
FASB Issues Interpretation on Accounting Guidance to Improve Disclosure Requirements
for Guarantees

On November 25, 2002, the FASB issued Interpretation No. 45, Guarantor's Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness
of Others, which elaborates on the disclosures to be made by a guarantor about its obligations
under certain guarantees issued. It also clarifies that a guarantor is required to recognize, at
the inception of a guarantee, a liability for the fair value of the obligation undertaken in issuing
the guarantee. The Interpretation expands on the accounting guidance of SFAS No. 5,
Accounting for Contingencies, SFAS No. 57, Related Party Disclosures, and SFAS No. 107,
Disclosures about Fair Value of Financial Instruments. The Interpretation also incorporates,
without change, the provisions of FASB Interpretation No. 34, Disclosure of Indirect Guaran-
tees of Indebtedness of Others, which it supersedes. The Interpretation does identify several
situations where the recognition of a liability at inception for a guarantor's obligation is not
required.

The initial recognition and measurement provisions of Interpretation 45 apply on a
prospective basis to guarantees issued or modified after December 31, 2002, regardless of the
guarantor's fiscal year-end. The disclosures are effective for financial statements of interim or
annual periods ending after December 15, 2002.

November 21, 2002 Meeting of the EITF

The EITF addressed the following seven issues at its November 21, 2002 meeting. Also at
this meeting, the Task Force chairman informed the Task Force that beginning in January
2003 all EITF consensuses will be subject to ratification by the Board. Issues will be presented
at the FASB's regular weekly meeting two weeks after the EITF meeting. Consensuses will not
be effective until ratified by the Board. 

The Deloitte & Touche-prepared EITF minutes, including details of the consensuses
reached and other viewpoints, will be posted at http://www.deloitte.com/us/assurance.

Issue No. 00-21, Accounting for Revenue Arrangements with Multiple Deliverables 

This Issue addresses certain aspects of the accounting by a vendor for arrangements
under which the vendor will perform multiple revenue-generating activities. 

The Task Force reached a consensus on this Issue. The Task Force discussed transition
and concluded that Issue 00-21 will be effective for fiscal periods beginning after June 15,
2003. For calendar-year-end companies, the Issue will be effective for the third quarter of 2003.
Companies may choose to apply the Issue prospectively or by recognizing a cumulative effect.
Further discussion of this Issue is not expected.

Issue No. 02-3, Recognition and Reporting of Gains and Losses on Energy Trading Contracts under EITF
Issues No. 98-10, Accounting for Contracts Involved in Energy Trading and Risk Management Activities,
and No. 00-17, Measuring the Fair Value of Energy-Related Contracts in Applying Issue No. 98-10 

This Issue addresses certain matters related to energy-trading activities, including (1)

gross versus net presentation in the income statement, (2) whether the initial fair value of an
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energy-trading contract can be other than the exchange price, and (3) additional disclosure requirements for energy-trading

activities.

At the October 25, 2002 meeting, the Task Force reached a consensus on this Issue. At the November 21, 2002 meeting,

the Task Force and FASB staff discussed changes proposed by the FASB staff to the final wording of the consensus. The

edits to the consensus relate to the definition of the term fair value and its appropriate application with respect to this

Issue.

Further discussion of this Issue is not expected.

Issue No. 02-9, Accounting for Changes That Result in a Transferor Regaining Control of Financial Assets Sold

This Issue addresses how to apply the accounting requirements of paragraph 55 with respect to beneficial interests held

by the transferor and loans that do not meet the definition of security, including whether the transferor should recognize a

gain or loss when paragraph 55 is applied.

The Task Force reached a tentative conclusion on subissue 1 of Issue 02-9, concluding that upon application of paragraph

55 of SFAS 140, a gain or loss may be recognized only with respect to "repurchased" third-party beneficial interests and only

if a removal-of-accounts provision or similar contingent right held by the transferor that is not accounted for as a deriva-

tive under SFAS 133 is not at-the-money.

Further discussion of the remaining subissues at a future meeting is expected.

Issue No. 02-12, Permitted Activities of a Qualifying Special-Purpose Entity in Issuing Beneficial Interests under FASB Statement No. 140,
Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities 

SFAS 140 is specific about the types of assets a qualifying special-purpose entity (QSPE) may hold and the types of

derivatives into which it may enter; however, there is little guidance on the issuance of beneficial interests. Specifically,

SFAS 140 does not address (1) whether the terms of beneficial interests to be issued must be specified at the QSPE's inception

or (2) whether the QSPE (or its designee or agent) is permitted to determine the terms of replacement beneficial interests. 

The Task Force did not reach a consensus on this Issue. Further discussion of this Issue at a future meeting is expected.

Issue No. 02-14, Whether the Equity Method of Accounting Applies When an Investor Does Not Have an Investment in Voting Stock of an
Investee but Exercises Significant Influence through Other Means

This Issue addresses when, if ever, a company should apply the equity method of accounting if it does not have an
investment in the voting stock (typically common stock) of another entity, yet is able to exercise significant influence over
the operating activities of that entity.  

The Task Force agreed that this Issue applies only when an entity has significant influence over an investee. The Task
Force asked the FASB staff to further develop the Issue to consider when an investment may be in-substance common
stock.

Further discussion of this Issue at a future meeting is expected.  

Issue No. 02-16, Accounting for Consideration Received from a Vendor by a Customer (Including a Reseller of the Vendor's Products)

EITF Issue No. 01-9, Accounting for Consideration Given by a Vendor to a Customer (Including a Reseller of the Vendor's
Products), addressed the accounting by a vendor for consideration given to a customer, including both a reseller of the vendor's
products and an entity that purchases the vendor's products from a reseller. Questions were raised regarding how a reseller
of a vendor's products should account for cash consideration received from a vendor. The subissues contained in Issue 02-16
pertain to cash consideration received by a reseller from a vendor and recognition for up-front, nonrefundable cash consideration
received by a reseller.

The Task Force reached a consensus on this Issue. Further discussion of this Issue is not expected. 
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Issue No. 02-18, Accounting for Subsequent Investments in an Investee after Suspension of Equity Method Loss Recognition

After an investor has appropriately suspended equity method loss recognition in accordance with paragraph 19(i) of

APB Opinion 18 and Issue 98-13, the Issue concerns whether an investor should (1) use step acquisition accounting or (2)

recognize losses to the extent of previously suspended losses, when accounting for a subsequent investment in an investee

that does not result in the ownership interest increasing from that of significant influence to that of control.

The Task Force did not reach a consensus on this Issue. Further discussion of this Issue at a future meeting is expected.

SEC Proposes Amendments Relating to Certain Stock Repurchase Transactions

On November 26, 2002, the SEC proposed amendments to Rule 10b-18 under the Securities Exchange Act of 1934,

which provides a "safe harbor" from charges of manipulation when an issuer purchases its common stock within the limitations

specified in the rule.

The proposed amendments would simplify and update the safe harbor provisions to reflect market developments since

the rule's adoption. The principal proposed changes include: 

• Easing the timing limitation to allow issuers of "actively traded" securities to stay in the market up to 10 minutes

before the scheduled close of trading, instead of the current 30-minute limitation

• Expanding the safe harbor for issuer repurchases when the market is severely distressed, by allowing an issuer to

purchase up to 100 percent of its security's average daily trading volume during the trading session immediately

following a "market-wide trading suspension"

• Eliminating the "block exception" from the volume limitation. To qualify for the safe harbor under the proposed

amendments, issuers would have to include their block purchases in applying the rule's 25 percent average daily

trading volume limitation. Issuers, however, would be able to include their block purchases in calculating a security's

average daily trading volume, which would increase the amount that some issuers could repurchase under the safe

harbor. 

To enhance the transparency of issuer repurchases, the SEC also proposed that Regulations S-K and S-B under the

Exchange Act and Form 20-F, among other related Exchange Act forms, be amended to require periodic disclosure of all

issuer repurchases, including those made in reliance on Rule 10b-18.

Under the proposal, issuers would be required to disclose, among other things, the total number of shares repurchased

during the past quarter, the average price paid per share, the identity of any broker-dealers used to effect the purchases,

the number of shares purchased as part of a publicly announced repurchase plan or program, and the number of shares

remaining to be purchased under the plan or program.

The related press release is available on the SEC's website at http://www.sec.gov/news/press/2002-170.htm.

SEC Proposes Rules on Auditor Independence and Workpaper Retention Under Sarbanes-Oxley Act

In its ongoing efforts to implement the requirements of the Sarbanes-Oxley Act of 2002, the SEC proposed two rules

on November 19, 2002. The rules are briefly summarized below. The press release is available on the SEC's website at

http://www.sec.gov/news/press/2002-165.htm.  

Auditor Independence

As required by Section 208(a) of Sarbanes-Oxley, the SEC proposed rules to:

• Revise its regulations related to nonaudit services that impair an accounting firm's independence when provided

to an audit client
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• Require a registrant's audit committee to preapprove all audit and nonaudit services provided by the auditor of the

financial statements

• Prohibit partners on audit engagement teams from providing audit services to a registrant for more than five consecu-

tive years and from returning to audit services with the same registrant within five years

• Prohibit accounting firms from auditing an audit client's financial statements if certain members of the registrant's

management had been members of the accounting firm's audit engagement team within the one-year period preceding

the beginning of the audit procedures

• Require the auditor of a registrant's financial statements to report certain matters to the registrant's audit committee,

including "critical" accounting policies

• Require disclosures to investors of information related to the audit and nonaudit services provided by, and fees paid

by the registrant to, the auditor of the registrant's financial statements. The disclosures would be made in the registrant's

annual report and would include fees paid for audits, tax preparation, and all other fees for the year covered by the

filing and the previous year.

Also under the proposed rule, an accountant would not be independent from an audit client if any partner, principal,

or shareholder of the accounting firm who is a member of the engagement team received compensation based directly on

any service provided or sold to that client other than audit, review, and attest services.

The proposed rule is available on the SEC's website at http://www.sec.gov/rules/proposed/33-8154.htm. 

Audit Workpaper Retention

The proposed rules specify that auditors must retain workpapers for a five-year period subsequent to the completion of

an audit or review of a registrant's financial statements. The proposed rules specify that an auditor should retain workpapers

and other documents that form the basis of the audit or review and memoranda, correspondence, communications, other

documents, and records (including electronic records), which are created, sent, or received in connection with the audit or

review and that contain conclusions, opinions, analyses, or financial data related to the audit or review.

The proposed rule is available on the SEC's website at http://www.sec.gov/rules/proposed/33-8151.htm.

Guidance on Combating Fraud Issued

On November 19, 2002, the AICPA, the Financial Executives Institute, and several other professional associations

jointly issued a paper entitled Management Antifraud Programs and Controls: Guidance to Help Prevent, Deter, and

Detect Fraud.

Developed with the assistance of the National Association of Corporate Directors and certain other organizations, the

paper contains a number of recommendations aimed at helping boards of directors, audit committees, and management

to thwart fraud in their companies. The recommendations include:

• Creating a culture of honesty and high ethics

• Proactively evaluating antifraud processes and controls

• Developing an appropriate antifraud oversight process.

The paper and a related press release are available on the AICPA's website at http://www.aicpa.org/antifraud/man-

agement.htm and http://www.aicpa.org/news/2002/p021118.asp, respectively. Further information about the AICPA

can be found on its website at http://www.aicpa.org/index.htm.
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World Congress of Accountants Draws 5,000 Attendees

Approximately 5,000 accounting professionals, standard setters, government officials, educators, and business leaders from

more than 100 countries attended the 16th World Congress of Accountants (WCA), November 18-21, 2002, in Hong Kong.

Held once every five years, the WCA provides a global forum for the exchange of ideas on various issues of current

international significance. This year's WCA focused on issues related to technology, corporate governance, ethics and auditor

independence, and international accounting standards.

Several of the speeches and presentations made at the 16th WCA can be accessed on the WCA's website at

http://www.wcoa2002.com/index2.htm. Further information on the 16th WCA can be found on the WCA's website at

http://www.wcoa2002.com and in various mainstream media resources, for example, the November 20, 2002 edition of

the Financial Times ("Auditors Urged to Be 'Guardians of Truth'").

IASB Confers With National Accounting Standard Setters

On November 18, 2002, just before the start of this year's WCA, the IASB hosted a conference of national accounting

standard setters that focused on the global convergence of accounting standards. Among the specific topics addressed were

accounting regulation, revenue recognition, business combinations, and reporting performance.

Several of the speeches and presentations made at this conference are available on the IASB's website at

http://www.iasb.org.uk/cmt/0001.asp?s=1619257&sc={ADBEC8B9-2EC4-4D07-A973-1DE8691F6BB9}&n=4131. Further

information on the IASB can be obtained on its website at http://www.iasb.org.uk/cmt/0001.asp.

For further information contact your local Deloitte & Touche office.
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Abbreviations Frequently Used in Accounting Roundup
AcSEC Accounting Standards Executive Committee

AICPA American Institute of Certified Public Accountants

EITF Emerging Issues Task Force

FASB Financial Accounting Standards Board

GASB Governmental Accounting Standards Board

IAS International Accounting Standard

IASB International Accounting Standards Board

IFAC International Federation of Accountants

IFRS International Financial Reporting Standard

PCAOB Public Company Accounting Oversight Board

SAS Statement on Auditing Standards

SEC Securities and Exchange Commission

SFAS Statement of Financial Accounting Standards

SOP Statement of Position
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