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Abstract

In September 2006, the Financial Accounting Standards Board issued Statement

of Financial Accounting Standards No. 157, “Fair Value Measurements” (SFAS

157). Later in 2008, U. S. banks were mired in a credit crisis. Many economists

and bankers suggested that one cause of the 2008 credit crisis was the

requirements of SFAS 157 and a movement began to have its provisions amended

or rescinded. The result of this movement was the passage of FSP FAS 157-4. The

purposes of this study are to chronicle the events that lead to the release of FSP

FAS 157-4, to report on the impact of FSP FAS 157-4 for the quarter ending March

31, 2009 for a sample of banks and to investigate the characteristics of the banks

that early adopted FSP FAS 157-4 as compared to the non-adopters. The results

did not find the predicted income increasing effect and indicated that total asset

size and financial asset size were significant factors in the early adoption decision.
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Notes

1. Effective September 15, 2009, all FASB standards are now contained in what

is termed the Accounting Standards Codification. The guidance provided

originally in SFAS 157 is now contained in Section 820 of the FASB Accounting

Standards Codification. For purpose of historical accuracy, we refer to this and
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subsequent guidance on fair value measurements by the original

pronouncement numbers.

2. We used each company’s Tier 1 capital adequacy ratio to assess capital

adequacy.

3. The Russell 3000 is a stock index that measures the performance of 3,000

publicly held US companies based on total market capitalization. This index

represents approximately 98% of the investable US market; consequently, our

sample consists of the 73 largest banks according to market capitalization.

4. Many of the banks in our sample did not disclose capital adequacy information

in their 10-Q reports.

5. The four companies that reported material early adoption results were Capital

Bancorp (CBC), Comerica. Inc. (CMA), Valley National Bank (VLY) and Wells

Fargo (WFC).

6. A subsequent review of the June 30, 2009 10Qs for the companies that did not

early adopt FAS FASB 157-4 revealed that none of the companies reported a

material income effect.

7. Each of the four companies reporting a material impact from the adoption of

FSP FAS 157-4 reported the impact of the adoption in the notes to the financial

statements. Additionally, it is possible to determine the potential impact of

category Levels 1 and 2 assets measured at fair value on net income and other

comprehensive income by reviewing the types of assets held. Changes in the

fair value of trading securities will be reported in net income. Changes in the

fair value of available for sale securities will be reported in other

comprehensive income. Changes in the fair value of fair value hedges are

reported in net income while changes in the fair value of cash flow derivatives



are reported in other comprehensive income and are later recycled into net

income.

8. These percentages are distorted by the provisions of FIN No. 39 “Offsetting of

Amounts Related to Certain Contracts—an interpretation of APB Opinion No.

10 and FASB Statement No. 105,” allows some derivative assets and liabilities

with the same counterparty to be offset (netted). If the effects of netting are

eliminated for the four largest banks in our sample, the percentage of financial

assets to total assets rises from 21.5% to 55.78%.

9. The sum of the Level 1, 2 and 3 assets is not equal to the total financial assets

for the reason discussed in footnote no. 5.
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