value measures, additional
disclosures about assumptions, estimates and procedures

are necessary to assist financial statement readers. A clear
illustration of the magnitude of expanded disclosures
under IFRS is provided by Marc Morozzo, a KPMG
partner in Dallas, Texas. He reports that when a client
recently adopted IFRS upon becoming a subsidiary of a
European parent, its notes increased from 22 pages to 55
pages. IFRS encouraged disclosures tend to focus on such
matters as management’s reasoning or intent behind certain
transactions and decisions, including the selection of major
reporting policies where options exist as well as the basis
for estimates, assumptions and valuation methodologies.

According to GAAP, fair value is the price that would
be received to sell an asset or paid to transfer a liability
in an orderly transaction on the measurement date. This
is essentially an item’s exit price. The IFRS definition is
similar in that fair value is the amount which an asset can
be exchanged or a liability settled between knowledgeable,
willing partners in an arm’s length transaction. In principle,
these definitions are similar but their guidance about
determining fair value measures for certain items are often
distant.

Both GAAP and IFRS have a 3-level hierarchy of
general guidance for measuring the fair values of assets
and liabilities. This hierarchy is particularly relevant for
measuring the fair values of financial instruments on a
reporting date. In order of reliability, these levels are:

Level 1: An item’s fair value is based on its quoted price
in active markets for an identical asset or liability.
This would apply, for example, when valuing
financial instruments actively traded on the Tokyo
or New York stock exchanges.

Level 2: If Level 1 measures are not available then fair
value is based on the quoted price for a similar
asset or liability produced in an active market or
generated from models using observable inputs.

Level 3: If Level 1 and Level 2 measures are unavailable,
fair value becomes based on unobservable inputs
used in various valuation models or techniques.
Substantial disclosures need to be made about the
inputs, which could involve internal estimates and
assumptions. Clearly, Level 3 measures are less

reliable than those from the first two levels.

Should more than one market exist for a particular asset
or liability, GAAP assumes the selection of values from
its principal market, if there is one; otherwise, the value




from its most advantageous market should be selected. In
contrast, IFRS provides no guidance when more than one
market exists.

For many important financial instruments, GAAP
and IFRS require fair value measures. IFRS permits the
extension of fair value measures to some tangible and
intangible assets; but in practice, most IFRS companies
report these assets at a measure of historical cost as is done
under GAAP. Among the assets required by IFRS to be
measured at fair value are “trading” financial instruments,
“available for sale” financial instruments and some
biological or agricultural assets. IFRS also allows fair value

measures for selected financial liabilities.

Business Combinations
Both sets of standards require the acquiring company

to measure the fair value of a target firm’s individual assets
and liabilities on the acquisition date. Possible fair value
measures for assets include observable market prices,
replacement costs, net realizable values and discounted
cash flows. Discounted cash flows are generally the basis
for estimating the fair value of liabilities. However, GAAP
and IFRS recognize that active markets and observable
prices often do not exist for many assets acquired or
controlled from a business combination. In these situations,
the principal or most advantageous markets often become
hypothetical ones and quantitative models are commonly
used in arriving at fair values for a wide range of assets.
Financial statement notes or management’s discussion and
analysis (MDA) should provide clarity about the nature,
extent and risk of the resulting fair value measures.

In addition, the acquiring company needs to
determine the fair value of the target company in its
entirety. This is accomplished by determining the fair
value of the consideration to be issued by the buyer plus
the fair value of any noncontrolling interests when an
acquisition is less than 100%. Should the fair value of the
consideration plus the fair value of any noncontrolling
interests exceed the fair value of the target’s individual
assets and liability, the resulting amount is the goodwill
from the business combination. If the fair value totals are
reversed, the difference now becomes negative goodwill,
which immediately is reported in the income of the buyer
following a legal merger or in the period’s consolidated

income statement. Further, both sets of standards require
transactions costs incurred during a business combination

to be treated as period costs (i.e., expenses) with no
capitalization of them.

It should be noted that full goodwill as measured in
the previous paragraph relates to both the parent company
and any noncontrolling interests (NCI). This is the full
goodwill method as required by GAAP and permitted by
IFRS. The noncontrolling interest amount is reported in
consolidated equity and it includes the NCI’s proportionate
share of goodwill. IFRS also permits a partial goodwill
method which recognizes just the parent’s share of any
goodwill. This method yields a lower measure of goodwill
and of NCI. The choice between the two IFRS methods is
independently made for each business combination.

Section B of the Appendix to this article presents a part
of Dow Chemical’s note concerning its 2009 acquisition of
Rohm and Haas. It indicates the fair value of the price as
well as the estimated fair values of the assets and liabilities
of the acquired company. The resulting goodwill is also
shown.

Inventory
Inventory reporting is an area with potential for

significant differences between GAAP and IFRS for many
companies, especially nonfinancial businesses. In general,
GAAP requires inventory to be reported at the lower of
its historical cost or market value (e.g., replacement cost).
Cost may be determined several ways, including specific
identification, last-in, first-out (LIFO), first-in first-out
(FIFO), and average. If the market value of inventory is
less than its cost derived from an acceptable cost flow
methodology, inventory is written-down to its net realizable
value. This results in a charge to income, and this write-
down is not reversible if the inventory’s market value
later rebounds. In contrast, IFRS inventory costing is
based on the lower of cost or net realizable value, and cost
determination is limited to FIFO or a weighted average.
LIFO, a popular approach for several US companies, is not
permitted by IFRS. This is a significant point of departure
and may be difficult to resolve because the US government
accepts LIFO for tax purposes. Inventory write-downs
to net realizable value are charged to income but, unlike
GAAP, IFRS allows for cost recoveries through income
should they occur.

Fixed Assets
According to GAAP, property, plant and equipment
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(PPE) assets are reported at their historical costs less any
applicable accumulated depreciation, amortization or
depletion. They are also subject to impairment testing with
impairment losses going through income. With IFRS, PPE
are similarly initially recorded at historical costs; however,
if appropriate, large, complex assets are subdivided into
components for the purpose of determining periodic
depreciation charges. For example, if a company purchases
a building, its total cost should be allocated to its significant
individual components, e.g., roof, heating and cooling
systems, elevators or escalators, and energy system. Thus,
the building and its components are depreciated separately
if they have different estimated useful lives as is normally
the case. Such componentization is not required by GAAP.

Additionally, IFRS permits companies to adopt a
revaluation model for PPE. GAAP does not. If a revaluation
model is utilized, it must be consistently applied to the same
class of assets and revaluations to fair value must take place
regularly. In general, revaluation increases are recorded in
equity (revaluation surplus) while decreases are charged
to income. Recovery of a previous revaluation write-
down is permitted through income until the previous write-
down is fully recovered; any excess recovery is reported as
revaluation surplus.

Considering the extreme costs involved with PPE and
their income statement effects, GAAP and IFRS differences
in this area may be material for many companies and
difficult to resolve, especially in regard to componentization

of existing PPE assets.

Goodwill Impairment Testing

Goodwill arising from a business combination is
evaluated at least annually under both GAAP and IFRS.
Both systems require goodwill to be identified with a

company’s self-identified reporting units (GAAP) or
cash generating units (IFRS). GAAP requires a two-step
impairment test for the goodwill that has been allocated to
a company’s specific reporting units while IFRS has just a
one-step approach. With GAAP and IFRS, the fair value of
each unit needs to be estimated. If the unit’s fair value is
less than its book or carrying value, the unit’s goodwill is
essentially impaired under GAAP. The impairment loss is
then measured as the excess of the goodwill’s book value
over its estimated fair value, and the loss is charged to

income. With IFRS, impairment losses are also charged to
income, but the loss is determined by the excess of a unit’s

carrying amount including goodwill over the higher of (a)
its fair value less the estimated cost to sell the unit and (b)
its value in use, which is typically the present value of its
expected net cash flows.

Section C of the Appendix shows Dow Chemical’s note
regarding the impairment testing of goodwill associated
with its Dow Haltermann reporting unit. The test resulted
in an impairment loss of $7 million, largely influenced by a
discounted cash flow methodology for estimating the unit’s

fair value.

Financial Instruments

In general, financial instruments are comprised of cash,
contractual rights to receive or deliver cash or another
financial asset, and documented ownership interests in
another business entity. In addition to cash, examples
include accounts and notes receivable or payable; bonds
payable; investments in joint ventures, partnerships, special
purpose entities (SPEs) and variable interest entities (VIES);
derivatives; bond investments; and ownership securities like
investments in preferred and common stock. Although there
are exceptions, the primary reporting standard for financial
instruments is fair value.

GAAP classifies investments in debt and marketable
equity securities in three categories: held to maturity,
available for sale and trading. When management intends to
hold debt instruments until they mature, they are normally
reported at their historical costs with adjustments for
amortization of any related premiums or discounts. A fair
value option does exist however. Investments in marketable
equity securities are primarily reported at fair values
determined by sequentially following the 3-tier hierarchy
described earlier. Each level carries a different degree of
reliability. Changes in the fair values of available-for-sale
securities are recorded directly in equity, specifically in
other comprehensive income. Fair value changes for trading
securities go through income because they are expected to
be realized in the very near future. Some investments in
equity securities are to be valued according to the equity
method of accounting whenever the investor has “significant
influence” over the investee firm; however, the fair value
option also exists for these investments.

IFRS classifies financial instruments in six categories:
financial assets (fair value changes through income);
financial liabilities (fair value changes through income);
held-to-maturity investments, loans and receivables,




available-for-sale financial assets and other liabilities. Similar
to GAAP, IFRS requires fair value measures for financial
instruments; however, IFRS permits fair value measures for
certain tangible and intangible assets, including investment
property and biological assets. This option often is rarely
chosen. Fair value changes go through income for trading
financial instruments, investment property, biological assets
and certain financial liabilities. Fair value changes for
available for sale investments, intangibles, and some types of
tangible assets are reported in equity.

Section D of the Appendix presents some of the fair
value disclosures of financial instruments owned by
Daimler AG (IFRS classifications) and Dow Chemical
(GAAP classifications). Both disclosures contain references
to fair value measures based on Levels 1, 2 and 3.

Going Forward
It is a daunting task for members of the IASB and

FASB to establish accounting principles and practices
capable of yielding fair and complete financial statements
across companies of various sizes, industries and
geographic locations. The content of this article reflects
some of these difficulties. Nevertheless, they push forward
in this worthwhile and valuable endeavor individually and
collectively. There is no doubt that the financial reporting
landscape will significantly change over the next decade,
led by the anticipated adoption of a unifying set of high
quality financial reporting standards to be called IFRS.
In harmony with the objective, the IASB and FASB are
working together to complete five high priority projects by
June 2011. Significantly for this article, one of the projects
includes Fair Value Measurement; the other four are
Revenue Recognition, Leases, Financial Instruments, and
Presentation of Other Comprehensive Income. Should the
United States (SEC) announce in 2011 its expected adoption
of IFRS with implementation to begin around 2015, the
establishment of a world-wide set of nearly uniform
financial reporting standards becomes closer to reality. Any
expansion of nearly uniform financial reporting standards is
believed to have the ability to help lower companies’ cost
of capital, lead decision-makers to better allocate scarce
resources globally, and improve the relationship between
shareholders, management and other parties interested in the

financial performance of major businesses where ever they

may be located. Uniform presentations of company risks
and performances now appear closer than ever. Yet, it is

essential to realize at this point in history that no one knows
what the ultimate product will be. We will have to wait
and see how the political process transpires. Consequently,
companies , investors, accountants and auditors, and other
interested third parties are advised to closely follow this
important undertaking and to perhaps participate in the
process by the sharing of thoughts in person or in writing
with the IASB and the FASB.

Appendix
The appendix contains excerpts from the notes to

the 2009 financial statements of Daimler AG and the
Dow Chemical Company which illustrates key areas
discussed in this article. The primary emphasis is on
references to fair value measures. Keep in mind that
GAAP essentially confines periodic fair value measures
to financial instruments and for all assets and liabilities
involved in a business combination. Although IFRS allows
for the periodic fair value reporting of certain tangible and
intangible assets, few companies use this option, probably
because of the added costs of obtaining new fair value
measures each period. The excerpts presented here also
show the 3-tier hierarchy for determining the fair values of
several financial instruments (i.e., Levels 1, 2 and 3) and the
classifications of financial instruments presented by GAAP
and IFRS.

A. A company’s compliance with IFRS. The first excerpt
is of the independent audit report for Daimler AG’s

financial statement.

In our opinion, based on the findings of our audit,
the consolidated financial statements comply with IFRSs
as adopted by the EU, the additional requirements of
German commercial law pursuant to § 315a Abs. 1 HGB
and IASB-IFRS and give a true and fair view of the net
assets, financial position and results of operations of the
Group in accordance with these requirements. The group
management report is consistent with the consolidated
financial statements and as a whole provides a suitable
view of the Group's position and suitably presents the

opportunities and risks of future development.

Stuttgart, March 1, 2010
KPMG AG
Wirtschaftspriifungsgesellschaft




KPMG AG confirms that Daimler’s financial statements
comply with IFRS as adopted by the EU as well as the
requirements of German commercial law. This means that
Daimler’s adopted accounting principles and procedures for
consolidation are properly and uniformly followed by the
parent and all of its subsidiaries. Astute readers of financial
statements always read the auditor’s report and look for
compliance with GAAP and IFRS or discover where
material exceptions may exist, if any. Informed readers also
carefully read the notes, especially those which identify
the company’s significant accounting principles and those

which present important clarifying details and measures

B. Business combination fair values. The next excerpt is

from Dow Chemical’s notes which report the fair values (and
their subsequent adjustments) of its purchase of Rohm and
Haas in 2009. As required, this disclosure shows (1) the fair
value of the acquisition price of $15,681 million, (2) the
fair values of the target’s net assets by category which net at
$6,073 million, and (3) the resulting goodwill $9,608. The
fair value methodologies certainly include the present value
of expected future cash inflows and outflows (value in use),
market prices, replacement costs, net realizable values and
other appropriate models.

The following table summarizes the fair values of the
assets acquired and liabilities assumed from Rohm and Haas
on April 1, 2009. Since the acquisition, net adjustments
of 8244 million were made to the fair values of the assets
acquired and liabilities assumed with a corresponding
adjustment to goodwill. These adjustments are reflected in

the values presented below. The valuation process is not

complete. Final determination of the fair values may result in

Sfurther adjustments to the values presented below.

C. Goodwill Impairment Testing. The brief note below is
Dow Chemical’s summary of its impairment testing of its Dow

Halterman reporting unit. As indicated, important fair values for

the unit resulted from discounted cash flow valuation models.

Goodwill Impairments

During the fourth quarter of 2009, the Company
performed its annual impairment tests for goodwill. As a
result of this review, it was determined that the goodwill
associated with the Dow Haltermann reporting unit was
impaired. The impairment was based on a review of the
Dow Haltermann reporting unit performed by management,
in which discounted cash flows did not support the carrying
value of the goodwill due to poor future projections for
the business. As a result, an impairment loss of $7 million
was recognized in the fourth quarter of 2009 against the

Performance Products segment.

D.Fair Values of Financial Instruments. The excerpts

on the next page are the notes of Daimler AG and Dow
Chemical pertaining to their financial instruments. The first
excerpt is Daimler’s presentation of financial instruments
by category, including those prescribed by IFRS (see the
article’s Financial Instrument section for details). Except
for “Receivables from Financial Services” and “Financing
Liabilities,” the reported amount for each category is its fair
value. This example is followed by a second presentation
which identifies the valuation hierarchies (Levels 1, 2 or 3)
applied to each category for fair value determination.

Assets Acquired and Liabilities Assumed on April 1, 2009

In millions

Initial Valuation  Net Adjustments to Fair Value As Adjusted

Purchase Price $15,681 - $15,681
Fair Value of Assets Acquired
Current assets $ 2,710 - $ 2,710
Property 3,930 $ (138) 3,792
Other intangible assets © 4,475 830 5,305
Other assets 1,288 32 1,320
Net assets of the Salt business ® 1,475 (167) 1,308
Total Assets Acquired $13,878 $ 557 $14,435
Fair Value of Liabilities and Noncontrolling Interests Assumed
Current liabilities $ 1,218 $ (11) $ 1,207
Long-term debt 2,528 13 2,541
Accrued and other liabilities and noncontrolling interests 702 - 702
Pension benefits 1,119 - 1,119
Deferred tax liabilities — noncurrent 2,482 311 2,793
Total Liabilities and Noncontrolling Interests Assumed $ 8,049 il $ 8,362
Goodwill @ $ 9,852 $ (244) $ 9,608

(1) See Note | for additional information.
(2) Morton International, Inc.; see Note E.




29. Financial instruments

Carrying amounts and fair values of financial
instruments

The following table shows the carrying amounts and
fair values of the Group's financial instruments. The fair
value of a financial instrument is the price at which a party
would accept the rights and/or obligations of that financial
instrument from another independent party. Given the
varying influencing factors, the reported fair values can
only be viewed as indicators of the prices that may actually

be achieved on the market.

The final excerpt on the next page is from Dow
Chemical’s disclosure of its financial instruments. The first
item shows its various categories of financial instruments
and the gains/losses impacting fair value measures. The
next two excerpts report fair value measures by hierarchy.
They are divided by the use of fair values on a recurring
basis and on a nonrecurring basis. The latter disclosure
has no Level 1 measures but has both Level 2 and Level
3 valuations. The disclosures are supported by clarifying
comments.

At December 31, 2009 At December 31, 2008

Carrying amount  Fair value  Carrying amount  Fair value
in millions of €
Financial assets
Receivables from financial services 38,478 38,510 42,387 41,927
Trade receivables 5,285 5,285 6,999 6,999
Cash and cash equivalents 9,800 9,800 6,912 6,912
Other financial assets
Available-for-sale financial assets * 7,426 7,426 1,558 1,558
Financial assets recognized at fair value through profit or loss 1,218 1,218 2,365 2,365
Derivative financial instruments used in hedge accounting 1,074 1,074 1,984 1,984
Other receivables and assets 1,759 1,759 2,089 2,089
65,040 65,072 64,294 63,834
Financial liabilities
Financing liabilities 58,294 59,677 58,637 55,755
Trade payables 5,622 5,622 6,478 6,478
Other financial liabilities
Financial liabilities recognized at fair value through profit or loss 675 675 1,126 1,126
Derivative financial instruments used in hedge accounting 208 208 231 231
Miscellaneous other financial liabilities 8,854 8,854 8,961 8,961
73,653 75,036 75,433 72,551

1 Includes equity interests measured at cost of €699 million (2008: €551 million), whose fair value can not be determined with sufficient

reliability.

Financial assets and liabilities measured at fair value are classified into the following fair value hierarchy:

At December 31, 2009

Total Level 1 Level 2° Level 3°
in millions of €
Assets measured at fair value
Financial assets available for sale 6,727 940 5,787 =
Financial assets recognized at fair value through profit or loss 1,218 - 1,218 -
Derivative financial instruments used in hedge accounting 1,074 - 1,074 -
9,019 940 8,079 -
Liabilities measured at fair value
Financial liabilities recognized at fair value through profit or loss 675 = 675 =
Derivative financial instruments used in hedge accounting 208 - 208 =
883 - 883 -

1 Fair value measurement based on quoted prices (unadjusted) in active markets for identical assets or liabilities.

2 Fair value measurement based on inputs for the asset or liability that are observable on active markets either directly (i.e. as prices) or
indirectly (i.e. derived from prices).

3 Fair value measurement based on inputs for the asset or liability that are not observable market data.




As part of the restructuring plan that was approved on
June 30, 2009, the Company will shut down a number of
manufacturing facilities during the next two years. Long-
lived assets with a carrying value of $425 million were
written down to the fair value of $26 million, resulting in
an impairment charge of $399 million, which was included
in the second quarter of 2009 restructuring charge (see
Note C). In the fourth quarter of 2009, the Company
recognized an impairment loss of $65 million related to its
investment in Equipolymers with a remaining fair value
of the investment of $4 million. The long-lived assets
were valued based on bids received from third parties and
using discounted cash flow analysis based on assumptions
that market participants would use. Key inputs included
anticipated revenues, associated manufacturing costs,

capital expenditures and discount, growth and tax rates.
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The following table summarizes the fair value of financial instruments at December 31, 2009 and 2008:

Fair Value of Financial Instruments at December 31

2009 2008
In millions Cost Gain  Loss Fair Value  Cost Gain  Loss Fair Value
Marketable securities @
Debt securities $ 1544 $ 81 $ 6) $ 1619 $ 1443 $ 8 $ (36) $ 1,495
Equity securities 455 65 3) 517 518 17 (77) 358
Total marketable securities $ 199 $146 $ (99 $ 2136 $ 1,961 $105 $(213) $ 1,853
Long-term debt including debt due within one year ®  $(20,234) $126 $(1,794) $(21,902) $(9,496) $551 $ (38) $ (8,983)
Derivatives relating to:
Foreign currency - $8 $ (200 $ 61 - $122 $(163) $ (41
Commodities - $ 5 % (18 s (13) - $ 65 $(2200 $ (155)
(1) Included in “Other investments™ in the consolidated balance sheets.
(2) Cost includes fair value adjustments of $25 million in 2009 and $27 million in 2008.
Basis of Fair Value Measurements on a Recurring Basis at December 31, 2009
Quoted Prices in Active Significant Other
Markets for Identical Items Observable Inputs Counterparty and
In millions (Level 1) (Level 2) Cash Collateral Netting ® Total
Assets at fair value:
Equity securities ® $ 483 $ 34 - $ 517
Debt securities @ - 1,619 - 1,619
Derivatives relating to: ©
Foreign currency - 129 $ (48) 81
Commodities 28 4 (27) 5
Total assets at fair value $ 511 $1,786 $ (75) $ 2,222
Liabilities at fair value:
Derivatives relating to: ©
Foreign currency - $ 68 $ (48) $ 20
Commodities $ 24 18 (24) 18
Total liabilities at fair value $ 24 $ 86 $ (72) $ 38
Basis of Fair Value Measurements on a Nonrecurring Basis in 2009
Significant Other Significant Other
Observable Inputs Unobservable Inputs
In millions (Level 2) (Level 3) Total Total Losses 2009
Assets at fair value:
Long-lived and other assets - $ 30 $ 30 $ (464)
Net assets held for sale $ 1,657 - 1,657 -
Goodwill - - - (7)
Total assets at fair value $ 1,657 $ 30 $ 1,687 $ (471)
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[FEEE LEZRFEICEL 2250, RO s
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FBAELERT 5o FrPERZEIXHIIENANO R %
HoTBY., 202 LITHEE D S Oy EERE DL
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R, FTLERSE IS X BV EAN ORI Sk
WML CWwb, 29 LA ET 2B E AL X
BARIZEDRETH D H, 3 OOWHM» L TH L,

% 1 O 51E BCG (The Boston Consulting Group)
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A B 2 E S 409 o 9 B, BCG U A M2
BT 5 100 #:3 X U Fortune Global 500 (2 31F % ¥
ERHER2HOVT NI ST 53T 168 TH %,
INSHOEFETVERLH L b S b7 — )L
LN D,

2. Emerging GiantsiZX} 3 5 GED KN
GE &, [How GE Is Disrupting Itself (GE &3 CEO

Jefferey R. Immelt {3, Harvard Business Review,

120

100

80

60

40

20

0

T4V

20 —————————————
70 80 90

00 05 08 (4F)

% ¥} United Nations Conference on Trade and Development @7 — % N\— 2 X ) H 357
1 BRICs + ASEAN F%5 # EB L OHARIZ X i/ &S OHER

46



2009 £ 10 A%) ] 12T, HEEIZ B % Emerging
Glants ##H LW GMHTF L L CRREL Wb 2 L %
EKHLTWbH, GRS DT A3V T 5 Siemens.
Philips. Rolls-Royces 7 & & @ #5412 > W Tlx, GE
W2 S TB Y 512X - T GE A “destroy”
b Z EidZ Ay, Emerging Giants (2EAHS &
PRED = 2 —/3F 5 A4 A RAED W2 TR AT
5ZEI2X) . GE % “destroy” § 5 W REMEAT IS
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#1 Emerging Giants & #2&H 5115 16 #:

No. | BFEFA%EIERL bS] Ed| Evi
1 1 PetroChina H ] IRV F—
2 14 Petroleo Brasileiro 77T I A F—
3 24 Vale 77 S
4 33 Gazprom oYy I AT —
5 147 Lukoil av7 I A F—
6 255 Wilmar International UK=L R
7 374 Aluminum Corp of China H ] gk
8 390 Gerdau 75V ks
9 411 Baoshan Iron & Steel i #)5H
10 484 China Ocean Shipping (COSCO) i ] &
11 630 China Communications Construction ] Bk -zov=79rr
12 650 Severstal oy #)5h
13 706 Tata Steel 12 F Eis ]
14 1457 Petronas Gas ~lL—=T7 1
15 1618 FAW Group H ] BB L 0N
16 1772 China National Offshore Oil Engineering ] I AN F—
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Rethinking Macroeconomic Policy (IMF February 2010)
by Oliver Blanchard, Giovanni Dell Ariccia, and Paolo Mauro
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