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coriunodity related eontractsin PMse< i .... Many rutancial SCI vices fdl"" and 
divisions of commodity producers and suppliers actively trade commodities and 
commodity related contracts. including storage capacity and transportation contracts. It 
is our experience that there is sufficient active market data available to objectively and 
reliably price physical conunodities and commodity related contracts at fair value. Many 
companies including Merrill Lynch manage their risk exposure to these connmdities and 
related contracts based on fair value. Applying a fair value to commodities 
and conunodity related contracts would improve financial reporting and mitigate 
uneconomic volatility in reported caused by the mixed attribute model Further, 
the option t.o fair value physical commodities will eliminate the to apply complex 
hedge accounting provisions to achieve an offset effect for commodities and the related 
hedging contracts. We ask the Board to consider including commodities and conunodity 
related contracts in Phase 1 if it would not delay the issuance of the standard. 

If inclusion would delay the standard. we . the Board conduct Phase 2in 
sub-phases 2a and 2b to expedite the project. Phase 2a should include non-fmancial 
instruments, including commodities and commodity related contracts, that be 
addressed in a reJatively quick timeframe and fmancial instruments such as written loan 
commitments and demand deposit accoW1lS that were excluded from Phase 1. 

. '. " . ... . ' , . 

Lastly, we recommend that a fair value optioll for �o�t�h�e�r�~�f�m�a�n�c�i�a�l� instrnDents that are 
more difficult to address be delayed and deliberated in Phase 2b of the project. 

CbaDges in Creditworddness 
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�T�~� �p�r�o�p�o�~�~�d� �s�~�t�e�m�e�~�t �'� �w�o�u�t�d�~�c�i�u �' �i�i�e�t�J�U�;�t�f�o�i� a company'tllllthas elededthe fair value 
option for its debt liabilities. it would report an changes in the fait value of those 
liabilities in earnings, including those changes resulting from changes in its own 
creditworthiness. While we agree that the fair value of a company's debt includes the 
credit risk of that company. we do not believe it is appropriate to include such una ealized 
gains or lo:sses in It seems counterintuitive that when a company's credit 
spreads art: widening (compressing), it would recognize a gain (loss) in earnings. For a 
company with a signiIJC8nt amoWlt of outstanding debt, a small change in cudit spreads 
could have a significant impact on the fair value of its debt and therefore its earnings. We 
do not think it is appropriate to include these changes in fair value in earnings because the 

. amounts are typically not realizable and therefore less relevant. We would strongly 
recommend to the Board that the changes in fair value attributable to the credit 
component of a company's own debt be included in equity (other: incone) 
and only 00 recognized in earnings when the debt is extinguished. We recognize that the 
Board discussed whether companies should be permitted to elect (outside of hedge 
accounting provided in SFAS 133) to recogliiu in Nmings the change in fair value of an 
asset or liability attributable to only certain selected rm (rather than the total change in 
fair value) and rejected this concept as it was inconsistent with expanding the use of the 
fair value measurement attribute and iotetnational convergence. it is our 
opinion that this conclusion sacrifices relevanre for theoretical purity. we 
that the fair value(including the credit component) of a company's debt should be 
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reflected in the fmaneial statements, thb :~iIfu\gs:of~ , .: WOuld be 
more relevant ifthe impact of the in the credit component was included in the 
equity section of the balance sheet rather than earnings. 
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The exposure drhl\ requireS 'tIlat the Fair ValuCopt1e1n"be' sUPPorted by 
documentation. We are that this is inconsistent with one of the 
Board's reasons for pelDIitting the Fair Value Option, le., to improve simplicity in the 
application of accounting guidance, While we understand the Board's concern regarding 
the ability ()f preparers to obtain desired results by electing the Fair Value Option with 

• 

the benefit of hindsight. we do not support the proposed approach; . we believe that 
prohibition of this practice as requited by the exposure draft should be sufficient. 

As a genecal • we believe that should not be 
addressed in F ASB accounting standards. Instead. we recOmmend that the ' apptOpl iate 
document.ion to support the Fair Value be addressed by manage11lent either 
through the entity's Disclosure PlOcess or other similar that support 
the entity's controls. The is particularly problematic for institutions 
that have a diverse portfolio of products that qualify for the value election. In our 
view, based on knowledge of daily traded volume, it is likely to be diffICUlt for a fmancial 
services fIrm to implement concurrent documentation, if it to elect the Fair Value 
Option for many of its fmaIicialassets and liabilities. We notetbat a preexisting policy 
for autornalic election may the bmden of COIlCUlTent documentation; however, that 
approach would limit the availability of the Fair Value Option on an instrument-by
instrument basis. 
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