





the relative merits of additional fair value disclosures in lieu of changes to the existing accaunting
model which increase rather than reduce accounting complexity.

bility

We believe the ability of companies to elect fair value treatment ofl a contract-by-contract basis,

as well as the inherent subjaqnvfty in determining fair value; could significantly diminish
comparability among companies and across reporting periods since similar transactions may be
treated differently. Furthermore, a company’s election of fair value treatment on a contract-by-

conract basis'could also result in internal inconsistency among similar transactions. Accounting
guidance has been provided in miany areas for the specific purpose of reducing diversity in
_pracnce We believe that the fair valde option directly contradicts parallel efforts to improve

consistency and camparab:hty and will further exacerbate the current mixed-attribute accounting
that it purports to mitigate.

Disclosure

Additional disclosures are proposed in order to compensate for the lack of comparability and
consxstency caused by applying the fair value option on a contract-by-contract basis. Such
disclosures will likely be complex and voluminous in order to explain the differences among
companies and reporting periods. In order to maintain the. reaﬂab:hty of the information
presented on the face of the balance sticet and income statement, any disclosures of assets and
hablhues measured at fair value, and the effect on earnings of changes in those fair values, should
be permitted in the footnotes. We believe that the additional disclosure that will be warranted to
explain fair value accounting will exacerbate the trend toward complexity that has made financial

statement disclosures less understandable to the average user,

Thank you for the opportunity to comment on the Exposure Draft.

Sincerely,




Question 1 — Should an entity not be permitted the option:to initially and subseguently measure
those financial assets and ﬁnancizf! liabilities listed below or any others:at Jair value? If so, why
should those ﬁmmml assets and financial liabilities be excluded from the scope of this proposed

Statement?

a.  Aninvestment being accounted for under the equity method
b.  Investmenty in equily securities that do not have readily. determinable fair values,
described in paragraph 3-of FASB Statement No. 115, Accounting for Certain Invesmtem.e

in Debt and. Equdy Securities
c. Insurance-and reinsurance contracis that are financial instruments, as discussed in FASB

Statements No. 60, Accounting and Reporting by Insurance Enterprises, No. 97,
Acceountmg and Reporting by Insurance Enterprises for Certain Long-Duration Contracts
and for Realized Gains and Losses from the Sale of Investments, and No. 113, Accounting
and Reporting for Reinsurance of Short-Duration and Long-Duration Contracts

d.  Warranty obligations that are financial liabilities and warranty rights that are financial
assels

e.  Unconditional purchase obligations that are recorded as financial liabilities on the
purchaser’s statement of Jinancial position as discussed in paragraph 10 of FASB
Statement No. 47, Disclosure of Long-Term Obligations.

Question 2 — Should an entity be permitted the option to récognize firm conmmitments at fazr value
at inception of the contract that would otherwise not be recognized at inception under existing
generally. gecepted accounting principles (GAAP)? If so, why is the-availability of the fair value
option election important for those contracts and what types of entities would likely avail
themselves af that fair value option election? Should the scope be limited to forward contracts
that meet the definition of firm commitmenis under FASB Statement No. 133, Accounting. for
Derivative Instruments and Hedging Activities (that is, requiring that the terms of the forward
contract include a disincentive for nonperformance that is sufficiently large to make performance
probable)? If not, why not?

Question 3 — Should an entity be permitted the fair value option election for (@) written loan
commitments that are not accounted for as derivative instruments under Statement 133 and (b)
fi nancza! !:abxmres Jor dvzmand depam accmmm? If 50, why? H{'}rﬂr wﬂnld be :he approprzare umr
assets cmd f nancml .’:ab:l:tws ﬁ:r which their jhzr va!ues xml_ve_ cormderatzan of nonf mnc:a!
componenis should be excluded from the scope-of this propased Statement?

Question 4 — Should an entity be permitted the fair value option election for (a) an investment
that would otherwise be consolidated, (b) employers’ and plans ﬁnancial obligations for pension
benefits, other postretirement benefits (including health care and life insurance benefits),
postemployment benefits, employee stack aption and stock purehase plans, and other forms of




Question 5 — Please provide details of nonfinancial instruments. that should be included in the
scope of Phase 2 and why they shoukd be ¢ligible for the fair value option. How would applying
the. fair value aption: 10 those mmf nangial. instruments (a) improve. fi nancial reporting, (b)
mitigate problems for reported earnings caused by the mixed-attribute model, and (¢) enable an

entity to simplify its accounting methods? Is fair value information readily available for those
nonfinancial instruments?

Question 6 — Do you-agree with the Board’s decision that liabilities should be recorded at fair
value when the fair value option has been elected with all changes in fair value recorded in
éarnings including changes in fair value thatis attributable to changes in its own
creditwarthingss? If not, why not? What alternative approaches or additional disclosure
requirements should the Board consider?

Question 7 — How should changes in the: fair values of assets and liabilities subseguently
measured at fmr value as a result of a fair value election be reported? Should those changes be
aggregated with the effect on earnings derived from other similar financial assets and financial
liabilities in the income statement, or should separate d:splay of those changes: in the income
Statement be  required? What level of aggregation should be permitted? What additional
disclosure requirements should the Board consider?



