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This morning the Financial Accounting Standards Board announced

- . . Harold P. Reichwald
that it is changing certain of the mark-to-market rules for assets Partner
that are held for sale, but are hard to value in today’s illiquid hreichwald@manatt.com
marketplace. The change will permit the banks to revalue these 310.312.4148
assets to a value that is based on what the assets would sell for in
a normalized market, rather than using fire-sale prices. This is
expected to enable those banks that wrote down values in the ] )

. . . Manatt was founded with a special

past, based on an approach that used fire-sale prices, to write up emphasis on advising banking
those assets, if the long-term cash flow modeling, credit and and financial services clients.

interest rate characteristics justify doing so. Today we are one of the leading
] y 9 banking law firms in the United

States, representing numerous
Commentators are already trading speculations as to whether this banks, holding companies, foreign
h ill tend to i d th t of t banks, savings institutions,
change will tend to increase or decrease the amount of mortgage mortgage lenders, finance
loan and other assets that banks wish to sell. The answer is: both. lenders, credit card issuers,
Some banks are likely to be motivated to sell more assets, and ?‘qu“'tr‘?rsl‘ Ia”d processors and
; ) Inaustrial 1oan companies ... more
other banks are likely to be motivated to sell fewer assets. What P T
the accounting change does is free up the banks to decide whether . Practice Group Overview
to hold or sell on the basis of real economic considerations, rather - Practice Group Members
than the accounting treatment. For some portfolios, this will mean
that the bank will now decide to retain a portfolio that it otherwise
would have sold. For others it will mean that the bank will newly

consider selling a portfolio.
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Today’s change is mainly about the portfolios that were already - Newsletter Disclaimer
designated as “held for sale.” If the assets were written down to .‘I\I;Izcnhar;[cczz(l)rsnupport
fire-sale prices, they might actually be revalued (with a recognition -

of gain) to reflect the new assessment of value. For these assets,

the holder might have sought to sell in the past, notwithstanding

low offers, because the asset was already being carried at a low

price. With the opportunity to write the asset up, a sale becomes

unattractive until the market returns to normal, when presumably



http://www.manatt.com/WorkArea/linkit.aspx?LinkIdentifier=id&ItemID=2566
http://www.manatt.com/WorkArea/linkit.aspx?LinkIdentifier=id&ItemID=2566
mailto:khertzog@manatt.com
http://www.manatt.com/WorkArea/linkit.aspx?LinkIdentifier=id&ItemID=2850
mailto:hreichwald@manatt.com
http://www.manatt.com/WorkArea/linkit.aspx?LinkIdentifier=id&ItemID=1317
http://www.manatt.com/WorkArea/linkit.aspx?LinkIdentifier=id&ItemID=1317
http://www.manatt.com/Expertise.aspx?id=1317&search=true&paId=1317
http://www.manatt.com/subscribe.aspx
mailto:newsletters@manatt.com?subject=Unsubscribe%20BankingLaw
http://www.manatt.com/WorkArea/linkit.aspx?LinkIdentifier=id&ItemID=7860
http://www.manatt.com/WorkArea/linkit.aspx?LinkIdentifier=id&ItemID=7862
mailto:jbronner@manatt.com?subject=BankingLaw%20Newsletter%20Technical%20Support
http://www.manatt.com/
http://www.manatt.com/default.aspx

Document hosted at JDSU PRA
http://www.jdsupra.com/post/documentViewer.aspx?fid=a471a8al-aa41-4bfa-bf52-7bda46f07634

prevailing prices will rise to the new carrying level.

On the other hand, the change has the potential to free up assets
that were previously characterized as “held for investment.” Banks
that might otherwise have considered selling asset portfolios
simply to reduce their overall balance sheet size, have in the past
been reluctant to test the market for specific assets, lest those
assets be recharacterized as being “held for sale,” and thereupon
become subject to steep write-downs, even if the assets do not
end up being sold. If the effect of today’s accounting change is to
permit the bank to retain the asset at its current carrying value
after “testing the waters” for a sale, that could encourage banks to
start offering up portfolios of either performing or nonperforming
loans, according to their economic needs and abilities to absorb
some level of loss.

For this process to commence, the banks would need to see that
the valuation model that their accountants will find acceptable for
“held for sale” assets is identical to, or reasonably close to, the
valuation model that applies to “held for investment” assets. The
new FASB approach does not quite say that this is the case, but
there is reason to think that its effects may be close to that result.

The new FASB announcement may also have a ripple effect by
signaling an attitude toward the valuation process. To the extent
that individual audit firms may have been reluctant in the past to
countenance valuation approaches other than on a fire-sale basis,
they now seem to be getting encouragement to accept more
holistic valuation processes.

FOR ADDITIONAL INFORMATION OM THIS ISSUE, CONTACT:

Ellen Marshall Ms. Marshall is co-chair of the firm’s Banking
g8 and Financial Industry practice group and the
Administrative Partner of the Orange County office. She
specializes in business transactions, including capital markets,
finance, mergers and acquisitions and securitization. She has
practiced banking, corporate and finance law in Los Angeles and

Orange County since 1975.

ATTORNEY ADVERTISING pursuant to New York DR 2-101(f)
Albany | Los Angeles | New York | Orange County | Palo Alto | Sacramento | San Francisco | Washington, D.C.
© 2009 Manatt, Phelps & Phillips, LLP. All rights reserved.



http://www.manatt.com/EllenMarshall.aspx

