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Dear Representative Zeldin:

Thank you for your October 4, 2017 letter, which describes certain concerns regarding
the credit losses standard issued by Financial Accounting Standards Board (FASB) on June 16,
2016 (Financial Instruments—Credit Losses (Topic 326): Measurement ofCredit Losses on
Financial Instruments). I appreciate you and your colleagues" interest in this topic as well as the
role of the FASB as the designated private sector accounting standard setter in the United States.

The FASB's project that led to the issuance of the new credit losses standard has its
origins in the financial crisis, where some market participants believed the existing "incurred
loss" model resulted in the untimely and delayed recognition of credit losses, and ultimately,
lower levels of loan loss reserves than otherwise may have been anticipated. Accordingly,
FASB's stated objective for issuing the new credit losses standard was to provide users of
financial statements with "more decision-useful information about the credit risk inherent in

financial assets and the change in expected credit losses occurring during the period.'* As
opposed to the prior "incurred loss" model, the new credit losses standard is intended to more
closely align an entity's financial reporting with management's estimate of expected credit
losses.

As you are aware, the FASB, as an independent accounting standard setter, focuses on
developing accounting standards for financial reporting that provides investors with the
information they need to make informed investment decisions. When setting standards, the
FASB states that it weighs whether the expected improvement in the quality of the information
provided to users justifies the cost of preparing and providing that information. Better
information, in turn, could change what capital allocation decisions should be made or what
actions should be taken by management, but the FASB does not seek to influence the outcome of
those decisions. I believe that it is entirely appropriate for the FASB to focus on the quality of
the information provided to investors to ensure continued investor confidence in the accuracy
and quality of reported information, which iscritical to capital formation.

In your letter, you note that while the effective date for the new standard is not until
2020, the new standard's practical impact is more imminent. I appreciate that financial
institutions need to plan for potential changes to their regulatory capital requirements and am
aware that these regulatory capital requirements are currently being analyzed by the appropriate
banking regulators and other supervisory bodies in connection with the changing accounting
standards. In particular, the Basel Committee on Banking Supervision, which provides a forum
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for regulator cooperation on banking supervisory matters, recently issued transition guidance
with respect to the impact of accounting changes on regulatory capital, and specifically indicated
that it will further monitor the effect of the new standard's impact on capital. In addition, the
U.S. Treasury, in response to the President's Executive Order on Core Principles for Regulating
the United States Financial System, recommended that the potential impact of the new standard
on banks' capital levels be carefully reviewed by U.S. prudential regulators with a view towards
harmonizing the application of the standard with regulators' supervisory efforts. The
Commission's Chief Accountant has expressed his encouragement and support for this review to
ensure regulatory requirements are updated, if necessary, to account for the impact of any change
resulting from the new standard.

While financial institutions are still evaluating the effect of the new standard, some have
indicated that the new requirement to immediately recognize expected losses, instead of
deferring losses until "incurred" (as under the existing standard), could adversely impact an
entity's ability to lend in an economic downturn or slow an economic recovery. I am concerned
by these issues. But I would also be concerned if financial reporting standards were not
providing investors with relevant, reliable and timely information about a financial institution's
credit risk and its change in expected credit losses.

Many of the concerns expressed appear to me to be the result of the interaction of the
new standard with existing regulatory capital requirements. I support the ongoing efforts by the
appropriate banking regulators and other supervisory bodies to analyze the regulatory capital
requirements in connection with the changing accounting standards. When an accounting
standard is changed in a way that provides investors with better information, but has unwarranted
results under bank capital rules, it may be necessary to consider modifying other rules (e.g., the
bank capital rules) to eliminate that unwarranted result. SEC staff will continue to engage with
the prudential regulators on this issue and provide any assistance they require as they undertake
their process for reviewing their standards.

Separately, the Commission staff has actively monitored the FASB's standard setting
process and continues to monitor implementation activities undertaken by stakeholders and the
FASB. In particular, the Commission staff has actively monitored the FASB's Transition
Resource Group for Credit Losses (TRG). whose members include financial statement preparers
(including community banks and credit unions), auditors, users, and financial services regulators,
and has encouraged banks to bring questions about the accounting standard before the TRG for
discussion. The staff has been and will continue to assess whether FASB's standard is having its
intended effect of aligning reporting with management's analysis and whether there are any
unintended negative consequences.

Thank you again for your letter. Please do not hesitate to contact me at (202) 551-2100,
or have a member of your staff contact Bryan Wood, Director of the Office of Legislative and
Intergovernmental Affairs, at (202) 551-2010. if you have any further questions or comments.


