
the issuer’s financial condition and near-
term prospects, the severity and duration
of the decline in fair value, and the in-
vestor’s intent and ability to hold the in-
vestment for a reasonable period of time
sufficient for a forecasted recovery. 

The SEC staff indicated in its Nov. 30,
2006, guidance and previous guidance
that it is inappropriate to apply “bright
line” or “rule of thumb” tests in making the
assessment, so accountants must use judg-
ment. Because the decision about whether
the decline in fair value of a security is
other-than-temporary is subjective, it often
is included as a critical accounting as-
sumption in the notes to the financial
statements, particularly for companies
with significant investment portfolios.

Even though FSP FAS 115-1 is the de-
finitive accounting guidance on the mean-
ing of other-than-temporary impairment,
it refers to other accounting literature for
guidance in evaluating impairment. Simi-
larly, both Statement no. 115, and the FASB
staff implementation guidance relating to
Statement no. 115 refer to SEC Staff Ac-
counting Bulletin (SAB) no. 59, codified as
SAB Topic 5.M, Other Than Temporary Im-

pairment of Certain Investments in Debt and
Equity Securities (SAB 59), and Statement
on Auditing Standards no. 92, Auditing De-
rivative Instruments, Hedging Activities, and
Investments in Securities (SAS no. 92), for
guidance. 

In addition to the factors mentioned
above, SAB 59 and SAS no. 92 identify sev-
eral factors that indicate other-than-tem-
porary impairment of a security’s value has
occurred. These factors should be evalu-
ated both individually and collectively and
include:

■ The length of time and extent to
which the market value has been less
than cost.

■ The financial condition and near-
term prospects of the issuer, includ-
ing specific events which may affect
the issuer’s operations or future earn-
ings. Examples include changes in
technology or the discontinuance of
a segment of the business.

■ The intent and ability of the holder
to retain its investment in the issuer
for a period sufficient to allow for any
anticipated recovery in market
value.

■ Whether a decline in fair value is
 attributable to adverse conditions
specifically related to the security or
specific conditions in an industry or
geographic area.

■ The investee’s credit rating and
whether the security has been down-
graded by a rating agency.

■ Whether dividends have been re-
duced or eliminated, or scheduled
interest payments have not been
made.

■ The cash position of the investee.
FSP EITF 99-20-1 provided addition-

al guidance, reminding entities to consid-
er all available information relevant to the
collectibility of the security, including “in-
formation about past events, current con-
ditions, and reasonable and supportable
forecasts,” when developing estimates of
future cash flows. 

Reporting entities should evaluate
these factors, placing greater weight on
evidence that is objective and verifiable
than subjective assessments. While there
are no bright lines in making such as-
sessments, there are situations where the
conclusion that an impairment is other
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Exhibit 2 Investment Securities in an Unrealized Loss Position
for Which Other-Than-Temporary Impairments Have
Not Been Recognized

Less Than 12 Months 12 Months or Greater Total
Description of Securities Fair Value Unrealized Fair Value Unrealized Fair Value Unrealized

Losses Losses Losses
U.S. Treasury obligations and direct 
obligations of U.S. government 
agencies $X,XXX $XXX $XXX $XX $X,XXX $XXX
Federal agency mortgage-backed 
securities XXX X XX X XXX XX
Corporate bonds XXX X XX X XXX XX
Marketable equity securities X,XXX X,XXX X,XXX XXX
Investments in equity securities 
carried at cost XXX X XX X
Total $X,XXX $XXX $XXX $XX $X,XXX $XXX

Adapted from A Guide to Implementation of Statement 115 on Accounting for Certain Investments in Debt and Equity
 Securities (November 1995)
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