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October 28, 2004

Letter of Comment No: ?(
File Reference: EITF03.1A

Mr. Robert Herz, Chairman
Financial Accounting Standards Board
401 Merritt 7, P.O. Box 5116
Norwalk, CT 06856-5116
Mr. Lawrence W. Smith, Chairman
Emerging Issue Task Force
Financial Accounting Standards Board
401 Merritt 7, P.O. Box 5116
Norwalk, CT 06856-5116

Re: EITF 03·1- "The Meaning of Other than Temporary Impairment and It's
Application to Certain Investments"
Dear Messrs. Herz and Smith:
We write to offer our perspective on the recently issued EITF Issue 03-1 "The Meaning
of Other than Other than Temporary Impairment and It's Application to Certain
Investments ("EITF 03-1 "). As an investment banking firm focused on providing balance
sheet strategies to middle-market banks and thrifts, we at Milestone have explored with
our clients a number of troubling questions and potential risks posed by this controversial
accounting change. Based on commentary we received and our own observations, we
believe that implementation of this pronouncement as is being considered will have a
variety of unintended ramifications within the financial services industry. Below we
highlight some of those we have identified.

Increased Emphasis on Held.To.Maturity Account
FASB's creation of the "Available-for Sale Account ("AFS") through FAS #115
provided investors in financial companies meaningful insight into the valuation of
securities held within these accounts. Since its implementation, the AFS account has
become the primary account in which banks and thrifts invest, mainly as it affords these
companies the ability to anticipate and manage broad wholesale changes in the national
economy, and their individual companies' liquidity and cash flow needs. The after-tax
mark-to-market through other comprehensive income ("OCI") accurately reflects much
of the risk inherent in the AFS account, whereas, changes in market valuations of
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Impact on the Banking Industry's Profitability and Valuations
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Fortunately, the EITF has provided an opportunity for public commentary; this
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be broadly appreciated throughout the financial industry. Many ramifications
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As this pronouncement appears to represent a dramatic change in FAS 115 's applica
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threatening consequences.
Thank you for allowing us to comment on this proposal
Respectfully submitted,

~utJJ/~
Jacquelyn K. Blue
Director of Bank Strategies

Brian D. Kaufman
Managing Director
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