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Should those changes be aggregated with the effect on earnings derived from other
similar financial assets and financial liabilities in the income statement, or should
separate display of those changes in the income statement be required?

What level of aggregation should be permitted?

What additional disclosure requirements should the Board consider?

We do not agree with the Board’s decision to prescribe no guidance with respect to how
information should be reported when the fair value option is elected. In our view, this
will result in inconsistent reporting that will increase the complexity of financial
reporting and make it more difficult for users of financial statement to compare results
across entities. We recognize that the FVO Statement may inherently hinder
comparability between entities given that it allows for the voluntary election of fair value
as a measurement objective on a contract-by-contract basis. However, we do not believe
the Board should further exacerbate this issue by effectively allowing constituents to elect
where and how they report the effects of changes in the fair value of assets and habilities

measured under the fair value option.

We believe that many constituents remain unclear as to what their performance reporting
should look like in a fair value world. This is particularly true for industries such as
insurance, where the election of the fair value option could dramatically affect the way in
which these entities measure and report performance. In our view, it would be a mistake
for the FASB to wait until its Financial Performance Reporting project is completed
before providing any guidance with respect to performance reporting under a fair value
framework. As such, we strongly recommend that the Board provide additional
guidance, including a sample income statement and detailed disclosures, in the final
version of the FVO Statement.

Finally, as noted in our response to Issue No. 6, we believe that the Board should require
quantitative disclosures with respect to the amount of change in the fair value of a
financial Lability that is not attributable to changes in a benchmark interest rate. In
addition, we believe the Board should consider whether similar disclosure requirements
would be appropriate for certain assets where an entity has elected the fair value option.
For example, a requirement to disclose information that would allow users of the
financial statements to assess the credit profile of a loan portfolio (or group of loans)
carried at fair value would seem to be useful. The current disclosure requirements
proposed in the ED (and FVM Statement) would not enable a financial statement user to
determine whether the change in fair value of a loan (or group of loans) was driven by
movements in the benchmark interest rate or credit deterioration. Therefore, we
recommend that the Board contemplate whether quantitative disclosure of the key drivers
that impact the change in fair value should be required for certain assets carried at fair
value. We believe this issue is particularly important with respect to loans, as a loan loss
allowance and the related disclosures with respect to the changes in the loan loss
allowance, would no longer be applicable for loans carried at fair value.
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Other Issues
Definition of Financial Asset and Financial Liability

We recommend that the definitions of a financial asset and a financial liability in the final
statement clarify whether the contractual rights and contractual obligations associated
with these assets and liabilitics encompass rights and obligations that are both
conditioned on the occurrence of a specified event as well as those that are not. In
addition, as currently written, it is unclear to us whether a financial asset and a financial
liability, as defined in the ED, would encompass contractual rights or obligations to
receive or deliver a chain of contractual rights or obligations that ends with the delivery
of cash or an ownership interest in an entity, as this concept is described in the definition
of a financial instrument under Statements No. 107 and 150.
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Attachment B — Clarification of the Term “Contract”

Paragraph 8 of the ED states that “an entity may not separate the cash flows under an
individual contract and elect the fair value option for some cash flows but account for
other cash flows under a different subsequent measurement attribute. However, it is
unclear to us what the term “contract” is meant to represent within the context of this
Statement, particularly as it relates to how the fair value option could be applied to
individual units (e.g., bonds or shares), investments that are not unitized (e.g., L.P.
interests) and multi-element revenue arrangements. The following examples illustrate
situations where we believe additional clarity is needed regarding how to interpret the
term “contract” in this Statement.

Entity has an existing investment accounted for as available-for-sale under SFAS
No. 115, Accounting for Certain Investments in Debt and Equity Securities, and
decides not to elect FVO for this investment upon adoption of the FVO Statement.
Subsequently, the entity purchases sufficient additional holdings that change the
accounting for the investment to the equity method. Would the entity be able to
elect the FVO for the additional investment, the entire investment (which is now
an equity method mvestment), or not at all?

Entity has an existing equity method investment and decides not to elect FVO at
adoption of the FVO Statement. Subsequently the entity increases its investment
(but not to a level requiring consolidation). Would the entity be able to elect the
FVO for the additional purchase, with the original investment still accounted for
under the equity method? Or conversely, if entity had elected the FVO for the
initial investment, would the entity be required to account for the additional
investment under the FVO as well?

Entity has an investment that must be consolidated at the time the FVO is adopted,
and therefore the investment is excluded from the scope of the FVO Statement.
Subsequent to adoption of the FVO Statement, the entity sells a portion of its
holdings so the mvestment is now accounted for using the equity method of
accounting. At this time would the entity have the election to adopt the FVO for
this equity method investment? Given how the term “new basis of accounting” is
currently defined in the ED, it would not appear that an entity would have the
ability to the elect the FVO at this time as no “remeasurement event” has occurred.
Entity enters into a multi-element revenue arrangement similar to those
contemplated under the scope of EITF Issue 00-21. If one element of the
arrangement were deemed to be a financial asset or liability, could the entity elect
the fair value option for this element, or rather should the entire arrangement be
viewed as one contract within the scope of the FVO Statement? Would any
conclusion be impacted by whether separate “contracts” were executed for each
of the various elements of the arrangement? Finally, the Board should clarify
whether the guidance in Issue 00-21 regarding the determination of separate
accounting units should be applied in determining whether a separate “contract”
that 1s eligible for the FVO exists.



