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July ൬൲, ൭൫൭൱       

Jackson M. Day 
Technical Director 
Financial Accounting Standards Board 
൯൫൬ Merritt ൲ 
P.O. Box ൰൬൬൱ 
Norwalk, CT ൫൱൳൰൱-൰൬൬൱ 

Re: Proposed Accounting Standards Update, Fair Value Measurement (Topic 
820), Investment Companies with Equity Securities Subject to Contractual 
Sale Restrictions 

Dear Mr. Day:  

The Investment Company Institute1 appreciates the opportunity to comment on the Financial 
Accounting Standards Board’s (“FASB” or “Board”) proposed Accounting Standards Update, 
Fair Value Measurement (Topic 820): Investment Companies with Equity Securities Subject to 
Contractual Sale Restrictions (the “proposed ASU”).2 We commend the Board for acting 
expeditiously on this important issue. As we noted in our May letter,3 since Accounting 
Standards Update No. 2022-03 (“ASU 2022-03”)4 was issued, market developments have 
heightened concerns that prohibiting any consideration of the economic impact of a contractual 

 

1 The Investment Company Institute (ICI) is the leading association representing the asset management industry 
in service of individual investors. ICI’s members include mutual funds, exchange-traded funds (ETFs), closed-end 
funds (CEFs), and unit investment trusts (UITs) in the United States, and UCITS and similar funds offered to 
investors in other jurisdictions. Its members manage $൯൲.൲ trillion invested in funds registered under the US 
Investment Company Act of ൬൴൯൫ (൬൴൯൫ Act), serving more than ൬൭൰ million investors. Members manage an 
additional $൬൫.൳ trillion in regulated fund assets managed outside the United States. ICI also represents its 
members in their capacity as investment advisers to collective investment trusts (CITs) and retail separately 
managed accounts (SMAs). ICI Associate Members include service providers to member firms and CIT trust 
companies. ICI has offices in Washington DC, Brussels, and London. 

2 See FASB proposed Accounting Standards Update, Fair Value Measurement (Topic ൳൭൫), Investment 
Companies with Equity Securities Subject to Contractual Sale Restrictions (July ൭൫൭൱). 

3 See ICI Letter, Technical Agenda Project on Accounting Standards Update No. ൭൫൭൭-൫൮, Fair Value 
Measurement of Equity Securities Subject to Contractual Sale Restrictions (May ൭൴, ൭൫൭൱). 

4 See FASB Accounting Standards Update No. ൭൫൭൭-൫൮, Fair Value Measurement (Topic ൳൭൫): Fair Value 
Measurement of Equity Securities Subject to Contractual Sale Restrictions (June ൭൫൭൭).  
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sale restriction on an equity security may result in a valuation that does not reflect the value 
market participants would assign to the restricted position. Those concerns are particularly 
acute for regulated funds5 because values of portfolio holdings directly affect the fund’s per 
share net asset value (“NAV”), i.e., the price at which investors purchase, redeem, or tender 
fund shares. Such sale restrictions also impact fund performance reporting and the fees borne 
by investors. 

ICI strongly supports the proposed ASU and recommends that the Board finalize it promptly. 
As we discuss in greater detail below:  

 We support the proposed requirement to consider contractual sale restrictions on equity 
securities when measuring fair value. The final standard should make clear that 
requiring an investment company to consider a contractual sale restriction does not 
mean that a discount is required when it is not material.  

 We support the proposed targeted disclosure requirements so long as, as proposed, 
investment companies are permitted to tailor them appropriately.  

 We support applying the proposed guidance prospectively to all affected investments 
and permitting early adoption so that funds may apply the final guidance as soon as 
practicable based on their own facts and circumstances. 

 We support limiting the proposed guidance to equity securities. 

The Board’s Proposal Appropriately Responds to Market Developments and NAV-Based 
Investor Protection Concerns 

Accounting Standards Codification (“ASC”) Topic 820 is grounded in the principle that fair 
value reflects the price that would be received to sell an asset in an orderly transaction 
between market participants at the measurement date.6 In applying this principle, a reporting 
entity considers characteristics of the asset if market participants would take the characteristics 
into account when pricing the asset.7 

Under ASU 2022-03, a contractual sale restriction is not part of the unit of account of an equity 
security and therefore is not permitted to be considered in measuring fair value. As a result, an 
investment company that holds publicly traded shares subject to a contractual lockup or similar 
sale restriction is required to measure those shares by reference to the quoted price of 

 

5 In this letter, we refer to mutual funds, ETFs, CEFs, and business development companies (BDCs) as regulated 
funds or funds. Mutual funds, ETFs, and CEFs are registered under the ൬൴൯൫ Act. BDCs are not registered under 
the ൬൴൯൫ Act but elect to be subject to and regulated by certain of its provisions. 

6 See ASC ൳൭൫-൬൫-൭൫. 

7 See ASC ൳൭൫-൬൫-൮൰-൭B. 
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otherwise identical unrestricted public shares, without considering the economic effect of the 
contractual restriction. 

ICI continues to appreciate the benefits sought by ASU 2022-03, including objectivity, 
simplicity, and comparability. However, in the regulated fund context, the current guidance can 
produce outcomes that are inconsistent with economic reality and the policy objectives of the 
1940 Act. A contractual post-initial public offering (“IPO”) lockup or similar sale restriction can 
materially affect a fund’s ability to realize value during the restricted period. Absent ASU 2022-
03, market participants would not necessarily value restricted shares that cannot be sold 
during the lockup period in the same manner as freely tradeable shares that can be sold 
immediately. 

This distinction matters for regulated funds and their investors. Mutual funds sell and redeem 
their shares daily at NAV, and interval funds and tender offer funds transact with shareholders 
at NAV, albeit less frequently.8 Accordingly, portfolio valuation directly affects the price at 
which certain shareholders purchase, redeem, or tender fund shares. If a fund must value 
restricted shares without considering the economic impact of the restriction, NAV may be 
overstated. In that case, redeeming shareholders may receive more than their appropriate 
share of fund assets at the expense of purchasing and remaining shareholders. An overstated 
NAV also may affect performance reporting and inflate the management fees paid to the fund’s 
adviser since both of these calculations are typically based on NAV. Disclosure alone cannot 
entirely remediate these risks.  

Even a modest difference between the quoted price of unrestricted public shares and the value 
market participants would otherwise assign to restricted shares can create a significant NAV 
impact when applied to a large fund position in a newly public issuer. These concerns have 
become more acute as companies remain private longer, raise substantial private capital, and 
enter the public markets (and are added to equity indices) at much larger valuations.  

Required Consideration of Contractual Sale Restrictions Is Appropriate 

ICI supports the proposed requirement that investment companies consider contractual sale 
restrictions on equity securities when measuring fair value. A contractual sale restriction may 
be a meaningful economic limitation on an equity security held by the regulated fund and, 
therefore, should be a factor that market participants would consider in pricing that position at 
the measurement date. This will help drive consistency in the valuation approach utilized 
across funds, which was one of the goals of ASU 2022-03. 

At the same time, the final standard’s summary discussion or background information and 
basis for conclusion should expressly state that requiring an investment company to consider a 

 

8 Secondary market trades in ETF shares generally occur at prices close to the ETF’s NAV due to ETFs’ arbitrage 
mechanism (i.e., the creation and redemption activity of authorized participants). 
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contractual sale restriction does not mean that a discount is required if it is not material. 
Rather, a fund should evaluate the restriction based on the relevant facts and circumstances, 
including the remaining term of the restriction, the volatility and liquidity of the issuer’s 
unrestricted shares, the relative size of the restricted position within the portfolio, and other 
market participant assumptions. In some cases, the impact of the restriction may be material, 
while in others it may not. 

For example, a short remaining restriction period, small restricted position, or other evidence 
may support a conclusion that little or no discount for the restriction is warranted. Conversely, 
a longer lockup period, significant volatility in the price of unrestricted shares, or a large 
restricted position may support the conclusion that application of a discount is appropriate. 

This clarification regarding materiality would promote appropriate valuations while avoiding 
unnecessary valuation work when the effect of a restriction is immaterial. Regulated funds 
would continue to be subject to rigorous requirements under the SEC’s fair value rule,9 
including oversight by a fund’s independent trustees, in deciding how to consider the economic 
impact of contractual sale restrictions. It also would align the final standard with the principles 
of ASC Topic 820 and accounting principles concerning materiality. 

The Final Disclosure Requirements Should Preserve Appropriate Flexibility 

ICI believes disclosure of a material discount attributable to contractual sale restrictions can 
provide investors with decision-useful information regarding the effect of those restrictions on a 
regulated fund’s reported fair value and NAV. We also believe aggregate disclosure can 
provide decision-useful information, particularly when accompanied by appropriate qualitative 
information regarding the nature and remaining duration of significant restrictions. 

ICI supports the proposed targeted disclosure requirements so long as, as proposed, 
investment companies are permitted to tailor the disclosure in a way that is consistent with the 
guidance in paragraph 820-10-50-1D.10 This will help to ensure the disclosures are informative 
to investors and operationally workable. Regulated funds may hold multiple restricted 
positions, and fund shareholders are best served by disclosures that explain material 
restrictions without overwhelming them with immaterial details. The Board should not require 
detailed position-by-position disclosure of the contractual restrictions themselves, valuation 
models, proprietary assumptions, or competitively sensitive information.  

 

9 Rule ൭a-൰ under the ൬൴൯൫ Act. See also Good Faith Determinations of Fair Value, SEC Release No. IC-൮൯൬൭൳ 
(Dec. ൮, ൭൫൭൫). 

10See ൳൭൫-൬൫-൰൫-൬D (stating that when complying with the disclosure requirements of this Subtopic, a reporting 
entity shall consider: (a) the level of detail necessary to satisfy the disclosure requirements; (b) how much 
emphasis to place on each of the various requirements; (c) how much aggregation or disaggregation to 
undertake; and (d) whether users of financial statements need additional information to evaluate the quantitative 
information disclosed). 
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The Guidance Should Apply Prospectively to All Investments and Permit Early Adoption 

ICI supports prospective application of the revised guidance to all equity securities subject to 
contractual sale restrictions existing as of the adoption date. We agree that retrospective 
application would be operationally burdensome and potentially confusing to investors. The 
proposal’s approach more completely addresses any concerns that NAV could be overstated, 
including as a result of IPOs that occurred prior to the adoption date but where contractual 
restrictions still remain. We also agree that regulated funds should be required to disclose the 
amount recognized as an adjustment to earnings in the period that the fund first applies the 
revised guidance to provide transparency to investors.  

ICI also supports early adoption, which will benefit funds and their shareholders by permitting 
funds to apply the final guidance as soon as they are prepared to do so. Given the Board’s 
expedited project timeline and the possibility that large private companies may enter the public 
markets soon, early adoption is especially important. With respect to the early adoption 
language on pages 2, 11 and 21 of the proposed ASU, we suggest that FASB remove the 
phrase “for financial statements that have not yet been issued or made available for issuance” 
because that language could be misinterpreted to apply the standard retrospectively, an 
outcome that would be inconsistent with FASB’s intention of prospective application.11  

The Guidance Should Be Limited to Equity Securities 

It is important that the Board finalize this guidance as soon as possible given the likelihood that 
more large private companies will be entering the public markets soon. We therefore support 
limiting the scope of the guidance to equity securities. While there may be valid reasons to 
consider extending the guidance to other categories of investments at a later time, it should be 
on a separate track from this time-sensitive guidance.   

Conclusion 

ICI appreciates the Board’s prompt attention to this important issue. We support the Board’s 
proposed targeted amendments for investment companies within the scope of ASC Topic 946 
and recommend that the Board finalize the proposed ASU as quickly as possible. 

The final standard should require regulated funds to consider contractual sale restrictions on 
equity securities when measuring fair value, while making clear a discount is not required if not 
material. This approach would help ensure that fair value reflects economic reality and reduce 
the risk that fund shareholders are adversely affected by an inaccurate NAV. 

 

11 For example, if the final ASU is issued on September ൬൰, ൭൫൭൱, and a fund with an August ൮൬ fiscal year-end 
adopts the standard immediately, the proposal’s early-adoption language could create uncertainty as to whether 
the standard applies to valuations reflected in the fund’s August ൮൬, ൭൫൭൱ financial statements if those financial 
statements have not yet been issued. 
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We welcome the opportunity to provide the Board and its staff with the perspective of regulated 
funds, their valuation designees, boards, auditors, and shareholders. If you have any 
questions, please contact Jason Nagler at (൭൫൭) ൴൱൬-൰൰൫൱ or jason.nagler@ici.org or Michael 
Spratt at (൭൫൭) ൱൰൲-൲൴൭൭ or michael.spratt@ici.org. 

 
Sincerely,  
 
/s/ Eric J. Pan  
 
Eric J. Pan 
President & CEO 
  
/s/ Jason J. Nagler 
 
Jason J. Nagler 
Senior Director, Accounting and Compliance  
 
 

cc:  Richard R. Jones, Chair, FASB 
 Hillary H. Salo, Vice Chair, FASB 
 Christine Ann Botosan, Board Member, FASB 
 Frederick L. Cannon, Board Member, FASB 
 Susan M. Cosper, Board Member, FASB 
 Marsha L. Hunt, Board Member, FASB 
 Joyce T. Joseph, Board Member, FASB 

Kurt Hohl, Chief Accountant, SEC 
Brian Daly, Director, SEC Division of Investment Management 
Nicolina McCarthy, Chief Accountant, SEC Division of Investment Management 


