
Recent Meetings of the FASB
Business Combinations: Purchase Method Procedures

At its January 9, 2002 meeting, the
Financial Accounting Standards Board
(FASB or "the Board") discussed two
issues related to business combinations.
The first related to the determination of an
acquisition date. Statement of Financial
Accounting Standards (SFAS) No.141,
Business Combinations, allows for the
acquisition date to be the date that "assets
are received and other assets are given, lia-
bilities are assumed or incurred, or equity
interests are issued" and also allows for the
acquisition date to be the date "that effec-
tive control of the acquired entity is trans-
ferred to the acquiring entity." The Board
agreed with the FASB staff's recommenda-
tion that the description of the acquisition
date in SFAS 141 be clarified as the date
that the acquirer gains control over the tar-
get entity.

On the second issue, the staff inquired
as to whether the Board believes that the
measurement date for equity securities
issued as consideration in a business com-
bination should be the agreement date or
the acquisition date. The staff recommend-
ed the agreement date, stating that the
transaction should be measured at the ear-
liest date that fixes the number of shares to
be issued or exchanged. The majority of
Board members disagreed, stating that the
agreement date does not sufficiently bind
both parties and, therefore, the acquisition
date should be used. 

Derivatives, Hedging, and Not-for-Profit Organizations

At its January 3, 2002 meeting, the
FASB discussed the application of SFAS
No. 133, Accounting for Derivative Instru-
ments and Hedging Activities, by not-for-
profit organizations to certain obligations
arising from split-interest arrangements.
The Board agreed to provide implementa-

tion guidance related to the application of
SFAS 133 to various types of split-interest
arrangements that are effective for fiscal
years beginning after June 15, 2002. The
Board also noted that the American Insti-
tute of Certified Public Accountants
(AICPA) should make conforming changes
to the guidance in chapter 6 of the AICPA
Audit and Accounting Guide, Not-for-Profit
Organizations.

Business Combinations Involving Mutual Enterprises

At its December 19, 2001 meeting, the
Board discussed whether the requirement
in SFAS No. 141, Business Combinations,
that all business combinations be account-
ed for using the purchase method is appli-
cable to business combinations of mutual
enterprises. Most combinations of mutual
enterprises typically do not involve an
exchange of consideration, and the pool-
ing-of-interests method generally was
being applied to account for many of these
combinations. The Board concluded that
the purchase method should be applied to
business combinations between mutual
enterprises, stating that combinations
between mutual enterprises are not suffi-
ciently unique in nature to justify a differ-
ent basis of accounting.

New Derivatives Guidance on FASB Website

The following FASB Derivatives
Implementation Group (DIG) Issues are
now available on the FASB website at
http://www.fasb.org (select "Technical Pro-
jects" in the left frame, then click on
"Derivatives Implementation Group," and
"Guidance on Statement 133 Implementa-
tion Issues").

DIG Issues Released in December 2001:

• DIG Issue A21, Existence of an Estab-
lished Market Mechanism That Facilitates
Net Settlement under Paragraph 9(b)
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The purpose of this publication is to briefly
describe key regulatory and professional devel-
opments 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 informa-
tion about a topic should review the information
referred to in the hyperlinks and not rely 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 profes-
sional advice or services. This publication is not a
substitute for such professional advice or servic-
es, nor should it be used as a basis for any deci-
sion or action that may affect your business.
Before making any decision or taking any action
that may affect your business, you should con-
sult a qualified professional advisor.

Deloitte & Touche LLP shall not be responsible
for any loss sustained by any person who relies
on this publication.
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ccounting Roundup• DIG Issue A22, Application of the Definition of a
Derivative to Certain Off-Balance-Sheet Credit
Arrangements, Including Loan Commitments

• DIG Issue J19, Application of the Normal Purchas-
es and Normal Sales Exception on Initial Adoption
to Certain Compound Derivatives.

DIG Issues Previously Released but Revised in December 2001:

• DIG Issue C13, When a Loan Commitment Is
Included in the Scope of Statement 133

• DIG Issue C15, Normal Purchases and Normal
Sales Exception for Option-Type Contracts and For-
ward Contracts in Electricity

• DIG Issue C16, Applying the Normal Purchases
and Normal Sales Exception to Contracts That Com-
bine a Forward Contract and a Purchased Option
Contract.

[Note: DIG Issue K5, Transition Provisions for Apply-
ing the Guidance in Statement 133 Implementation
Issues, provides guidance about adopting new DIG
Issues, such as those above, after an entity has adopted
SFAS 133.]

Securitization Disclosures

The FASB has released a study of the application by
Fortune 1000 companies of the new requirements for
disclosures about securitizations under SFAS No. 140,
Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities. The results
are posted on the FASB website, http://www.fasb.org.

FASB to Reconsider the Accounting for "Statement 72 Goodwill"

In October 2001, the Board considered constituent
requests and decided to undertake a limited-scope project
to reconsider part of the guidance in SFAS No. 72,
Accounting for Certain Acquisitions of Banking or Thrift
Institutions. In particular, the Board decided to reconsider
the provisions of paragraphs 5 and 6 of SFAS 72, which
require recognition and amortization of an unidentifiable
intangible asset - an asset that is sometimes referred to in
practice as "Statement 72 goodwill." The December
2001/January 2002 issue of the FASB's Status Report will
include an article that responds to questions regarding
this decision. An advance copy of the article has been
posted to the FASB website, http://www.fasb.org.

AICPA Toolkit on Related-Party Transactions Available
Given the considerable attention being focused on

the accounting and auditing for related parties and

related-party transactions, the AICPA has developed a
toolkit to help preparers and auditors of financial state-
ments better understand and comply with the account-
ing and auditing rules in this area.

The toolkit provides an overview of selected author-
itative accounting and auditing literature and SEC
requirements, as well as illustrative checklists, sample
confirmation letters, and other aids based on the best-
practices guidance of Deloitte & Touche LLP ("D&T")
and other major accounting firms.

The toolkit is available on the AICPA website at
http://www.aicpa.org/news/relpty1.htm.

Discussion Paper Available on the Impact of the
Current Economic and Business Environment on
Financial Reporting

As part of the accounting profession's continuing
efforts to enhance the quality of financial reporting and
audit effectiveness, the AICPA, in concert with D&T and
other major accounting firms, has developed a discussion
paper that identifies and discusses issues relevant to the
current financial reporting environment that financial
statement preparers, auditors, and audit committees
should consider during the current reporting cycle.

Some of the areas addressed in the paper  are:

• Environmental factors affecting financial reporting,
such as the state of the economy, pressures to per-
form, the complexity and sophistication of business
structures and transactions, and the complexity and
volume of accounting rules

• Financial reporting issues, including those related to:
• Liquidity and viability
• Changes in internal control
• Unusual transactions
• Transactions with related parties
• Transactions involving off-balance-sheet

arrangements (including those with special-pur-
pose entities)

• Materiality
• Adequacy of disclosure

• Suggested actions for management, auditors, and
audit committees to take to ensure that a company's
financial reporting is of the highest quality.  

The discussion paper is available on the AICPA web-
site, http://www.aicpa.org.
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Next AcSEC Meeting
The Accounting Standards Executive Committee

(AcSEC) of the AICPA will meet on January 29, 2002, in
New York, to consider whether to approve for exposure
a proposed Statement of Position on accounting for
derivative instruments by not-for-profit health care
organizations, and to discuss issues relating to account-
ing by insurance enterprises for deferred acquisition
costs on internal replacements.  AcSEC will also meet
with the AICPA's Technical Issues Committee to dis-
cuss matters of mutual interest.

Further information about AcSEC can be obtained
at the AICPA website, http://www.aicpa.org.

"Big Five" Firms Petition SEC for Additional Guid-
ance on MD&A

D&T and the other "Big Five" accounting firms
(Arthur Andersen LLP, Ernst & Young LLP, KPMG
LLP, and PricewaterhouseCoopers LLP), with the
endorsement of the AICPA, have jointly petitioned the
U.S. Securities and Exchange Commission (SEC) to
issue an Interpretive Release that provides guidance
that can be implemented by public companies in
preparing disclosures for inclusion in annual reports on
Form 10-K and other reports filed after the date of the
issuance of the Interpretive Release.

The Interpretive Release would facilitate enhanced
disclosures pursuant to the requirements of Regulation
S-K, Item 303, "Management's Discussion and Analysis
of Financial Condition and Results of Operations
(MD&A)." In particular, it would address three areas in
which the firms believe expanded disclosure would
improve the transparency of financial reporting: (1) liq-
uidity and capital resources including off-balance-sheet
arrangements; (2) certain trading activities that include
nonexchange traded contracts accounted for at fair
value; and (3) relationships and transactions on terms
that would not be available from clearly independent
third parties.

The petition is available on the SEC website at
http://www.sec.gov/rules/petitions/petndiscl-12312001.htm.

Recent Meeting of the IASB
At its December 18-20, 2001 meeting in Paris, the

International Accounting Standards Board (IASB or
"the Board") discussed the following topics and took the
indicated actions.

Business Combinations

• The Board agreed that goodwill should be tested for
impairment in a manner similar to that specified in
SFAS No. 141, Business Combinations, and SFAS
No. 142, Goodwill and Other Intangible Assets,
rather than that in International Accounting Stan-
dard (IAS) No. 36, Impairment of Assets.

• The Board tentatively agreed that a contingent lia-
bility should be recognized in a business combina-
tion at its "expected value" and should subsequently
be remeasured to fair value in accordance with IAS
No. 37, Provisions, Contingent Liabilities and Con-
tingent Assets.

• The Board tentatively decided to revise IAS No. 22,
Business Combinations, to require use of the "date
of agreement" (i.e., the date at which substantive
terms are agreed and announced), rather than the
"date of exchange," in valuing equity securities
issued in connection with a business combination.

Amendments to IAS No. 39, Financial Instruments: Recognition
and Measurement

• The Board agreed to adopt a "continuing involve-
ment model" for determining when financial assets
and liabilities may be derecognized (i.e., removed
from the balance sheet).  Under this model, dere-
cognition would take place to the extent that the
company has no continuing involvement in the
item's future cash flows and certain other condi-
tions are met.

• Financial assets sold through a special-purpose
entity (SPE) generally will be consolidated in accor-
dance with Standing Interpretations Committee
(SIC) No. 12, Consolidation - Special-Purpose Enti-
ties. On an ongoing basis, the investor in the SPE
should consider whether it has maintained continu-
ing involvement in those assets.

Amendments and Improvements to Other IASB Standards

IAS No. 1, Presentation of Financial Statements

• The Board agreed that a company's management
should use its judgment in accounting for a trans-
action not directly covered in IASB Standards or
Interpretations ("IASB literature"), after considering
the requirements and guidance in the IASB litera-
ture for similar transactions.

• The Board tentatively agreed that the refinancing of
a liability on a long-term basis after the balance-
sheet date but before issuance of the financial
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should not affect the liability's balance-sheet classi-
fication, because the subsequent refinancing does
not provide evidence of a condition that existed at
the balance-sheet date.

• The Board agreed that a liability may not be classi-
fied as noncurrent if, at the balance-sheet date, the
lender holds an absolute right to demand immedi-
ate repayment.

IAS No. 8, Net Profit or Loss for the Period, Fundamental Errors and
Changes in Accounting Policies

• The Board agreed that corrections of material
errors and "retrospective" changes in accounting
policies should only be accounted for as an adjust-
ment of the opening balance of retained earnings,
not in current earnings.

IAS No. 15, Information Reflecting the Effects of Changing Prices

• The Board tentatively agreed to withdraw IAS 15 as
being no longer needed.

IAS No. 17, Leases

• The Board tentatively agreed that a lease containing
multiple components should be split into those
components in assessing whether the lease is
financing or operating.

• The Board tentatively agreed that operating and
finance leases of investment property should be
accounted for as investment property in accordance
with IAS No. 40, Investment Property.

• The Board expressed a preference for eliminating
one of the two currently acceptable ways to account
for initial direct costs (i.e., either expense or capital-
ize).  However, no decision was reached on which
alternative should be eliminated.

IAS No. 27, Consolidated Financial Statements and Accounting for Invest-
ments in Subsidiaries

• The Board tentatively agreed to retain the portion
of IAS 27 that exempts wholly owned subsidiaries
from the requirement to prepare consolidated
financial statements. However, the Board agreed
that (1) the exemption should not apply to the
financial statements of public companies (for
which a clear definition is to be developed) and (2)
if the exemption is used, certain disclosures will be
required.

• The Board reiterated its position from a previous
meeting that minority interests should be present-
ed in the equity section of the balance sheet.

IAS No. 28, Accounting for Investments in Associates

• The Board tentatively agreed to develop guidance
for identifying circumstances that would overcome
the presumption that an investor with 20 percent or
more of an investee's voting power has significant
influence over that investee and, therefore, must
apply the equity method.

• The Board tentatively agreed that an investor's
share of losses in an investee accounted for by the
equity method should be recognized only to the
extent of the amount of the investment.

Venture Capital Investments

The Board tentatively agreed that venture capital
companies (and companies with similar characteristics,
such as investment companies) are subject to the
requirements of IAS 27. Accordingly, such companies
should consolidate investments in controlled entities
but should report investments in noncontrolled entities
at fair value.

Insurance Contracts

The Board continued its discussion of the draft
Statement of Principles on insurance contracts from its
November meeting. No formal decisions were reached. 

Various Interpretations

The IASB approved and subsequently issued the
following six Interpretations of the Standing Interpreta-
tions Committee. They are effective on December 31,
2001 unless otherwise noted.
• SIC No. 27, Evaluating the Substance of Transac-

tions in the Legal Form of a Lease
• SIC No. 28, Business Combinations - "Date of

Exchange" and Fair Value of Equity Instruments
(effective for acquisitions that are given initial
recognition on or after December 31, 2001)

• SIC No. 29, Disclosure - Service Concession
Arrangements

• SIC No. 30, Reporting Currency - Translation from
Measurement Currency to Presentation Currency
(effective for annual financial periods beginning on
or after January 1, 2002)

• SIC No. 31, Revenue - Barter Transactions Involv-
ing Advertising Services

• SIC No. 33, Consolidation and Equity Method -
Potential Voting Rights and Allocation of Owner-
ship Interests (effective for annual financial periods
beginning on or after January 1, 2002).

[Note: Currently there is no SIC No. 32.]
continued on next page
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Next IASB Meeting
At its next meeting, scheduled for January 21-25,

2002, in London, the IASB plans to continue its deliber-
ation of topics discussed at the December 18-20, 2001
meeting and to meet with representatives from national
accounting standard-setting bodies.

Further information about the IASB can be
obtained at the IASB website, http://www.iasc.org.uk.

D&T Updates Book on IAS
The third edition of International Accounting Stan-

dards: A Guide to Preparing Accounts, authored by
D&T, has been published by ABG Professional Infor-
mation, London.

At over 1300 pages, the book contains 29 chapters
and four appendices, including model financial state-
ments and disclosure checklists.

Further information about the book can be
obtained at the publisher's website at
http://www.abgpublications.co.uk/cgi-bin/abooks.storefront/.
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