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AcSEC recommends that the FASB also explain how fair value accounting for an insurance or reinsurance-related
financial liability would impact the other aspects of accounting for the contract, for example, the accounting for the
unearned premium and deferred acquisition costs. Unlike FAS 91, which is clear that deferral of costs is not allowed
for loans carried at fair value, the insurance standards are not clear about whether acquisition costs should continue to
be deferred if the fair value option is elected. AcSEC is also unclear whether all contract activity should be reported as
a single line change in fair value or if other contract components (e.g., premiums, change in benefits) should continue
to be reported applying previously applicable insurance accounting (SFAS Nos. 60, 97 and 113).

Net Presentation of Economic Hedges

When entities are allowed to elect the FVO for financial assets and liabilities, their motivation for doing so is often the
ability to apply economic hedges to such mark-to-market positions. We believe that if entities have in fact applied
such economic hedges, the Board should allow net presentation of economic hedges in the income statement as it
would better reflect economic substance in the financial statements.

Transfers of Investments to Trading

We view the Board’s allowing a one-time “transfer holiday” that would permit the reassignment of securities
classified as either held-to-maturity or available-for-sale under SFAS No. 115, Accounting for Certain Investments in
Debt and Equity Securities (FAS 115), to the trading category at the time the final standard is adopted as a positive
step that facilitates the objective of achieving full fair value for all financial instruments. However, we would like to
point out that the term “trading,” which designates a category subject to FAS 115, would be misleading after the FVO
takes effect, since the company may intend a longer-term holding period than “hours or days.” Although companies
are currently permitted to classify securities as “trading” even if their intended holding period 1s not as short as “hours
or days,” once the fair value option is effective, we believe there will be more securities included in the trading
category for which the intended holding period is significantly longer. Accordingly, we think the Board should
consider renaming this category so it is clear that not all such securities are held for trading purposes.

Definition of Financial Asset and Financial Liability

We recommend that the definitions of a financial asset and a financial liability in the Exposure Draft clarify whether
the contractual rights and contractual obligations associated with these assets and liabilities 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 Exposure
Draft, 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 107 and 150.

Implications for Not-for-Profit Organizations

- The implications of the FVO Statement for Not-for-Profit Organizations (NPOs) are unclear. Appendix A of Chapter 8
of the AICPA Audit and Accounting Guide, Not-for-Profit Organizations, generally requires NPOs to report
investments either all at fair value or all at cost. Would the FVO Statement eliminate this “all or nothing” provision for
investments in financial assets? It is not clear whether the FVO Statement would allow a NPO currently reporting all
its investments in financial assets at fair value or at cost to change its accounting so that it elects fair value for certain,
but not all, of its investments in financial assets. Furthermore, if a NPO currently reports all its investments in
financial assets at fair value, but would like to use the fair value option selectively, would a move to cost method for
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the remaining investments upon the adoption of the FVO be acceptable, given the FASB’s stated preference for fair
value accounting?

The FVO Statement would provide that the election of the FV option requires that changes in FV be recognized “in
earnings (or other performance indicators for entities that do not report earnings).” Pursuant to SFAS No. 117,
Financial Statements of Not-for-Profit Organizations, NPOs are required to report changes in net assets and do not
report earnings. NPOs are permitted, however, to report an intermediate measure of operations, if 1t is clearly defined,
though most NPOs do not report an intermediate measure of operations. In addition, NPOs that report an intermediate
measure of operations may define that measure in a manner that differs from earnings of a business enterprise. (For
example, in order to illustrate a dependence on contributions to support program activities, an NPO may exclude all
contributions from its measure of operations so that it is apparent that the reduced fees that the NPO charges its service
constituents do not cover the cost of providing those services.) Is the term “performance indicator” intended to
encompass all self-defined measures of operations? If so, this provision would require that a measure of operations
include changes in FV resulting from the FV election, while other changes in FV, in accordance with FAS 117, could
be placed inside or outside of that measure. For NPOs that do not report an intermediate measure of operations, would
the requirement be to simply report changes in FV of financial assets as part of changes in net assets? Also, should
this provision trigger a revision to FAS 117 to somewhat limit the flexibility in defining an NPO measure of
operations, in that a measure of operations, if reported, would have to include changes in FV resulting from the FV
election (but not necessarily other changes in FV)?



