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This issue of EITF Roundup covers the November 17-18, 2004
meeting of the Emerging Issues Task Force (EITF or the “Task
Force”).  EITF consensuses are not final until ratified by the
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minutes are posted to the Deloitte Accounting Research Tool
(DART) Web site.  EITF meeting materials distributed to the Task
Force prior to the meeting and final meeting minutes are
available on the FASB’s Web site.  

The Task Force discussed the following topics:  

Issue No. 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”

STATUS: Final Consensus Reached

IMPACT: Any industry, but especially affects companies that
actively dispose of components.

Statement 144 indicates that the Board intended the
standard to expand the number of entities reporting
discontinued operations compared to 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.  Ironically, paragraph 42 of Statement 144
contravenes this goal by including the following requirements
to Statement 144:  

“(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]  
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Requirement (a) often has been narrowly interpreted (i.e., any and all cash flows must be eliminated).  In essence, Issue 03-13
deals with questions raised by the apparent contradiction between the actual words of paragraph 42 and the Board’s intention to
expand the use of discontinued operations reporting.  

The specific issues addressed are:  

• Which cash flows of the discontinued component should be considered in the determination of paragraph 42(a), and 

• What types of continuing involvement constitute significant continuing involvement under paragraph 42(b)?  

Issue 03-13 also addresses the appropriate (re)assessment period for determining whether the conditions for discontinued
operations reporting are met under paragraph 42.  

By way of illustration, consider whether the disposed component in the following example qualifies for income statement
presentation as a “discontinued operation”:  

The Task Force reached a consensus that classification of a disposed component as a discontinued operation is appropriate only
if the ongoing entity:  

Step 1: Has no continuing direct cash flows (a term Issue 03-13 introduces to interpret paragraph 42(a)), and 

Step 2: Does not retain an interest, contract, or other arrangement sufficient to enable it to exert significant influence over 
the disposed component’s operating and financial policies after the disposal transaction (an interpretation of 
paragraph 42(b)).  

Step 1

In essence, the Task Force defined “direct cash flows” in a manner that permits the continuation of insignificant cash flows
between the discontinued operation (or the customers of the discontinued operation) and the ongoing entity.  This reconciles
paragraph 42(a) of Statement 144 (requiring an elimination of cash flows) to the intention of the Board to increase the number
of entities reporting discontinued operations.  

Direct cash flows of a component include gross cash flows (cash inflows and cash outflows) that are associated with continuing
revenue-producing and/or cost-generating activities of that component.  Direct cash flows occur if the ongoing entity is expected
to recognize:  

• Significant cash inflows or outflows as the result of a migration1 of revenues or costs from the disposed component
after the disposal transaction, or

• Significant cash inflows or outflows from a continuation of activities between the ongoing entity and the disposed
component after the disposal transaction.  For example, assume a manufacturer makes and sells a product to company-
owned retail stores.  If the company sells its manufacturing business but continues to purchase the product for its stores from
the sold manufacturing business, the ongoing purchase represents a continuation of activities.  

This step requires a consideration of the expected gross revenues and costs that will remain in the ongoing entity as a result of
migration and/or a continuation of activities compared to the total gross revenues and costs that the disposed component would
have recorded, absent the disposal.  

1 A migration occurs when the ongoing entity expects to continue to generate revenues and/or incur expenses from the sale of similar products or
services to specific customers of the disposed component.  Issue 03-13 does not require an entity to track the identity of the individual customers who are
expected to migrate in order to conclude whether a migration has occurred.  The Task Force also determined that if the ongoing entity continues to sell a
commodity (see Appendix) on an active market after the disposal transaction, there is a presumption that migration occurs.  This presumption may be
overcome based on facts and circumstances, such as the lack of similarity of commodities or whether the sale of the commodity after the disposal
transaction occurs in a different geographic region.  

Example 

A retailer closes all of its stores in one region (assume each store represents a “component” of the entity).  However, the
customers of the closed stores can continue to purchase the same type of merchandise from the retailer’s Web site and
catalog.  Some of the customers of the disposed components are expected to “migrate” and become customers of the
retailer’s Web site, and/or catalog.  Have all cash flows of the components been eliminated if some of their customers are still
purchasing the same product from the retailer?  (See below for analysis)  



The Task Force rejected establishing a bright line to determine “significant”; what is significant (and thus direct) depends
instead on facts and circumstances.  

See the Appendix for additional examples of discontinued operations involving:  

• The sale of an office building by a real estate company 

• The sale of an oil field by an oil producer.  

Step 2 

The Task Force determined that the relevant consideration to determine whether the ongoing entity will have significant
continuing involvement is whether the ongoing entity will be able to exert significant influence over the operating, and/or
financial policies of the disposed component.  The retention of risk or the ability to obtain benefits associated with the ongoing
operations of the disposed component is not explicitly considered by itself to be continuing involvement for the purpose of this
Issue.  However, the Task Force believes the retention of risks and rewards may be relevant in an overall assessment of whether
the ongoing entity can exert significant influence.  

Assessment Period 

The assessment of whether a disposal must be reported as a discontinued operation should include a consideration of
management’s intent and ability regarding future cash flows and significant continuing involvement.  The assessment period:  

• Begins when the component initially meets the criteria to be classified as held for sale or has been disposed, 

• Ends one year after the date on which the component is actually disposed, and 

• Can extend beyond one year after disposal due to circumstances beyond an entity’s control (e.g., legal or regulatory
requirements that extend a continuation of activities).  

An entity is only required to reassess its previous evaluation when significant events or circumstances make it likely that the
criteria in paragraph 42 will (or will no longer) be met within the assessment period.  

The evaluation of whether the criteria in paragraph 42 are expected to be met should include significant events or
circumstances that occur after the balance sheet date but before the issuance of the financial statements.  

See the Appendix for examples of the assessment and reassessment provisions.  

Disclosures 

Issue 03-13 requires disclosures for each discontinued operation that generates continuing cash flows or results in
continuing involvement:

• The nature of the activities that give rise to continuing cash flows, 

• The period of time continuing cash flows are expected to be generated, 

• The principal factors used to conclude that the expected continuing cash flows are not direct cash flows of the disposed
component, 
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Example (continued from above)

The retailer recognized $1 million in annual revenues from its disposed components prior to their disposal.  Some of the
customers of the disposed component are expected to “migrate” and become customers of the retailer’s Web site and catalog.
Ongoing annual sales (via the Web site and the catalog) to these customers is expected to be $500 thousand.  That is, the
ongoing entity is expecting 50 percent migration of revenues.  Because the migration results in a significant continuation of 
cash flows, the disposed component should not be displayed in discontinued operations.  
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• The amount of intercompany revenues, if any, that are no longer eliminated as a result of the disposal of the component, and 

• A description of the types of continuing involvement, if any.  

Issue 03-13 should be applied to components that are disposed of or classified as held for sale in periods beginning after
December 15, 2004.  Previously reported operating results within an enterprise’s fiscal year that includes the ratification date may
be reclassified to reflect the consensus.  

No further discussion of this Issue is expected.  

Issue No. 04-5, “Investor’s Accounting for an Investment in a Limited Partnership When the
Investor Is the Sole General Partner and the Limited Partners Have Certain Rights”

STATUS:  Additional Discussion at a Future Meeting

POTENTIAL IMPACT:  All companies that serve as sole general partners in limited partnerships, especially real estate and
investment limited partnerships and managing members of limited liability companies governed like partnerships.
The Issue does not apply when the partnership is a variable interest entity accounted for under FASB Interpretation 
No. 46 (revised December 2003), Consolidation of Variable Interest Entities.

A general partner (GP) has special rights and obligations with respect to limited partnerships in which it acts as the GP.  These
rights and obligations often constitute control.  If so, control usually would make the GP the accounting parent of the
partnership, requiring consolidation,2 even when the amount of the GP’s interest in the partnership is relatively small.  

Nonetheless, many GPs do not consolidate their limited partnerships, because the limited partners have kick-out rights, the
conditions under which the limited partners can remove the general partner.  The percent of limited partner support needed to
exercise kick-out rights vary from partnership to partnership, as do other key rights held by the limited and general partners.  

Most likely, Issue 04-5 will cause FASB to alter the guidance (probably in the form of a FASB Staff Position) in AICPA Statement
of Position No. 78-9, Accounting for Investments in Real Estate Ventures.  SOP 78-9 and Issue 04-5 differ on the rights of limited
partners that preclude consolidation by a general partner.  

A December 2003 SEC staff speech indicated that kick-out rights must be substantive as described in Interpretation 46(R) (e.g.,
the right can be exercised by a simple majority of limited partners without barriers)3 because Interpretation 46(R) represents the
latest thinking on kick-out rights.  Issue 04-5 incorporates Interpretation 46(R)’s guidance and also evaluates the consolidation
consequences of other important rights held by limited partners.  

In addition to limited partnerships, the issue applies to non-VIEs that are similar to partnerships (e.g., a limited liability company
with governing provisions that are the functional equivalent of a limited partnership).  

At the November meeting, the Task Force reached a tentative consensus that the sole general partner in a limited partnership is
presumed to control the limited partnership, and, therefore, should include it in its consolidated financial statements unless
either:  

Step 1: The limited partners have the substantive ability to dissolve (liquidate) the limited partnership or otherwise remove 
the general partner (kick-out rights) without cause (or for poor performance), or 

Step 2: The limited partners have “substantive participation rights.” 

Step 1 

Limited partner kick-out rights are substantive (thus precluding consolidation by the GP) if the limited partners can dissolve
(liquidate) the entity or remove the sole general partner by a vote of a simple majority of the interests held by parties other than
the sole general partner.  For these rights to be substantive, the limited partners cannot face barriers to exercise the rights (see
paragraph B20(b) of Interpretation 46(R).  

2 A different accounting analysis applies if the partnership is a variable interest entity (VIE) under Interpretation 46(R).  Issue 04-5 does not apply to
partnerships that are VIEs. 

3 Interpretation 46(R) deals with investors’ kick-out rights over a decision maker in a VIE.



If limited partners have a unilateral right to withdraw from the partnership (all or some) and the withdrawal does not require
dissolution or liquidation of the entire limited partnership, the right is not a kick-out right and would not overcome the
presumption that the sole general partner controls the limited partnership.  

Step 2 

A general partner may not have to consolidate the limited partnership even if kick-out rights do not exist or lack substance
under Step 1.  In that case, consolidation depends on a Step 2 analysis of other important rights that the limited partners may
have.  

EITF Issue No. 96-16, “Investor’s Accounting for an Investee When the Investor Has a Majority of the Voting Interest but the
Minority Shareholder or Shareholders Have Certain Approval or Veto Rights,” addressed when rights held by minority investors in
a corporation were sufficiently significant that a majority investor would not consolidate.  Participating rights, as defined in Issue
96-16, preclude consolidation by the majority investor, while protective rights do not.  

In its deliberations of Issue 04-5, the Task Force concluded that there are no substantive differences between limited
partnerships and corporations for purposes of determining consolidation by a general partner (Issue 04-5) or a majority investor
(Issue 96-16).  Therefore, the following rights, which allow the limited partners to participate effectively in the following actions of
the limited partnership should be considered substantive participating rights for this Issue:  

• Selecting, terminating, and setting the compensation of management responsible for implementing the limited partnership’s
policies and procedures.  

• Establishing operating and capital decisions of the limited partnership, including budgets, in the ordinary course of business.  

o Having the ability to block acquisitions of 20 percent or less of the investee’s total assets may (or may not be) a
participating right.  On the other hand, the ability to block dispositions of assets greater than 20 percent of the fair value
would be considered a protective right.  

Along the lines of Step 1, limited partners should consider if barriers exist that make any participating right non-substantive.
Finally, Issue 04-5’s tentative consensus includes illustrations of substantive rights, factors to consider, and relevant examples
extracted from Issue 96-16 to assist in determining whether limited partners have substantive participating rights.  

Assuming that the Task Force reaches a final consensus at its March meeting, the effective date will be the date of FASB
ratification for all new limited partnership agreements and for pre-existing limited partnership agreements that are modified,
subsequent to the effective date.  For pre-existing limited partnership agreements that are not modified, Issue 04-5 would be
effective in fiscal years beginning after December 15, 2005.  Preparers can choose one of the following two methods for
transition:  

• Method A — Record the cumulative effect, if any, at the beginning of the period in which Issue 04-5 is first applied.  

• Method B — Restate prior period financial statements.  

The Task Force recommended that a draft abstract of this tentative consensus be posted for public comment prior to the March
2005 meeting.  Further discussion of this Issue is expected.

Issue No. 04-6, “Accounting for Stripping Costs in the Mining Industry”

STATUS:  Additional Discussion at a Future Meeting 

POTENTIAL IMPACT:  Mining enterprises, especially those that expense production stripping costs during production as
incurred. 

This Issue was added to the agenda along with several other issues identified by a mining industry Working Group.  Although
some Task Force members believe that the FASB should take on a broad project to provide a comprehensive model of accounting
for the mining industry, the Task Force generally agreed to keep this Issue narrow.  Initially, Issue 04-6 only covered stripping costs
incurred during production; the Task Force subsequently decided also to address the accounting for pre-production costs.

5
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Mining companies incur costs to remove overburden and other mine wasting material (referred to as stripping costs) in order to
access mineral deposits.  During the development stage of a mine (before production begins), these costs are capitalized as part of
the cost of the mine and often are amortized over the productive life of the mine using the units of production method.  

Once production begins, should ongoing stripping costs be expensed or capitalized?  Conceptually, stripping costs benefit both
current period production (because removal of the waste is necessary to extract the material mined in the current period), as well
as future periods (because the costs facilitate access to additional minerals to be mined in the future).

At the September meeting, the Task Force reached a tentative consensus that stripping costs incurred during production are
mine-development costs that should be capitalized as an investment in the mine.  These capitalized costs should be attributed to
proved and probable reserves in a systematic and rational manner with these additional provisos:  

• An enterprise would need to perform a detailed analysis of facts and circumstances to support its method of attribution.  

• An enterprise specifically must attribute stripping costs incurred during production to reserves that directly benefit from the
stripping activities.  That is, if the reserves in the mine are distinct and stripping activities can be identified that relate to only a
certain section of the mine or specific reserves, the enterprise would be required to attribute the related capitalized stripping
costs to the specific reserves benefited.  

At the November meeting, the Task Force reaffirmed the above tentative consensus and expanded it to include pre-production
stripping costs.  However, the Task Force was unable to reach agreement on whether both the units of production method and
the “life of mine stripping ratio”4 were acceptable attribution methods.  Instead, the Task Force reached general agreement that
the selection of an attribution method should be an accounting policy decision of the mining company and should be applied
consistently company wide.  

The SEC staff observer expressed concern over this approach, noting that the diversity that presently exists between mining
companies would continue despite the fact that elimination of diversity was a goal of “adding the issue to the agenda” in the first
place.  

As a result, the Task Force was unable to reach a consensus.  The FASB staff will develop (with assistance from the SEC staff)
indicators for mining companies to consider in choosing an attribution method.  In particular, the two staffs will question whether
mines with differing physical patterns of ore location warrant different attribution methods.  

Further discussion of this Issue is expected.  

Issue No. 04-7, “Determining Whether an Interest Is a Variable Interest in a Potential
Variable Interest Entity”

STATUS:  Additional Discussion at a Future Meeting 

POTENTIAL IMPACT:  Many companies who are counterparties on forward contracts or forward-like derivative contracts with
variable interest entities (VIEs), including financial entities, operating entities, and securitization vehicles that are
not QSPEs. 

This Issue was added to the agenda due to inconsistent methods used to identify whether certain derivatives or forward
contracts are variable interests under Interpretation 46(R).  The issue is important because if a contract is not a variable interest,
then the VIE’s counterparty to the contract cannot be a primary beneficiary.  Derivative dealers particularly are interested in the
issue because of the large numbers of derivative contracts they hold in their portfolios.  

Under Interpretation 46(R), variability is the measure of the risks and rewards associated with a VIE.  Interpretation 46(R)
provides that contracts that create variability are not variable interests and contracts that absorb variability are variable interests.
However, a derivative or forward contract can be viewed as both creating and absorbing variability...  The issue is how risks should
be evaluated in determining whether the contract or instrument is absorbing variability, and thus, is a variable interest.  

4 The life of mine stripping ratio is the predominant method of attribution used by mining companies that capitalize their stripping costs incurred during
production.  Unlike the units of production method which can make the minerals extracted in later periods bear a disproportionately large amount of
stripping costs, the life of mine striping ratio results in a more consistent amount of stripping costs being allocated to each unit of reserves extracted.
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At the November meeting, the Task Force set aside approaches they had considered at a previous meeting.  Instead, the Task
Force expressed a preference for the following two-step screen approach:  

Step 1: Identify the predominant variability of the entity as either cash flow or fair value.  

Step 2: Based on the predominant variability, holders of potential variable interests in the entity should consistently apply the 
fair value or cash flow approach.  

The Task Force generally agreed that, under Step 1, an enterprise should determine the predominant variability based solely on
the nature of the operations of the VIE.  That is, there is a presumption that (1) the cash flow approach should be applied for
an “operating” VIE, and (2) the fair value approach should be applied for a “financial” VIE.  

The Task Force instructed the FASB staff and the Working Group to develop further the two-step screen approach and to
consider the following:  

• The criteria to consider that would overcome the automatic assignment of cash flow or fair value risk to a specific operating or
financial VIE being analyzed.  

• A definition of a “financial” VIE.  

• Real-life examples illustrating the application of the screen approach.  

Further discussion of this Issue is expected.  

Issue No. 04-11, “Accounting in a Business Combination for Deferred Postcontract Customer
Support Revenue of a Software Vendor”

STATUS:  Issue Dropped from EITF Agenda

POTENTIAL IMPACT:  If not dropped, would have impacted acquirers of software vendors.

FASB Statement No. 141, Business Combinations, requires that an acquiring enterprise allocate the cost of an entity acquired 
in a business combination to the individual assets acquired and liabilities assumed, based on their estimated fair values.  In Issue
No. 01-3, “Accounting in a Business Combination for Deferred Revenue of an Acquiree,” the Task Force concluded that “…the
acquiring entity should recognize a liability related to the deferred revenue of an acquired entity only if that deferred revenue
represents a legal obligation5 assumed by the acquiring entity…”  [Emphasis added]  

Many times, software licensing arrangements include postcontract customer support (PCS), usually causing the software
company to defer some revenue to future periods.  Deferred revenue frequently includes amounts related to unspecified product
upgrades/enhancements to be delivered on a when-and-if-available basis.  That is, the customer is entitled to an upgrade if and
when, and only if and when, it is developed by the software company.  Other elements of PCS are not similarly contingent
(e.g., the software company must fix software bugs or it must provide telephone support).  

Diversity exists as to whether a customer’s right to receive unspecified upgrades/enhancements on a “when-and-if-available
basis” should be reflected in the fair value of the legal performance obligation attributable to the PCS arrangement in a
business combination.  

At the November meeting, a majority of the Task Force agreed that a PCS arrangement represents a single legal obligation
assumed in a business combination…even if the software vendor cannot be compelled to perform one element of the agreement.
Consequently, the aggregate agreement should be measured at fair value.  However, four Task Force members objected to this
agreement (preventing a consensus) because they believe that there is no “legal obligation” to develop the upgrades.  As a result,
this Issue was removed from the EITF agenda.  

5 The Task Force observed that a legal obligation could arise from contractual provisions or from consumer rights in the relevant legal jurisdiction.  
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The FASB’s project on Purchase Method Procedures (Phase II) may provide guidance related to this Issue.  Currently, practice is
diverse on determining fair values.  The Board project on Fair Value Measurements will create a comprehensive framework for
measuring fair value.  

No further discussion of this Issue is expected by the Task Force.

Issue No. 04-12, “Determining Whether Equity-Based Compensation Awards Are
Participating Securities”

STATUS:  Issue Dropped from EITF Agenda (likely that the FASB will address the issue in an FSP)

POTENTIAL IMPACT:  (Via the possible FSP).  Many companies with unvested stock compensation instruments that participate
in dividends but are not accounted for under the two-class method of EPS (see Issue 03-6).

At the September meeting, the Task Force reached a consensus on EITF Issue No. 03-6, “Participating Securities and the Two-
Class Method Under FASB Statement No. 128, Earnings per Share,” that participating securities should be included in basic
earnings per share using the two-class method.  However, the consensus does not apply to unvested stock-based compensation
that is entitled to receive dividends declared on common stock.  As a result, questions have arisen regarding the earnings per
share treatment of these securities.  

At the November meeting, most members of the Task Force agreed that the following unvested equity-based compensation
instruments with a right to dividends, are not participating securities:  

• The right to dividends is contingent on factors other than employee service and the passage of time (e.g., the achievement of
specified performance targets) 

• The right to dividends is forfeitable.  

A majority of the Task Force agreed that an unvested equity-based compensation instrument with a right to dividends that is
nonforfeitable is a participating security.  

However, enough Task Force members objected to a consensus for various reasons.  As a result, this Issue was removed from
the EITF agenda.  

The FASB staff indicated that they will likely ask the Board to consider a FASB Staff Position to clarify the accounting for an
unvested equity-based compensation instrument consistent with the conclusions reached by a majority of the Task Force.  

No further discussion of this Issue is expected by the Task Force.  

Issue No. 04-13, “Accounting for Purchases and Sales of Inventory With the Same
Counterparty”

STATUS:  Additional Discussion at a Future Meeting

POTENTIAL IMPACT:  Companies that maintain inventories, especially if they frequently buy and sell inventories from (to) the
same counterparties (e.g., energy, oil & gas, and chemical companies).

An entity may buy and sell inventory from (to) another entity that operates in the same line of business.  The purchase and sale
transactions may be documented as a single contractual arrangement or documented in separate contractual arrangements.  The
inventory purchased or sold may consist of raw materials, work-in-process, or finished goods.  The following questions have been
raised regarding the accounting:  

• Under what circumstances should two or more transactions with the same counterparty (counterparties) be viewed as a single
nonmonetary transaction within the scope of APB Opinion No. 29, Accounting for Nonmonetary Transactions?  

• If nonmonetary transactions within the scope of Opinion 29 involve inventory, are there any circumstances under which the
transactions should be recognized at fair value rather than at recorded amounts?  
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At the November meeting, the Task Force discussed the second question.  Opinion 29 requires that the accounting for a
nonmonetary exchange that essentially is not the culmination of an earning process be based on the recorded amount of the
nonmonetary asset relinquished.  Paragraph 21(a) of Opinion 29 states in part that the following nonmonetary exchange
transaction does not culminate in an earning process:  

“An exchange of a product…held for sale in the ordinary course of business for a product…to be sold in the same line
of business to facilitate sales to customers…”  [Emphasis added]

The Task Force discussed, but could not reach agreement, on what types of transactions paragraph 21(a) addresses:  (1) does it
address only exchanges of finished goods for other finished goods in the same line of business, or (2) does it address exchanges
of finished goods for raw materials?  

The Task Force instructed the FASB staff to further research the issue and provide examples for various inventory exchange
transactions.  Examples may include exchange transactions in the chemical and oil & gas businesses.  

Further discussion of this Issue is expected.  

Agenda Committee Report and Other Items

Added Item — The Accounting for the Conversion of an Instrument That Becomes Convertible Upon the Issuer’s
Exercise of a Call Option That Otherwise Is Not Convertible or Not Currently Convertible Based on a Contingency

How should an issuer account for the exercise of a call of a convertible debt instrument when the instrument is not otherwise
convertible by the investor (because the convertibility is contingent on an event that has not occurred)?  Should the issuer:  

• Record any gain (or loss) 

• Expense the incremental value of the conversion option, or 

• Expense the intrinsic value of the conversion option?  

This Issue will be discussed at a future EITF meeting.  

Effective Date Change — Issue No. 04-8, “The Effect of Contingently Convertible Instruments on Diluted Earnings
per Share”

At the September meeting, the Task Force agreed that the consensus on Issue 04-8 would be effective on a date that coincides
with the effective date of the proposed Statement that will revise Statement 128.  Because Statement 128 (revised) will be
delayed until the first quarter of 2005 the Task Force changed the effective date of Issue 04-8 to reporting periods ending after
December 15, 2004.  

Effective Date Change — Issue No. 04-10, “Determining Whether to Aggregate Operating Segments That Do Not
Meet the Quantitative Thresholds”

At the September meeting, the Task Force reached a consensus that Issue 04-10 should be effective for fiscal years ending after
October 13, 2004.  The FASB staff is drafting a proposed FASB Staff Position (FSP) that will provide guidance in determining what
constitutes similar economic characteristics (these must be present to aggregate segments).  At the November meeting, the Task
Force decided to conform Issue 04-10’s effective date to the date the proposed FSP will become final, currently expected to be for
fiscal periods ending after March 15, 2005.  

Status Report — EITF Issue No. 03-1, “The Meaning of Other-Than-Temporary Impairment and Its Application to
Certain Investments”

At the November meeting, the FASB staff announced that the recognition provisions of Issue 03-1 (i.e., paragraphs 10-20 of
Issue 03-1) that cover how to evaluate and recognize an impairment loss that is other than temporary will not be effective this
year.  The FASB had postponed the original Issue 03-1 effective date in September, pending finalization of implementation
guidance proposed in a draft FSP, EITF Issue 03-1-a.  To date, FASB has received over 200 comment letters on the draft, generally
critical of the Board’s proposal and the original consensus.  As a practical matter, the staff will not be able to analyze
carefully the comment letters, and, thus, the Board will not be able to re-deliberate the issues before year-end.
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Note that the guidance in paragraphs 6 through 9 of Issue 03-1 (i.e., Step 1 of the impairment model), as well as the disclosure
requirements in paragraphs 21 and 22, have not been deferred and should be applied based on the transition provisions in 
Issue 03-1.  

The FASB staff announced that the Board may broadly readdress accounting for other than temporary impairments,
comprehensively.  

The Task Force and FASB staff emphasized that the deferral is not a suspension of other current accounting requirements for
determining when an impairment is other-than-temporary, including:  

• FASB Statement No. 115,  Accounting for Certain Investments in Debt and Equity Securities

• SEC Staff Accounting Bulletin Topic 5.M, “Other Than Temporary Impairment of Certain Investments in Debt and Equity
Securities” 

• FASB Staff Implementation Guide (Statement 115), “A Guide to Implementation of Statement 115 on Accounting for Certain
Investments in Debt and Equity Securities:  Questions and Answers” 

• EITF Issue No. 99-20, “Recognition of Interest Income and Impairment on Purchased and Retained Beneficial Interests in
Securitized Financial Assets” 

• AICPA Statement on Auditing Standards No. 92, Auditing Derivative Instruments, Hedging Activities, and Investments in
Securities.  

Limited Scope Projects Added

The FASB added two limited-scope projects to its agenda (related to Issues that were removed from the EITF agenda at the
September 2004 meeting) as follows:  

(1) To provide guidance on how subparagraph 11(d) of FASB Statement No. 142, Goodwill and Other Intangible Assets,
should be evaluated in determining the useful life of renewable intangible assets (formerly Issue 03-9)

(2) To amend the guidance for suspended well costs in FASB Statement No. 19, Financial Accounting and Reporting by Oil and
Gas Producing Companies (formerly Issue 04-9).  



Appendix:  Illustrations of Discontinued Operations Reporting under FASB Statement 
No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets

Examples of Continuing Cash Flows

Many real estate companies that own a portfolio of commercial buildings are dissatisfied with discontinued operations under
Statement 144.  Because each individual building often is a “component,” the sale of a building often results in it being reported
as a discontinued operation.  Because they look at their property portfolios as ongoing, these real estate companies object to a
change in the portfolio’s composition as being reported as a discontinued operation.  In short, these companies would prefer to
report discontinued operations based on business lines rather than based on components, as required by Statement 144. 

The Task Force also determined that if the ongoing entity continues to sell a commodity6 on an active market (after the disposal
of a component that sold the same commodity), there is a presumption that migration occurs.  The presumption may be
overcome based on facts and circumstances, (e.g., the commodities are not in fact identical or the ongoing entity sells the
commodity after the disposal in a different geographic region.  

Examples of Assessment and Reassessment Provisions

An entity is only required to reassess its previous evaluation when significant events or circumstances make it likely that the
criteria in paragraph 42 will (or will no longer) be met within one year after the disposal date.  
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Example 1

A company owns several commercial buildings (assume each building is a “component”) that are leased to third-party lessees.
The company disposes of one of its buildings.  The ongoing entity will purchase another commercial building in the same
geographic area.  The ongoing entity does not anticipate that any of the lessees from the sold building will terminate their
leases and migrate to the new building; however, the ongoing entity believes that certain lessees also will be lessees in the new
building.

In this example, a migration would not be expected to occur.  Even though the same customer (an individual lessee) also may
lease from the new building, the Task Force emphasized that the relevant test is whether the lessee actually migrated from the
disposed component.  Therefore, the company would display the component as a discontinued operation.

Example 2

A company owns an oil field in one region and sells into an active market.  The company disposes of the oil field but brings
another field of similar capacity on-line.  The ongoing entity will sell the oil into the same active market.  In this example, a
migration would be expected to occur, and, therefore, the company would not report the disposed component as a
discontinued operation because all of the sales of the new field represent migration.

Example 3

A company determined at March 31, 2005, that a component disposed of on March 15, 2005, was not a discontinued
operation soley because the ongoing entity maintained an equity method investment in the disposed component (i.e.,
significant continuing involvement).  On June 15, 2005, the company sold its equity method investment, and, thus, no longer
had the ability to exert significant influence over the operations of the disposed component.  As a result, the disposed
component qualifies as a discontinued operation. 

6 The term “commodity” refers to products whose units are interchangeable, are traded on an active market where customers are not readily identifiable,
and are immediately marketable at quoted prices.
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As a result, the company reassessed whether the criteria in paragraph 42 were met.  As of June 30, 2005, the company
displayed the disposed component as a discontinued operation because it met the paragraph 42 criteria within the one year
reassessment period.

The evaluation of whether the criteria in paragraph 42 are expected to be met should include significant events or
circumstances that occur after the balance sheet date but before the issuance of the financial statements. 
Example 4

A company determined at March 31, 2005, that one of its components meets the criteria for classification as held for sale.  At
March 31, 2005, June 30, 2005, and September 30, 2005, based on an assessment of all available information, the company
determined that the criteria in paragraph 42 of Statement 144 would not be met.  On October 10, 2005, prior to issuance of
its September 30 financial statements, the company discovers a new development that indicates the criteria in paragraph 42
would now be met in connection with the disposal.  Therefore, the company should include the new development in its
analysis, and thus, display the disposed component as a discontinued operation as of September 30, 2005.
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