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OO Implementation guidance for present value method The present value amount should be based on an
estimate of the expected future cash flows of the impaired loan, discounted at the loan's effective interest rate.

- The cash flow estimates: The estimates of expected future cash flows should be the creditor's best estimate based
on rea-sonable and supportable assumptions and projections.,All avail-able evidence should be considered in
developing the estimate of expected future cash flows. The weight given to the evidence should be commensurate
with the extent to which it can be verified objectively. If a creditor estimates a range for either the amount or timing
of possible cash flows, the likelihood of the possible outcomes must be considered in determining the bestestimate
of expected future cash flows. (FAS-114, par. 15) - The discount rate: The expected future cash flows should be
discounted using the effective interest rate of the loan. The effective interest rate is the rate of return implicit in the
loan (that is, the contractual interest rate adjusted for any net deferred loan fees or costs, premium, or discount
existing at the origination or acquisition of the loan and any subsequent adjustments relatingto fair value hedge
accounting under FAS-133). (DIG F-4) ——The effective interest rate for a loan restructured in a troubled debt
restructuring is based on the original con-tractual rate, not the rate specified in the restructuringment. (FAS-114,
par. 14) ——The effective rate for a purchased loan is the rate that equates the investor's estimate of the loan's
future cash flows with the purchase price of the loan. (FAS-114, fn. 3) - Variable interest rates: If the loan's stated
interest rate var-ies based on subsequent changes in an independent factor,such as an index or rate (for example,
the prime rate, the London interbank offered rate (LIBOR), or the U.S.Treasurybill weekly average), that loan’s
effective interest rate may be calculated based on: — The factor as it changes over the life of the loan; or — The
rate may be fixed at the rate in effect at the date the loan meets the impairment condition. The creditor's chosen
method should be applied consistently for all loans whose contractual interest rate varies based on subsequent
changes in an independent factor. Projections of changes in the factor should not be made for purposes of
determining the effective interest rate or estimating expected future cash flows. (FAS-114, par. 14, as amended by
FAS-118) EITF Issue 96-12 only applies to securities with one or more of these aracteristics that are classified as
available-for-sale or held-to-maturity debt securities in accordance with FAS-115. However, struc-tured note
securities that, by their terms, suggest that it is reasonably possible that the investor could lose a!! or substantially all
of its original investment amo~nt (for other than failure of the borrower to pay the contractual amounts due)
should be marked to market with all changes in fair value reported in earnings. There is currently some overlap
between the scope of EITF Issue96-12, EITF Issue 99-20, and FAS-133. - Overlap with FAS-133: A security with
the characteristics de-scribed above would nonetheless be accounted for under FAS-133 if it contains an embedded
derivative that is not dearly and closely rolated to the host contract (even if the embedded derivative is not
accounted for separately and the entire instrument is marked to market). Chapter 13, "Embedded Derivatives,"
addresses embed-ded derivatives in detail. However, the FASB allowed companies to grandfather hybrid
instruments that were entered into before either January 1, 1998 or January 1, 1999, as elected by the(see paragraph
50 of FAS-133, as amended). Accordingly, some structured notes that technically contain embedded derivatives
may continue to be accounted for under ETTF Issue 96-12. - Overlap with EITF Issue 99-20: A security with the
character-istics described above would be accounted for under ELTF Issue 99-20 if it is a beneficial interest in a
special-purpose entity that could contractually be prepaid in such a way that the investor would not recover
substantially all of its initial investment (and the instrument does not contain an embedded derivative that should
be accounted for separately under FAS-133). EiTF Issue 96-12 does not apply to loans, traditional convertible
bonds, multicurrency debt securities, debt securities participating directly in the results of an issuer's operations (for
example, partici-pating mortgages or similar instruments), or reverse mortgages. The following types of securities
would typically be considered structured notes that should be accounted for under EITF Issue 96-12(that is, the
embedded derivative is considered clearly and closely related to the host contract and should not be accounted for
sepa-rately under FAS-133 (plus any grandfathered structured notes that otherwise would be accounted for under
FAS-133): - Inverse floater (a bond with a coupon rate of interest that varies inversely with changes in specified
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interest rates or indexes (for example, LIBOR) or a leveraged inverse floater (the spedfied index is multiplied by a
number greater than 1) that contractu-ally limits the amount of principal that can be lost to the amount of the initial
cash investment. (Note: Many inverse floaters do not contain this type of limit and would therefore contain an
em-bedded derivative.) - Delevered floater (a bond with a coupon rate of interest that lags overall movements in
specified interest rate levels or indices). - Range floater (a bond with a coupon that depends on the number of
days that a reference rate stays within a preestab- lished collar; otherwise, the bond pays either zero percent interest
or a below-market rate). - Ratchet floater (a bond that pays a floating rate of interest and has an adjustable cap,
adjustable floor, or both that move in sync with each new reset rate). - Fixed-to-floating note (a bond that pays a
varying coupon, for example, the first-year coupon is fixed, second- and third-year coupons are based on LIBOR,
Treasury bills, or prime rate). - indexed amortizing note (a bond that repays principal based on a predetermined
amortization schedule or target value), provided that the investor's recorded investment is not at risk,and the
contractual yield could not rise to a level that is both double the initial rate on the instrument and twice the current
market rate for a similar instrument. - Step-up bond (a bond that provides an introductory above-market yield
and steps up to a new coupon, which will be below then-current market rates or, alternatively, the bond may be
called in lieu of the step-up in the coupon rate). - Credit-sensitive bond (a bond that has a coupon rate of
inter-est that resets based on changes in the issuer's credit rating). - Inflation bond (a bond with a contractual
principal amount that is indexed to the inflation rate but cannot decrease below par). The accounting for pledges
of other financial assets as collateral under FAS-140, paragraph 15, depends on whether the secured party has the
right to sell or repledge the collateral and on whether the debtor has defaulted. - If the secured party (transferee)
has the right by contract or custom to sell or repledge the collateral, then the debtor (trans-feror) should reclassify
that asset and report it separately in its balance sheet (for example, as a security pledged to creditors) from other
assets not so encumbered. - If the secured party (transferee) sells collateral pledged to it, it should recognize the
proceeds from the sale and its obligation to return the collateral. The sale of the collateral is a transfer subject to
FAS-140. - The debtor (transferor) should continue to carry the collateral as its asset, and the secured party
(transferee) should not recognize the pledged asset, unless the debtor defaults under the contract. - If the debtor
(transferor) defaults under the terms of the se-cured contract and is no longer entitled to redeem the pledged asset,
it should derecognize the pledged asset. The secured party (transferee) should recognize the collateral as its asset,
initially measured at fair'value or, if it has already sold the collateral, derecognize its obligation to return the
collateral. [0 0O
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