














- Considering the definition of an asset and a liability, and whether fair value 
should be extended to currently unrecognized assets and liabilities. 

- Considering the usefulness of the income statement, in its current state, in 
assessing the earnings potential of an enterprise in a fair-value reporting 
environment. 

- Enhancing users' ability to understand a company's cash earnings during the 
reporting periods, ·and how and why they deviate from reported earnings. This 
may entail a move toward a direct method statement of cash flows or 
consideration of a cash-basis-like presentation for the statement of cash flows. 

- Determining the principles underlying a comprehensive disclosure framework. 

We thank you for the opportunity to provide our input on the Proposed Statement. We would 
be pleased to further discuss our observations and the experiences we have had in evaluating 
fair value information, .and to provide more detailed feedback on the issues with any member 
of the Board's staff. If you have any questions, or require additional information, please 
contact Neri Bukspan, chief accountant at (212) 438-1792 
(neri buksjJan@standardandpoors.com)orJoyceJoseph-Bell, director of financial reporting 
analysis at (212) 438-1217 (joyce joseph-bell@Standardandpoors.com) . 

NeriBukspan 
Managing Director and Chief Accountant 
Standard & Poor's 

Joseph-Bell 
Director - Financial Reporting Analysis 
Standard & Poor's 
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Appendix - Response to Specific Issues in the Exposure Draft 

Scope 

Issue I: 
Overall, we believe pennitting the fair value option to initially and subsequently measure only 
certain assets and liabilities introduces inconsistency in accounting and financial reporting. It 
will make comparing peer companies as well as period-ta-period information much more 
difficult when different elections are made. (See also our discussion on page 3 under ''The 
Mixed Attribute Framework Remains".) In our view, isolating only certain items that may 
qualify for fair value option accounting treatment while disqualifying others that may be 
economically and conceptually equivalent will be confusing to analYSts and other users of 
financial statements. Accordingly, we believe there is a need for the Board to embark on a 
broader project that will be all-encompassing as it relates to all assets and liabilities. (See also 
our discussion on page 6 under ''Near- and Long-tenn Considerations".) 

We specifically comment on the fol\owing: 

(a) Equity Method Investments: Applying the fair value option to equity method investees 
would result in allowing companies to mark -to-market nonfinancial as wel\ as financial assets 
and liabilities. This is an issue of consistency in application. (See also our discussion on page 
3 under ''The Mixed Attribute Framework Remains".) 

(b) Equity Securities: We believe that if fair value is permissible for equity securities (as wel\ 
as for equity method investments) that do not have readily available fair values, consideration 
should be given to applying fair value to al\ assets and liabilities -- that is, financial, 
nonfinancial, recognized and unrecognized - with appropriate historical cost disclosures. (See 
also our long-term considerations discussion on page 7 under ''Near- and Long-Term 
Considerations".) 

(c) Insurance and Reinsurance Contracts: We do not object to the inclusion of insurance 
contracts. In addition, since many insurance and reinsurance contracts incorporate significant 
nonfinancial components and considerations that are part of the fair value of the contract, we 
believe the same allowance should be provided to other contractual arrangements that 
incorporate nonfinancial components (e.g., demand deposits). Our analysis of insurance 
companies often encompasses a longer-teIm horizon. It factors the potential outcomes of 
uncertain events, which may introduce current-period volatility (e.g., market conditions, 
underwriting quality, occurrence of natural disasters, etc.). Robust disclosures relating to the 
main factors that could impact the fair value measure are Imperative (e.g., disclosures about 
the elements of changes in fair value during the reporting period and information on 
fundamental assumptions and changes thereof). 

(d) Warranty Rights and Obligations: The justification to permit a fair value option election 
for warranty rights and obligations, the payment of which is contingent on the occurrence of 
an uncertain event(s), yet exclude other contingent assets and liabilities such as guarantees or 
conditional obligations (e.g., contingent payments on business acquisition and legal claims) is 
not apparent, demonstrating another area which we believe raises questions regarding 
inconsistencies which might exacerbate the mixed attribute quandary. 
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(e) Unconditjo~al Purchase Obligations: We question whether it would be informative to 
allow different treatment for conditional versus unconditional purchase obligations. 
Conceptually, we believe the appropriate answer is to include both. Many other assets and 
obligations, which are conditional, or incorporate Conditional elements, would be afforded the 
option, (e.g., warranty obligations that are conditioned on the occurrence of a covered event, 
or an insurance contract, the payment of which is conditioned on the occurrence of an insured 
event). In addition, in many cases, there may be a related asset that should be afforded the 
mark-to-market treatment as well. 

Issue 2: 
We do not support a highly selective and optional approach. Ai; it relates to firm 
commitments, we believe that limiting the availability of the fair value option ouly to a very 
unique subset of firm commitments will not enhance the informational value of financial 
statements. The scope of the Proposed Statement should extend to all assets and liabilities that 
are substantially similar. Highly prescriptive an4 fact-specific limitations are not desirable if 
the Board's ultimate objective is to migrate towards a principle-based reporting framework. 
(See also our recommendation for a broader project geared towards determination of a 
comprehensive financial reporting framework, on page 7 under "Near- and Long-Term 
Considerations".) Hence, we do not believe that the scope should be limited to forward 
contracts that meet the definition of firm commitments under FASB Statement No. 133. 

Issue 3: 
We are concemed about the potential for inconsistencies that may arise from excluding 
certain financial assets and liabilities that are deemed to include nonfinancial components, 
while it appears to us that other financial assets and liabilities with nonfinancial components 
are included (e.g., equity method investments, insurance contracts). Further, the impact of a 
nonfinancial component on the ultimate fair value might be minimal in some cases. The 
valuation of many financial assets or liabilities encompasses nonfinancial considerations such 
as customer behavior, political risk, sovereign risk and perception of management qUality. If 
fair value is considered to be the most relevant measure for presentation purposes, it should be 
applied notwithstanding the presence of certain nonfinancial components. (See also our 
discussion on page 3 under "The Mixed Attribute Framework Remains".) 

Issue 4: 
See our discussion regarding the shortcomings .of a gradual approach to fair value reporting in 
the ''Near- and Long-Term Considerations" section of this letter. 

Issue 5: 
See our discussion in the "The Mixed Attribute Framework Remains" and the ''Near- and 
LOng-Term Considerations" section of this letter. 

Changes in Creditworthiness 

Issue 6: 
See our discussion on page 4 under "Robust Disclosures Are Essential". 

10 



· 
As it relates to additional disclosure requirements, analysts will benefit from additional 
information, which we believe is important for a meaningful analysis of the discrete factors 
impacting the fair value measure. This includes, for example, the impact on fair value during 
the reporting period arising from changes in creditworthiness, marlc:et conditions, and value of 
collateral. 

Although our response to this topic addresses debt obligations and related disclosures, we 
believe that similar disclosure requirements should equally apply to financial assets for which 
the fair value election is made. In this regartl, we note that paragraph 12a of the Proposed 
Statement refers specifically only to financial liabilities. 

Presentation and Disclosure 

Issue 7: 
See our discussion on pages 6 and 7 under ''Near- and Long-Term Considerations", 
particularly our recommendations related to a comprehensive disclosure framework, 
transition-period reconciliations, and integration with the Fair Value Measurements ·proposal 
and the Financial Performance Reporting by Business Enterprises project. 
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