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ExposUre Draftfoi the difference' Between tHe' earrying Value under the fair value option · 
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and the aggregate principal to be disclosed should give credit analysts the information 
required to adjust fair-valued debt for their purposes, provided this is given for each class 
of liability, rather than as one aggregated number for all liabilities reported at fair value . 
However, additional disclosure on value changes relating to creditworthiness, as provided 
in lAS 39 would be helpful to our analysis, particularly when considering the ability of an 
issuer to refinance. 
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If the F ASB does not requite COfliI>ClriiesCto dlsdoSe'tlle reasons for electing to use the fair 
value option, the interpretation of fmancial statetnentsby Fitch and other users would 
suffer. As much as possible, transparent disclosure should make it more difficult for 
companies to exploit the fair value measurement provisions by electing to fair value only 
those assets and liabilities that achieve desired results. 
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We would like to' set speeiTK: 'diStfoWre �h�~�q�h�i�r�l�h�J�)�d�n�t�s� relating to'receivables reported at ., 
fair value,· particularly for a bank's loan book. Otherwise, in general the disclosure 
requirements listed in paragraph 12 of the Exposure Draft cover the information Fitch 
considers being most important for a · company to disclose for financial instruments 
reported using the fair value option. We encourage the FASB to expand the disclosure 
requirements as companies often disclose only the minimal amount required by the 
standards, rather than infOImation that is most helpful to users of fmancial statements. 
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As mentioned above, we would like ita to �~ �m�a�k�e� deaT that the difference between the 
carrying value under the fair value option and the aggregate principal to be disclosed 
should be given for each class of liability for which the fair value is used (partially or in 
full) rather than as one aggregated nwnber for all liabilities reported at fair value. We 
would also like to see this information provided for assets. Without information on cash 
payments due to be received and those payable it would be very difficult for users to form 
any judgment of a company's liquidity. From a credit rating perspective, this is vital to 
understand. Fair values may give us good information on loans and receivables that can 
be readily sold and securitized, but the reality is that in the majority of cases these 
financial assets are retained on the books of the originator lmtil maturity. Without 

· infolmation about contractual cash amOlmts receivable, a credit analyst's ability to assess 
· liquidity would suffer. For both assets and liabilities reported at fair value, Fitch would 
find a reconciliation of the cash commitment to the fair value amount helpful, showing 
movements due to interest, credit and other significant factors separately . 

· Section 13 requires 'qtullitativeinfuiniatton with respect to any significant changes in the . 
fair value of financial liabilities in a period. Fitch considers it appropriate to provide the 
same infolmation for assets under the fair value option. Furthermore, as mentioned 
above, quantitative disclosures· on value changes relating to creditworthiness, as provided 
in lAS 39 (and described in A22a of the FASB Exposure Draft) would be helpful to our 
analysis. For assets, it would assist analysts in comparing one company with another to 
have credit impallment data provided in the same· way for loans and receivables reported 
at fair value to those reported at historic cost. This is an important part of the credit 
assessment of anycompanYt andpaiticulaily of banks. 

, 

• Fitch considers the Wording of r2b'Ofthe Bxpostlte Draft to be rather vague. We would .... 
like to see disclosures move beyond 'boiler plate" language to embrace more specific 
disclosure of the main assumptions made· in determining fair value and the 
effect alternative assumptions would have on the fair value calculations and earnings 
numbers. Changes in fair value arising from cbanges in management assumptions should 
be required disclosure, in our view. 
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As noted above, analysts ' would Dertefif froni' an explanation : as ' to why the fair value '. , . 
option was used in each of the areas it is used. Suchan explanation would be beneficial to 
users, such as Fitch, in assessing how a class of assets or liabilities is being managed. If 
this is not a requirement, we think it unlikely that many companies will "volunteer" the 
infOImation. 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 derivatives 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 opportumsnc ,accountmg. 
. . ~ ~ 

-- - . ~ -. 

Paragraph ~11 explainS iliat cash paymentS ana receipts should' be presented in line with 
the existing SF AS 95 requirement to show these based on the nature and purpose for 
which they were acquired. Fitch 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. A 17 notes that SF AS 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 assetslliabilities 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 fmandaI statements. 
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. We win be "happy 'to : ansWer any qlksnonson our connnents' arid look forward to 
discussing these cormnents with the Board at the appropriate time. 

. Yours · ~ ~ ~ '. . 
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