
FASB Continues Discussion of SPE Issues

Although the FASB previously indicated that it had concluded its redeliberation of a
proposed Interpretation of ARB No. 51, Consolidated Financial Statements, at its December 11,
2002 meeting the Board discussed several issues that arose during the final drafting of the
Interpretation. The proposed Interpretation was formerly known as Consolidation of Certain
Special-Purpose Entities, an interpretation of ARB No. 51, but is now entitled Consolidation of
Variable Interest Entities. A summary of some of the Board's discussion is included below. A
project summary prepared by the FASB staff can be obtained on the FASB’s website at
http://www.fasb.org/project. 

Evaluation of Voting or Variable Interests

The Board tentatively concluded that the evaluation of whether an entity is a voting or
variable interest entity should be performed on the date at which an enterprise becomes
involved with the entity.

Identifying the Primary Beneficiary

The Board tentatively accepted the following criteria for identifying the primary beneficiary. 

• The ability to make significant decisions is an indication that the decision maker is
more likely to be the primary beneficiary than other variable interest holders.

• Variable interests in selected assets of the entity are variable interests in the entity itself
if those assets are a majority of the entity's assets. 

• A holder of variable interests is the primary beneficiary of that entity if the holder will
either (1) absorb a majority of the entity's expected losses if they occur or (2) receive a
majority of the entity's expected residual returns if they occur.

Scope Exception

The Board tentatively concluded that separate accounts of life insurance enterprises as
described in the AICPA Audit and Accounting Guide, Life and Health Insurance Entities, will
not be considered variable interest entities for purposes of applying the proposed Interpretation.

Disclosure

The Board tentatively concluded that certain disclosure requirements included in the
exposure draft of the proposed Interpretation will be retained in the Interpretation when
issued. These disclosures include (1) the carrying amount and classification of consolidated
assets that are collateral for the variable interest entity's obligations and (2) the lack of recourse
to the general credit of the primary beneficiary by creditors or beneficial-interest holders of a
consolidated variable interest entity. 

Effective Date

The Board tentatively concluded that companies that are required to issue interim financial
statements under securities regulations (i.e., public companies) would apply the Interpretation
to pre-existing entities as of the beginning of the first interim period beginning after June 15,
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2003 (the quarter beginning on July 1, 2003 for calendar-year-end companies). Nonpublic companies will be required to
apply the Interpretation to pre-existing entities as of the end of the first fiscal year beginning after June 15, 2003.

The Board tentatively concluded that all companies, both public and nonpublic, should immediately apply the Interpretation
to variable interest entities with which the company becomes involved after a yet unspecified date. The Board also tentatively
concluded that all companies will be required to apply the transition disclosure requirements to financial statements
issued after such unspecified date. The unspecified date referred to in the preceding two sentences is expected to be two
weeks after the Interpretation is issued. 

The Board indicated that the Interpretation will probably not be issued until January 2003. However, FASB Chairman
Robert Herz directed the FASB staff to consider posting the disclosure requirements on the FASB website within the next
few weeks to enable constituents to begin evaluating adoption requirements. The FASB website address is
http://www.fasb.org. 

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.

Exposure Draft of SOP for Investment Companies

On December 17, 2002, the AICPA's Accounting Standards Executive Committee issued an exposure draft of a proposed
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 amend the AICPA Audit and Accounting Guide, Audits of Investment Companies (the Guide),
to clarify the conditions for determining:

• Whether an entity is an investment company for purposes of applying the Guide's provisions

• When the Guide's provisions should also be applied in (1) the consolidated financial statements of an investment
company's parent and (2) the financial statements of an investment company's equity investor (i.e., an investor that
has the ability to exercise significant influence over the investment company).

The provisions of the SOP would be effective for fiscal years beginning after December 15, 2003 (AcSEC's intention is
for the SOP to be effective approximately six months after its issuance date), with earlier application encouraged.

The exposure draft is available on the AICPA's website at http://www.aicpa.org/members/div/acctstd/
edo/021217_sop_invest.htm. Comments on the exposure draft should be received by AcSEC by March 31, 2003.

December 5-6, 2002 AcSEC Meeting

At its December 5-6, 2002 meeting in Las Vegas, AcSEC took the following actions:

• Discussed the agreement, previously announced by the AICPA and FASB, under which AcSEC will no longer issue
general-purpose SOPs.

• Noted that, in connection with this agreement, the FASB has decided to accept responsibility for completing certain
AcSEC projects currently in progress. These projects include (1) the use of a "blockage factor" to value an unrestricted
investment that has a quoted market price and (2) accounting for certain costs and activities related to property,
plant, and equipment.

• Held a preliminary discussion of the FASB proposal for a principles-based approach to U.S. accounting standards
setting, in which a majority of AcSEC members appeared to support the proposal.

• Agreed to make certain changes to its proposed SOP, Accounting and Reporting by Insurance Enterprises for Certain Non-
traditional Long-Duration Contracts and for Separate Accounts, in response to comments received on the exposure draft of
the proposed SOP.

• Held an informal discussion of a proposed Technical Practice Aid on valuation of equity securities of privately held
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companies issued in situations other than business combinations.

The next AcSEC meeting is scheduled for January 16-17, 2003, in New York.

Further information about AcSEC can be obtained on the AICPA's website at http://www.aicpa.org/members/div/
acctstd/index.htm.

IASB Issues Exposure Drafts on Business Combinations and Related Amendments

On December 5, 2002, the IASB issued an exposure draft of a proposed IFRS, Business Combinations, along with a
companion exposure draft to reflect resulting proposed amendments to IAS No. 36, Impairment of Assets, and IAS No. 38,
Intangible Assets.

Key Provisions

Key provisions of the exposure drafts are as follows: 

• All business combinations, as defined, would be accounted for using the purchase method (i.e., the pooling-of-
interests method would be prohibited).

• Costs expected to be incurred as a result of a business combination to restructure the acquired entity's (or acquirer's)
activities would be treated as postcombination expenses, unless, at the acquisition date, the acquired entity has an
existing liability in accordance with IAS No. 37, Provisions, Contingent Liabilities and Contingent Assets.

• Intangible items acquired would be recognized as assets separately from goodwill if they (1) meet the definition of
an asset and (2) are either separable or arise from contractual or other legal rights. 

• Identifiable assets acquired and liabilities and contingent liabilities assumed would be initially measured at fair
value.

• Goodwill and intangible assets with indefinite useful lives would no longer be amortized. Rather, they would be
tested for impairment annually, or more frequently if events or changes in circumstances indicate a possible
impairment.

• In general, the final IFRS would apply to business combinations whose "agreement date" is on or after the IFRS's
issuance date.

Other

The exposure drafts and a related press release are available on the IASB's website at http://www.iasb.org.uk/cmt/
0001.asp?s=1909635&sc={23037B4D-AD05-49FD-BE1F-09F24C4F97EC}&n=67 and http://www.iasb.org.uk/cmt/
0001.asp?s=1664266&sc={C15781AA-DA1D-4394-8A39-AD061601AA78}&n=4138, respectively. Comments on the
exposure drafts should be received by the IASB by April 4, 2003.

Additionally, Deloitte & Touche has prepared a summary of the exposure drafts, which can be accessed on its IAS Plus
website at http://www.iasplus.com/iasplus/iasp0212.pdf.

Further information about the IASB can be obtained on the IASB's website at http://www.iasb.org.uk and on the IAS
Plus website at http://www.iasplus.com/index.htm.

PCAOB Holds Second Organizational Meeting

On December 2, 2002, the PCAOB held its second meeting, in closed session, in Washington, DC, to continue its discussions
of organizational matters. The meeting was presided over by William H. Webster, the group's chairman, who had submitted his
resignation to the SEC several weeks earlier.

In a press briefing held after the meeting, reporters were told that the PCAOB:

• Met with representatives of the AICPA, the FASB, and the Securities Investor Protection Corporation to discuss the
work of each of those groups 
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• Discussed schedules for collecting fees from public companies to fund its work and for inspecting the work of certain
accounting firms by next summer

• Determined that the pay scales for PCAOB board members would be similar to those of FASB board members

• Plans to hold its first open meeting on January 6, 2003.

Reporters were also told that the SEC will designate an interim PCAOB chairman from among the PCAOB's four other
members until a permanent replacement for Mr. Webster is named.

Further information about the PCAOB's second meeting can be found in various media sources, for example, the
December 3, 2002 editions of the Washington Post ("Audit Panel Meets with Groups") and the Wall Street Journal ("SEC
Accounting-Board Chief To Resign Before Jan. 6 Meeting").

Deloitte & Touche Publishes Quality of Financial Position Booklet

Deloitte & Touche recently published Quality of Financial Position: The Balance Sheet and Beyond, the third in a series
of booklets intended to help members of management, audit committees, boards of directors, and others better understand
and assess key accounting, business, and other issues that companies currently face.

This booklet, which reviews many of the qualitative and quantitative factors that influence a company's financial position,
including factors that may not necessarily be evident from the financial statements themselves, can be obtained on Deloitte
& Touche's website at http://www.deloitte.com/dtt/cda/doc/content/DTIQ3.pdf.

The first two booklets in the series, IQ—Integrity & Quality and Quality of Earnings, are available at
http://www.deloitte.com/dtt/cda/doc/content/Iqdt.pdf and http://www.deloitte.com/dtt/cda/doc/content/DTQEfi-
nal(1).pdf, respectively.

Deloitte & Touche's Updated IFRS Book Available Free

As a service to clients and friends of the firm, Deloitte & Touche is making available, without charge, the electronic
version of its recently updated book, International Financial Reporting Standards: A Practical Guide (third edition).

The 236-page book, which includes summaries of all current IASB standards, model financial statements, and a presentation
and disclosure checklist, can be obtained on Deloitte & Touche's IAS Plus website at http://www.iasplus.com/
resource/ifrsguide2002.pdf.
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Abbreviations Frequently Used in Accounting Roundup
AcSEC Accounting Standards Executive Committee
AICPA American Institute of Certified Public Accountants
EITF Emerging Issues Task Force
FASB Financial Accounting Standards Board
GASB Governmental Accounting Standards Board
IAS International Accounting Standard
IASB International Accounting Standards Board

IFAC International Federation of Accountants
IFRS International Financial Reporting Standard
PCAOB Public Company Accounting Oversight Board
SAS Statement on Auditing Standards
SEC Securities and Exchange Commission
SFAS Statement of Financial Accounting Standards
SOP Statement of Position
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