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‘As noted above, analysts would benefit from an explanation as to why the fair value
option was used in each of the areas it is used. Such an explanation would be beneficial to
users, such as Fitch, in assessing how a class of assets or liabilities is being managed. If
this 1s not a requirement, we think it unlikely that many companies will “volunteer” the
information. Without consistent, transparent disclosure, users of financial statements
struggle to compare companies with their peers. Fitch is encouraged by the FASB’s
current disclosure project on denvatives and hedge accounting, as improved disclosure
will allow us to adjust the financial statements for our analysis. Fitch is also of the
opinion that requiring companies to disclose their purpose in opting for one accounting
treatment rather than another would encourage them to take an option that reflects how
management sees the economic value of an asset or liability, and may help to prevent

some opportunistic-accounting. "

Paragraph 11 explains that cash payments and receipts should be presented in line with
the existing SFAS 95 requirement to show these based on the nature and purpose for
which they were acquired. Fitich considers this appropriate but we think it is worth
pointing out that analysts can spend considerable time trying to reconcile how something
has been reported in the cash flow statement to where it is shown in the income
statement. A17 notes that SFAS 95 requires separate line items for major reconciling
items, so that a reconciling line item in an indirect method cash flow statement for
changes in fair value would not be required. In Fitch’s view, analysts would benefit from
requirements to disclose more in the cash flow statement, and requiring a reconciling
item for movements in financial assets/liabilities accounted for under the fair value option
would be a step in the right direction. As always, Fitch believes that requiring companies
to present a direct method cash flow statement would benefit fixed income investors and
other users of financial statemeats

. We waﬁ be happy ta answer any emestmns on our cemmeats and look forward to
discussing these comments with the Board at the appropriate time.
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