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With the release of FASB Staff Position FAS 115-1 and FAS 124-11 (a single
document — the “FSP”), the FASB resolved the accounting controversy generated
by the EITF’s consensus on Issue 03-1,2 first reached in March 2004, and the
related guidance subsequently proposed in FSP EITF Issue 03-1-a.3 In most
important respects, the FSP reverts to other-than-temporary impairment (OTTI)
guidance that predated the original effective date of Issue 03-1. That said, the FSP
carries forward other elements of Issue 03-1, most notably the disclosure
requirements that have been in effect since the end of 2003. Also preserved is
Issue 03-1’s guidance regarding when to test cost-method equity securities for
impairment.

The Model
The FSP retains Issue 03-1’s three-step model:

Step 1 — Determine Whether an Investment Is Impaired

Step 2 — Evaluate Whether an Impairment Is Other Than Temporary

Step 3 — If the Impairment Is Other Than Temporary, Recognize an
Impairment Loss Equal to the Difference Between the Investment’s
Cost and Its Fair Value

Consistent with Issue 03-1, this model must be used for:

• Debt and marketable equity securities within the scope of Statement 115.4
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As developments warrant, Heads Up is prepared by
the National Office Accounting Standards and
Communications Group of Deloitte & Touche LLP
(“Deloitte & Touche”). For subscription information,
see the back page.

This publication contains general information only
and Deloitte & Touche is not, by means of this
publication, rendering accounting, business, financial,
investment, legal, tax, or other professional advice or
services. This publication is not a substitute for such
professional advice or services, nor should it be used as
a basis for any decision or action that may affect your
business. Before making any decision or taking any
action that may affect your business, you should consult
a qualified professional advisor. Deloitte & Touche, its
affiliates and related entities shall not be responsible
for any loss sustained by any person who relies on this
publication.

1 FASB Staff Position Nos. FAS 115-1 and FAS 124-1, “The Meaning of Other-Than-Temporary
Impairment and Its Application to Certain Investments.”

2 EITF Issue No. 03-1, “The Meaning of Other-Than-Temporary Impairment and Its Application to
Certain Investments.”

3 Proposed FASB Staff Position No. EITF Issue 03-1-a, “Implementation Guidance for the
Application of Paragraph 16 of EITF Issue No. 03-1, ‘The Meaning of Other-Than-Temporary
Impairment and Its Application to Certain Investments.’”

4 FASB Statement No. 115, Accounting for Certain Investments in Debt and Equity Securities.



Debt securities include those classified as either held-to-maturity or available-for-sale.

• All equity securities held by insurance companies.

• Cost-method equity securities (i.e., equity securities not subject to APB 185 or Statements 115 and 1246 (i.e., cost-method
investments).

• Debt and equity securities within the scope of Statement 124 that are held by an investor that reports a “performance
indicator” (defined in the AICPA Accounting and Auditing Guide, Health Care Organizations).

How does the model work? The following discussion describes how to apply each step of the model, and highlights key
differences from the Issue 03-1 model.

Step 1 — Determine Whether an Investment Is Impaired (i.e., Fair Value Is Less Than Cost)

Step 1 of the model remains essentially unchanged from Step 1 of the Issue 03-1 model.

Under Step 1, investments other than certain cost-method investments must be assessed for impairment in each reporting
period; for quarterly filers, this would include interim periods. Investments must be evaluated for impairment at the
individual security level, which is the same level used by the reporting entity to measure realized and unrealized gains and
losses on debt and equity securities.

Companies cannot combine separate contracts (e.g., a debt security and a guarantee) when performing an impairment
assessment.

Step 1 also discusses how to assess impairment for cost-method investments whose fair value may not be readily determinable.
Details of this guidance can be found in Appendix A.

Step 2 — Evaluate Whether an Impairment Is Other Than Temporary

The guidance in Step 2 of the Issue 03-1 model has been replaced. Instead, the guidance now consists of references to
impairment accounting literature that predated Issue 03-1, specifically to:

• Paragraph 16 of Statement 115,

• SEC Staff Accounting Bulletin Topic 5.M,7

• Paragraph 6 of APB Opinion 18, and

• Issue 99-20.8

Déjà vu? Yes. This same approach was previously taken in Issue 03-1-19 when that document suspended the original effective
date of Steps 2 and 3 of the Issue 03-1 model.
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5 APB Opinion No. 18, The Equity Method of Accounting for Investments in Common Stock.
6 FASB Statement No. 124, Accounting for Certain Investments Held by Not-for-Profit Organizations.
7 SEC Staff Accounting Bulletin Topic 5.M, “Other Than Temporary Impairment of Certain Investments in Debt and Equity Securities.”
8 EITF Issue No. 99-20, “Recognition of Interest Income and Impairment on Purchased and Retained Beneficial Interests in Securitized Financial Assets.”
9 FASB Staff Position No. EITF Issue 03-1-1, “Effective Date of Paragraphs 10-20 of EITF Issue No. 03-1, ‘The Meaning of Other-Than-Temporary Impairment And

Its Application to Certain Investments.’”

Example

InsureCo purchases 100 shares of Company XYZ (XYZ) stock on the last day of each calendar quarter during a one-year
period. If, when measuring realized gains and losses, InsureCo determines its cost basis using an average cost method, it would
assess impairment for each reporting period using XYZ’s average cost basis. If InsureCo uses the specific identification method,
impairment would be assessed separately for each lot of XYZ stock that was purchased, using that lot’s specific cost basis.



3

Step 2 also incorporates and clarifies guidance previously provided in Topic D-44,10 namely:

• When an investor has decided to sell an impaired available-for-sale security and the investor does not expect the fair value of
the security to fully recover prior to the expected time of sale, the security must be deemed other-than-temporarily impaired in
the period in which the decision to sell is made.

• Notwithstanding the above, an investor must recognize an impairment loss when the impairment is deemed other than
temporary, even if a decision to sell has not been made

Step 3 — If the Impairment Is Other Than Temporary, Recognize an Impairment Loss Equal to the Difference
Between the Investment’s Cost and Its Fair Value

Step 3 of the model remains essentially unchanged from guidance provided in Issue 03-1. If Step 2 of the model indicates that
an impairment is other than temporary, then an impairment loss must be recognized in earnings. That loss is measured as the
difference between the investment’s cost and its fair value at the balance sheet date of the reporting period. A partial recovery
in fair value subsequent to the date of the balance sheet cannot be factored into the impairment measurement. The fair value of
an OTTI investment becomes its new cost basis; subsequent recoveries in fair value cannot be recognized.

What is the subsequent accounting for an OTTI debt security? According to the FSP, the security should be accounted for as if
the investor had purchased the debt security at fair value on the measurement date of the OTTI. The discount or reduced
premium recorded for the security, based on its new cost basis, would be amortized prospectively over the security’s remaining
life, based on the amount and timing of future estimated cash flows (which may differ from a security’s contractual cash flows).

Disclosures
The FSP carries forward the disclosure requirements and examples set forth in Issue 03-1. It also clarifies that investments that

fall within the scope of Issue 99-20 must be included in the required tabular disclosures.

Effective Date
The FSP applies to reporting periods beginning after December 15, 2005. Earlier application is permitted.

10 EITF Topic No. D-44, “Recognition of Other-Than-Temporary Impairment Upon the Planned Sale of a Security Whose Cost Exceeds Fair Value.”
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This table summarizes when cost-method equity securities must be assessed for impairment.

Characteristics of Cost-Method Equity Securities “Fair Value” To Use In Impairment Assessment

Investments for which the investor has already estimated fair
value (e.g., for disclosure under FASB Statement No. 107,
Disclosures About Fair Value of Financial Instruments)

For reporting periods in which the estimate has been made, use
that estimate to determine if the investment is impaired. If the
investment’s fair value is less than its cost, it is considered
impaired, and Step 2 of the impairment model must be applied
to determine if the impairment is other than temporary.

Investments for which the investor has not estimated fair value
during the reporting period

Evaluate whether an event or change in circumstances has
occurred in the reporting period that could have had a
significant adverse effect on the fair value of the investment. If
an impairment indicator (see Appendix B) exists, estimate the
fair value of the investment, and proceed to Step 2 of the
impairment model if the fair value of the investment is less than
its cost.

Investments tested for impairment in previous reporting periods
under Step 2 of the impairment model that were determined at
that time not to be other-than-temporarily impaired.

Continue to evaluate whether the investment is impaired (i.e.,
estimate the fair value of the investment) in each subsequent
reporting period until the investment recovers its fair value up
to or beyond its cost, or the investor recognizes an OTTI loss.
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The FSP notes that impairment indicators may include, but are not limited to, the following:

• A significant deterioration in the earnings performance, credit rating, asset quality, or business prospects of the investee;

• A significant adverse change in the regulatory, economic, or technological environment of the investee;

• A significant adverse change in the general market condition of either the geographic area or the industry in which the
investee operates;

• A bona fide offer to purchase (whether solicited or unsolicited), an offer by the investee to sell, or a completed auction process
for the same or similar security for an amount less than the cost of the investment; and

• Factors that raise significant concerns about the investee’s ability to continue as a going concern, such as negative cash flows
from operations, working capital deficiencies, or noncompliance with statutory capital requirements or debt covenants.



Subscriptions
If you wish to receive Heads Up and other accounting publications issued by the Accounting Standards and Communications
Group of Deloitte & Touche, please register at www.deloitte.com/us/subscriptions.

Dbriefs for Financial Executives
We invite you to participate in Dbriefs, Deloitte & Touche’s webcast series that delivers practical strategies you need to stay on top
of important issues. Gain access to valuable ideas and critical information from webcasts presented each month on:

• Sarbanes-Oxley • Corporate Governance

• Financial Reporting • Driving Enterprise Value

Dbriefs also provides a convenient and flexible way to earn CPE credit — right at your desk. Join Dbriefs to receive notifications
about future webcasts.

On January 19 at 2:00 PM EST, we will host a 90-minute webcast, “Quarterly Accounting Roundup: An Update of Important
Developments.”  Registration will be available soon.

Deloitte Accounting Research Tool Available
Deloitte & Touche is making available, on a subscription basis, access to its online library of accounting and financial disclosure
literature. Called the Deloitte Accounting Research Tool (DART), the library includes material from the FASB, the EITF, the AICPA,
the PCAOB, the IASB, and the SEC, in addition to Deloitte & Touche’s own accounting manual and other interpretative accounting
guidance.

Updated every business day, DART has an intuitive design and navigation system that, together with its powerful search features,
enable users to quickly locate information anytime, from any computer. Additionally, DART subscribers receive periodic e-mails
highlighting recent additions to the DART library.

For more information, including subscription details and an online DART demonstration, visit www.deloitte.com/us/dart.
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