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CLASSIFICATION AND MEASUREMENT
Categories for Financial Instruments
Many participants supported a two category classification model with a trading category that
requires measurement at fair value with changes recognized in net income and a held-forcollection category that requires measurement at amortized cost. User participants believed that
under this approach, debt securities should be measured at fair value because of the information
provided regarding liquidity risks. Other participants noted that liquidity, marketability, and
unrealized gain/loss information would be best presented through disclosure while the
classification and measurement of financial instruments should be solely focused on
management’s intent. They asserted that these classifications would most accurately represent
the eventual use of the financial instruments and would provide the most relevant information.
Additionally, these participants noted that there are tainting and reclassification issues associated
with the current available-for-sale classification in a three category model. Some participants
supported allowing reclassifications based on a change in a business strategy.
Some participants supported a three category classification model similar to current U.S. GAAP,
with many debt securities falling in the middle category of fair value measurement with changes
in fair value recognized in other comprehensive income. The other categories would be trading,
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measured at fair value with changes recognized in net income, and held for collection, measured
at amortized cost. To these participants, certain debt securities do not fit into a trading or heldfor-collection category. These instruments are generally liquid, meaning that fair value is
relatively easy to calculate; however, entities generally hold these instruments for longer periods,
meaning that short-term changes in fair value do not provide useful information. These
participants also stressed that an entity’s business strategy should be the primary driver of
classification.
Equity Securities
Participants generally agreed that equity securities held for trading or other short-term gain
should be measured at fair value with changes in fair value recognized in net income. Some users
agreed that all equity securities should be measured at fair value with all changes in fair value
recognized in net income.
Some participants noted that they make many equity investments in private entities with a
strategic intent or plans to hold the investment long-term, not for a market return. They would
prefer the changes in fair value of these investments not be recognized in net income but rather
other comprehensive income as this would be more reflective of management’s business
strategy. Some participants noted that in compliance with the Community Reinvestment Act,
they purchase private equity securities that must be held and that the business strategy is to meet
regulatory guidelines, not for a market return.
One participant noted that it is difficult to discuss classification for specific instruments because
there are some instruments that are technically considered equity but that are traded like bond
instruments. When making distinctions in classification based on definitions rather than
principles, this participant noted that the accounting may not reflect the economics of a
transaction.
One preparer participant asked the Boards to further define the term other comprehensive income
before allowing more items to be recognized in OCI Currently, its purpose seems to be to
recognize items that some do not want to recognize in net income, which this participant noted is
hard to explain to investors and other users.
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Those who supported measuring equity securities at fair value with fair value changes
recognized in other comprehensive income generally believed that the current impairment model
for equity securities is sufficient.
Initial Measurement—Transaction Costs
One investment company participant expressed concern about the proposed guidance to expense
transaction costs because this would affect the expense ratio, which is a key metric for
investment companies. This participant favored transaction costs to be included in the cost basis
and reflected through unrealized gains/losses in the income statement and noted that it would be
difficult to measure transaction costs that are not explicit.
HEDGE ACCOUNTING
Effectiveness Criteria
The majority of participants supported the change to reasonably effective (rather than highly
effective) for the qualifying criteria in designating a hedging relationship. Many commented that
it would result in a reduction of costs, although most noted that businesses would continue to use
existing procedures for hedging activities and aim for highly effective relationships. Most said
that the change in qualifying criteria would reduce audit and restatement costs. Some expressed
concerns about being able to define reasonably effective and asked for additional guidance on
this term.
Some user participants noted that information about hedge effectiveness, management’s intent in
entering into hedging relationships, and how the relationship is managed would be useful
information for a user to evaluate an entity’s hedging strategy.
Some participants asked for clearer guidance on when quantitative support would be necessary in
the current proposal.
Dedesignation
Many participants supported allowing entity to dedesignate and redesignate hedging
relationships as a risk management strategy develops or changes over time. Most noted that the

Page 4 of 5

inability to dedesignate would increase transaction costs because entities would enter into an
offsetting hedging instrument to achieve the same result as dedesignation.
IMPAIRMENT
Forecasting
The majority of participants supported allowing entities to forecast future events when measuring
impairment. These participants asserted that requiring a “freezing” of current economic
conditions would not convey economic reality. Many participants recommended that a forecast
period should not be prescribed.
Timing and Amount of Recognition
Most participants supported an upfront loss recognition model although there were differing
opinions on whether the loss estimate would encompass the expected or average life of the loan
or the full contractual life of the loan. Some participants supported the concept of a “goodbook/bad-book” approach similar to the method discussed by the Joint Expert Advisory Panel on
Impairment; however, many said that this approach would not be necessary if an immediate loss
was used.
One participant expressed concern that an allocation model would have similar operational
problems that entities have encountered with AICPA Statement of Position 03-3, Accounting for
Certain Loans or Debt Securities Acquired in a Transfer. Participants noted that this guidance
required precise tracking, which placed a large burden on preparers and many users do not feel
they have sufficient transparency into these assets.
Those participants who did not support an upfront recognition of losses noted that pricing
includes a consideration of credit, and upfront recognition does not recognize that interest
income is designed to offset credit losses over time.
Interest Income
The majority of participants did not support the interest income model as proposed because it comingles credit and interest. Most participants would prefer to see this information separate.
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