
FASB Issues Derivatives Standard 

On April 30, 2003, the FASB issued SFAS No. 149, Amendment of Statement 133 on Derivative

Instruments and Hedging Activities, which amends and clarifies accounting for derivative

instruments, including certain derivative instruments embedded in other contracts, and hedging

activities under SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities.

The new guidance amends SFAS 133 for decisions made:

� As part of the Derivatives Implementation Group process that effectively required

amendments to SFAS 133 

� In connection with other Board projects dealing with financial instruments 

� Regarding implementation issues raised in relation to the application of the definition of

a derivative, particularly regarding the meaning of an "underlying" and the characteristics

of a derivative that contains financing components. 

According to the FASB's press release, the amendments set forth in SFAS 149 improve

financial reporting by requiring that contracts with comparable characteristics be accounted

for similarly. In particular, SFAS 149 clarifies the circumstances under which a contract with

an initial net investment meets the characteristic of a derivative as discussed in SFAS 133. In

addition, SFAS 149 clarifies when a derivative contains a financing component that warrants

special reporting in the statement of cash flows. Statement 149 amends certain other existing

pronouncements, resulting in more consistent reporting of contracts that are derivatives in their

entirety or that contain embedded derivatives that warrant separate accounting.

SFAS 149 is effective for contracts entered into or modified after June 30, 2003, except as

stated below, and for hedging relationships designated after June 30, 2003. The guidance

should be applied prospectively.

The provisions of SFAS 149 that relate to SFAS 133 Implementation Issues that have been

effective for fiscal quarters that began prior to June 15, 2003 should continue to be applied in

accordance with their respective effective dates. In addition, certain provisions relating to forward

purchases or sales of when-issued securities or other securities that do not yet exist should be

applied to existing contracts as well as new contracts entered into after June 30, 2003.

The press release is available on the FASB's website at http://www.fasb.org/

news/nr043003.shtml. Copies of SFAS 149 can be ordered online via this link.

SFAS 133 Implementation Issues

The FASB discussed various SFAS 133 Implementation Issues at its recent meetings. Guidance

related to the Issues discussed below is available at http://www.fasb.org/derivatives/issuindex.shtml.
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Implementation Issues Newly Cleared

On May 1, 2003, the FASB staff posted SFAS 133 Implementation Issue No. C18, Shortest Period Criterion for Applying the

Regular-Way Security Trades Exception to When-Issued Securities or Other Securities That Do Not Exist. The effective date of

the implementation guidance in this Issue for each reporting entity is the first day of its second fiscal quarter beginning after

May 1, 2003, the date that the Board-cleared guidance was posted on the FASB website.

Implementation Issues Discussed at Recent FASB Meetings

Implementation Issue No. C11, Interpretation of Clearly and Closely Related in Contracts That Qualify for the Normal Purchases and Normal

Sales Exception

At its January 2003 meeting, the EITF recommended that the FASB reconsider its clearance of the guidance in SFAS

133 Implementation Issue C11 regarding the requirements in paragraph 10(b) of SFAS 133 for qualifying for the normal

purchases and normal sales scope exception. In comment letters received by the FASB, constituents stated that the requirement

that the underlying for a price adjustment be clearly and closely related to the item being sold or manufactured or an ingredient

in order to qualify for the scope exception was too restrictive.

At its April 22, 2003 meeting, the FASB agreed to revise Implementation Issue C11 to permit application of the scope

exception if the underlying for a price adjustment is expected to be highly correlated to the item being sold, manufactured,

or an ingredient. The FASB staff will clarify in the proposed revision that highly correlated is to be interpreted the same way

as highly effective is in SFAS 133 in assessing hedge effectiveness. The Board agreed that this is a revision to Implementation

Issue C11 and is not an amendment to SFAS 133. The FASB staff posted the proposed revision to the FASB's website, with

a 35-day comment period. Transition will be in accordance with SFAS 133 Implementation Issue No. K5, Transition Pro-

visions for Applying the Guidance in Statement 133 Implementation Issues. 

Also see the discussion on new Implementation Issue C20 below relating to the interpretation of the term clearly and

closely related in contracts qualifying for the normal purchases and normal sales exception.

Implementation Issue No. A9, Prepaid Interest Rate Swaps

At the April 30, 2003 Board meeting, the FASB staff noted that SFAS 133 Implementation Issue A9 was originally con-

sidered because the guidance in paragraph 8 of SFAS 133 was not adequate. Because paragraph 8 will now indicate that a

prepaid interest rate swap would be subject to paragraph 12 of SFAS 133, the staff recommended that Issue A9 be revised.

The Board agreed to revise this guidance to conclude that a prepaid interest rate swap should be considered a hybrid instrument

that is a debt host with an embedded at-the-money derivative that warrants separate accounting rather than a derivative

instrument in its entirety (i.e., the debt host would be accounted for as debt). 

The Board agreed to a transition provision under which any transactions entered into after the date of the Board's

clearance of this Issue will be required to apply the revised guidance. For transactions entered into after the date of the

Board's clearance and prior to the required adoption date of the new guidance, the impact of the accounting change will

be reflected as a cumulative effect adjustment. This Issue is expected to be cleared by the FASB at its June 30, 2003 meeting. 

Also see the discussion on new Implementation Issue A23 below, which also relates to prepaid interest rate swaps. 

Implementation Issues Posted for Comment

On April 25, 2003, the FASB staff posted SFAS 133 Implementation Issue No. C20, Interpretation of Clearly and Closely

Related in Contracts That Qualify for the Normal Purchases and Normal Sales Scope Exception, to the FASB's website for comment.
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The comment period ends on May 30, 2003.

A note regarding Implementation Issue C20 has been added to Implementation Issue C11. If the guidance in Implemen-

tation Issue C20 is finalized and cleared by the Board, it would supersede the guidance in Implementation Issue C11.

On May 2, 2003, the FASB staff posted SFAS 133 Implementation Issue No. A23, Prepaid Interest Rate Swaps, for comment.

The comment period for this issue ends on June 5, 2003.

The guidance in this Issue differs from that in SFAS 133 Implementation Issue No. A9, Prepaid Interest Rate Swaps. If

the guidance  is finalized and cleared by the Board, it will supersede the guidance in Implementation Issue A9. 

Implementation Issues Withdrawn

Also in conjunction with the issuance of SFAS 149, the FASB staff withdrew SFAS 133 Implementation Issues A20,

C19, D2, and E21 from the FASB's website. 

First FSP Issued

On April 14, 2003, after clearance by the Board, the FASB staff posted the first final FSP, Accounting for Accrued Interest

Receivable Related to Securitized and Sold Receivables Under Statement 140, to the FASB's website. Generally, guidance con-

tained in FSPs is effective for new transactions or arrangements entered into after the beginning of the first fiscal quarter fol-

lowing the date that the final, Board-cleared FSP is posted to the FASB website. This FSP is available on the FASB�s web-

site at http://www.fasb.org/fasb_staff_positions/04-14-03_fsp.pdf.

General information about FSPs is available at http://www.fasb.org/fasb_staff_positions.

FASB Staff Proposes Six FSPs on FIN 46

On April 24, 2003, the FASB staff proposed the following six FSPs relating to the application of FIN No. 46, Consolida-

tion of Variable Interest Entities:

1. Applicability of FIN 46 to Entities Subject to the AICPA Audit and Accounting Guide, Health Care Organizations 

2. Treatment of Fees Paid to Decision Makers and Guarantors in Determining Expected Losses and Expected Residual

Returns of a Variable Interest Entity 

3. Reporting Variable Interests in Specified Assets of Variable Interest Entities as Separate Variable Interest Entities

4. Application of Paragraph 5 When Variable Interests in Specified Assets of a Variable Interest Entity Are Not Considered

Interests in the Entity Under Paragraph 12 

5. Transition Requirements for Initial Application of FIN 46 

6. Calculation of Expected Losses.

The proposed FSPs are available on the FASB's website at http://www.fasb.org/fasb_staff_positions/proposed_fsp.shtml.

The comment period ends on May 26, 2003. Proposed FSPs are subject to clearance by the Board.

FAF Makes Two FASB Appointments

At its April 28, 2003 board of trustees meeting, the Financial Accounting Foundation approved two appointments to

the FASB. Leslie F. Seidman was named to a three-year term as a member of the Board, effective July 1, 2003. Ms. Seidman
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will complete the term of John K. Wulff, who recently announced his resignation from the Board, effective June 30, to

return to private industry. Ms. Seidman is currently the managing member of Leslie F. Seidman Consulting, LLC. She

formerly served as vice president of accounting policy at J.P. Morgan & Company from 1987 to 1996.

The FAF also reappointed Gary S. Schieneman as a Board member. His new term will commence July 1, 2003.

The FASB press release regarding the appointments can be accessed at http://www.fasb.org/news/nr042903.shtml. 

Recent FASB Meetings

The following topics were discussed at recent FASB meetings. Final conclusions were not reached, and further discussion

is expected at future meetings. The project summaries maintained by the FASB staff are available on the FASB's website

at http://www.fasb.org/project. 

May 7, 2003 Meeting

� Revenue recognition

� Stock-based compensation

� Short-term convergence

� Business combinations: fair value

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

outs/05-07-03.pdf. 

April 30, 2003 Meeting

� Permitted activities of qualifying special-purpose entities

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

outs/04-30-03.pdf.

April 22, 2003 Meeting

� Business combinations: purchase method procedures

� Short-term convergence

� Stock-based compensation

� Permitted activities of qualifying special-purpose entities

� Financial instruments: derivatives implementation

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

outs/04-22-03.pdf. 

April 16, 2003 Meeting

� Financial performance by a business enterprise

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

outs/04-16-03.pdf.

Further information about the FASB is available on its website at 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.

SEC Reaffirms Status of FASB Pronouncements

On April 25, 2003, the SEC reaffirmed that it will continue to recognize FASB pronouncements as being generally

accepted for purposes of filings with the SEC.

The SEC decision relates to a certain provision of the Sarbanes-Oxley Act of 2002 that specifies the criteria that must

be met in order for an accounting standard setter's work product to be recognized as generally accepted by the SEC. 

In commenting on the SEC action, FASB Chairman Robert Herz said, "We appreciate the continued confidence and

support of the SEC and look forward to working closely and effectively with the Commission and its staff, as well as with

the new Public Company Accounting Oversight Board in ensuring quality financial reporting in the United States."

The SEC's press release on this matter can be found on its website at http://www.sec.gov/news/press/2003-53.htm.

SEC Votes to Mandate Electronic Filing of Ownership Reports and to Prohibit Improper Influencing of Auditors

At its April 24, 2003 meeting, the SEC voted to implement certain provisions of the Sarbanes-Oxley Act by adopting

rules to (1) require that reports by insiders on their securities holdings be filed electronically with the SEC and (2) prohibit

company officials and certain others from improperly influencing their auditors.

Electronic Filings

Beneficial ownership reports of officers, directors, and principal security holders will have to be filed electronically,

and posted to their corporate websites, within prescribed time frames.

These rules will become effective on June 30, 2003. 

Improper Influencing of Auditors

Officers and directors of an issuer, as defined, and persons under their direction will be prohibited from coercing,

manipulating, misleading, or fraudulently influencing the auditor of the issuer's financial statements if those persons

knew or should have known that their actions could render the financial statements materially misleading. 

These rules will be effective 30 days after their publication in the Federal Register.

The SEC's press release on these two matters is available on its website at http://www.sec.gov/news/press/2003-51.htm.

Possible Changes to Proxy Rules

On April 14, 2003, the SEC announced that it had directed the Division of Corporation Finance to develop possible

changes in the proxy rules, regulations, and interpretations regarding procedures for the election of corporate directors.

Topics that will be specifically addressed include the following:

http://www.fasb.org/board_handouts/04-16-03.pdf
http://www.fasb.org/
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� Shareholder proposals

� The corporate director nomination process

� Solicitation of proxies

� Contests for corporate control

� Disclosure and other requirements relevant to large shareholders and groups of shareholders.

Additionally, the Division will consult with interested parties, including representatives of pension funds, shareholder

advocacy groups, and representatives from the business and legal communities.

As part of this process, the SEC also announced, on May 1, 2003, that any party wishing to submit views to the Division

should do so before June 13, 2003.

Two related SEC press releases on this matter can be found on the SEC website at http://www.sec.gov/news/press/

2003-46.htm and http://www.sec.gov/news/press/2003-59.htm.

April 29-30, 2003 AcSEC Meeting

At its April 29-30, 2003 meeting, the AICPA's Accounting Standards Executive Committee took the following actions:

� Approved issuance of two exposure drafts of the following proposed SOPs, which would amend the AICPA Auditing

and Accounting Guide, Audits of Investment Companies:

� Financial Highlights of Separate Accounts

� Reporting Financial Highlights and Schedule of Investments by Nonregistered Investment Partnerships 

� Approved publication of a TPA, Sales of Real Estate Investments Held by Employee Benefit Plans and Discontinued

Operations

� Approved letters of comment to the GASB on its exposure drafts of proposed Statements, Accounting and Financial

Reporting by Employers for Postemployment Benefits Other Than Pensions, and Accounting and Financial Reporting for

Postemployment Benefits Other Than Pensions

� Discussed various issues and reached certain tentative conclusions on the proposed SOP, Accounting for Certain

Costs and Activities Related to Property, Plant and Equipment.

The next AcSEC meeting is scheduled for June 10-11, 2003, in New York.

Further information about AcSEC is available at http://www.aicpa.org/members/div/acctstd/index.htm.

AICPA Offers Free Anti-Fraud Case Studies

As an aid in the identification and prevention of fraud, the AICPA has published Ethics and Fraud in Business: Cases

and Commentary, a series of 12 case studies dealing with questionable accounting practices and ethical dilemmas.

Further information about these case studies, including information on how to download a free copy, is available on

the AICPA's website at http://www.aicpa.org/news/2003/030424.asp.

April 29-May 2, 2003 IASB Meeting

At its April 29-May 2, 2003 meeting in London, the IASB discussed:

http://www.sec.gov/news/press/2003-46.htm
http://www.sec.gov/news/press/2003-59.htm
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� Preliminary research conducted by the Australian Accounting Standards Board to assist the IASB in (1) its

reexamination of IAS No. 31, Financial Reporting of Interests in Joint Ventures, and (2) deciding whether and how

the accounting by entities in extractive industries should be addressed

� Various issues and reached tentative conclusions in its projects on:

� Proposed amendments to IAS No. 32, Financial Instruments: Disclosure and Presentation, and IAS No. 39,

Financial Instruments: Recognition and Measurement

� First-time adoption of IFRS

� Insurance contracts (phase one)

� Improvements to existing IAS

� Convergence (short-term)

� Share-based payment

� Business combinations (phase two).

� Various matters raised by the International Financial Reporting Interpretations Committee.

Additionally, the IASB met with representatives of national accounting standards-setters on April 25-26, 2003 to discuss

the status and direction of various IASB projects.

The next IASB meeting is scheduled for May 20-23, 2003, in London.

Further information about the IASB can be found on its website at http://www.iasb.org.uk and on Deloitte & Touche's

IAS Plus website at http://www.iasplus.com.

Note: Conclusions of the IASB are subject to change at future Board meetings and generally do not affect current accounting

requirements for entities that apply IASB standards until an official position (IFRS or Interpretation) is issued. Official positions

of the IASB are determined only after extensive deliberation and due process, including a formal vote by written ballot to issue an

IFRS or Interpretation.

Deloitte & Touche Publication on IFRS

Deloitte & Touche recently published International Financial Reporting: Standards of Growing Importance for U.S. Companies.

The publication discusses the increased use of IFRS in today's global environment and the need for consistent worldwide

reporting standards, which has intensified for many reasons, including the following:

� Companies now routinely list their securities on stock exchanges in different countries. 

� The European Union has adopted a requirement that companies listed on their exchanges use IFRS by 2005, or

2007 in certain circumstances. 

� Companies that now use IFRS reporting may want to compare their financial results with those of competitors

who do.

This publication is available on Deloitte & Touche's website at  http://www.deloitte.com/dtt/cda/doc/content/IFRS.pdf.

http://www.iasb.org.uk
http://www.iasplus.com
http://www.deloitte.com/dtt/cda/doc/content/IFRS.pdf


May 14, 2003
ccounting RoundupA

8

PCAOB Is Declared Operational

Responding to a mandate set forth in the Sarbanes-Oxley Act of 2002, the SEC, on April 25, 2003, determined that

the PCAOB has been appropriately organized and has the capacity to carry out its responsibilities under the Act.

An SEC press release on this matter is available on the SEC�s website at http://www.sec.gov/news/press/2003-52.htm.

PCAOB Chairman and Chief Auditor Chosen

New Chairman

On April 15, 2003, the SEC selected William J. McDonough, president of the Federal Reserve Bank of New York, as

its nominee to be the new PCAOB chairman.

The SEC made this selection after consultation with the Chairman of the Federal Reserve Bank and the Secretary of

the Treasury, as required by the Sarbanes-Oxley Act. Further, in accordance with previously adopted selection procedures,

the SEC will complete a thorough investigation of Mr. McDonough's background before his appointment becomes final.

The SEC's press release on Mr. McDonough's selection can be found on its website at http://www.sec.gov/news/

press/2003-48.htm.

Additional Duties and Titles

In a related matter, on April 25, 2003, the PCAOB amended its bylaws, at the SEC's request, to confer on the chair-

man the additional titles and duties of president and chief executive officer.

Further information about the amended bylaws can be found in various media sources, for example, the April 28,

2003 edition of the Wall Street Journal ("Questioning the Books: Accounting Board to Give Chairman Additional Power").

First Chief Auditor

On April 17, 2003, the PCAOB named Douglas R. Carmichael, CPA and professor of accounting at Baruch College

of the City University of New York, as its first chief auditor and director of professional standards.

Mr. Carmichael, who is also an author and consultant, previously served as vice president of auditing at the AICPA.

In his new role, he will be the primary adviser to the PCAOB on technical auditing and accounting issues, including those

related to investigations and inspections of accounting firms.

Further information about Mr. Carmichael's appointment can be found in various media sources, for example, the

April 18, 2003 edition of the Washington Post ("New Accounting Board Picks Chief Auditor").

Final PCAOB Rules on Annual Support Fees From Issuers

At its April 16, 2003 meeting in Washington, D.C., the PCAOB approved issuance of final rules related to assessing

issuers, as defined, annual fees to support its operations.

The final rules, which are substantially the same as those proposed in March 2003, will do the following:

� Limit the assessment to two classes of issuers: (1) public companies with average market capitalizations greater

than $25 million and (2) investment companies with average net asset values greater than $250 million

� Address the assessment of a separate annual support fee to fund the operations of the standards-setting body

http://www.sec.gov/news/press/2003-52.htm
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designated by the SEC to establish accounting principles, as provided for under the Sarbanes-Oxley Act

� Permit the PCAOB to report to the SEC an issuer's nonpayment of fees, for possible sanctions

� Prohibit any public accounting firm registered with the PCAOB from signing an unqualified opinion or issuing a

consent on the financial statements of an issuer that is delinquent in its fees.

Proposed PCAOB Rules on Auditing and Other Professional Standards

Also at its April 16, 2003 meeting, the PCAOB approved proposed rules on auditing and other professional standards

applicable to engagements involving issuers, as defined.

Until now, such standards, including those related to attestation, quality control, professional ethics, and independence,

have been set by the AICPA. Under the proposed rules, the PCAOB would (1) replace the AICPA as the standards setter

and (2) adopt, with certain exceptions, the AICPA's existing standards, unless superseded or modified by the PCAOB or

the SEC. Also, there would be special provisions for independence rules of the SEC and the now defunct Independence

Standards Board.

The proposed rules can be found on the PCAOB's website at http://www.pcaobus.org/pcaob_rulemaking.htm. Comments

were due by May 12, 2003.

An archived webcast of the April 16, 2003 PCAOB meeting can be accessed at http://www.connectlive.com/

events/pcaob. 

Final PCAOB Rules on Registration of Public Accounting Firms

At its April 23, 2003 meeting in Washington, D.C., the PCAOB approved issuance of final rules related to the registration

of public accounting firms.

Under the final rules, any firm (regardless of whether it is a U.S. or non-U.S. firm) must register with the PCAOB if

it either (1) prepares or issues an audit report on any issuer (i.e., any public company that is required to file reports with

the SEC or that has filed a registration statement for a public offering of securities) or (2) plays "a substantial role in the

preparation and furnishing of such reports." 

The final rules are substantially the same as those proposed in March 2003. However, under the final rules:

� A requirement for firms to disclose fees from issuers will more closely track the current SEC requirement for certain

issuers to disclose fees to firms in SEC proxy filings.

� Non-U.S. firms (1) will have until late April 2004 to register with the PCAOB (six months later than U.S. firms)

and (2) need not furnish registration information that they perceive to conflict with local laws as long as

certain substantiation is provided in a prescribed manner.

An archived webcast of the April 23, 2003 PCAOB meeting can be accessed at http://www.connectlive.com/

events/pcaob. 

Further information about the PCAOB is available on its website at http://www.pcaobus.org.

http://www.pcaobus.org/pcaob_rulemaking.htm
http://www.connectlive.com/events/pcaob/
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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

FAF Financial Accounting Foundation

FASB Financial Accounting Standards Board

FIN FASB Interpretation

FSP FASB Staff Position

GASB Governmental Accounting Standards Board

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.
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