
FASB Issues SFAS 150 on Certain Financial Instruments

On May 15, 2003, the FASB issued SFAS No. 150, Accounting for Certain Financial Instruments

with Characteristics of both Liabilities and Equity. This Statement aims to eliminate diversity in practice

by requiring that the following three types of "freestanding" financial instruments be reported as

liabilities by their issuers:

� Mandatorily redeemable instruments (i.e., instruments issued in the form of shares

that unconditionally obligate the issuer to redeem the shares for cash or by transferring

other assets)

� Forward purchase contracts, written put options, and other financial instruments not

in the form of shares that either obligate or may obligate the issuer to settle its obligation

for cash or by transferring other assets

� Certain financial instruments that include an obligation that (1) the issuer may or

must settle by issuing a variable number of its equity shares and (2) has a "monetary

value" at inception that (a) is fixed, (b) is tied to a market index or other benchmark

(something other than the fair value of the issuer's equity shares), or (c) varies inversely

with the fair value of the equity shares (e.g., a written put option).

Until now, these types of instruments have been variously reported by their issuers as

liabilities, as part of equity, or between the liabilities and equity sections (sometimes referred

to as "mezzanine" reporting) in the statement of financial position.

The provisions of SFAS 150, which also include a number of new disclosure requirements,

are effective for instruments entered into or modified after May 15, 2003 and pre-existing

instruments as of the beginning of the first interim period that commences after June 15, 2003.

There is, however, a delayed effective date for private companies' mandatorily redeemable

instruments.

SFAS 150 is part of a major FASB project that ultimately will also address the accounting

for other types of financial instruments with characteristics of both liabilities and equity,

including convertible bonds and "puttable" stock.

Due to the early effective date of most of the SFAS 150 provisions, the FASB has posted

the entire pronouncement to its website at http://www.fasb.org/FAS150.shtml. A related press

release can be found at http://www.fasb.org/news/nr051503.shtml.

May 15, 2003 EITF Meeting

The EITF addressed the following seven issues at its May 15, 2003 meeting. All consensuses

reached by the EITF are subject to ratification by the FASB at a regular weekly FASB meeting.

Consensuses are not effective until ratified. 
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The entire text of the Deloitte & Touche-prepared EITF meeting summary, including details of the consensuses

reached and other viewpoints, is available at http://www.deloitte.com/dtt/cda/doc/content/EITF%20Minutes(3).pdf. 

Issue No. 00-21, Accounting for Revenue Arrangements with Multiple Deliverables—Finalization of Scope Provisions

The EITF reached a consensus at its November 21, 2002 meeting on Issue 00-21; however, at the March 20, 2003 meeting,

the EITF discussed a scope issue for transactions in which one deliverable in a revenue arrangement with multiple deliverables falls

under guidance at a higher level of GAAP than an EITF Issue (e.g., an SFAS or an SOP). The issue is how to apply Issue 00-21

to those situations. 

The EITF revised the scope paragraph, indicating that higher level literature (to which one or more deliverables in an arrange-

ment are subject) should be followed for separation and allocation of revenues to the separated deliverables. Further discussion of this

Issue is not expected. 

Issue No. 01-08, Determining Whether an Arrangement Contains a Lease

The EITF noted that there are divergent views and practices as to how to identify a lease in an arrangement that also

provides for delivery of other goods or services by the seller (lessor). This Issue addresses how to determine whether an

arrangement contains a lease that is within the scope of SFAS No. 13, Accounting for Leases.

This issue was originally raised by the EITF during its deliberations on the accounting for energy-trading activities.

However, the issue of whether an arrangement contains a lease is not unique to energy-related contracts. The same issue

may arise in other arrangements.

The EITF reached a final consensus on when an arrangement contains a lease. Under its agreed-upon model, an arrangement

contains a lease if (1) specific property, plant, or equipment  to be used in the arrangement has been identified either explicitly or

implicitly, and (2) the arrangement conveys a right to the purchaser to use the property, plant, or equipment (as defined in the

Issue). A consensus was also reached on the accounting for substantial services provided by the lessor in these arrangements. Substantial

services are not executory costs as the term is used in SFAS 13, and the arrangement should be separated between the SFAS 13

deliverables (lease and executory costs) and non-SFAS-13 deliverables (substantial services) on a relative fair value basis.

The consensus in Issue 01-8 should be applied to:

� Arrangements agreed to or committed to, if earlier, in the next fiscal quarter after the consensus is ratified by the FASB 

� Arrangements modified after the next fiscal quarter after the consensus is ratified by the FASB

� Arrangements acquired in business combinations initiated in the next fiscal quarter after the consensus is ratified by the

FASB.

Further discussion of this Issue is not expected. 

Issue No. 03-1, The Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments

The EITF discussed how to determine the meaning of other-than-temporary impairment and its application to invest-

ments accounted for under the cost method or the equity method, or as either available-for-sale or held-to-maturity under

SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities.

The EITF discussed potential problems with creating one impairment model for all types of investments. The EITF asked the

FASB staff to consider the types of investments that may warrant separate models for determining the meaning of other-than-temporary

impairment for different types of investments. Further discussion of this Issue is expected at a future meeting. 
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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

A claims-made insurance policy is one in which an entity is insured for any claims reported during the effective period

of the policy. The claims may occur after the effective date of the policy and are reported while the policy is in force, or they

may occur prior to the effective date of the policy and are reported while the policy is in force. EITF Abstracts, Topic No. D-79,

Accounting for Retroactive Insurance Contracts Purchased by Entities Other Than Insurance Enterprises, states that entities

other than insurance enterprises should account for the purchase of retroactive insurance policies in a manner similar to

the one in which reinsurance contracts are accounted for under SFAS No. 113, Accounting and Reporting for Reinsurance of

Short-Duration and Long-Duration Contracts. When a claims-made policy is purchased with its prospective and retroactive

components, the issue is whether an insured entity must apply Topic D-79 in all cases and, thus, always use the retroactive

policy method of accounting described in SFAS 113.

The EITF reached a consensus on this Issue. A claims-made policy that contains no retroactive provisions should be accounted

for on a prospective basis. However, if a claims-made insurance policy contains a retroactive provision, the retroactive and prospective

provisions of the policy should be accounted for separately, if practicable; otherwise, the claims-made insurance policy should be

accounted for entirely as a retroactive contract.

In order to simplify and codify the guidance on claims-made insurance policies, the consensus on this Issue and the consensuses

reached on Issue No. 86-12, Accounting by Insureds for Claims-Made Insurance Policies, and Topic D-79 will be codified into

one EITF Issue entitled, Accounting for Claims-Made Insurance and Retroactive Insurance Contracts by the Insured Entity.

This consensus will be effective for transactions entered into during the first reporting period after the date of FASB ratification of

the consensus. Further discussion of this Issue is not expected. 

Issue No. 03-4, Determining the Classification and Benefit Attribution Method for a "Cash Balance" Pension Plan 

Cash-balance pension plans are similar to defined-contribution plans; however, most are hybrid arrangements with

features of both defined-contribution plans and defined-benefit plans. The defined-contribution features include the provision

for lump-sum distributions in the future based on stipulated contributions and interest credits. The defined-benefit features

include the provision of a life annuity, interest credits in excess of what may be obtainable in the market, joint and survivor

options, and grandfathered or transitional defined-benefit formulas. The presence of the defined-benefit features, in general,

makes it impractical to account for such arrangements as defined-contribution plans, because there is no way to segregate

assets into defined-contribution and defined-benefit components and there are prior-service costs and deferred gains or

losses related to the defined-benefit arrangement. In addition, most employers have chosen to classify plans as defined-

benefit or defined-contribution based on the Internal Revenue Service definitions.

The EITF previously reached a conclusion that a cash-balance plan should be accounted for as a defined-benefit plan.

At the May 15, 2003 meeting, the EITF discussed the appropriate method for attribution of the service-cost component of

net periodic pension cost.

The EITF reached a consensus on a specific plan example provided in the Issue summary. The specific plan example is not pay

related and should be accounted for under the traditional unit credit method. Additionally, the EITF observed that no attribution

method is necessary for a cash-balance plan when the interest crediting rate is based on the market value rate, because the cash balance

should always be equal to the liability recognized in the financial statements. 

This consensus should be applied at the next measurement date following the FASB's ratification of the consensus, and the difference

between that valuation and the expected valuation under the previous attribution method should be recognized as an actuarial gain
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or loss and accounted for in accordance with company policy. If the gains or losses are outside the "10 percent corridor" and company

policy requires immediate recognition, the difference would be accounted for as a cumulative effect of a change in accounting principle

in accordance with APB Opinion No. 20, Accounting Changes.

Further discussion of this Issue is not expected.

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

This Issue concerns whether the provisions of SOP 97-2 apply to all deliverables in an arrangement including non-

software deliverables.

The EITF reached a consensus that in an arrangement that contains software that is more than incidental to the products or

services as a whole, only software and software-related elements are included within the scope of SOP 97-2. However, software-related

elements include software-related products and services, such as those listed in paragraph 9 of SOP 97-2 (e.g., upgrades/enhancements,

PCS, or services), as well as other software-related products for which the software has stand-alone value as addressed in EITF

Issue 00-21. No further discussion of this Issue is expected.

Issue No. 03-6, Participating Securities and the Two-Class Method under FASB Statement No. 128, Earnings per Share

SFAS 128 indicates that participating securities should be included in basic earnings per share (EPS), if the effect is

dilutive, using either the two-class method or the if-converted method. Paragraph 60 of SFAS 128 more fully describes

participating securities through certain broad examples. Some convertible debt instruments have been issued with features

that result in those securities being considered participating. For example, a convertible debt instrument that entitles the

holder to participate in all dividends declared on common stock would result in that security being considered a participating

security. However, some convertible debt instruments have been issued with certain other features, and it is uncertain,

based on the characteristics described in SFAS 128, whether those securities should be considered to be participating securities.

The issue is how to determine whether a security should be considered a "participating security" for purposes of computing

EPS and how earnings should be allocated to a participating security when using the two-class method for computing basic EPS.

The EITF asked that a working group be formed to develop an accounting model and identify the types of securities and features

that currently exist. Further discussion of this Issue is expected at a future meeting.

Administrative Discussions

Issue No. 02-9, Accounting for Changes That Result in a Transferor Regaining Control of Financial Assets Sold

The EITF noted that the examples provided for this Issue will not be reflected in the next update of the EITF Abstracts,

but will be reflected in the following update.

Issue No. 02-16, Accounting by a Customer (Including a Reseller) for Certain Consideration Received from a Vendor

The EITF discussed the comment letters received after its March 2003 meeting, at which it revised the transition provisions

of this Issue. The comment letters addressed the differences between the reporting for such transactions by entities that

had adopted the earlier transition provisions reached and the reporting by entities that adopted the transition provisions

from the March 2003 meeting. The EITF concluded that it would not readdress or remodify the transition provisions and

that appropriate disclosure by entities would address these concerns.
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Topic No. D-1, Implications and Implementation of an EITF Consensus

The EITF discussed a modification to the operating procedures for a consensus. The modified procedures state that

a consensus of the EITF requires that no more than three voting members object to a proposed position on an Issue.

Additionally, the effective date for an EITF consensus will default to transactions or arrangements entered into during (or

for financial statements for, as applicable) the first fiscal quarter beginning after FASB ratification of that consensus

unless specifically addressed differently. The EITF will consider any unique transition or effective-date considerations for

a particular consensus on a case-by-case basis. 

Proposed SEC Staff Announcement, Lessor Consideration of Third-Party Residual Value Guarantees

The SEC staff observer discussed a proposed announcement of the staff's position on lessors' application of paragraphs

5(j) and 7(d) of SFAS 13 to arrangements involving third-party guarantees of the expected residual value of leased property.

The SEC staff believes that residual value guarantees of a portfolio of leased assets preclude a lessor from determining

the amount of the guaranteed residual value of any individual leased asset within the portfolio at lease inception and,

accordingly, no such amounts should be included in minimum lease payments. If an accounting change is required in

order to comply with the requirements of this announcement, registrants should restate all prior-period financial statements,

as described in paragraph 36 of APB Opinion No. 20, Accounting Changes, no later than the beginning of the first fiscal

quarter beginning after December 15, 2003. 

If a registrant wishes to modify their third-party residual value guarantees prior to adoption of this announcement,

the SEC will not object if the registrant does not restate prior-period financial statements to account for such leases. 

However, if a lessor had not obtained a residual value guarantee at lease inception, yet had assumed such a guarantee

existed when determining the minimum lease payments, the SEC staff would view that situation as an error, requiring

restatement as described in paragraph 36 of APB Opinion 20, regardless of whether a residual-value guarantee is subsequently

obtained.

SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of Both Liabilities and Equity (see related article in this

issue of Accounting Roundup)

On May 15, 2003, the FASB issued SFAS 150, which will result in revisions to EITF Topic No. D-98, Classification and

Measurement of Redeemable Securities. If any conflicts in guidance are identified, the guidance in SFAS 150 should be followed.

Additionally, other EITF Issues and FASB Statements are affected by the issuance of SFAS 150 and will be revised accordingly.

FASB Meetings

May 14, 2003 Meeting

The FASB discussed its project on financial performance reporting by a business enterprise at its May 14, 2003 meeting.

No final conclusions were reached, and further discussion is expected at future meetings. 

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

outs/05-14-03.pdf. Project summaries maintained by the FASB staff are available on the FASB's website at

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

Upcoming FASB Meetings

No Board meetings were planned for the week of May 19, 2003. The next Board meeting is scheduled for May 27-28,

2003. 

http://www.fasb.org/board_handouts/05-14-03.pdf
http://www.fasb.org/board_handouts/05-14-03.pdf
http://www.fasb.org/project/
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Minutes of Board meetings prepared by the FASB staff are available on the FASB's website at http://www.fasb.org/

board_meeting_minutes/board_meeting_minutes.shtml.

GASB Issues Statement 41 on Budgetary Comparisons

On May 20, 2003, GASB Statement No. 41, Budgetary Comparison Schedules�Perspective Differences, was issued. This

Statement applies to governments with program-based budgets that prevent them from presenting budgetary comparison

information for their general funds and major special revenue funds, as currently required by GASB Statement No. 34,

Basic Financial Statements�and Management's Discussion and Analysis�for State and Local Governments. Specifically,

Statement 41 amends Statement 34 to permit such governments to base their budgetary comparison schedules on the

fund, organization, or program structure used for their legally adopted budgets.

The provisions of both GASB Statements are to be applied simultaneously. However, for governments that have

already implemented Statement 34, the provisions of Statement 41 are effective for periods beginning after June 15, 2002.

A press release on Statement 41 can be found on the GASB's website at http://www.gasb.org/news/nr052003.html.

SEC Issues Final Rules on Improper Influence on Conduct of Audits 

On May 20, 2003, the SEC issued final rules, as directed by Section 303 of the Sarbanes-Oxley Act of 2002, to prohibit

officers and directors of an issuer, and persons acting under the direction of an officer or director, from taking any action

to coerce, manipulate, mislead, or fraudulently influence the auditor of the issuer's financial statements if that person

knew or should have known that such action, if successful, could result in rendering the financial statements materially

misleading. The rule is effective 30 days after its publication in the Federal Register and is available on the SEC's website

at http://www.sec.gov/rules/final/34-47890.htm. 

SEC Issues Final Rule on Electronic Filing and Website Posting 

On May 7, 2003 the SEC issued a final rule for mandated electronic filing and website posting for Forms 3, 4 and 5.

In its summary of the rule, the SEC stated that it is adopting rule and form amendments to mandate the electronic filing

and website posting by issuers with corporate websites of beneficial ownership reports filed by officers, directors, and

principal security holders under Section 16(a) of the Securities Exchange Act of 1934, generally as required by Section 403

of the Sarbanes-Oxley Act of 2002. 

The SEC said that it has implemented changes to the Electric Data Gathering, Analysis and Retrieval (EDGAR) system

in order to facilitate electronic filing. In addition, the SEC adopted rule changes to eliminate magnetic cartridges as a

means of electronic filing. The rule and form amendments generally are adopted as proposed. However, the SEC adopted

additional rule amendments that permit Section 16 forms submitted by direct transmission on or before 10:00 p.m. Eastern

time to be deemed filed on the same business day and make a temporary hardship exemption unavailable to these forms.

These rule and amendment changes should facilitate the more efficient transmission, dissemination, analysis, storage,

and retrieval of insider ownership and transaction information in a manner that will benefit investors, filers, and the SEC.

The rule and amendment changes are effective June 30, 2003. 

The final rule is available on the SEC's website at http://www.sec.gov/rules/final/33-8230.htm. 

SEC Staff Issues SAB 103

On May 9, 2003, the SEC staff issued Staff Accounting Bulletin No. 103, Update of Codification of Staff Accounting Bulletins.

SAB 103 revises or rescinds portions of the interpretive guidance included in the codification of Staff Accounting Bulletins

in order to make this interpretive guidance consistent with current authoritative accounting and auditing guidance and

http://www.fasb.org/board_meeting_minutes/board_meeting_minutes.shtml
http://www.fasb.org/board_meeting_minutes/board_meeting_minutes.shtml
http://www.gasb.org/news/nr052003.html
http://www.sec.gov/rules/final/34-47890.htm
http://www.sec.gov/rules/final/33-8230.htm
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SEC rules and regulations. The principal revisions relate to the rescission of material no longer necessary because of private

sector developments in U.S. GAAP, as well as SEC rulemaking. According to the SEC's press release, the purpose of this

SAB is to comprehensively update the existing SAB codification. Additionally, the entire SAB codification will be posted

to the SEC's website, making it readily accessible. SAB 103 is available on the SEC's website at

http://www.sec.gov/interps/account/sab103.htm. 

Abbreviations Frequently Used in Accounting Roundup

AcSEC Accounting Standards Executive Committee

AICPA American Institute of Certified Public Accountants

APB Accounting Principles Board 

EITF Emerging Issues Task Force

FAF Financial Accounting Foundation

FASB Financial Accounting Standards Board

GAAP Generally Accepted Accounting Principles

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

SAB Staff Accounting Bulletin

SEC Securities and Exchange Commission

SFAS Statement of Financial Accounting Standards

SOP Statement of Position
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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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