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Introduction
On December 30, 2008, the SEC submitted to Congress a detailed report and 
recommendations regarding mark-to-market (MtM) accounting (the “report”).1 The 
report responds to the congressional mandate in Section 133 of the Emergency Economic 
Stabilization Act of 2008 (the “Act”) that the SEC conduct a study on MtM accounting 
standards in consultation with the Federal Reserve Board and the secretary of the 
Treasury.2 

The report, which is the result of a joint effort by the staff of the SEC’s Office of the Chief 
Accountant and its Division of Corporation Finance (the “staff”), analyzes accounting 
standards both in terms of how to measure fair value (as described in Statement 1573) 
and in the broader context of when assets or liabilities are measured at fair value (as 
described, for example, in Statements 115,4 133,5 and 1596). More specifically, the report 
addresses six key issues:

1. The effect of fair value accounting standards on financial institutions’ balance sheets.

2. The effect of fair value accounting on bank failures in 2008.

3. The effect of fair value accounting on the quality of financial information available to 
investors.

4. The process the FASB follows to develop accounting standards.

5. Alternatives to fair value accounting standards.

6. The advisability and feasibility of modifications to fair value accounting standards.

The report concludes that existing MtM or fair value accounting requirements should 
not be suspended and recommends measures to improve the application of such 
requirements. It also recommends that the FASB reassess the current accounting 
model for financial asset impairments. Issues addressed in the report and the staff’s 
recommendations are summarized below.

In This Issue:
• Introduction
• Overview of Issues Addressed

1  The study, “Report and Recommendations Pursuant to Section 133 of the Emergency Economic Stabilization Act of 2008: 
Study on Mark-to-Market Accounting,” is available on the SEC’s Web site.

2  See Deloitte’s October 14, 2008, Heads Up, Considerations Regarding the Emergency Economic Stabilization Act of 2008.
3  FASB Statement No. 157, Fair Value Measurements.
4  FASB Statement No. 115, Accounting for Certain Investments in Debt and Equity Securities.
5  FASB Statement No. 133, Accounting for Derivative Instruments and Hedging Activities.
6  FASB Statement No. 159, The Fair Value Option for Financial Assets and Financial Liabilities — Including an amendment of 

FASB Statement No. 115.
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Overview of Issues Addressed
The Effect of Fair Value Accounting Standards on Financial 
Institutions’ Balance Sheets

The report discusses the effect that MtM accounting standards have had on the balance 
sheets of 50 representative financial institutions, including banks, broker-dealers, credit 
institutions, government sponsored entities (GSEs), and insurance companies. The report 
notes that fair value was used to measure a minority of assets (45%) and liabilities 
(15%) at the financial institutions studied, but that the impact of changes in fair value 
on the income statement was significant and related primarily to trading securities 
and derivatives. The report also concludes that the adoption of Statements 157 and 
159 generally did not significantly affect equity. In addition, because of challenges 
encountered by companies in applying fair value measurement standards in inactive 
markets, the report indicates that a majority of assets measured at fair value were 
classified as either Level 1 (15%) or Level 2 (76%) measurements, which are considered 
observable.

Although the study’s scope was initially limited to evaluating financial institutions’ 
balance sheets, it was expanded to include the income statement so that the causes of 
the decline in financial institutions’ net income related to fair value accounting could 
be evaluated. The staff noted that for most financial institutions (e.g., banks, credit 
institutions, and GSEs), an increase in the provision for loan losses under Statements 57 
and 1148 (a historical cost concept), and not MtM accounting standards, played the most 
significant role in the decline in net income.

The Effect of Fair Value Accounting on Bank Failures in 2008

In discussing the impact of MtM accounting on U.S. bank failures in 2008, the report 
notes that the use of MtM accounting standards at the 22 failed banks9 was limited and 
that the fair value losses recognized did not significantly affect the banks’ capital position. 
In addition, of the failed banks that did recognize significant fair value losses, failure was 
due to market concerns (such as declining stock price) and higher asset default rates 
(relative to those of banks that did not fail). The report concludes that fair value losses 
were not the primary contributors to bank failures in 2008 and that, instead, the chief 
contributors were (1) growing probable credit losses for loans not carried at fair value,  
(2) concerns about asset quality, and (3) eroding lender and investor confidence.

The staff also studied the impact of MtM accounting on distressed broker-dealers. 
The report suggests that the failure of such institutions was not due to accounting or 
reporting concerns, but to liquidity issues, concerns over asset quality (e.g., mortgage-
backed securities), lending practices, internal risk management, and refusal of other 
financial institutions to extend credit.

The Effect of Fair Value Accounting on the Quality of Financial 
Information Available to Investors

The staff analyzed the views of investors and other users of financial statements by 
reviewing positions taken in comment letters received in conjunction with this study 
and opinions voiced at the SEC round tables held July 9, October 29, and November 21, 
2008. The staff also reviewed analysts’ reports, prior published staff research on investors’ 
views on MtM accounting, and academic studies. On the basis of this information, the 
report concludes that there is general support among investors that fair value accounting 
provides “reliable and comparable” information and increases the quality of information 
available to investors, including the transparency of the value of assets and liabilities in 

7 FASB Statement No. 5, Accounting for Contingencies.
8  FASB Statement No. 114, Accounting by Creditors for Impairment of a Loan — an amendment of FASB Statements No. 5  

and 15.
9  The report defines “failed banks” as insured depository institutions closed by the appropriate state or federal chartering 

authority. The report also notes that according to the FDIC, as of December 1 there were 22 bank failures in 2008.
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the current economic climate. The staff also received recommendations for improvements 
to the existing fair value measurement framework, which are discussed in the Staff’s 
Recommendations section below.

The Process the FASB Follows to Develop Accounting Standards

The report indicates the staff’s general support for the FASB’s process of developing 
accounting standards. It also highlights several of CIFiR’s10 recommendations, including 
establishing a financial reporting forum (FRF) consisting of members from the preparer, 
auditor, investor, and other user communities who would meet with SEC, the FASB, and 
the PCAOB to facilitate timely identification of issues encountered in the application of 
standards. 

Alternatives to Fair Value Accounting Standards

The staff examined the potential effect of suspending Statement 157 and considered 
alternative measurement attributes, in particular a return to historical cost-based 
accounting. The report highlights that Statement 157 provides a consistent framework 
for measuring fair value and notes that it does not establish what should be measured 
at fair value. Accordingly, the staff concluded that suspending Statement 157 would 
eliminate consistency in measuring and disclosing fair value. The report also suggests that 
a return to historical cost accounting would most likely increase “investor uncertainty” 
and “adversely impact the values of debt and equity securities.”

The Advisability and Feasibility of Modifications to Fair Value 
Accounting Standards

The report highlights numerous steps taken by the SEC, FASB, and IASB to address issues 
associated with MtM or fair value accounting in the current economic environment. Such 
steps include recently issued guidance (e.g., FSP FAS 157-311 and “Dear CFO” letters12) 
as well as proposed guidance (e.g., proposed FSP EITF 99-20-a13 and proposed FSP FAS 
107-a14).

Staff’s Recommendations
The report makes the following eight recommendations regarding the advisability and 
feasibility of modifying MtM or fair value accounting requirements.

1. “[Statement] 157 should be improved, but not suspended” — Addressing 
the “how to measure” aspect of fair value, the staff recommends against suspending 
Statement 157 because a suspension would remove a standardized measurement 
and disclosure framework for fair value measurements without removing the 
requirement to account for certain assets or liabilities at fair value.

2. “Existing fair value and mark-to-market requirements should not be 
suspended” — Responding to the “what to measure” aspect of MtM or fair value 
accounting, the staff notes that requirements to measure certain assets and liabilities 
at fair value have been developed “over several decades” to address perceived 
weaknesses in accounting (e.g., weaknesses identified during the savings and loans 
crisis). In addition, the report notes that only a minority of financial institutions’ assets 
are subject to MtM accounting (“on average, approximately 50% of broker-dealer, 
22% of bank, 7% of GSE, 3% of insurance company, and 1% of credit institution 
assets”). Moreover, losses recorded on these assets did not have a significant effect 
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10  SEC Advisory Committee on Improvements to Financial Reporting. A copy of CIFiR’s report is available on the SEC’s Web site.  
See Deloitte’s August 1, 2008, Heads Up, Complexity DeCIFiRed — SEC Advisory Committee Releases Final Report.  

11  FASB Staff Position No. FAS 157-3, “Determining the Fair Value of a Financial Asset When the Market for That Asset Is Not 
Active.”

12  See Deloitte’s Financial Reporting Alert 08-7, SEC Advises Registrants to Further Explain Fair Value in MD&A, and Financial 
Reporting Alert 08-10, SEC Advices Registrants to Further Explain Fair Value in MD&A — An Addendum to the March 2008 
SEC Letter. 

13	 	Proposed FASB Staff Position No. EITF 99-20-a, “Amendments to the Impairment and Interest Income Measurement Guidance 
of EITF Issue No. 99-20.” FSP EITF 99-20-1 was approved for issuance by the Board on January 7, 2009.

14  Proposed FASB Staff Position No. FAS 107-a, “Disclosures About Certain Financial Assets: An Amendment of FASB Statement 
No. 107.”

http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D218793%2C00.html
http://www.deloitte.com/dtt/alert/0,1001,sid%253D109074%2526cid%253D199460,00.html
http://www.deloitte.com/dtt/alert/0,1001,sid%253D109074%2526cid%253D224519,00.html
http://www.deloitte.com/dtt/alert/0,1001,sid%253D109074%2526cid%253D224519,00.html
http://www.deloitte.com/dtt/alert/0,1001,sid%253D109074%2526cid%253D224519,00.html
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on banks’ capital positions. The report notes that because investors have indicated 
that fair value accounting provides transparent and timely information that is useful 
in making informed decisions, an abrupt removal of MtM or fair value accounting 
would erode investor confidence in financial reporting.

3. “Additional measures should be taken to improve the application of 
existing fair value requirements” — The report specifies the following 
recommendations for improving the application of existing fair value accounting 
guidance:

• “Considering the need for additional application guidance or best practices for 
determining fair value in illiquid or inactive markets;

• Enhancing existing disclosure and presentation requirements related to the effect 
of fair value in the financial statements;

• Educational efforts, including efforts to improve the application, where 
appropriate, of reasonable judgment and analysis in the determination of fair 
value estimates [also see recommendation 5];

• Examination by the FASB of the impact of liquidity in the measurement of fair 
value, including whether additional application and/or disclosure guidance is 
warranted; and

• Assessment by the FASB of whether the incorporation of a company’s own 
credit risk in the measurement of liabilities provides decision-useful information 
to investors, including whether sufficient transparency is provided currently in 
practice.”

 The report also indicates that additional guidance, education, and training are 
required in the following areas:

• “How to determine when markets become inactive

• How to determine if a transaction or group of transactions is forced or distressed

• How and when should illiquidity be considered in the valuation of an asset or 
liability

• How should the impact of a change in credit risk on the value of an asset or 
liability be estimated

• When should observable market information be supplemented with and/or 
reliance placed on unobservable information in the form of management 
estimates

• How to confirm that assumptions utilized are those that would be used by market 
participants and not just by a specific entity”

 The staff recommends that to address these issues, the FASB (1) work with the 
valuation community to develop valuation guidance and best practices and (2) review 
the role of its valuation resource group (VRG) and consider expanding the VRG’s role 
and function to be similar to that of the EITF.

4. “The accounting for financial asset impairments should be readdressed” — 
The staff believes that the development of a single accounting model for impairments 
of financial assets would “reduce the complexity and increase the comparability of 
financial statements.” In particular, the staff identifies two alternative impairment 
accounting models for the FASB to consider that would replace the impairment 
model in Statement 115:

• Recognizing losses related to credit (similar to the Statement 114 incurred-
loss model for loans) in income and recording the remaining change in other 
comprehensive income.
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• Eliminating the Statement 115 impairment model and recording the entire 
impairment in other comprehensive income.

 The staff also believes that the FASB should reconsider the “ability and intent to hold 
to recover” assertion in Statement 115 to determine whether such an assertion is 
operationally feasible and consistent with the notion of an available-for-sale security.

5. “Implement further guidance to foster the use of sound judgment” —  
Because of the significant level of judgment required in measuring fair value, the 
staff supports CIFiR’s recommendation that the SEC and the PCAOB issue policy 
statements that define how they evaluate the reasonableness of accounting and 
auditing judgments and that include the factors considered in such statements.

6. “Accounting standards should continue to be established to meet the 
needs of investors” — The staff strongly believes that accounting standards should 
be developed to meet the needs of investors and should not be modified to serve the 
interest of other parties (e.g., regulators) at the expense of investors. In addition, the 
staff recommends that concerns about the interaction between accounting standards 
and regulatory capital requirements should not be addressed through changes in 
accounting standards that would reduce investor confidence.

7. “Additional formal measures to address the operation of existing 
accounting standards in practice should be established” — Although the staff 
believes that the FASB’s standard-setting process works well, it noted the following 
recommendations that could enhance it:

• “Implementing CIFiR’s recommendation for an FRF;

• The implementation by the FASB of a post-adoption review process; and 

• The establishment of a formal policy for standard-setting in circumstances that 
necessitate near-immediate response.”

8. “Address the need to simplify the accounting for investments in financial 
assets” — The staff believes that the mixed-attribute model for investments in 
financial assets should be simplified and recommends that the FASB work with the 
IASB in simplifying the accounting for investments in financial instruments. The 
staff also recommends that the FASB continue to explore the feasibility of reporting 
all financial instruments at fair value, although the FASB must first explore and 
address issues associated with MtM accounting before any significant expansion of 
the mandatory use of MtM accounting for financial instruments. In particular, the 
staff recommends that the FASB and IASB fast-track their joint project on financial 
statement presentation and disclosure, which is currently scheduled for completion 
by 2011. 
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