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This issue of EITF Roundup covers the March 17-18, 2004
meeting of the Emerging Issues Task Force (EITF).  EITF
consensuses are subject to ratification by the Financial
Accounting Standards Board (FASB) at a regular weekly
FASB meeting and are not final until ratified.  Official EITF
minutes are posted to the Deloitte Accounting Research
Tool (DART) website. To subscribe to DART, visit
http://www.deloitte.com/us/dart. 

Topics discussed at the March 17-18, 2004 meeting
included the following:

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

Companies sometimes acquire the right to significantly
influence the operating and financial policies of another
entity and share in a substantial portion of the economic
risks and rewards without owning a voting interest in that
entity.  When an investor has the ability to exercise
significant influence over an investee through economic
interests other than common stock, should the investor
apply the equity method of accounting to its investment?
APB Opinion No. 18, The Equity Method of Accounting for
Investments in Common Stock, read literally, only applies to
investments in voting common stock.  However, a major
concern continues to be that an instrument is used to avoid
the equity method because the instrument is not common
stock in form.  

Previously, the Task Force tentatively concluded that any
"residual-interest" category investment (when held by an
investor who exercises significant influence, by any means,
over operating and financial policies of an investee) should
be accounted for under the equity method of accounting.
At the March 2004 EITF meeting, the Task Force rescinded
its previous tentative conclusion, because some Task Force
members expressed concern that applying the equity
method of accounting to any instrument other than voting
common stock would effectively be an amendment of APB
Opinion 18.  

The SEC observer reiterated that registrants should
continue to apply the equity method of accounting when
the registrant has significant influence over the investee and
holds an investment that is in-substance common stock.
However, this term is not defined in authoritative literature.

The purpose of this publication is to briefly describe key regulatory and
professional developments that have recently occurred in the field of accounting and
to provide links to locations where additional information can be found on each topic.
Readers seeking additional information about a topic should review the information
referred to in the hyperlinks and not rely solely  on the descriptions included in this
communication

Deloitte & Touche LLP 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 and Touche LLP shall not be responsible for any loss sustained by any
person who relies on this publication. 
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As a result, the Task Force recommended that the Working
Group formed on Issue 02-14 develop a definition of in-
substance common stock for discussion at the next EITF
meeting.  If the Task Force cannot reach a consensus on this
definition, this Issue will most likely be removed from the
agenda.  

Further discussion of this Issue is expected.

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

Recognizing impairment for various types of investments
accounted for under the provisions of APB Opinion 18,
Statement of Financial Accounting Standards (SFAS) No.
115, Accounting for Certain Investments in Debt and Equity
Securities, and SFAS No. 124, Accounting for Certain
Investments Held by Not-for-Profit Organizations, is
predicated on the notion of other-than-temporary.  The
terms other-than-temporary and other-than-temporary
impairment are not well-defined by current authoritative
literature.  The determination of whether an impairment of
an investment is other-than-temporary requires significant
judgment, and has been the subject of numerous SEC
comment letters to registrants.  

At the March 2004 EITF meeting, the Task Force reached
a consensus on a three-step impairment model.  The scope
of this impairment model is applicable for investments in:

• Debt and equity securities that are within the scope of
SFAS 115.

o Issue 03-1 does not replace the impairment guidance
for investments accounted for under EITF Issue No.
99-20, Recognition of Interest Income and
Impairment on Purchases and Retained Beneficial
Interests in Securitized Financial Assets.  However,
the "Status" section of Issue 99-20 will be updated
to require an investor to also test its investment for
impairment under this Issue if it is determined not to
be impaired under Issue 99-20.

o Issue 03-1 includes equity securities held by
insurance companies that are required to be reported
at fair value even if they do not meet the scope
criteria in paragraph 3 of SFAS 115.  

• Debt and equity securities that are within the scope of
SFAS 124 and that are held by an investor that reports a
"performance indicator" as defined by the AICPA
Accounting and Auditing Guide, Health Care
Organizations.

• Equity securities that are not subject to the scope of
SFAS 115 and not accounted for under the equity
method under APB Opinion 18 (i.e., cost method equity
investments).

At an earlier meeting, the Task Force removed equity
method investments under APB Opinion 18 from the scope
of Issue 03-1.

Not as simple as 1-2-3. The three-step model must be
applied on a security-by-security basis as follows:

Step 1:  Determine whether an investment is
impaired.

An investment is impaired if the fair value of the
investment is less than its cost.  Except for cost method
equity investments, an investor must assess whether an
investment is impaired at each reporting period.  For cost
method equity investments, the assessment should be
made each reporting period for which the investor
estimates fair value (e.g., in annual financial statements as
required by SFAS No. 107, Disclosures about Fair Value of
Financial Instruments, except when the estimation of fair
value is not practicable).  

As a result of the SFAS 107 practicability exception, an
investor might not determine fair value for certain cost
method equity investments.  Whether or not the fair value
of an investment is disclosed under SFAS 107, an investor is
required to estimate the fair value of a cost method
investment, pursuant to this consensus, upon the
occurrence of an impairment indicator (the occurrence of
an event or change in circumstance that may have a
significant adverse effect on the fair value of the
investment).

Step 2:  Evaluate whether an impairment is other-
than-temporary.

For equity securities and debt securities that can
contractually be prepaid or otherwise settled in such a way
that the investor would not recover substantially all of its
cost, an impairment is presumed to be other-than-
temporary unless:

• The investor has the ability and intent to hold the
investment for a reasonable period of time sufficient for
a forecasted market price recovery of the investment,
and

• Evidence indicating that the cost of the investment is
recoverable within a reasonable period of time
outweighs evidence to the contrary.

The investor should make an evidence-based judgment
about a market price recovery of the investment by
considering the severity (the extent to which fair value is
below cost) and duration (period of time that a security has
been impaired) of the impairment in relation to the
forecasted market price recovery.

For other debt securities (those that cannot be
contractually prepaid or otherwise settled in such a way
that the investor would not recover substantially all of its
cost), an impairment is deemed other-than-temporary if:

• The investor does not have the ability and intent to hold
the investment until a forecasted market price recovery
(may mean until maturity), or

continued on next page
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• It is probable that the investor will be unable to collect
all amounts due according to the contractual terms of
the debt security.

Note that step 2 employs no "bright lines" to determine
the period of time that the impairment of an underwater
security should be considered other-than-temporary (e.g.,
12 months).  Step 2 requires significant judgment about a
forecasted market price recovery.  

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.

An other-than-temporary impairment should be
recognized in earnings in an amount equal to the difference
between the investor's adjusted cost basis and its fair value
at the balance-sheet date of the reporting period for which
the assessment is made.  The fair value of the investment
then becomes the new cost basis of the investment and
cannot be adjusted for subsequent recoveries in fair value,
unless required by other authoritative literature (e.g., SFAS
No. 133, Accounting for Derivative Instruments and
Hedging Activities).

Appendix A includes a flowchart to assist in applying
these steps in determining whether an impairment is other-
than-temporary.  

At the November 2003 EITF meeting, the Task Force
reached a consensus effective for fiscal years ending after
December 15, 2003 on quantitative disclosures (e.g.,
amounts of unrealized losses not deemed other-than-
temporary) and qualitative disclosures (e.g., considerations
in evaluating that impairments are temporary) for SFAS 115
and SFAS 124 securities.  At the March 2004 meeting, the
Task Force added special disclosures for cost method equity
investments applicable when the fair value of such
investments may not be currently estimated (see step 1 of
the model).  

Except for disclosure requirements already in place, the
Issue 03-1 consensus will be effective prospectively for all
relevant current and future investments in reporting periods
beginning after June 15, 2004 (subject to Board ratification,
which is expected at the March 31, 2004 FASB meeting).
The SEC observer noted that SAB Topic No. 59, Accounting
for Noncurrent Marketable Equity Securities, may be
deleted upon Board ratification of this Issue.  Comparative
information for the periods prior to initial application of this
consensus is not required.

Because a final consensus on this Issue was reached, no
further discussion is expected.

Issue No. 03-6, Participating Securities and
the Two-Class Method under FASB
Statement No. 128, Earnings per Share

Since the issuance of SFAS 128, companies have issued
numerous instruments with complex features.  While these
instruments are commonly in the form of securities
convertible into common shares, SFAS 128 and the

consensus described below covers nonconvertible
instruments as well.  The terms of these securities may
contain features that permit participation in the issuer's
earning in a variety of ways, such as contingent and
noncontingent participation in dividends declared to
common shareholders, quasi-participation through
adjustments to the conversion price of a convertible security
or through an adjustment to the liquidation preference of
the security, and participation in only certain specified
dividends (e.g., "extraordinary dividends").  As a result of
these complex instruments, questions have been raised
concerning the definition of a participating security and
when the issuer of a participating security must apply the
two-class method for calculating earnings per share (EPS).  

SFAS 128 indicates that participating securities that are
not convertible into a class of common stock should use the
two-class method for computing EPS. (The two-class
method is an earnings allocation formula that determines
EPS for each class of common stock and participating
security according to dividends declared (or accumulated)
and participation rights in undistributed earnings.)  

At the March 2004 EITF meeting, the Task Force finalized
its consensus decisions on Issue 03-6.  The first major
principle under the consensus defines a participating
security as follows:

• A participating security is a security that may participate
in undistributed earnings with common stock,
regardless of whether that participation is conditioned
upon the occurrence of a specified event or not, and
regardless of the form of participation.

• Dividend equivalents that either reduce the conversion
price or strike price or increase the conversion ratio of a
convertible security, option, or other security where the
holder has an option to convey an asset for shares of
the issuer do not represent participation rights because
exercise, and thus participation in the earnings of the
issuer, is uncertain.  However, these rights may be
contingent beneficial conversion features that need to
be considered under EITF Issues No. 98-5, Accounting
for Convertible Securities with Beneficial Conversion
Features or Contingently Adjustable Conversion Ratios,
and No. 00-27, Application of EITF Issue No. 98-5,
Accounting for Convertible Securities with Beneficial
Conversion Features or Contingently Adjustable
Conversion Ratios, to Certain Convertible Instruments.

• In contrast to an option on the issuer's shares, a forward
contract to issue a company's own equity shares that
contains a price adjustment based on dividends on
common shares contains a participation right that
should be considered in the calculation under the two-
class method because the event (i.e., the future
purchase of the security), and thus participation, is
certain to occur.

The Task Force also addressed some of the practical issues
related to including participating securities in the
calculation of EPS as follows:

continued on next page
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• While earnings must be allocated to all participating
securities under the methodology in the two-class
method, presentation of basic and diluted EPS is only
required for a class of common stock.  However,
presentation under the two-class method of EPS for a
participating security that is not common stock is not
precluded.

• All undistributed earnings should be allocated to the
issuer's common stock and participating securities based
upon the contractual participation rights to share in
those earnings if the participation amount can be
objectively determined (e.g., formula-based
participation rights).  For example, undistributed
earnings should be allocated to a security that
participates in all "extraordinary dividends" when
"extraordinary" is defined as dividends in excess of 5
percent of the market price of the common stock.  The
definition of "extraordinary dividends" could be found,
for example, in the offering document, company by-
laws, etc.

• Undistributed earnings should not be allocated based
on arbitrary assumptions, such as when the terms of a
security do not specify objectively determinable criteria
to allocate earnings (i.e., participation is discretionary on
the part of the issuer).   For example, undistributed
earnings should not be allocated to a security that
participates in all extraordinary dividends when the
classification of a dividend as "extraordinary" is at the
discretion of the board of directors of the issuer.
Participation rights that are contingent on or subject to
the discretion of the company should be fully disclosed
pursuant to paragraph 4 of SFAS No. 129, Disclosure of
Information about Capital Structure.

• An issuer should allocate losses to a participating
security only if the security's contractual terms require
the holder to share in current losses with common stock
by either requiring the holder (1) to fund the losses (i.e.,
"write a check") or (2) absorb the losses via a reduction
of contractual amounts due to the holder as a result of
losses (e.g., reduced principal on a participating debt
security or a reduced redemption amount on a
participating mandatorily redeemable equity
instrument).  If the losses simply result in a reduction of
the contractual liquidation preference of a security, the
security should not be allocated to losses.  

In addition, the Task Force decided that the guidance
provided in EITF Topic D-95, Effect of Participating
Convertible Securities on the Computation of Basic Earnings
per Share, should be nullified. The consensus now requires
the use of the two-class method for including participating
convertible securities in the computation of basic EPS (i.e.,
an issuer can no longer use the if-converted method in
basic EPS calculations).    

The consensus decisions reached in Issue 03-6 will be
effective in fiscal periods beginning after the date of Board
ratification (expected at the March 31, 2004 FASB meeting)
and should be applied by restating previously reported EPS.

Because a final consensus was reached, no further
discussion is expected.

Issue No. 03-9, Interaction of Paragraphs 11
and 12 of FASB Statement No. 142, Goodwill
and Other Intangible Assets, Regarding
Determination of Useful Life and
Amortization of an Intangible Asset

In practice, valuations of intangible assets, for purposes of
accounting for a business combination under SFAS No. 141,
Business Combinations, are frequently based on cash flows
that span an indefinite period based on a probability of
renewal of the asset or contract.  SFAS 142 requires an
entity to determine whether an intangible asset has a finite
life or indefinite life.  This classification results in different
amortization approaches and impairment tests for the
intangible asset.  Some companies have assigned certain
intangibles, such as customer intangibles, network
affiliation rights, FCC licenses, etc., an indefinite life to be
consistent with the valuation of the intangible under SFAS
141.  Some have expressed the concern that more
intangible assets have been determined to have an
indefinite life than was intended under SFAS 142. 

Paragraph 11(d) of SFAS 142 provides that one of the
factors in estimating the useful life of an intangible asset is:

Any legal, regulatory, or contractual provisions that
enable renewal or extension of the asset's legal or
contractual life without substantial cost (provided
there is evidence to support renewal or extension, and
renewal or extension can be accomplished without
material modifications of the existing terms and
conditions). [Emphasis added.]

In Issue 03-9, the Task Force has been asked to provide
guidance for evaluating whether renewal of a contractual
term can be made without "substantial cost" and "material
modifications" and how these factors affect the
determination of the useful life of an intangible asset.
Previously, the Task Force tentatively agreed that the
analysis of whether the useful life of an intangible asset
should extend beyond its contractual term should be based
on assumptions of renewal or nonrenewal that are
consistent with assumptions of marketplace participants.  

At the March 2004 EITF meeting, the Task Force discussed
a different approach that would effectively "bifurcate"
certain renewable intangibles into (1) an intangible
consisting of the remaining contract life and (2) intangibles
consisting of renewal rights considered in the SFAS 141
valuation.  For example, a renewable contractual right may
represent an intangible related to the current contract term
and separate but related intangibles representing the future
renewal rights.  The Task Force instructed the FASB staff to
develop a model for discussion at a future EITF meeting.
The general principles of the model are as follows:

• If indefinite renewal can be predicted with a high level
of confidence (i.e., renewal is essentially perfunctory),
the intangible may have an indefinite life.

continued on next page
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• If renewal cannot be predicted with a high level of
confidence (possibly because of substantial cost of
renewal or expected material modifications to the
existing terms and conditions), the intangible would be
bifurcated between the current contract term and a
series of related intangibles representing the renewals.
The portion of the value of the intangible asset related
to the current contract term would be amortized over
the period of economic benefit (e.g., the remaining
contractual term).  The portion of the value of
intangible asset related to each renewal would not
begin to be amortized until the renewal was exercised
but would be assessed for impairment each period.

Some Task Force members said that they believe that this
model addresses the expressed concerns and provides a
consistent approach in the interpretation of paragraph
11(d) of SFAS 142.  However, the Task Force did not reach
any conclusions on this Issue.  

Further discussion of this Issue is expected.

Issue 03-13, Applying the Conditions in
Paragraph 42 of FASB Statement No. 144,
Accounting for the Impairment or Disposal
of Long-Lived Assets, in Determining
Whether to Report Discontinued Operations

Issue 03-13 was added to the agenda to address a
number of practice questions that have arisen in applying
the criteria in paragraph 42 of SFAS 144.  SFAS 144
intended to broaden the reporting of discontinued
operations compared to the requirements of its
predecessor, APB Opinion No. 30, Reporting the Results of
Operations—Reporting the Effects of Disposal of a Segment
of a Business, and Extraordinary, Unusual and Infrequently
Occurring Events and Transactions.  However, paragraph 42
of SFAS 144 notes that classification as discontinued
operations is appropriate only if the following conditions
are met:  

(a) the operations and cash flows of the component
have been (or will be) eliminated from the ongoing
operations of the entity as a result of the disposal
transaction and (b) the entity will not have any
significant continuing involvement in the operations
of the component after the disposal transaction.
[Emphasis added.]

In practice, the above requirements often have been
interpreted in a very restrictive fashion (e.g., any and all
cash flows must be eliminated).  Many have questioned
whether the literal words of paragraph 42 contradicts the
Board's stated intention of broadening the reporting of
discontinued operations.

The specific issues to be addressed concern (1) which
cash flows of the discontinued component should be
considered in the determination of paragraph 42(a) and (2)
what types of continuing involvement constitute significant
continuing involvement under paragraph 42(b).  A
supplementary issue addressed in Issue 03-13 is the
appropriate (re)assessment period for determining whether

the conditions for discontinued operations reporting are
met under paragraph 42.

To illustrate the practice problem, consider the following
two examples.  First, a retailer closes all of its stores in one
region (considered to be a component of the entity), but
the customers of the closed stores can still purchase from
the retailer's website and catalog.  Have all cash flows of
the component really been eliminated if some of its
customers are still purchasing the same product?  Second, a
real estate company sells one of its properties in a region,
but enters into a one-year management agreement to
operate the disposed property.  Have the cash flows been
eliminated?  Does the management agreement constitute
significant involvement?  If the company has other rental
properties in the same region, does this impact the analysis
because the company still has cash flows related to rental
properties in that market?

At the November 2003 EITF meeting, the Task Force
reached a tentative conclusion on the reassessment period.
The assessment should be made during the period that
includes the point at which the component initially meets
the criteria to be classified as held for sale and one year
after the date on which the component is actually disposed
of.  The assessment should be based on all facts and
circumstances, including management's intent and ability
to eliminate the cash flows of the disposal component from
its operations and management's intent and ability not to
have significant continuing involvement in the operations of
the disposed component.  If at any time the criteria are not
expected to be met within one year after the disposal date,
the component's operations should be reclassified from
discontinued operations.  If at any time the criteria are
expected to be met within one year after the disposal date,
the component's operations should be reclassified to
discontinued operations.  

The Task Force first discussed the proposed model for
Issue 03-13 in detail at the March 2004 EITF meeting.  The
proposed model on whether cash flows have been
eliminated focuses on whether significant direct cash flows
of the disposed component remain.  The model primarily
focuses on whether the cash flows associated with the
outputs (i.e., revenues of the disposed component) or
inputs (i.e., the costs of the disposed component) of the
remaining company are similar after disposal of the
component.  Although the Task Force endorsed the
direction of the proposed model, no conclusions were
reached because of a number of unresolved questions,
especially with respect to disposed components of vertically
integrated entities.  The Task Force briefly discussed the
proposed model on determining whether a company
maintains significant continuing involvement after disposal
of a component.  Some Task Force members indicated that
the continued sharing of risks and rewards should be the
predominant consideration, rather than significant
influence, but no conclusions were reached.  The Task Force
will discuss a refined model that addresses some of its
concerns at a future EITF meeting.   

Further discussion of this Issue is expected.

continued on next page
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Issue No. 03-16, Accounting for Investments
in Limited Liability Companies

Current authoritative literature does not address the
accounting for investments in limited liability corporations
(LLCs) that are not consolidated.  LLCs have characteristics
of both corporations and partnerships but are dissimilar
from both in certain respects.  

The guidance on when to apply the equity method or cost
method of accounting (or SFAS 115 if the equity shares are
publicly traded) to a noncontrolling investment differs for
investments in corporate common stock and investments in
partnerships.  Under APB Opinion 18, an investor is
generally presumed to have significant influence (and thus
applies the equity method of accounting) when an
investment represents 20 percent or more of the investee's
outstanding voting common stock.  Investors in partnerships
generally have applied AICPA Statement of Position (SOP)
No. 78-9, Accounting for Investments in Real Estate
Ventures, and AICPA Accounting Interpretation No. 2,
Investments in Partnerships and Ventures, of APB Opinion
18, which requires the use of the equity method unless the
investor's interest "is so minor that the limited partner may
have virtually no influence over partnership operating and
financial policies."  This approach places less emphasis on
significant influence, instead requiring the equity method of
accounting because it enables noncontrolling investors to
reflect the underlying nature of their investments.  In EITF
Topic No. D-46, Accounting for Limited Partnership
Investments, the SEC acknowledged that practice generally
has viewed investments in limited partnerships of more than
3 to 5 percent to be more than minor and, thus, subject to
the equity method.  

At the March 2004 EITF meeting, the Task Force
confirmed its previous conclusion that investments in LLCs
that have separate ownership accounts for each investor
should be accounted for like investments in partnerships.
This conclusion is based on the fact that the investor's
separate account is its claim on the long-term appreciation
in net assets of the LLC similar to a partner's capital
account.  As a result of this consensus (if ratified by the
Board), many LLC investors that have previously accounted
for their investment at cost (or SFAS 115 if the shares were
publicly traded) will now be required to apply the equity
method under the lower ownership threshold of SOP No.
78-9.  

The consensus, if ratified by the Board, must be applied in
the first period beginning after June 15, 2004.  The
consensus will require a company to report the change
under APB Opinion No. 20, Accounting Changes, and
recognize in net income the cumulative effect of a
retroactive computation as if the investment had been
accounted for under the equity method from inception, if
the information to perform such a computation is available.

If the information is not available, a cumulative effect
adjustment is still required for the period in which the
change is adopted; however, this effect should simply adjust
the investment to the amount equal to the investor's
ownership percentage applied to the investee's net assets
determined in accordance with GAAP.  The latter approach
is simpler because it does not take into account any basis
differences between the investor's investment and the
investee's net assets. 

Because a final consensus was reached, no further
discussion is expected.

Issue No. 04-1, Accounting for Pre-existing
Contractual Relationships between the
Parties to a Purchase Business Combination

This Issue addresses the accounting for a pre-existing
contractual relationship when the parties to the relationship
enter into a business combination.  Specifically, the issue is
whether the business combination should be viewed as a
single transaction or one with two or more elements (e.g., a
business combination and de facto settlement of the
previous relationship(s)).  If separate accounting for the
settlement of the relationship (and related elements) is
required, then this Issue will address the measurement of
the settlement.

To illustrate this practice issue, consider the following
example.  Company X is a defendant in a lawsuit filed by
Company Y.  Company X acquires Company Y in a business
combination for $20 million.  Should Company X account
for the entire transaction as a business combination or
account for the de facto settlement of the litigation
separately from the business combination?  A third-party
market participant presumably would have considered the
value related to the contingent gain with respect to the
lawsuit in determining the purchase price for Company Y.
Should Company X simply allocate the $20 million to
Company Y's remaining net assets and goodwill or assign a
portion of the value paid to the de facto settlement of the
lawsuit based on what a marketplace participant would
have assigned to the gain contingency?

At the March 2004 EITF meeting, the Task Force
tentatively concluded that the consummation of a business
combination between two parties that have a pre-existing
relationship should be evaluated to determine if the
combination includes a settlement of that relationship,
requiring accounting separate from the business
combination.  However, the Task Force recognized
implementation difficulties when discussing many
contractual arrangements, such as supply arrangements,
leases, forward sales agreements, etc.  Therefore, the Task
Force was unable to reach any conclusions.

Further discussion of this Issue is expected.

continued on next page
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Issue No. 04-2, Whether Mineral Rights are
Tangible or Intangible Assets and Related
Issues

This Issue was added to the EITF agenda as part of several
issues arising from a report by a mining industry Working
Group formed to identify prevalent issues in the industry.
This Issue applies only to mining entities, which include
entities involved in finding and removing wasting natural
resources, other than oil and gas producing entities that are
within the scope of SFAS No. 19, Financial Accounting and
Reporting by Oil and Gas Producing Companies.   

Mining companies historically have accounted for mineral
rights as tangible assets, similar to the accounting under
SFAS 19.  Mineral rights, for the purpose of this Issue, are
the legal right to explore, extract, and retain at least a
portion of the benefits from mineral deposits.

Upon issuance of SFAS 141, most mining companies did
not change their accounting for these rights, despite the
fact that SFAS 141 lists mineral rights as an example of an
intangible asset.  The SEC staff has commented to
registrants that they view mineral rights as intangible assets.
However, the mining industry has disagreed with this view.  

At the March 2004 EITF meeting, the Task Force reached a
consensus that mineral rights are tangible assets, consistent
with industry practice.  The Task Force reached this
conclusion mainly because the value related to the mineral
rights relates to the underlying minerals, which are tangible
in nature.  This consensus also requires mining companies to
disclose, separate from property, plant, and equipment, its
mining rights, either on the face of the financial statements
or in the footnotes to the financial statements.  

Due to the characterization of mineral rights as intangible
assets in SFAS 141 and SFAS 142, this consensus appears to
require amendments to FASB standards.  Therefore, the Task
Force recommended that the Board ratify this consensus
and amend those Statements.  The transition method
prescribed for this consensus will be consistent with the
transition, if any, the Board prescribes for the amendments
to those Statements.

Because a final consensus was reached, no further
discussion is expected.

Issue No. 04-3, Mining Assets: Impairment
and Business Combinations

In connection with testing mining assets for impairment
under SFAS 144, some mining companies have historically
excluded cash flow estimates associated with the economic
value of mining assets (including mineral properties and
rights) beyond those assets’ proven and probable reserves
(terms defined by the SEC Industry Guide 7, Description of
Property by Issuers Engaged or to be Engaged in Significant
Mining Operations).  In addition, some companies do not

allocate fair value to mining assets related to anticipated
market-price fluctuations of the minerals. The mining
companies point to the subjectivity related to less certain
reserves and their inability to effectively estimate the change
in prices.  Consequently, because these companies do not
consider these cash flows in testing the mining assets for
impairment under SFAS 144, these companies do not assign
any value related to the value beyond proven and probable
reserves nor the anticipated fluctuations in the future
market price of minerals to the mining assets as part of the
business combination under SFAS 141. The primary reason
is that the mining asset would be subject to a day-two
impairment if these values were included in the mining
asset upon a business combination but excluded from the
impairment test.  As a result, the true fair value of mineral
rights differs from and often exceeds the amount the
purchaser allocates to the mining assets. The difference is
subsumed in goodwill. 

At the March 2004 EITF meeting, the Task Force reached a
consensus that the authoritative guidance under SFAS 141
requires a purchaser to assign value based on the estimated
fair values of the assets at the date of acquisition.  As the
value beyond probable and proven reserves, as well as
anticipated market price fluctuations, are considered in the
purchase price, the related value should be assigned to the
mining assets.  Likewise, for testing for impairment, the Task
Force reached a consensus that SFAS 144 requires
companies to consider assumptions used in developing its
internal budgets and projections. Therefore, these cash
flows should be considered when testing the mining assets
for impairment.  

This consensus regarding the amount to allocate to
mining assets in a business combination must be applied
prospectively to business combinations completed in
reporting periods beginning after Board ratification
(expected at the March 31, 2004, FASB meeting).  The
consensus on testing mining assets for impairment must be
applied prospectively to asset impairment tests completed
after Board ratification (expected at the March 31, 2004,
FASB meeting).

Because a final consensus was reached, no further
discussion is expected.

Issue No. 04-4, Allocation of Goodwill to
Reporting Units for a Mining Enterprise

The mining industry Working Group noted that an
acquisition of a mining company may result in a significant
amount of goodwill that, under the requirements of SFAS
142, will ultimately become impaired.

Some believe that the premium over the net asset value
paid (that is, the goodwill) by mining companies reflects the
expectation that the mining company can create long-term
stability and growth through the acquired exploration and

continued on next page
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development activities.  They believe that goodwill does not
result from the cash flows of individual operating mines,
which are valued in a business combination based on their
reserves.  However, SFAS 142 requires an entity to test
goodwill for impairment at the reporting unit level, which
may be an individual operating mine. Since a mine is a
wasting asset and the cash flows from the mine ultimately
will not support the amount of recorded goodwill, a
goodwill impairment charge is inevitable.  The issue is
whether a company in the mining industry should assign
goodwill to a reporting unit that consists of an individual
operating mine.  

At the March 2004 EITF meeting, the Task Force
concluded that current authoritative literature is clear that a
company must assign goodwill to its reporting units, which
may be individual operating mines, despite the inevitable
impairment of that goodwill.  Therefore, the Task Force
concluded that this Issue will be removed from the agenda
because it cannot be resolved without amending SFAS 142
or SFAS No. 131, Disclosures about Segments of an
Enterprise and Related Information.  The Task Force did,
however, recommend that a broader project on accounting
for the mining industry to address this issue, as well as other
mining issues, be added to the FASB agenda.  The Task
Force recommended that this project should coincide and
converge with the international project on accounting by
extractive industries.

Because this Issue was removed from the agenda, no
further discussion is expected.

SEC Staff Announcement

The SEC Observer clarified the SEC staff's position with
respect to conditionally redeemable preferred shares as
related to the interaction of EITF Topic No. D-98,
Classification and Measurement of Redeemable Securities,
and SFAS No. 150, Accounting for Certain Financial
Instruments with Characteristics of Both Liabilities and
Equity.

The Observer announced that if a company issues
preferred shares that are conditionally redeemable, for
example, at the holder's option or upon the occurrence of
an uncertain event not solely within the company's control,
the shares are not within the scope of SFAS 150, because
there is no unconditional obligation to redeem the shares by
transferring assets at a specified or determinable date or
upon an event certain to occur.  If the uncertain event
occurs (the condition is resolved), or the event becomes
certain to occur, then the shares become mandatorily
redeemable under SFAS 150 and would require
reclassification to a liability.  

Paragraph 23 of SFAS 150 requires the issuer to measure
that liability initially at fair value.  This reclassification of
shares to a liability is akin to the redemption of such shares

by issuance of debt.  Similar to the accounting for the
redemption of preferred shares (refer to Topic No. D-42, The
Effect on the Calculation of Earnings per Share for the
Redemption or Induced Conversion of Preferred Stock), to
the extent that the fair value of the liability differs from the
carrying amount of the preferred shares, upon
reclassification, that difference should be deducted from or
added to net earnings available to common shareholders
(that is, as a deemed dividend) in the calculation of earnings
per share.  

Topic No. D-98 will be updated to reflect this
announcement.

continued on next page
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Appendix A 
Issue 03-1 

Determining Whether an Impairment is Other -Than-Temporary Decision Tree 1 

 
 

No 

No 

Yes 

Yes No 

Yes 

No 

Yes 

Yes No 

 
Start 

Is the investment a 
cost method 
investment?  

Have either of the following two  
conditions been met:  (1) has the fair 

value of the investment been 
estimated for SFAS 107 disclosures, or 
(2) has a triggering event occurred?  

Is the fair value of the 
investment less than 

its cost?  

Is the investment an equity security 
(including a cos t method investment) 

or a debt security that can 
contractually be prepaid or otherwise 

settled in such a way that the 
investor would not recover 
substantially all of its cost?  

Is the investment an equity security 
(including a cost method investment) 

or a debt security that can 
contractually be prepaid or otherwise 

settled in such a way that the 
investor would not recover 
substantially all of its cost?  

Does the investor have the ability and 
intent to hold the investment until a 
forecasted market price reco very up 

to (or beyond) the cost of the 
investment, which in some cases may 

mean until maturity?  

Does evidence exist indicating 
that the investment’s cost is 

recoverable within a reasonable 
period of time that outweighs 

evidence to the contrary?  

Is it prbable that the investor 
will be unable to collect all 

amounts due according to the 
contractual terms of the 

investment?  

Yes 

Yes 

Yes 

No 

No 

 
No impairment indicator;  

stop impairment test.  

 
Impairment is other -than- 
temporary.  Recognize in  

earnings an impairment loss  
equal to the difference  

between the investment’s  
cost and its fair value at the  

reporting date. 

 
Investment is not other - 

than-temporarily impaired . 

1 This diagram represents an overview of the provisions of Issue 03-1 and should be reviewed in conjunction with the entire consensus.
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Deloitte Accounting Research Tool Available

Deloitte 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’s own accounting manual and other interpretative accounting guidance.

Updated every business day, DART has an intuitive design and navigation system which, 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 http://www.deloitte.com/us/dart.

Prepared by Deloitte’s National Office Accounting Standards and Communications Group.  For further information, contact your
local Deloitte office.

http://www.deloitte.com/us/dart
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