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OUTLINE OF ISSUES TO BE DISCUSSED

L Nonmonetary Exchanges
a. Interaction of Proposed Statement with Statement 140
b. Interaction of Proposed Statement with Statement 19
c. Interaction of Proposed Statement with Statement 66
d. Impact of Tax Cash Flows on Determination of Commercial Substance
II. Earnings Per Share
a. Manditorily Convertible Securities
III.  Accounting Changes
a. Clarification of Significant Estimates Exception
IV.  Transition Provisions
a. Accounting Changes
b. Earnings per Share
c. Inventory Costs
d. Nonmonetary Exchanges
V. Effective Dates

VI. Comment Periods
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NONMONETARY EXCHANGES
Interaction of Proposed Statement with Statement 140
Questions to be addressed

1. Should the scope exception in Statement 140 for exchanges of equity method

investments for similar productive assets be eliminated?

2. Should a scope exception for nonmonetary exchanges involving financial assets be

included in the proposed Statement on nonmonetary asset exchanges?
Description of the issue

Statement 140 excludes exchanges of equity method investments for similar productive
assets from its scope. As financial assets, those exchanges had been within the scope of
FASB Statement No. 125, Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities, Statement 140’s predecessor. However, as noted in

the basis for conclusions of Statement 140:

In developing this Statement, the Board chose to exclude from its scope
. . . exchanges of equity method investments for similar productive assets.
Those transactions were excluded because, as the EITF noted in its Issue
No. 98-7, “Accounting for exchanges of Similar Equity Method
Investments,” . . . there were inadvertent overlaps in scope between
Statement 125 and other accounting standards issued previously. Under
APB Opinion No. 29, Accounting for Nonmonetary Transactions,
exchanges of similar productive assets, including equity investments
accounted for under the equity method, are accounted for based on the
recorded amount of the asset relinquished. (paragraph 263)

The proposed changes to Opinion 29 would eliminate the exception in paragraph 21(b) of
Opinion 29 for exchanges of similar productive assets. Eliminating the similar
productive assets exception necessitates a decision on how to account for exchanges of

equity method investments for similar productive assets.



Interaction of Proposed Statement with Statement 19
Question to be addressed

Should the guidance for the transactions described in paragraphs 44(a) and 47(e) of

Statement 19 be changed to reflect the proposed amendment to Opinion 29?

Description of issue

Statement 19 notes two transactions for which gain recognition is prohibited.
Elimination of the exceptions to fair value measurement of nonmonetary exchange
transactions would necessitate reconsideration of the required accounting for those

transactions. Those exceptions include the following:

(a) Paragraph 47(e) of Statement 19 prohibits recognition of a gain when a part of
an operating interest owned is exchanged for a part of an operating interest
owned by another party, on the basis that it is an exchange of similar
productive assets.

(b) Paragraph 44 of Statement 19 (as replaced by paragraph 9(d) of FASB
Statement No. 145, Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections)
prohibits recognition of a gain or loss for certain transactions related to
the oil and gas industry.

Interaction of Proposed Statement with Statement 66
Question to be addressed

Should the scope exception to Statement 66 for exchanges of real estate for other real

estate along with related EITF guidance be eliminated?
Description of Issue

Statement 66 states that exchanges of real estate for other real estate should be accounted
for under the provisions of Opinion 29. The proposed replacement of paragraph 21 of

Opinion 29 would eliminate the similar productive assets exception to fair value



accounting. The scope exception to Statement 66 encompasses all nonmonetary
exchanges of real estate for other real estate, not just those that are considered exchanges
of similar productive assets. There already are exchanges of real estate for real estate
today that are accounted for under Opinion 29 at fair value. The proposed Statement

would expand the population of transactions that qualify for fair value accounting.

Statement 66 addresses the accounting for sales of real estate, providing guidance on
when to derecognize a real estate asset sold, and when to recognize profit on that asset.
Since Statement 66 scopes out nonmonetary exchanges in the scope of APB 29, such
exchanges are not contemplated in the profit recognition models put forth under the
Statement. If the scope exception is retained, nonmonetary exchanges, even if accounted
for at fair value, would not be subject to the asset derecognition rules and the profit

recognition rules under Statement 66.
Impact of Tax Cash Flows on Determination of Commercial Substance
Question to be addressed

How should changes in tax related cash flows be considered in the determination of

whether an exchange transaction has commercial substance?
Description of the issue

As part of its discussion of commercial substance, the Board stated its belief that
transactions undertaken solely for their tax benefits could meet the commercial substance
criteria. Since that discussion, the staff became aware of a concern that if the Board
considered transactions structured to get tax benefits to have commercial substance, it
may create circularity between the commercial substance provisions of the proposed

Standard and the “business purpose” doctrine applied for tax accounting.

Under the business purpose doctrine, a transaction is not to be given effect for tax

purposes unless it serves a legitimate business purpose other than tax avoidance. There is



a concern that a company could assert that the business purpose for structuring a
transaction 1s to get commercial substance treatment under financial accounting even
though the only thing supporting the commercial substance would be the difference in tax
cash flows. Once that were established, the transaction could be used to improperly

recognize gains for financial reporting.

Some members of the SEC staff also believe that tax cash flows should not influence an
assessment of commercial substance. Those staff believe that a transaction that is tax
motivated does not have sufficient commercial substance to be given accounting
recognition, regardless of whether the tax treatment is appropriate. The staff has

1dentified four alternatives for the Board’s consideration:

1. Require entities to consider after-tax cash flows for determining whether
exchange transactions have commercial substance

2. Require entities to consider pre-tax cash flows for purposes of determining
whether a transaction has commercial substance

3. Use after-tax cash flows to determine whether a transaction has commercial
substance; include cautionary language in the standard regarding tax-
motivated transactions

4. Remain silent in the proposed Standard regarding the impact of tax cash
flows on the assessment of commercial substance.

EARNINGS PER SHARE
Manditorily Convertible Securities
Question to be addressed

Should shares that will be issued upon conversion of a mandatorily convertible security

be included in basic EPS prior to conversion?



Description of issue

During redeliberation of its improvements project, the IASB addressed the effect of
mandatorily convertible securities on the computation of basic earnings per share (EPS).
Mandatorily convertible securities can be either debt or preferred stock securities that are
mandatorily convertible into a fixed number of common shares at fixed future date. They
differ from contingently convertible securities in that conversion is certain to occur, it is
not dependent on any future event other than the passage of time. Currently, IAS 33,
Earnings per Share, and FASB Statement No. 128, Earnings per Share, do not
specifically address mandatorily convertible securities. At issue is whether common
shares that will be issued upon a mandatory conversion should be included in the

computation of basic EPS prior to conversion.
The IASB staff identified two views:

e View A, date of issuance: The shares that will be issued upon conversion
should be included in the weighted average number of ordinary shares
outstanding used in computing basic EPS from the date that the entity issues
the mandatorily convertible security.

e View B, date of conversion: The shares issued upon conversion should be
included in the weighted average number of ordinary shares outstanding used
in computing basic EPS from the date of the conversion. The IASB defined
the date of conversion as the date that the security ceases to earn interest or is
no longer entitled to a preferred dividend.

The IASB decided that View A is preferable, and directed the IASB staff to include

guidance to that effect in its final standard on improvements.



ACCOUNTING CHANGES
Clarification of Significant Management Estimate
Question to be addressed

Should the Board clarify what constitutes a significant management estimate for which

retrospective application would not be practicable?
Description of the issue

At its March 5, 2003 meeting, the Board decided that retrospective application should be
prohibited when it is impracticable to apply. The Board decided that retrospective

application is impracticable if any of the following conditions exist:

(a) The effects of retrospective application are not determinable.

(b) Retrospective application requires assumptions about management’s intent in a
prior period.

(c) Retrospective application requires significant management estimates as of a

prior period.
At issue today is condition (c). During the drafting process, several Board members and
staff have questioned whether the condition is operational. Others have questioned
whether the need to make a significant estimate rises to the level of impracticable. The

staff has identified the following options for the Board to consider.

e View A, retain the condition: Retain the condition without change,
effectively allowing practice to define what types of estimates are significant
enough to render retrospective application impracticable.

e View B, eliminate the condition: Eliminate the condition, leaving only
conditions (a) and (b) above in the standard. Managements would be required
to make whatever estimates are necessary in order to retrospectively apply a
new accounting policy to prior periods.



e View C, clarify the condition: Clarify the types of estimates that, if required
to adopt a new accounting policy retrospectively, are significant enough to
render retrospective application impracticable.

TRANSITION PROVISIONS
Question to be addressed

How should the accounting changes effected by the issuance of each of proposed
Statements on (a) Accounting Changes, (b) Earnings per Share, (c) Inventory Costs, and

(d) Nonmonetary Exchanges be applied?
EFFECTIVE DATES

Question to be addressed

What should be the effective dates for each of the proposed Statements on:
a. Accounting Changes
b. Earnings per Share,
c. Inventory Costs, and

d. Asset Exchanges?

COMMENT PERIODS
Question to be addressed

What comment period is appropriate for the “bundled” Exposure Draft of the proposed
Statements on Accounting Changes, Earnings per Share, Inventory Costs, and Asset

Exchanges?
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At today’s meeting, the Board will discuss the following issues related to equity-based
compensation (EBC) awards:
1. Other Valuation Issues: Valuation of EBC Arrangements Accounted For As
Liabilities
2. Other Valuation Issues: Estimating Model Inputs When a Reasonable Range of
Expectations Exists and No Amount Within the Range Is a Better Estimate Than

Any Other Amount
3. Income Taxes: Nature of the Transaction
4. Income Taxes: Tax Benefit Deficiency
5. Income Taxes: Scenarios in Other Tax Jurisdictions
6. Income Taxes: Reporting Tax Effects Prior to Realization.
OTHER VALUATION ISSUES

Valuation of EBC Arrangements Accounted For As Liabilities

Contracts and other arrangements that may be settled in cash instead of stock are subject
to counterparty default risk (or credit quality risk). For employee stock options, the
counterparty also is the issuer of the EBC award; consequently, the option payoffs would
not be independent of issuer default risk. Counterparty default risk would not necessarily
be a consideration in the valuation of a traded option if the counterparty is not the issuer
of the option. That is because the option payoffs are independent of issuer default and,
therefore, the valuation model would not incorporate the counterparty’s credit risk. The
fair value of an option issued by a counterparty that is AAA-rated would be higher than if
the counterparty is B-rated, all else being equal.

For example, if Bank A wrote a two-year call option on Company Z shares and sold the

option to Investment Bank B, an option-pricing model applied to Company Z shares

The staff prepares Board meeting handouts to facilitate the audience's understanding of the issues to be
addressed at the Board meeting. This material is presented for discussion purposes only; it is not intended
to reflect the views of the FASB or its staff. Official positions of the FASB are determined only after
extensive due process and deliberations.



would not incorporate Bank A’s risk of default and, therefore, the fair value of the option

would need to be adjusted to reflect counterparty credit risk.

For employee stock options, the counterparty also is the issuer of the shares underlying
the award and option payoffs may not be independent of issuer default. It is clear that for
a put option, the put writer's credit risk matters because the writer (issuer) may not be
able to pay when the put is exercised. A put option written by an AAA-rated issuer is
worth more than one written by a B-rated issuer, all else being equal. However, puts and
calls are fundamentally different. A put would be exercised in “bad” states (from the
perspective of the issuer) when the issuer could well be insolvent, but a call would be
exercised in good states, when the stock price has gone up and the ability to pay would,
theoretically, not be an issue. Stated differently, in “bad” states, the employee stock
options would likely be underwater, remain unexercised, and, therefore, wouldn't give
rise to a cash-settled obligation. Therefore, for most ESOs (written call options), in
which ultimate payment to the employee generally results only in good states, which also
would likely be solvent states, the adjustment for credit (un)worthiness should be de
minimis.

The Board will discuss whether the grant-date estimate of fair value for EBC

arrangements that are accounted for as liabilities should incorporate issuer default risk.

Estimating Model Inputs When a Reasonable Range of Expectations Exists and No
Amount Within the Range Is a Better Estimate Than Any Other Amount
The following paragraph of the FASB Invitation to Comment, Accounting for Stock-
Based Compensation: A Comparison of FASB Statement No. 123, Accounting for Stock-
Based Compensation, and Its Related Interpretations, and IASB Proposed IFRS, Share-
based Payment, discusses circumstances in which a range of reasonable expectations is
developed for an option-pricing model input factor and no amount within the range is
better than any other amount within the range.

Al12.  Both standards require the use of option-pricing models to measure

the fair value of employee stock options. The option-pricing models must

take into account the following factors: the exercise price, the expected life of

the option, the current price of the underlying stock, the expected volatility of
the underlying stock, expected dividends on the underlying stock, and the



risk-free interest rate. For factors that include estimates such as expected
volatility, expected dividends, or expected option life, an entity must develop
a reasonable expectation. In circumstances in which a range of reasonable
expectations is developed for a factor and no amount within the range is better
than any other amount within the range, Statement 123 permits an entity to
choose (a) an amount at the low end of the range for expected volatility and
expected option life and (b) an amount at the high end of the range for
expected dividends.! Statement 123 specifies that this approach is consistent
with FASB Interpretation No. 14, Reasonable Estimation of the Amount of a
Loss, which allows the minimum amount to be used when a range of
reasonable expected losses is developed and no amount in the range is more
likely than any other. The effect of each election is to lower the option value
computed by the option-pricing model. The Proposed IFRS includes
implementation guidance on measuring the fair value of equity instruments
granted. That guidance specifies that the average of the range should be used
in the situation described above.® The result of this difference is that, all
other things being equal, an IFRS-reporting entity will obtain a higher value
per equity instrument measured and thus, higher incurred costs than an entity
reporting under Statement 123.

The Board is expected to discuss whether using the expected value for each input is more

consistent with the objective of fair value than the approach used in Statement 123.

INCOME TAXES
Nature of the Transaction

The method of accounting for the income tax effects of EBC arrangements in FASB
Statement No. 123, Accounting for Stock-Based Compensation, is consistent with FASB
Statement No. 109, Accounting for Income Taxes. However, that method was created
with existing U.S. tax legislation in mind. The method found in Statement 123 also has
its legacy in APB Opinion No. 25, Accounting for Stock Issued to Employees, which was
issued in 1972. Statement 123 makes it clear that the then-FASB Board supported the

'Refer to paragraph 275 of Statement 123.

*Refer to paragraph IG6 of the Implementation Guidance. [It states that if there is a range of reasonable
expectations about model inputs, an expected value should be calculated, by weighting each amount within
the range by its associated probability of occurrence.] This implementation guidance is not expected to
form part of the final IFRS.

Using the average of the range is more closely aligned with the concepts described in FASB Concepts
Statement No. 7, Using Cash Flow Information and Present Value in Accounting Measurements.
Paragraph 50 of Concepts Statement 7 indicates, “. . . the estimated expected cash flow is likely to provide
a better estimate of fair value than the minimum, most likely, or maximum amount [of a range of estimates]
taken alone.”



two-event notion in Opinion 25 that tax benefits are related to both an income statement

item (compensation expense) and an equity transaction from the enterprise’s perspective:
The amount of stock-based compensation that is deducted on the tax return may
exceed the compensation cost recognized for financial reporting.  This
Statement requires that the tax benefits of deductions in excess of compensation
cost be recognized as additional paid-in capital when they are initially
recognized. The Board agrees with the conclusion of the Accounting Principles

Board in Opinion 25 that the additional tax benefits are attributable to an equity
transaction. [paragraph 228, Opinion 25]

IASB Exposure Draft 2, Share-based Payment, proposes that all tax effects of EBC
transactions be recognized in the income statement. ED 2 also notes that because the
government taxing authority is not an owner of the enterprise, it would be inappropriate
to recognize the tax effects of the tax deduction directly into equity. The IASB agreed to
retain the proposed approach in ED 2 (one-event notion), maintaining that the tax effects
relate solely to an income statement item, compensation expense, and therefore, all of the

tax effects should be recognized in the income statement.

While the Board has already tentatively concluded that EBC awards relate to both
compensation expense and an equity transaction, the Board will reconsider its views as
well as the argument that tax effects should not be recognized directly in equity because

the government is not an owner.

Tax Benefit Deficiency

A tax benefit deficiency results when the tax benefits realized are less than the expected
tax benefits related to the cumulative compensation expense recognized. The Board is
expected to reconsider its tentative decision on this issue (supportive of Statement 123’s
method) and express its views on the three following approaches to account for a tax
benefit deficiency:

(a) Recognize the shortfall in the income statement, so that the total amount of tax
benefits recognized in the income statement does not, in the end, exceed the total
tax benefits ultimately received.

(b) Recognize the shortfall in equity, because this ensures symmetry between the
treatment of excess tax benefits and shortfalls.



(c) Recognize the shortfall in equity, but only to the extent that excess tax benefits on
other share-based payment transactions were recognized in equity. (This
approach is applied in Statement 123.)

Scenarios in Other Tax Jurisdictions

Enterprises in the U.S. currently receive a tax deduction that is based on the intrinsic
value of an option at exercise date, whereas for financial reporting purposes under
Statement 123, an option is measured at its grant-date fair value. Under Statement 123,
the tax benefits initially recognized in the income statement are based on the reported
expense. Since the reported expense is measured on a basis that includes the time value
(in the case of an option), which is not tax deductible, then the possibility exists that
under Statement 123, the tax benefits initially recognized in the income statement could
be overstated. At today’s meeting, the Board will consider and express its views on this

1SSue.

The Board also will consider a scenario in which a different valuation methodology is
applied for tax purposes than book purposes, which results in a higher valuation at grant
date for tax purposes. Under that scenario, the tax deduction based on the same
measurement date for book and tax purposes would exceed the recognized compensation

expense.

In addition, the Board will consider a scenario in which an enterprise has the ability to
claim a tax deduction equal to 125 percent of the reported compensation expense based
on the same measurement date for book and tax purposes. In other words, a tax incentive

is given to an enterprise by the taxing authority.

Board members are expected to express their views on both issues with respect to
whether those additional tax benefits received by an enterprise are related to an equity

transaction.

Reporting Tax Effects Prior to Realization

The Board is expected to discuss the interim accounting for the income tax effects of

EBC arrangements. Specifically, the Board will consider and express its views on the



two following alternative methods of reporting income tax effects prior to their

realization.

(a) The first method subjects the deferred tax asset to a type of impairment test
if the tax deduction inherent in the stock price at the reporting date is less

than the stock price at grant date.

(b) The second method would recognize expected excess tax benefits or tax
benefit deficiencies in equity for temporary differences that change as a
result of stock price changes after the grant date and prior to the realization
of the tax effects. That method also would implicitly subject the deferred
tax asset to the same type of impairment test in the method proposed by the

IASB.
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The staff will ask the Board to discuss and reaffirm its decisions regarding the purpose of the
statement of comprehensive income, as discussed in FASB Statement No. 130, Reporting
Comprebensive Income, and to discuss the definitions for and the display of specified amounts
(totals and subtotals) on the face of that statement. More specifically, the staff will ask the

Board to discuss the following four questions:

Question 1:  Should the management performance or the enterprise performance
notion, as noted in FASB Concepts Statement (CON) No. 1,
Objectives of Financial Reporting by Business Enterprises, be used to
develop the presentation for the statement of comprehensive income?

The management performance notion states that the performance statement should
represent how management performed over a period of time based solely on transactions
and events that management directly controlled. The enterprise performance notion states
that all nonowner changes to the balance sheet are to be reflected in an entity’s measure of
performance, as ultimately management is responsible for all changes, whether directly or

indirectly within their control.

The Board addressed the requirement for a statement of comprehensive income in
Statement 130. In paragraph 8 of that Statement, the Board concluded that the definition of

comprehensive income in FASB Concepts Statement No. 6, Elements of Financial Statements
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(CON 6), was appropriate.) The Board also agreed that, “[a comprehensive income] total
will demonstrate articulation between an enterprise’s financial position at the end of the
period and all aspects of its financial activities for the period, thereby enhancing the
understandability of the statements. Also, that total will provide enhanced comparability
between enterprises by providing a benchmark for users” (paragraph 68), thus, supporting

the enterprise performance notion.

With regard to this question, the Board will also discuss the IASB’s latest model that requires
comprehensive income to be the prominent measure for the performance reporting
statement, which is consistent with the enterprise performance notion. That model,

however, also eliminates a subtotal for net income.

Question 2:  What transactions and events, if any, should be classified within the
subset of comprehensive income referred to as earnings in CON 5?

Paragraph 33 of FASB Concepts Statement No. 5, Recognition and Measurement in Financial
Statements of Business Enterprises (CON 5), acknowledges that earnings, as described, is not the
same as net income. Although the term earnings is not defined, CON 5 indicates certain

types of items that should be classified outside of the earnings subset.

Earnings does not include the cumulative effect of certain accounting
adjustments of earlier periods that are recognized in the current period.
The principal example that is included in present net income but
excluded from earnings is the cumulative effect of a change in accounting
principle, but others may be identified in the future. FEarnings is a
measure of performance for a period and to the extent feasible excludes
items that are extraneous to that period—items that belong primarily to
other periods [Paragraph 34; footnote reference omitted; emphasis

added.]

The Board will be asked to evaluate each item currently included within in Other
Comprehensive Income (OCI) in light of this criterion to determine whether they should be

appropriately included or excluded from the notion of earnings described in CON 5.

! Comprehensive income is the change in equity of a business enterprise during a period from transactions
and other events and circumstances from nonowner sources. It includes all changes in equity during a
period except those resulting from investments by owners and distributions to owners (CON 6, paragraph
70).



Cumnlative effect of change in accounting principle

Cumulative effect of change in accounting principle represents, for the most part, the
correction of information that was recorded in the past that need to be adjusted to meet new
GAAP requirements. Since by nature this item is extraneous to the period (although in
many circumstances the adjustment may contain some change related to the current period)

it therefore meets the criterion noted in CON 5 to be excluded from earnings.

Statement 52

Statement 52 addresses foreign currency translations for transactions and equity method
investees. This Statement requires that translation adjustments (CTA) be excluded from the
subtotal net income and be reported within a separate component of equity. Under
Statement 130, these types of transactions and events are considered part of OCI and are
required to be shown net of tax, after the subtotal of net income, but before total

comprehensive income.

The change in CTA that is reflected in OCI for a particular period, represents the change in
foreign assets and liabilities for the period presented. Simply stated it is the change in value
from the opening translated balance sheet amounts to the closing translated balance sheet
amounts. Therefore, the increases or decreases to equity might not be considered
extraneous to the period presented and thus, would not meet the criterion specified in CON

5 for exclusion from earnings.

Statement 87

Statement 87 requires that if an additional pension liability that is required to be recognized
exceeds the unrecognized prior service cost, the net loss (minimum pension liability) should

be reported as a separate component of equity.

The change in minimum pension liabilities in many cases relates to the correction of prior
period information. Since the information relates to a prior period, it therefore meets the

extraneous to the period criterion in CON 5 should be excluded from earnings.



Statement 115

Statement 115 states that the unrealized holding gains and losses on available-for-sale (AFS)
securities are excluded from net income and required to be reported in a separate
component of equity until the holding gains or losses are realized or impairment is
recognized. It should be noted that unrealized gains and losses on trading securities are
included within net income. Some believe that unrealized gains and losses should be

displayed similarly.

The change in unrealized gains and losses on AFS securities that is reflected in OCI for a
particular period represents the change in the value of the assets for the period presented.
Simply stated it is the change in value from the opening amount on the balance sheet to the
closing amount on the balance sheet. Therefore it does not appear that the change
represents an increase or decrease to equity that meets the extraneous to the period criterion

specified in CON 5 for exclusion from earnings.

Statement 133

Statement 133 states that the effective portion of the gain or loss on a cash flow hedge or
qualifying foreign currency hedge is displayed in OCI, while the ineffective portion of such

gain or loss is reported in earnings immediately.

The effective portion of the gain or loss on cash flow or qualifying foreign currency hedges
relates to the current period reporting as well as a look toward the future. These gains and
losses are not related to the prior periods and, therefore; do not meet the criterion specified

in CON 5 for exclusion from earnings.

Prior period adjustments

It should be noted that in CON 5 one item that is considered extraneous to the reporting
period is prior period adjustments. Prior period adjustments are required to be corrected as
a direct change in opening retained earnings, rather than being recycled back through the
statement of performance. The Board addressed prior period adjustments in paragraph 106
of Statement 130. The Board will be asked to confirm the decision made in Statement 130

to excluded prior period adjustments form comprehensive income.



Category Placements

If the Board determines that any of the other comprehensive income items discussed above

should be included within earnings, the Board will discuss the appropriate placement for

those items within the business, financing, nonbusiness/nonfinancing or other alternative

category.

Question 3: Based on Board decisions to date, has the staff identified the basic
subtotals that should be included within the statement of

comprehensive income? Should each of those subtotals be required
(rather than encouraged or permitted)?

Based on the Board’s decisions to date, the Board will discuss whether subtotals should be
permitted or required for the following categories on the statement of comprehensive
income. The Board will be asked to confirm that a total for comprehensive income, as

required by Statement 130, paragraph 14, be required.

Current Year Prior Year

Business

Financing

Nonbusiness/Nonfinancing

Tax

Discontinued Operations, net of tax

Total Comprehensive Income




Question 4: What additional subtotals should be considered for display on the
statement of comprehensive income?

The Board will be asked to consider permitting and/or requiring the bolded items in the
chart below as subtotals on the statement of comprehensive income. These subtotals may

be revised based on the decisions made in Question 2.

Current Year Prior Year

Business

Financing

Nonbusiness/Nonfinancing

Earnings’ From Continuing
Operations Before Taxes

Tax

Earnings’ From Continuing
Operations

Discontinued Operations, net of tax

Earnings’

Minimum Pension Liability

Cumulative Effect of Change in
Accounting Principle

Total Comprehensive Income

? The staff is suggesting these labels as working titles to describe the concept of what information is within
the totals. A variety of other terms such as Profit or Comprehensive income or Income/Loss may be used
to describe that measure. The staff would like to know Board member views on the words used to describe
the information that has been summed.
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At today’s meeting, the Board will discuss the following matters related to a revised
Exposure Draft of proposed amendments to FASB Statement No. 140, Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities:

1. Whether to issue a revised Exposure Draft that includes all of the proposed
amendments to Statement 140 or to issue a final Statement for some of the proposals
in the first Exposure Draft and a revised Exposure Draft for other proposals.

2. The effective date for future transactions.

Transition provisions for the following:

a.
b.

Existing arrangements that are affected by the change to paragraph 9(a).

Formerly qualifying special-purpose entities (SPEs) affected by the proposed
amendment related to equity securities.

Formerly qualifying SPEs affected by the proposed amendment related to the
transferor’s ability to provide support commitments or derivatives.

Existing qualifying SPEs affected by the proposed amendments related to
rollovers of beneficial interests.

Existing arrangements affected by the proposed change to the accounting for
undivided interests.

4. Whether the method of reporting the effect of any amendments should be a required
cumulative effect adjustment, a required restatement, or an option to use either.

5. The comment period for the revised Exposure Draft and whether there will be a
roundtable or public hearing.

6. Any other issues that Board members believe it is necessary to consider before
deciding whether to authorize the staff to proceed with the ballot process.
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FASB Interpretation No. 46, Consolidation of Variable Interest Entities

The Board will consider issues ridd to FASB Interpretation No. 46pnsolidation of Variable
Interest Entities, including, but not limitd to, the following:

1. The applicability of Interpretation 46 toterprises that are netbject to ARB No. 51,
Consolidated Financial Statements

2. The proposed exemption from paragraph 8(c)eaision maker fees that are fixed in terms
of amount and timing

3. Proposed FSP FIN 46-c, “Impact of Kick-QRights Associated with the Decision Maker on
the Computation of Expected Residual Resuinder Paragraph 8(c) of FASB Interpretation
No. 46,Consolidation of Variable Interest Entities.”
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the Board meeting. This material is presented for dismugsirposes only; it is not intended to reflect the views of
the FASB or its staff. Official positions of the FASBe determined only afteextensive due process and
deliberations.





