
 
 
 
 
FASB under political pressure 
 
During March FASB Chairman Bob Herz appeared before the House of Representatives 
Committee on Financial Services and was pressured into agreeing further clarifications of 
fair value accounting in three weeks. A proposed staff position statement proposes that 
entities must find evidence that a sale is not distressed before using mark to market 
prices. 
 
On 12 March the House of Representatives Committee on Financial Services held 
hearings on mark to market accounting. There were two sessions, one featured an 
analysis of the issues from James Kroeker, acting chief accountant of the SEC, Bob Herz 
and Kevin Bailey, a deputy controller of the currency. The other included representatives 
of industry associations from banking and investment. 
 
Congressman Paul Kanjorski, chairman of the financial services committee, announced 
before the hearing started that ‘we cannot allow for fantasy accounting that simply wishes 
away bad assets by merely concealing them’. He said they would engage in a 
constructive, thoughtful conversation aimed at identifying fair-minded, incremental and 
achievable fixes to this problem. He added that he wanted to find a way to provide 
investors with the information they needed ‘without continuing to impose undue burdens 
on financial institutions’. 
 
In his opening statement Congressman Kanjorski said 
 

We can … no longer deny the reality of the pro-cyclical nature of mark-to-market 
accounting. It has produced numerous unintended consequences, and it has 
exacerbated the ongoing economic crisis. If the regulators and standard setters do 
not act now to improve the standards, then the Congress will have no other option 
than to act itself. 
 

He added that ‘The standard does provide transparency for investors, but its strict 
application in the current environment is, in too many instances, distorting, rather than 
clarifying, the picture’. He cited the example of the Federal Home Loan Bank of Atlanta. 
He said that it had estimated last September that it would have a shortfall of $44,000 on 
three mortgage securities starting in about fifteen years. This caused it to record an other 
than temporary impairment loss of $87.3m. ‘I find that accounting result to be absurd. It 
fails to reflect economic reality. We must correct the rules to prevent such gross 
distortions.’ 
 
He ended his introduction saying: ‘Accounting regulators and standard setters need to 
offer us achievable, concrete ideas on what they are doing. As I said earlier, they must 



also tell us precisely when they will act. In my view, we can no longer wait 15 years, 15 
months, or even 15 weeks for change. We need action much, much sooner.’ 
 
Kevin Bailey, a deputy controller from the office of the Controller of the Currency, 
explained to the Committee what were the fair value reporting requirements and how 
they interacted with the measurement of Tier 1 regulatory capital for financial 
institutions. He also drew attention to statistics from the SEC report on mark to market 
accounting published at the end of 2008. This said that 82% of bank assets held at fair 
value were using Level 2 of SFAS 157 (derived from market inputs) and less than 10% 
were using level 3 (mark to model). 
 
The consequences of this were that at its meeting of 16 March, the FASB announced that 
it was issuing draft proposals on determining whether a transaction was distressed and the 
treatment of other than temporary impairments. These would be exposed for two weeks 
only, would be effective for quarters ending on or after 15 March, and would be finally 
decided at an FASB meeting on 2 April. 
 
Draft FSP FAS 157-e sets out a two step process. The entity has first to consider whether 
a market is inactive. It sets out a series of factors that should be taken into account. These 
include that there are few transactions, price quotes are not based on current information 
and vary substantially over time.  
 
If the entity makes a judgment that the market is inactive, then it must in the second step 
assume that any transaction is a distressed transaction. The only reason not to do so 
would be if there were evidence that there had been ample time to market the asset and 
there had been multiple bidders for the asset. 
 
The new impairment rules would allow that if the entity did not intend to sell a security 
and it was not likely that it would be obliged to sell it prior to recovery, the security 
would not be considered as other-than-temporarily impaired unless there were credit 
losses associated with the debt security. Credit losses would be recognised in earnings 
and the remainder of the losses would be in Other Comprehensive Income. 
 
When FASB staff explained these changes to the IASB the following day, they observed 
that despite the SEC/FASB advice on illiquid markets published at the end of August last 
year, US institutions were still using market transactions, possibly under pressure from 
auditors. Mr Leisenring dismissed the draft FSP as a requirement to user the higher of 
market or model. 
 
 


