
EITF Issues Ratified by the FASB

The FASB ratified the following EITF consensuses at its August 13, 2003 Board meeting.

These consensuses are effective for transactions entered into after the beginning of the first

reporting period after Board ratification. Further information on the EITF and the Issues listed

below can be found on the FASB's website at http://www.fasb.org/eitf. In addition, Deloitte &

Touche's recently introduced EITF Roundup newsletter (http://www.deloitte.com/us/eitfroundup)

provides an overview of consensuses reached and discussions held at EITF meetings.

• Issue No. 03-5, Applicability of AICPA Statement of Position 97-2, Software Revenue

Recognition, to Non-Software Deliverables in an Arrangement Containing More-Than-

Incidental Software.

• Issue No. 03-7, Accounting for the Settlement of the Equity-Settled Portion of a Convertible

Debt Instrument That Permits or Requires the Conversion Spread to Be Settled in Stock

(Instrument C of Issue 90-19)

• Issue No. 03-11, Reporting Gains and Losses on Derivative Instruments That Are Subject

to FASB Statement No. 133, Accounting for Derivative Instruments and Hedging Activities,

and Not “Held for Trading Purposes” as Defined in EITF Issue No. 02-3, Issues Involved

in Accounting for Derivative Contracts Held for Trading Purposes and Contracts

Involved in Energy Trading and Risk Management Activities.

The FASB also ratified Issue No. 03-8, Accounting for Claims-Made Insurance and Retroactive

Insurance Contracts by the Insured Entity, a codification of Issue No. 86-12, Accounting by

Insureds for Claims-Made Insurance Policies, Issue No. 03-3, Applicability of EITF Abstracts, Topic

No. D-79, Accounting for Retroactive Insurance Contracts Purchased by Entities Other Than

Insurance Enterprises, to Claims-Made Insurance Policies, and Topic D-79. Since this Issue is a

codification of previous issues, the guidance in this Issue retains its original effective date. 

SFAS 133 Implementation Issues

FASB Clears SFAS 133 Implementation Issue No. A23, Prepaid Interest Rate Swaps

On August 8, 2003, the FASB staff posted Board-cleared Implementation Issue A23 to the

FASB website. Implementation Issue A23 provides guidance on the impact of SFAS No. 133,

Accounting for Derivative Instruments and Hedging Activities, on the accounting for a prepaid

interest rate swap. This Implementation Issue supersedes the guidance in Implementation

Issue No. A9, Prepaid Interest Rate Swaps. Implementation Issue A23 clarifies that a fully

prepaid interest rate swap will generally not be accounted for as a derivative instrument in its

entirety, but rather as a hybrid instrument that contains a debt instrument and an embedded

derivative that should be bifurcated and accounted for separately in accordance with SFAS
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133. In addition, Implementation Issue No. D1, Application of Statement 133 to Beneficial Interests in Securitized Financial

Assets, was modified to make conforming changes to reference Implementation Issue A23.

The guidance in this Implementation Issue is effective for periods beginning after August 8, 2003, and should be

applied prospectively to all contracts entered into on or after the effective date. Early application to all contracts entered

into or substantively modified on or after August 1, 2003 is permitted. Implementation Issue A23 is available on the

FASB's website at http://www.fasb.org/derivatives/issuea23.shtml.

FASB Posts for Comment SFAS 133 Implementation Issue No. G24, Accounting for the Discontinuance of Hedging Relationships Arising

from Changes in Consolidation Practices Due to Initially Applying FASB Interpretation No. 46

On August 13, 2003, the FASB posted Implementation Issue G24 to its website for comment. Implementation Issue

G24 addresses how to adjust the previous hedge accounting if, upon the initial application of FIN No. 46, Consolidation of

Variable Interest Entities, an entity is required to consolidate another entity (or remove an entity from its consolidated

financial statements) and consequently must discontinue a pre-existing hedging relationship. The comment period for

this Issue ends on September 17, 2003. If cleared by the Board, the guidance in this Implementation Issue should be

applied prospectively for periods beginning on the same effective date as FIN 46. Implementation Issue G24 can be found

on the FASB's website at http://www.fasb.org/derivatives/issueg24.shtml.

August 13, 2003 FASB Meeting

The FASB discussed the following projects and reached certain tentative conclusions, summarized below. No final

conclusions were reached on these projects, and further consideration is expected at future meetings. 

Revenue Recognition (joint project with the IASB)

The Board continued its discussions of this project but did not reach any tentative decisions.

Stock-Based Compensation

The Board discussed a number of issues related to its stock-based compensation project. As detailed below, for most

of the items discussed, the Board tentatively concluded to retain existing guidance, in some instances pending resolution

of phase II of the Board's liabilities and equity project.

• The definition of the grant date used in SFAS No. 123, Accounting for Stock-Based Compensation, will be retained

• The guidance relating to cash settlement of stock-based awards included in paragraph 39 of SFAS 123 (which states

that the accounting for such settlements should be based on the substantive terms of the award even if those terms

differ from the contractual terms) will be retained, although subsequent revision may be required based on the out-

come of the Board's deliberations for phase two of the liabilities and equity project. 

• The guidance in FIN No. 44, Accounting for Certain Transactions involving Stock Compensation, with respect to stock-

based compensation awards with tax net-settlement features will be retained

• The guidance on stock-based compensation awards with a cashless exercise feature (utilizing a broker), as

described in subissue 48 of EITF Issue No. 00-23, Issues Related to the Accounting for Stock Compensation under APB

Opinion No. 25 and FASB Interpretation No. 44, will be retained
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• Stock-based compensation arrangements with characteristics similar to financial instruments classified as liabilities

under SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity,

will be classified as liabilities.

• For public entities, stock-based compensation liabilities will be accounted for using fair value as the measurement

attribute. The Board will consider this issue as it relates to nonpublic entities at a subsequent meeting.

• Stock-based compensation liabilities will be attributed according to the method established in FIN No. 28, Accounting

for Stock Appreciation Rights and Other Variable Stock Option or Award Plans, with the initial grant-date fair value of

stock-based compensation liabilities and subsequent fluctuations in value characterized as compensation cost. 

• The guidance in paragraph 39, as well as illustrations 7 and 8, of SFAS 123 with respect to measurement and

attribution of stock-based compensation arrangements with multiple settlement features will be retained and

subsequently revised, as necessary, based on the outcome of the Board's deliberations in phase two of its project

on liabilities and equity

Consolidation of Variable Interest Entities

The Board continued discussing concerns raised about FIN 46. No tentative conclusions were reached. As a result of

the discussions:

• The Board added a limited-scope project to its agenda to make certain modifications to FIN 46 to address the

following issues:

• Whether the term "investor" in part (i) of the last sentence of paragraph 5 should include the investor's related

parties as indicated in footnote 6

• Whether to change the second reference to paragraph 5 in paragraph 11 (regarding development stage

enterprises) to paragraph 5(a) to clarify that paragraph 11 does not exempt development stage companies from

the requirements of paragraph 5(b)

• Whether events other than those listed in paragraph 15 should require an enterprise to reconsider whether it

is the primary beneficiary of a variable interest entity

• Whether a decision maker's fee should be considered part of the expected returns of a variable interest entity

under paragraph 8(c) if the decision maker has:

(1)  No exposure to the expected losses of the entity (its fee does not provide subordinated financial support)

(2)  No right to expected residual returns except a fee that has not expected variability, and

(3)  No other interest in the entity.

• The Board also directed the FASB staff to prepare FSPs to delay the effective date of FIN 46 for the following parties:

• Nonregistered investment companies that are currently accounting for their investments in accordance with

the specialized accounting guidance in the AICPA Audit and Accounting Guide, Audits of Investment Companies

(the “Audit Guide”). The deferral would not extend to investments made after March 27, 2002 that are held by

an investment company that is not a separate legal entity. The applicability of FIN 46 to these entities will be

reassessed once the AICPA finalizes its SOP on the clarification of the scope of the Audit Guide and accounting

by the parent companies and equity method investors for investments in investment companies. 

3



August 25, 2003
ccounting RoundupA

• A decision maker that (1) receives fees paid by a variable interest entity that provide the decision maker with

no exposure to expected losses (the fees do not provide subordinated financial support for the entity) and no

rights to receive expected residual returns other than expected residual returns provided by paragraph 8(c) and

(2) has no other interests in the variable interest entity. 

The Board decided to delay the effective date for those parties to allow time to consider a modification of

Interpretation 46 that may affect those parties. The Board decided not to delay the effective date for any other

entities.

• The FASB staff announced that draft FSPs are being prepared to provide additional guidance on the following

provisions of FIN 46:

• The computation of expected losses and expected residual returns, including: 

• The amounts of the fees required to be included by paragraphs 8(c) and 8(d) 

• The effects of those fees on expected losses 

• Whether other parties' rights to remove the decision maker are a factor to consider 

• Clarification that the expected variability in paragraph 8(a) is based on estimates of an entity's net income

or loss before the effects of variable interests.

• The determination of which party absorbs a majority of expected losses and expected residual returns. 

The handouts distributed at this meeting are available on the FASB's website at http://www.fasb.org/board_hand-

outs/08-13-03.pdf. 

Project Summaries and FASB Minutes

Project summaries maintained by the FASB staff are available on the FASB's website at http://www.fasb.org/project.

The FASB meeting minutes are available at http://www.fasb.org/board_meeting_minutes/board_meeting_minutes.shtml.

Summaries of FASB meetings and recent actions are available at http://www.fasb.org/action. 

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.

Annual FASAC Survey

The FASB has posted to its website the 2003 FASAC survey, which solicits constituents' views on the priorities of the

FASB. Specifically, the survey discusses the following:

• The FASB's current priorities

• Future financial reporting issues

• Changes to financial reporting

• The appropriate level of implementation guidance.

The survey is available on the FASB's website at http://www.fasb.org/fasac/survey03.pdf. Responses must be submitted

by August 29, 2003. 
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SEC Appoints Chief Accountant

On August 14, 2003, the SEC announced the appointment of Donald T. Nicolaisen as the SEC's Chief Accountant.

Mr. Nicolaisen will join the SEC in late September. He will oversee the SEC's accounting policy initiatives and lead the

SEC's efforts with national and international standard-setters on critical accounting and auditing issues, including

international convergence and efforts to adopt principles-based accounting standards. A press release on this matter can

be found on the SEC's website at http://www.sec.gov/news/press/2003-97.htm. 

SEC Proposed Rule: Disclosure Regarding Nominating Committee Functions and Communications Between
Security Holders and Boards of Directors

On August 8, 2003, the SEC proposed rules on new disclosure requirements and amendments to existing disclosure

requirements to enhance the transparency of the operation of boards of directors. This proposed rule includes enhancements

to existing disclosure requirements regarding the operation of board nominating committees and a new disclosure

requirement concerning the means, if any, by which security holders may communicate with members of the board of

directors. This proposal is the first step in the implementation of the recommendations made in the SEC's July 15, 2003 report

on the proxy process review. This report can be found on the SEC's website at http://www.sec.gov/news/studies/proxyre-

port.pdf. The SEC study that resulted in the July 15th report was conducted to ensure that the current proxy rules are

serving the best interests of investors and fostering sound corporate governance and transparent business practices.

The SEC anticipates considering further rule proposals later this fall regarding enhanced shareholder access to

companies' proxy statements and forms of proxy for nomination of directors.

A press release on the proposed rule can be found on the SEC's website at http://www.sec.gov/news/press/2003-

92.htm. The proposed rule is available at http://www.sec.gov/rules/proposed/34-48301.htm

SEC Notice on Nonpublic Broker-Dealer Financial Statement Requirements

On August 4, 2003, the SEC issued an order permitting nonpublic broker-dealers to file with the SEC, and send to

their customers, financial statements certified by an independent public accountant rather than a certified public accounting

firm until January 1, 2005, unless rules are in place regarding PCAOB registration of auditors of nonpublic broker-dealers

that set an earlier date. The SEC notice on this matter can be found on the SEC's website at http://www.sec.gov/

rules/other/34-48281.htm. 

SEC Staff Responds to Frequently Asked Questions Regarding Auditor Independence

On August 13, 2003, the SEC's Office of the Chief Accountant provided responses to 35 frequently asked questions

regarding the application of the SEC's rules on auditor independence, which were set forth in SEC Release No. 33-8183,

Strengthening the Commission's Requirements Regarding Auditor Independence, issued on January 28, 2003. These responses are

intended to assist registrants and their audit committees, audit firms, and other market participants in understanding and

complying with the new regulations. The document includes responses to questions related to the following:

• Partner rotation and transition questions

• Other audit partner and partner rotation matters

http://www.sec.gov/news/press/2003-97.htm
http://www.sec.gov/news/studies/proxyreport.pdf
http://www.sec.gov/news/press/2003-92.htm
http://www.sec.gov/rules/proposed/34-48301.htm
http://www.sec.gov/rules/other/34-48281.htm
http://www.sec.gov/news/press/2003-92.htm
http://www.sec.gov/rules/other/34-48281.htm
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• Nonaudit services

• Audit committee preapproval

• Audit committee communications

• Fee disclosures

• "Cooling off" period

• Broker-dealers and investment advisers.

A press release on this matter can be found on the SEC's website at http://www.sec.gov/news/press/2003-94.htm. The

responses to the frequently asked questions are available at http://www.sec.gov/info/accountants/ocafaqaud

ind080703.htm. The responses represent the views of the Office of the Chief Accountant and are not rules, regulations, or

statements of the SEC. Further, the SEC has neither approved nor disapproved the answers.  

IASB Issues ED on Macro Hedging

On August 21, 2003, the IASB issued an exposure draft, Fair Value Hedge Accounting for a Portfolio Hedge of Interest

Rate Risk, that would amend IAS No. 39, Financial Instruments: Recognition and Measurement. If adopted, the proposed

amendments would enable fair value hedge accounting to be used more readily for a portfolio hedge of interest rate risk

(macro hedging). Comments on the exposure draft should be submitted to the IASB by November 14, 2003. The exposure draft

can be accessed on the IASB's website at http://www.iasb.org.uk/cmt/0001.asp?s=9638274&sc={F26786C9-B2EB-4095-

A31D-B4D16AD9C527}&n=67. A related press release can be accessed at http://www.iasb.org.uk/cmt/0001.asp?s=

9638274&sc={F26786C9-B2EB-4095-A31D-B4D16AD9C527}&n=4197.

Deloitte & Touche Issues the 2003 Survey of Economic Assumptions Used for SFAS No. 87 and SFAS No. 106 Purposes

Deloitte & Touche has published the annual survey on economic assumption conducted by its Human Capital group

and used by many Fortune 500 companies. The survey was compiled based on the information disclosed in the most recent

annual reports of approximately 287 companies with defined benefit plans, 244 of which disclosed other postretirement

employee benefit plans subject to SFAS No. 106, Employers’ Accounting for Postretirement Benefits Other Than Pensions. The

survey compares changes in assumptions (e.g., discount rate, salary increase assumption, expected return assumption,

and health care cost trend) from the prior year to the most recent year. A Deloitte & Touche Human Capital Employee

Benefits professional can help to explain the implications of selecting a particular assumption from the available options. 

This report is available on Deloitte & Touche's website at http://www.deloitte.com/dtt/cda/doc/content/SFAS%

202003%20Survey%281%29.pdf. 
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http://www.deloitte.com/dtt/cda/doc/content/SFAS%202003%20Survey%281%29.pdf
http://www.sec.gov/info/accountants/ocafaqaudind080703.htm
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Abbreviations Frequently Used in Accounting Roundup

AcSEC Accounting Standards Executive Committee

AICPA American Institute of Certified Public Accountants

ED Exposure Draft

EITF Emerging Issues Task Force

FASAC Financial Accounting Standards Advisory Committee

FASB Financial Accounting Standards Board

FIN FASB Interpretation

FSP FASB Staff Position

GAAP Generally Accepted Accounting Principles

GAAS Generally Accepted Auditing Standards

IAS International Accounting Standard

IASB International Accounting Standards Board

IFRS International Financial Reporting Standard

PCAOB Public Company Accounting Oversight Board

SEC Securities and Exchange Commission

SFAS Statement of Financial Accounting Standards

SOP Statement of Position

TPA Technical Practice Aid
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Deloitte Accounting Research Tool Available

Deloitte & Touche 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 SEC, and the IASB, in addition to Deloitte & Touche'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.

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

