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File Reference: Proposed FPS FAS 115-a, FAS 124-a, and EITF 99-20b
Dear Mr. Golden:
Montauk Credit Union appreciates this opportunity to comment on the proposed FASB
Staff Position No. FAS 115-a, FAS 124-a, and EITF 99-20b Recognition and Presentation of
Other-Than-Temporary Impairments (the "Proposed FSP").
Montauk Credit Union believes the Proposed FSP is a significant improvement to clarify
the application of current general accepted accounting principles (GAAP) and aligns
accounting for security impairments more closely with accounting for loans. We are in
absolute agreement that the focus on credit losses is appropriate as it better reflects
the economic reality of a financial institution. Because the current guidance results in
earnings charges in excess of actual projected losses, it needlessly reduces capital in
the near term, only to reverse in future accounting periods as the securities pay their
expected cash flows, thereby misstating financial results for many years. While it is an
improvement, we ask you to strongly consider the following comments prior to issuing
final guidance.
1.

At a minimum, the guidance should allow application to 2008 financial
statements since we view the Proposed FSP as simply a clarification of existing
rules. All companies should be able to restate, re-audit and re-file - if they
choose to do so. It does not make sense to have a materially different
outcome for first-quarter 2009 compared with 2008 year-end entries, Simply
due to a long-overdue accounting clarification.

2.

The guidance should also permit reversal of OTTI if market conditions improve.
This change would be consistent with international accounting standards and
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would also be similar to loan loss accounting which allows changes in facts
and estimates to be considered. To estimate possible credit losses on
mortgage-backed securities the preparer must make many assumptions
about the future and the accounting should allow for adjustments. Consider
that the credit loss estimate requires assumptions related to home price
values, employment trends, default rates, interest rates and prepayment
tendencies.
The estimate for credit losses change as each of these
assumptions evolves over time.
3.

The materiality statement should be moved into the body of the statement
and not in the box at the end of the Proposed FSP. The FASB Board materials
stated that some constituents had recommended consideration of language
similar to that included in loan loss accounting, to the effect that "an
insignificant delay or insignificant shortfall in amount of payments does not
require application of this Statement." However, the FASB accepted staff's
recommendation to exclude this language without discussion. This would be
an important provision to prevent the oft-quoted situation of the Federal
Home Loan Bank of Atlanta, in which $44,000 of expected principal losses
had to be booked as an $87 million onl loss in third quarter of 2008.

4.

Ideally, FASB should go one step further and allow companies that have
already recorded onl under the prior interpretation of the rules to reverse the
non-credit portion of prior impairments upon adoption. This would allow an
institution such as the Federal Home Loan Bank of Atlanta to recover a
portion of their onlloss recorded in 2008.

The proposed FSP is a good step forward and we believe that incorporation of the
changes presented above would significantly improve the final position.
Thank you in advance for consideration of these changes. If you would like to
discuss any of the points we have raised, please feel free to contact me at (212)9895200.
Sincerely,

Louis Jimenez
Treasurer/CEO
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