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FASB Issues Exposure Draft on Accounting for Stock Options, Amends Transition and
Disclosure Provisions

On October 4, 2002, the FASB issued an exposure draft, Accounting for Stock-Based
Compensation—Transition and Disclosure, that would amend SFAS No. 123, Accounting for
Stock-Based Compensation.

The amendment, which is expected to be issued by the end of this year, would be effective
immediately upon issuance. The proposed Statement would amend the transition and disclosure
provisions of SFAS 123 without changing the recognition and measurement principles, and
would require such disclosures to be provided in annual financial statements for fiscal years
ending after December 15, 2002. The proposed disclosures to be provided in interim financial
information would be required as of the first interim period beginning after December 15,
2002, with earlier application encouraged.

A copy of the exposure draft can be obtained at http://www.fasb.org/draft. The comment
period ends on November 4, 2002.

FASB Discusses Convergence of FASB and IASB Standards
At its October 2, 2002 meeting, the FASB agreed with the IASB to add a joint project to

their agendas that focuses on converging FASB and IASB accounting standards. The convergence
project will be conducted in two parts: (1) a short-term, limited-scope joint project to resolve
differences between U.S. and international standards that are narrow in scope and (2) a longer
term research project that will (a) identify existing differences between U.S. and IASB standards,
(b) determine strategies for resolving those differences, and (c) recommend agenda items
appropriate to further the goal of convergence. The overall project is expected to ultimately

result in amendments to some FASB and IASB standards to eliminate these differences.

FASB Issues Statement on Acquisitions of Certain Financial Institutions

On October 1, 2002, the FASB issued SFAS No. 147, Acquisitions of Certain Financial
Institutions, which applies to all acquisitions of financial institutions except those between
two or more mutual enterprises, which is being addressed in a separate project.

SFAS 147 supersedes the specialized accounting guidance in paragraph 5 of SFAS No. 72,
Accounting for Certain Acquisitions of Banking or Thrift Institutions, and amends FASB
Interpretation No. 9, Applying APB Opinions No. 16 and 17 When a Savings and Loan Association
or a Similar Institution Is Acquired in a Business Combination Accounted for by the Purchase
Method; therefore, if certain criteria in SFAS 147 are met, the amount of the unidentifiable
intangible asset will be reclassified to goodwill upon adoption of this Statement. Restatement of
previously issued financial statements will be required. Those transition provisions are effective
as of October 1, 2002; however, early application is permitted.
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SFAS 147 also amends the scope of SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, to
include long-term customer-relationship intangible assets such as depositor- and borrower-relationship intangible assets and
credit cardholder intangible assets.

Copies of SFAS 147 can be ordered through the FASB's website at http://www.fasb.org/public/pubord.shtml.

FASB Holds Roundtable Discussion on SPE Issues

The FASB held a roundtable discussion on September 30, 2002 to discuss the proposed Interpretation of ARB No. 51,
Consolidation of Certain Special-Purpose Entities. Participants included Board members and representatives from the
FASB staff, the SEC, various accounting firms, and industry. The proposed Interpretation provides guidance for the
identification of a controlling financial interest established by means other than voting interests and requires consolidation
of an SPE by an enterprise that holds such a controlling financial interest (i.e., the primary beneficiary).

The following paragraphs provide a summary of some of the issues discussed and the viewpoints expressed.

Defining an SPE

The proposed Interpretation does not define an SPE; rather, it defines a substantive operating enterprise (SOE) and states
that an SOE is not an SPE. The proposed Interpretation generally requires that certain SPEs be evaluated for consolidation
based on voting interests and that certain SPEs be evaluated for consolidation based on variable interests. Some participants
stated that the criteria for identifying a business in EITF Issue No. 98-3, Determining Whether a Nonmonetary Transaction
Involves Receipt of Productive Assets or of a Business, should be clarified and used as a basis for determining whether an
entity is an SPE or an SOE. Other participants indicated that it was unclear whether every entity could be characterized as
either an SPE or an SOE. Additionally, several participants indicated that, rather than focusing on defining whether an
entity is an SPE or an SOE, the focus should be on determining when voting rights are not an indicator of a controlling
financial interest (i.e., when the variable interests model is appropriate). Some participants said that it is unclear whether
hedge funds, registered investment companies, and nonprofit companies could qualify as SPEs.

Identifying the Primary Beneficiary

Under the proposed Interpretation, if an entity meets the definition of an SPE for which voting interests are not an
indicator of a controlling financial interest, each enterprise involved with the SPE is generally required to determine
whether or not it provides financial support to the SPE through a variable interest and whether or not that support is significant
enough for the enterprise to be the primary beneficiary of the SPE. The entity is deemed to be the primary beneficiary of
the SPE (1) if no other parties provide significant support, (2) if its support is the majority of the variable interests in the
SPE, or (3) if its support is a significant portion of the total variable interests and is significantly more than any other individual
party's portion. These factors would be reconsidered at each reporting date.

Certain participants expressed concern that the "significant" and "significantly more than any other individual party's"
wording could give rise to changes in consolidation due to factors beyond the consolidating enterprise's control, and that
there could be different parties consolidating different entities at each reporting date. Several participants expressed a preference
that the reconsideration occur only after certain triggering events, such as a change in an enterprise's ownership. At least
one participant indicated a preference for proportional consolidation and stated that the FASB should explicitly state
whether or not proportional consolidation is an alternative.

Effective Date

The FASB said that it intends to issue an Interpretation by the end of 2002 that would be effective immediately for new
SPEs. The proposed Interpretation requires application to existing SPEs as of the beginning of the first fiscal period after
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March 15, 2003 (April 1, 2003 for calendar-year-end companies). Several industry representatives said the effective date
should be extended due to the administrative burden and expense required to renegotiate debt covenants that might be violated

upon application of the Interpretation. An SEC representative stated that the effective date should not be extended.

Principles-Based Approach to Standards Setting

In response to the requirement in the Sarbanes-Oxley Act of 2002 that the SEC conduct a study and report on adopting
principles-based accounting in the United States, the FASB discussed the feasibility of a principles-based approach to standards
setting at its September 25, 2002 meeting. The FASB is working with the SEC on such a study, which the SEC is required
to present to the U.S. Congress for its consideration by next July.

The Board decided to issue for public comment a proposal for a principles-based approach to standards setting that
could lead to significant changes in the financial reporting process. The proposal is expected to include (1) summaries of
changes to current standards under a principles-based approach, (2) examples of the impact of a principles-based approach
on existing standards, and (3) a summary of the accounting changes that would result if an existing, significantly rule-based

standard were rewritten and exceptions to the standard were eliminated under a principles-based approach.

The proposal is expected to be issued and posted to the FASB's website with a 75-day comment period. A public roundtable
will be held on December 16, 2002 to begin addressing the proposal.

Proposed AICPA Document Discussed

At its September 25, 2002 meeting, the FASB met with AcSEC representatives to consider the clearance of an exposure
draft of a proposed AICPA SOP, Clarification of the Scope of the Audit and Accounting Guide Audits of Investment Companies
and Accounting by Parent Companies and Equity Method Investors for Investments in Investment Companies. The proposed
SOP would provide guidance for determining whether the specialized industry accounting principles of the Audit and
Accounting Guide should be retained in the financial statements of a parent company of an investment company or an
investor in an investment company that has the ability to exercise significant influence over the investment company and

applies the equity method of accounting to its investment in the entity.

The Board cleared the exposure draft for issuance pending one change. The exposure draft is expected to be released
by AcSEC in October 2002.

Note: Conclusions of the FASB are subject to change at future Board meetings and generally do not affect current
accounting requirements until an official position (Statement or Interpretation) is issued. Official positions of the FASB
are determined only after extensive deliberation and due process, including a formal vote by written ballot to issue a Statement

or Interpretation.

EITF Issue No. 00-21 Proposed Draft Abstract for Comment

At its September 11-12, 2002 meeting, FASB's Emerging Issues Task Force reached a tentative conclusion on EITF
Issue No. 00-21, Accounting for Revenue Arrangements with Multiple Deliverables. The Task Force agreed to solicit public
comments prior to a special EITF meeting scheduled for October 25, 2002, at which the Task Force expects to finalize the
tentative consensus.

The draft abstract for Issue 00-21 is available on the FASB's website at http://www.fasb.org/eitf/00-21_draft.pdf.
Constituent comments should be submitted by e-mail to jerichter@fasb.org by October 18, 2002. The FASB and the EITF have

requested that respondents submitting comments by e-mail clearly identify themselves and the organization they represent.
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September 18-19, 2002 AcSEC Meeting

At its September 18-19, 2002 meeting in New York, the AICPA's Accounting Standards Executive Committee took the
following actions:

«  Approved final issuance of an SOP, Accounting for Derivative Instruments and Hedging Activities by Not-for-
Profit Health Care Organizations, and Clarification of the Performance Indicator, subject to clearance by the
AICPA and FASB

« Approved issuance of an exposure draft of a proposed SOP, Accounting by Insurance Enterprises for Deferred
Acquisition Costs on Internal Replacements Other Than Those Specifically Described in FASB Statement No. 97,
subject to final review by AcSEC's chairman and clearance by the FASB

«  Agreed to make certain changes to a proposed SOP, Accounting for Certain Costs and Activities Related to Property,

Plant, and Equipment, based on comments received during the exposure period.

The next AcSEC meeting is scheduled for October 22-23, 2002 in New York.
Further information about AcSEC is available at http://www.aicpa.org/members/div/acctstd /index.htm.

New Audit and Accounting Guide for State and Local Governments

On September 17, 2002, the AICPA announced the publication of its new Audit and Accounting Guide, Audits of State
and Local Governments—GASB 34 Edition (the Guide), which addresses application of the governmental financial reporting
model and other accounting requirements set forth in GASB Statement No. 34, Basic Financial Statements—and Management's
Discussion and Analysis—for State and Local Governments.

Further information about the Guide, including ordering information, is available on the website of the AICPA's affiliate,

CPA2Biz, at http://www.cpa2biz.com/ResourceCenters/Business+Reporting%2c+Audit+and+Attest/Clarifying+GASB+State-

ment+No+34.htm.

Further information about the AICPA can be obtained on its website at http://www.aicpa.org/index.htm.

September 17-20, 2002 IASB Meeting

At its September 17-20, 2002 meeting, in Norwalk, Connecticut, the IASB took the following actions:

«  Approved issuance of an exposure draft of a proposed IFRS, Share-Based Payment. This proposed IFRS will address
accounting for transactions in which a company issues shares of its stock (or options on such stock) to employees,
vendors, or others in exchange for goods or services [Editor's note: This is a critical proposal on which U.S. companies
may wish to comment because (1) the FASB has announced that, as part of its project to bring about convergence of’
accounting standards across the major world capital markets, it may redeliberate the U.S. standards on accounting
for stock-based compensation and (2) the SEC may ultimately accept financial statements prepared in accordance
with IFRS as the primary reporting basis for at least certain registrants.]

«  Approved a plan for phase one of its project on insurance contracts

- Discussed, and reached certain tentative conclusions on various issues contained in its projects on reporting
financial performance, business combinations, and accounting pension costs—convergence

«  Received a report on recent deliberations of its International Financial Reporting Interpretations Committee
« Held a joint session with the FASB to discuss the status and direction of certain IASB and FASB projects.

The next IASB meeting is scheduled for October 23-25, and 28-29, 2002, in London, with the final two days to consist
of liaison sessions with representatives of national standard-setting bodies.
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Further information about the IASB can be obtained on its website at http://www.iasb.org.uk and on Deloitte &
Touche's IAS Plus website at http://www.iasplus.com/index.htm.

World Congress of Accountants

The next meeting of the World Congress of Accountants (WCA) is scheduled to be held November 18-21, 2002, in
Hong Kong.

Held once every five years, the WCA provides a global forum for accounting professionals, standard setters, government
officials, educators, and business leaders to meet and exchange ideas on various issues of current international significance

and interest. The upcoming WCA will focus on issues related to technology, corporate governance, ethics and auditor

independence, and international accounting standards.

As of mid-September 2002, some 4,000 individuals from 72 countries were registered for the 16th WCA, according to
its co-organizer, IFAC, an international association of national professional accountancy bodies.

Further information about the WCA and IFAC can be obtained on their websites at http://www.wc0a2002.com and
http://www.ifac.org, respectively.

Abbreviations Frequently Used in Accounting Roundup

AcSEC  Accounting Standards Executive Committee IASB  International Accounting Standards Board
AICPA  American Institute of Certified Public Accountants IFAC International Federation of Accountants
EITF Emerging Issues Task Force IFRS  International Financial Reporting Standard
FASB  Financial Accounting Standards Board SEC  Securities and Exchange Commission
GASB  Governmental Accounting Standards Board SFAS  Statement of Financial Accounting Standards
IAS International Accounting Standard SOP  Statement of Position
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