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the resulting separation from other deliverables interacts with the guidance in EITF Issue 
No. 00-21, "Revenue Arrangements with Multiple Deliverables." 

Written Loan Commitments 

We believe written loan commitments that are not accounted for as derivative instruments 
should be eligible for the fair value measurement election. Paragraph A(6) of the 
proposed Statement indicates that such written loan commitments will be addressed in 
Phase 2 of the fair value option project because nonfinancial components affect the 
determination of the fair value of those items. However, nonfinancial components also 
affect the determination of the fair value of written loan commitments that are accounted 
for as derivatives, as well as other financial assets and liabilities within the scope of the 
proposed Statement. The exclusion of written loan commitments from the scope of the 
proposed Statement also creates differences between the fair value option in the proposed 
Statement and International Accounting Standard 39, Financial Instruments: Recognition 
and Measurement. 

Furthermore, we understand that the scope exception in paragraph lOCi) of Statement 133 
for certain loan commitments was provided as a practical expedient to address whether 
the underlying loans would be considered readily convertible to cash, rather than for 
conceptual purposes. As such, it is not clear why this distinction should be perpetuated 
for purposes of determining the scope of the proposed Statement. 

Financial Liabilities and Financial Assets Recognized under Lease Contracts 

We agree that the requirements for measuring a lessee's obligation under a capital lease 
should be addressed as part of a comprehensive reconsideration of FASB Statement No. 
13, Accounting for Leases, and, accordingly, should not be included within the scope of 
the fair value option project. Accordingly, we support the scope exception in the 
proposed Statement for those financial liabilities. However, we believe paragraph 4( c) 
should also contain an explicit scope exception for the assets recognized by lessors under 
sales-type leases, direct financing leases, or leveraged leases. 

Changes in Creditworthiness 

As we have expressed in previous comment letters to the Board, we question the 
usefulness of reporting changes in fair values of liabilities resulting from changes in the 
issuer's own creditworthiness in the financial statements, particularly under the fair value 
option in the proposed Statement because fair value will not be required for all financial 
assets and financial liabilities nor permitted for non-financial assets and non-financial 
liabilities. Accordingly, we share the concerns expressed by certain Board members as 
described in paragraph A 11 of the proposed Statement. In addition, if the Board permits 
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entities to recognize such changes, we do not believe that the qualitative disclosures 
proposed by paragraph l2(c) of the proposed Statement alone are adequate to ensure that 
users will have the information to understand how the fair value measurement of certain 
financial liabilities is impacting an entity's financial statements. Therefore, in addition to 
those qualitative disclosures, we believe the proposed Statement should require 
quantitative disclosure of changes in fair value, during the period and cumulatively, that 
are attributable to changes in the entity's own credit risk for financial liabilities for which 
fair value measurement has been elected. This additional disclosure requirement would 
also increase the comparability between the fair value option in the proposed Statement 
and lAS 39. 

Presentation and Disclosure Requirements 

Cash Flows Statement 

The proposed Statement would require that cash receipts and payments related to 
financial assets and financial liabilities for which fair value measurement has been 
elected be classified in the statement of cash flows based on the nature and purpose for 
which the related financial assets and financial liabilities were acquired or incurred. It is 
not clear from that guidance how cash flows should be classified for financial assets and 
financial liabilities that are intended to economically hedge other financial instruments. 

Methodology Used to Estimate Fair Value 

Similar to the guidance contained in FASB Statement No. 156, Accountingfor Servicing 
of Financial Assets, we believe entities should be required to disclose the valuation 
methodology used to estimate the fair value of financial assets and financial liabilities for 
which fair value measurement has been elected. If a valuation model is used, that 
description should include the methodology and model validation procedures, as well as 
quantitative and qualitative information about the assumptions used in the model. 

Not-for-Profit Organizations 

The Board should clarify where a not-for-profit organization that presents an intermediate 
measure of operations (a performance indicator) should present changes in fair values of 
fmancial assets and financial liabilities for which the fair value measurement option has 
been elected. 

Presentation Requirements and Illustrative Examples 

The proposed Statement provides guidance on the presentation in the statement of 
financial position of financial assets and financial liabilities that are measured at fair 
value pursuant to the fair value measurement option. We believe guidance should also be 
provided for presentation in an entity's statement of operations of changes in the fair 
values of financial assets and financial liabilities that are measured at fair value under the 
proposed Statement. Additionally, illustrative examples of presentation in the financial 



I 

Technical Director 
April 10, 2006 
Page 6 

statements would be useful to preparers and could mitigate the potential impact on 
consistency and comparability from applying the fair value measurement election. Until 
such time as the lASB and FASB have completed their joint project on Financial 
Performance Reporting by Business Enterprises, we believe such financial statement 
presentation guidance is an important element in order to progress toward the goal of 
reporting all financial assets and financial liabilities at fair value. 

Other Items 

Definitions of 'Financial Asset' and 'Financial Liability' 

The definition offinancial instrument in FASB Statement No. 107, Disclosures about 
Fair Value of Financial Instruments, Statement 133, and FASB Statement No. 150, 
Accounting for Certain Financial Instruments with Characteristics of both Liabilities and 
Equity, contains footnotes which clarify that (1) contractual rights and obligations 
encompass conditional rights and obligations and (2) any number of obligations to deliver 
financial instruments can be links in a chain that qualifies a particular contract as a 
financial instrument. These footnotes have been omitted from the definitions of financial 
asset and financial liability in the proposed Statement and we suggest that they be 
included to ensure that consistent definitions are used when applying these respective 
standards. 

Unit of Measurement 

We believe the proposed Statement should clarify that, although fair value measurement 
must be elected on a contract-by-contract basis, it does not provide any guidance on the 
measurement of financial assets and financial liabilities for which fair value measurement 
has been elected. For example, if fair value measurement is eJected for each contract in a 
homogenous loan portfolio, the proposed Statement does not address whether the 
measurement should be based on the fair value of the entire loan portfolio or the fair 
value of each individual loan. To avoid confusion, the proposed Statement should 
explicitly indicate that it does not require entities to measure fair values on a contract-by­
contract basis in all circumstances (i.e., the methodology for measuring fair value is not 
within its scope). 

Partial and Step Acquisitions 

The proposed Statement permits an entity to elect fair value measurement when a 
financial liability is initially recognized or upon an event that gives rise to a new-basis of 
accounting at fair value. A new-basis event is identified as an event, other than the 
recognition of an other-than-temporary impairment charge, that requires a financial 
instrument to be remeasured to its fair value at the time of the event but does not require 
that instrument to be reported at fair value on a continuous basis. One example of a 
remeasurement event that is specified in the proposed Statement is a business 
combination accounted for under FASB Statement No. 141, Business Combinations. In a 
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partial or step acquisition, the values assigned to assets acquired and liabilities assumed 
are based on their fair values 'to the extent of the ownership interest acquired. The 
remaining portion of the values assigned to the assets and liabilities of the acquired 
enterprise is based on the historical financial statement carrying amounts of the acquired 
enterprise. Based on the guidance in paragraph 9 of the proposed Statement, it appears 
that an entity would be allowed to apply the fair value measurement option to financial 
assets and financial liabilities acquired in a partial acquisition when the acquired 
company is first consolidated with the entity but would not be allowed to elect the fair 
value measurement option upon subsequent acquisitions of minority interests. We agree 
with that guidance. However, the Board should make that clear in the final Statement. 

Impact on Statement 155 

FASB Statement No. 155, Accountingfor Certain Hybrid Financial Instruments, amends 
paragraph 16 of Statement 133 to permit an entity to elect fair value measurement for 
certain hybrid financial instruments that contain an embedded derivative that would 
otherwise require separation from the host contract. It appears that the issuance of the 
proposed Statement may obviate the need for that guidance. In the interest of simplifying 
the existing authoritative literature, the Board should consider whether those particular 
changes to Statement 133 that resulted from the issuance of Statement 155 should be 
nullified. 

* * * * * * * 
If you have any questions about our comments or wish to discuss any of the matters 
addressed herein, please contact Mark Bielstein at (212) 909-5419, Enrique Tejerina at 
(212) 909-5530, or Paul Laurenzano at (212) 909-5825. 

Sincerely, 

... 


