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Notice for Recipients
of This Exposure Draft

The accounting for mergers and acquisitions may significantly affect the reported
financial position and activities of a not-for-profit organization in both the current period
and future periods. Existing standards require the use of one of two different methods of
accounting that produce dramatically different financial statement results for economically
similar transactions and events. This proposed Statement would eliminate the use of the
pooling-of-interests (pooling) method of accounting by not-for-profit organizations and
would require that not-for-profit organizations apply the acquisition method to any merger
or acquisition. Use of the acquisition method would improve financial reporting because
it produces financial information that more faithfully reflects the underlying economics of
those events and increases the comparability of the financial results of not-for-profit
organizations.

Request for Comments

The Board invites comments on all matters in this proposed Statement, particularly
on the issues discussed below. Respondents need not comment on each issue and are
encouraged to comment on additional matters they believe should be brought to the
Board’s attention. It would be helpful if comments explain the reasons for the positions
taken and include any alternatives the Board should consider. Respondents must submit
comments in writing by January 29, 2007.

The overall approach on this project has been that the standards for for-profit
entities, including changes in proposed FASB Statement, Business Combinations, referred
to in this proposed Statement as proposed Statement 141(R), are relevant to not-for-profit
organizations unless circumstances unique to not-for-profit organizations justify a
departure from those requirements. Because of the relationship between this project and
the Board’s project on business combinations, readers can refer to the FASB website for
the Board’s conclusions on its project, Business Combinations: Applying the Acquisition
Method, to gain insight about which portions of this proposed Statement may change,
independent of the comments received on this Exposure Draft. Notwithstanding the
Board’s ongoing discussion on its project on business combinations, the Board requests
that respondents provide comments on how the provisions of this proposed Statement
would apply to not-for-profit organizations.

Objectives

This proposed Statement would provide guidance on the accounting and reporting
for a not-for-profit organization upon initial recognition of another entity or a business or
nonprofit activity in its financial statements as a result of a merger or acquisition. It
would apply to a merger of a not-for-profit organization’s net assets with those of one or
more other organizations, as well as an acquisition of a business or nonprofit activity by
purchase, contribution, or other means. The objectives of a not-for-profit organization in
applying this proposed Statement are to:




a.  Recognize the identifiable assets acquired and liabilities assumed that
compose the business or nonprofit activity acquired in a merger or
acquisition, with certain exceptions.

b. Measure those assets and liabilities at their fair values as of the
acquisition date, with certain exceptions.

c.  Recognize either goodwill of the acquired business or nonprofit
activity or the contribution inherent in the merger or acquisition as
follows:

(1) Measure goodwill as the amount by which the value of the
consideration transferred (if any) exceeds the net of the
amounts assigned to identifiable assets acquired and
liabilities assumed.

(2) Measure the contribution inherent in the transaction as the
amount by which the values assigned to the identifiable
assets acquired exceeds the consideration transferred (if any)
and the liabilities assumed.

d.  Disclose information to enable users of the financial statements to
evaluate the nature and financial effects of the merger or acquisition.
[paragraph 1]

The Board believes that virtually all mergers or acquisitions are, in substance, the
acquisition of net assets. The Board believes that in meeting those objectives, a not-for-
profit organization will produce financial information that better reflects the economic
substance of a merger or acquisition, which better meets the information needs of users of
that information.

(See paragraph 1 for the related requirements and paragraphs B24-B45 for the basis for
the Board’s conclusions.)

Question 1—Are the objectives in this proposed Statement appropriate for all mergers
and acquisitions by a not-for-profit organization? If not, for which mergers or
acquisitions are those objectives inappropriate, why are they inappropriate, and what
alternative objectives do you suggest? What criteria do you suggest to distinguish those
transactions to which a different financial reporting objective should apply?

Scope and Definitions

This proposed Statement would define a merger or acquisition by a not-for-profit
organization as follows:

... any event that results in the initial recognition of another business
or nonprofit activity (acquiree) in the financial statements of a not-for-
profit organization. [paragraph 2]

Thus, any event that requires a not-for-profit organization to consolidate a previously
unconsolidated entity is a merger or acquisition and would be accounted for in accordance
with the guidance in this proposed Statement. This proposed Statement would retain the



existing guidance used by a not-for-profit organization in determining whether another
entity should be consolidated. That guidance, which includes AICPA Statement of
Position (SOP) 94-3, Reporting of Related Entities by Not-for-Profit Organizations, and
AICPA Audit and Accounting Guide, Health Care Organizations, describes
circumstances in which consolidation is not required or is prohibited. This proposed
Statement would not change that existing guidance.

(See paragraphs 2—6 for the related requirements and paragraphs B46-B50 for the basis
for the Board’s conclusions.)

Question 2—Is the definition of a merger or acquisition by a not-for-profit organization
appropriate? If not, why and how would you modify or clarify the definition?

Question 3—Is the retention of and reliance on the existing guidance on consolidation in
SOP 94-3 and the health care Guide appropriate? If not, why and what alternative do
you suggest?

This proposed Statement distinguishes between an acquisition of a business or
nonprofit activity and a purchase or contribution of a group of assets. This proposed
Statement would define a business and a nonprofit activity as follows:

A business is an integrated set of activities and assets that is capable of
being conducted and managed for the purpose of providing economic
benefits in the form of a return to investors. Those returns are reflected in
the market price of the equity interests or through dividends or through
other forms, such as lower costs that are provided directly and
proportionately to owners, members, or participants. A business often is,
but need not be, a separate legal entity. [paragraph 4(d)]

A nonprofit activity is an integrated set of activities and assets that is
capable of being conducted and managed for the purpose of providing
benefits, other than goods or services at a profit or profit equivalent, as a
fulfillment of an organization’s purpose or mission (for example, goods or
services to beneficiaries, customers, or members). As with a not-for-profit
organization, a nonprofit activity possesses characteristics that distinguish
it from a business or a for-profit business entity. A nonprofit activity often
is, but need not be, a separate legal entity. [paragraph 4(p)]

The definition of a business is consistent with the definition in proposed Statement
141(R).

(See paragraphs 4(d), 4(p), and paragraphs A2-A7 for the related requirements and
paragraphs B51-B54 for the basis for the Board’s conclusions.)

Question 4—Are the definitions of a business and a nonprofit activity appropriate for

distinguishing between a merger or acquisition subject to the provisions of this proposed
Statement and a purchase of assets that would be accounted for in accordance with other



generally accepted accounting principles (GAAP)? If not, why and how would you modify
or clarify the definitions or the related guidance?

Identifying an Acquirer

This proposed Statement would require the identification of an acquirer in all
mergers or acquisitions. This proposed Statement would require that the acquirer be the
organization that obtains control and recognizes the acquiree in its financial statements.
Determining whether an organization obtains control of an acquiree would be based on
existing guidance, including SOP 94-3 and the health care Guide. If an acquirer cannot be
determined based solely on that guidance, this proposed Statement would require that the
factors provided in paragraph 11 be considered.

(See paragraphs 9-12 and A8 for the related requirements and paragraphs B58-B60 for
the basis for the Board’s conclusions.)

Question 5—Do you believe control and those factors are appropriate for determining the
acquirer in a merger or acquisition by a not-for-profit organization? If not, why and what
additional factors or guidance should be considered?

Recognizing and Measuring the Identifiable Assets Acquired and Liabilities
Assumed

This proposed Statement would require a not-for-profit acquirer to recognize (with
certain exceptions) the identifiable assets acquired and liabilities assumed that compose
the acquiree and to measure them at their acquisition date fair values.

(See paragraphs 15-36 for the related requirements and paragraphs B62-B118 for the
basis for the Board’s conclusions.)

Question 6—Is the requirement of this proposed Statement to recognize and measure the
identifiable assets acquired and liabilities assumed at their acquisition date fair values
appropriate and does it provide more complete and relevant financial information? If
not, why and what alternative do you suggest?

Recognition of Identifiable Assets Apart from Goodwill and Departures from Those
Requirements

This proposed Statement would require the acquirer to recognize separately the
acquisition date fair values of identifiable intangible assets acquired in a merger or
acquisition, with the exception of an assembled workforce. An intangible asset is
identifiable if it either:

a.  Arises from contractual or other legal rights regardless of whether they are
separable from the entity (the contractual-legal criterion); or

b. Is capable of being separated or divided from the acquired entity and sold,
transferred, licensed, rented, or exchanged (regardless of whether there is an



intent to do so) either individually or in combination with a related contract,
asset, or liability (the separability criterion).

That requirement, which is consistent with proposed Statement 141(R), would include
separate recognition of donor-related intangible assets acquired in a merger or acquisition
that meet either the contractual-legal criterion or the separability criterion.

For cost-benefit reasons and for simplicity, this proposed Statement would require
exceptions from the requirement to recognize and measure the identifiable assets acquired
and liabilities assumed at their acquisition date fair values. Certain identifiable assets
acquired and liabilities assumed would continue to be recognized in accordance with other
GAAP, including:

Certain inexhaustible collection items
Conditional promises to give

Operating leases

Assets held for sale

Deferred taxes

Pension and other postemployment benefits.

~® o0 oW

(See paragraphs 17, 25-29, 34-36, and A9-A41 for the related requirements and
paragraphs B66-B76, B80-B89, B93-B102 for the basis for the Board’s conclusions.)

Question 7—Do you agree that identifiable donor-related intangible assets can be
measured with sufficient reliability to be recognized separately from goodwill? If not,
which identifiable donor-related intangible assets would not be measurable with sufficient
reliability and why?

Question 8—Are the departures from recognition and measurement requirements in this
proposed Statement appropriate accommodations to avoid the added difficulties and costs
that would be incurred? If those accommodations are not appropriate, which exceptions
would you add or eliminate and why?

Question 9—Are there other types of identifiable intangible assets that are prevalent in
not-for-profit organizations that should be included as examples in Appendix A?

Recognizing and Measuring the Goodwill or the Contribution Received

This proposed Statement also would require that the acquirer recognize either the
goodwill purchased or the contribution inherent in the merger or acquisition. The
requirement to recognize inherent contributions is consistent with FASB Statement
No. 116, Accounting for Contributions Received and Contributions Made, which requires
that contributions received be recognized as assets (or reductions in liabilities). In some
mergers or acquisitions, an acquirer may receive either a full contribution or a partial
contribution of an acquiree. Current practice often results in no recognition of goodwill or
contributions received in a merger or acquisition. Thus, the application of this proposed
Statement would result in additional information about the goodwill acquired and
contributions received.



This proposed Statement would require that goodwill and the contribution received
be calculated and measured as a residual value rather than measured at fair value.
Goodwill would be measured as the amount by which the fair value of the consideration
transferred (if any) exceeds the net of the acquisition date values of the identifiable assets
acquired and liabilities assumed. The contribution inherent in the merger or acquisition
would be measured as the amount by which the acquisition date values of the identifiable
assets acquired exceed the consideration transferred (if any) and the liabilities assumed.
The acquisition date values refer to the amounts assigned to recognized assets and
liabilities as would be required by this proposed Statement, which, with limited
exceptions, is fair value at the acquisition date. Therefore, the acquirer would not be
required to measure the fair value of the acquiree as a whole. This proposed Statement
would require departures from proposed Statement 141(R) for the measurement of
goodwill and the contribution received to avoid the difficulties and costs that otherwise
would be incurred to measure certain acquirees’ acquisition date fair values and for
simplicity. That requirement could result in recognition of less goodwill and less
contribution revenue in those acquisitions that are in the form of a contribution.

(See paragraphs 37-50 for the related requirements and paragraphs B119-B155 for the
basis for the Board’s conclusions.)

Question 10—Is the requirement of this proposed Statement that the acquirer limit its
recognition of goodwill to the amount that is purchased (either through the transfer of
consideration or assumption of the acquiree’s liabilities) appropriate? If not, why and
what alternative do you suggest?

Question 11—Is the requirement of this proposed Statement that the acquirer recognize a
contribution inherent in the merger or acquisition, measured as a residual, appropriate?
If not, why and what alternative do you suggest?

Measurement Period

This proposed Statement would provide a period after the acquisition date during
which the acquirer may adjust provisional amounts recognized at the acquisition date.
That measurement period would end when the acquirer receives the necessary information
about facts and circumstances that existed at the acquisition date, when the acquirer learns
the information is unobtainable, or within one year from the acquisition date, whichever
occurs first.

The objective of the measurement period is to provide the acquirer a reasonable
amount of time to obtain the information necessary to identify and measure all the assets
acquired, liabilities assumed, and consideration transferred.

(See paragraphs 52-57 and A54-A62 for the related requirements and paragraphs B158
and B159 for the basis for the Board’s conclusions.)

Question 12—Do you agree that a measurement period should be provided? Do you

agree that a limit of one year following the acquisition date is appropriate? If not, why
and what alternative do you suggest?
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Assessing What Is Part of the Merger or Acquisition

This proposed Statement would require an acquirer to assess whether multiple
transactions should be bundled together. For example, an acquirer may transfer
consideration in exchange for the acquiree, as well as consideration to compensate the
acquiree’s employees for future services. Only the consideration transferred by (or on
behalf of) the acquirer for the acquiree and the assets acquired or liabilities assumed that
are part of the acquiree would be included in the acquisition accounting. This proposed
Statement would provide guidance for making the required assessment.

(See paragraphs 58-60 and A63-A73 for the related requirements and paragraphs B77-
B79 and B155 for the basis for the Board’s conclusions.)

Question 13—Do you agree that the guidance provided for assessing whether any portion
of the transaction price or any assets acquired and liabilities assumed are not part of the
acquisition accounting is appropriate? If not, why and what alternative do you suggest?

Disclosures

This proposed Statement includes broad disclosure objectives to ensure that users of
financial statements have adequate information to evaluate:

a.  The nature and financial effect of mergers and acquisitions that occur during
the reporting period and that occur after the balance sheet date but before the
financial statements are issued (paragraph 64)

b.  The financial effects of adjustments recognized in the current reporting period
relating to mergers and acquisitions that were effected in the current or
previous reporting periods (paragraph 69)

c.  The changes in the carrying amount of goodwill during the reporting period
(paragraph 71).

Those objectives would be supplemented by specific minimum disclosure
requirements. In most instances, the objectives would be met by the minimum disclosure
requirements. However, in some circumstances, an acquirer might be required to disclose
additional information necessary to meet the disclosure objectives.

(See paragraphs 64-75 for the related requirements and paragraphs B167-B177 for the
basis for the Board’s conclusions.)

Question 14—Do you agree with the disclosure objectives? Do you agree with the
specified minimum disclosure requirements? If not, why and what alternative do you
suggest?
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Disclosures by Public Entities

A not-for-profit organization that is a public entity, such as one that issues public
debt securities or is obligated for public conduit debt securities issued by a governmental
issuer, also would be required to disclose information about the operations of:

a.  The acquiree following the acquisition date
b.  The consolidated organization as if the acquisition had occurred as of the
beginning of the annual reporting period.

If the disclosure of that information would be impracticable, the acquirer would be
required to disclose that fact and the reasons why that disclosure is impracticable.

(See paragraphs 67 and 68 for the related requirements and paragraphs B170-B177 for the
basis for the Board’s conclusions.)

Question 15—Do you agree that those disclosures for public entities would be useful to
the users (donors, creditors, and other users) of a not-for-profit organization’s financial
statements? If not, why and what alternative do you suggest?

Noncontrolling Ownership Interests in a Subsidiary

This proposed Statement would define a noncontrolling ownership interest in the
consolidated financial statements of a not-for-profit organization (parent) as the portion of
the equity (net assets or residual interest) in a subsidiary attributable to the owners of the
subsidiary other than the parent and the parent’s affiliates. This proposed Statement
would establish standards for the accounting and reporting of noncontrolling ownership
interests in the consolidated financial statements of a not-for-profit organization and for
the loss of control of subsidiaries.

Noncontrolling ownership interests would be required to be presented as a separate
component of the appropriate class of net assets in the consolidated financial statements of
a not-for-profit organization.

a.  Attribution of changes in the consolidated net assets. Changes in the
consolidated net assets would be attributed to the controlling and
noncontrolling ownership interests based on relative ownership interests,
unless the controlling and noncontrolling ownership interests have entered into
a contractual arrangement that requires a different attribution between them.

b.  Changes in the ownership interests. Changes in ownership that do not result
in a loss of control and deconsolidation of a subsidiary would be reported as a
separate line item in the consolidated statement of activities. If a not-for-profit
organization loses control of a subsidiary, any gain or loss would be
recognized in its consolidated statement of activities.

(See Appendix D for the related requirements and paragraphs B156 and B157 for the basis
for the Board’s conclusions.)
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Question 16—How prevalent are noncontrolling ownership interests in a not-for-profit
organization’s consolidated financial statements? Is the guidance provided necessary
and helpful? If not, why and what alternative do you suggest?

Question 17—Do you agree with the presentation requirements for noncontrolling
ownership interests in a not-for-profit organization’s consolidated financial statements?
Do you agree with the accounting for noncontrolling ownership interests in a not-for-
profit organization’s consolidated financial statements and for the loss of control of
subsidiaries? If not, why and what alternative do you suggest?

Benefits and Costs of the Proposed Requirements

The Board believes that the requirements of this proposed Statement would result in
improved financial reporting in several ways:

a.  Accounting for all mergers and acquisitions by not-for-profit organizations
using a single method would improve the comparability of the reported
financial information.

b.  Requiring an acquirer to recognize identifiable intangible assets apart from
goodwill would provide more complete financial information about the assets
acquired and liabilities assumed in mergers and acquisitions.

c. Requiring an acquirer to recognize the identifiable assets acquired and
liabilities assumed at their acquisition date fair values would better reflect the
value of the assets received and liabilities assumed.

d.  Requiring an acquirer to recognize a contribution received in circumstances in
which the sum of the fair values of the identifiable assets acquired exceed the
fair values of the liabilities assumed and any consideration transferred would
better reflect the contributions that are received in some mergers and
acquisitions by not-for-profit organizations.

e.  Requiring an acquirer to disclose information about the nature and financial
effect of mergers and acquisitions would provide useful information to
resource providers and other users in evaluating the financial effects of a
transaction.

The Board sought to reduce the costs of applying the requirements of this proposed
Statement without significantly reducing the expected benefits. The Board believes that
this proposed Statement would do that by requiring that:

a.  Goodwill or a contribution received be measured by comparing the acquisition
date values of the identifiable assets acquired to the acquisition date values of
the liabilities assumed and any consideration transferred in exchange for the
acquiree.

b.  Particular assets and liabilities (for example, those related to certain collection
items, deferred taxes, pensions, and other postemployment benefits) continue
to be recognized and measured in accordance with existing accounting
standards rather than at fair value.

c. lIts provisions be applied prospectively rather than retrospectively.



Question 18—What costs and benefits do you expect to incur if the requirements of the
proposed Statement were issued as a final Statement? How could the Board further
reduce the related costs of applying the requirements of the proposed Statement without
significantly reducing the benefits?

Public Roundtable Meetings

The Board plans to hold one or more public roundtable meetings in Norwalk,
Connecticut, on March 27, 2007, to discuss this Exposure Draft and the FASB Exposure
Draft, Not-for-Profit Organizations: Goodwill and Other Intangible Assets Acquired in a
Merger or Acquisition. The purpose of roundtable meetings is to listen to the views of,
and obtain information from, interested constituents about the two Exposure Drafts. The
Board plans to seek participants for the meetings that represent a wide variety of
constituents to ensure that it receives broad input.

Any individual or organization wishing to participate in the public roundtable
meeting(s) must notify the FASB by sending an email to director@fasb.org by January
29, 2007, and must submit comments on the Exposure Drafts in writing by January 29,
2007. Roundtable meetings can accommodate a limited number of participants.
Depending on the number of responses received, the Board may not be able to
accommodate all requests to participate.




Summary

This proposed Statement would improve financial reporting by not-for-profit
organizations that engage in mergers and acquisitions by requiring accounting that reflects
more faithfully the underlying economics of those events. In particular, application of this
proposed Statement would result in financial statements that:

a.  Provide more relevant information by reflecting the current value of the
assets acquired and liabilities assumed. Financial information would be
more relevant because an acquirer would recognize the assets acquired and
liabilities assumed at their acquisition date fair values, with limited exceptions.
That would be the case regardless of whether those assets were acquired and
liabilities were assumed as the result of a merger, purchase, contribution, or
other means. Currently, not-for-profit organizations account for many mergers
or acquisitions by the pooling-of-interests (pooling) method, in which assets
acquired and liabilities assumed are recorded at “carryover” amounts.

b.  Provide more complete financial information. Financial information would
be more complete because an acquirer would recognize many acquired
intangible assets separately from goodwill. The pooling method of accounting
precludes the recognition of many intangible assets, and the present application
of the purchase method (now called the acquisition method) often fails to
recognize certain identifiable intangible assets separate from goodwill.

c.  Better reflect inherent contributions received in a merger or acquisition
by a not-for-profit organization, if any. Many mergers and acquisitions
involving not-for-profit organizations do not involve a transfer of
consideration; instead, they represent the contribution of one organization to
another, either in whole or in part. Under this proposed Statement, an acquirer
would recognize the inherent contribution received in such transactions.

Reasons for Issuing This Proposed Statement

The Board issued this proposed Statement to replace the limited existing guidance
on accounting and reporting by a not-for-profit organization that merges with or acquires
another entity or a business or nonprofit activity.

Not-for-profit organizations currently account for a merger or acquisition by
analogizing to the requirements in APB Opinion No. 16, Business Combinations, that
were developed specifically for use by business entities. That Opinion was superseded for
business entities with the issuance of FASB Statement No. 141, Business Combinations.
Opinion 16 requires the use of one of two alternative methods of accounting for mergers
and acquisitions—the pooling method and the acquisition method. Many mergers and
acquisitions by not-for-profit organizations are currently accounted for in a manner similar
to the pooling method, particularly those that occur without a transfer of consideration.
Under the pooling method, the newly combined organization carries forward the carrying
amounts of assets and liabilities recognized in the statements of financial position of each
of the consolidating entities. Under the acquisition method, assets acquired and liabilities
assumed are reported at current values rather than at historical cost carrying values.
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The Board believes the information provided by the pooling method is less decision
useful than that provided by the acquisition method. Moreover, the pooling method is
inconsistent with the general accounting for asset acquisitions by not-for-profit
organizations. That is, the assets acquired are generally recognized at a current or fair
value regardless of whether a not-for-profit organization acquires assets by contribution or
by purchase. The pooling method is an anomaly in the accounting for asset acquisitions
by not-for-profit organizations. Therefore, this proposed Statement would eliminate that
method.

While many aspects of mergers and acquisitions between not-for-profit
organizations are similar to business combinations, some aspects are different. For
example, many mergers or acquisitions by not-for-profit organizations do not involve an
exchange of consideration other than the assumption of the acquiree’s liabilities. That is,
the substance of those transactions is a contribution of one entity to another either in
whole or in part. The existing accounting guidance often fails to recognize the
contributions inherent in those transactions.

How the Conclusions in This Proposed Statement Relate to the Conceptual
Framework

The Board concluded that virtually all mergers and acquisitions, including those by
not-for-profit organizations, are economically similar transactions (the acquisition of
assets). Thus, requiring one method of accounting for those economically similar
transactions is consistent with providing information that faithfully represents those
transactions.  As discussed in FASB Concepts Statement No. 2, Qualitative
Characteristics of Accounting Information, a faithful representation of a transaction
possesses the qualities of being comparable to similar transactions and understandable.

This proposed Statement’s requirement to recognize and measure the identifiable
assets acquired and liabilities assumed at their fair values would improve the relevance
and reliability of financial information. Concepts Statement 2 explains that those are the
primary qualities that make accounting information decision useful.

This proposed Statement’s broad requirements to disclose adequate information
about mergers and acquisitions would be useful to resource providers and other users in
evaluating the financial effects of a merger or acquisition. FASB Concepts Statement
No. 4, Objectives of Financial Reporting by Nonbusiness Organizations, explains that
financial reporting should provide information about the economic resources, obligations,
and net resources of an organization and the effects of transactions, events, and
circumstances that change resources and interests in those resources. Consistent with
Concepts Statement 4, that type of information is useful in making resource allocation
decisions, in assessing services and the ability to provide services, and in assessing
management’s stewardship and performance.
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Benefits and Costs

As discussed in Concepts Statement 4, the objective of financial reporting by a not-
for-profit organization is to provide information that is useful to present and potential
resource providers and other users in making rational decisions about the allocation of
resources to that organization. The Board recognizes that the benefits of providing
information for that purpose should justify the related costs of preparing it. The Board
concluded that the benefits resulting from the improvements in financial reporting that this
proposed Statement would provide outweigh the costs of implementation.

The Board believes that the requirements of this proposed Statement would improve
financial reporting in several ways. The Board expects that the issuance of this proposed
Statement would result in more complete and comparable financial information. The
requirement to measure assets acquired and liabilities assumed at their acquisition date
fair values (with limited exceptions) would provide more relevant information to users of
financial statements and would reflect a contribution inherent in the transaction in a
manner similar to any other contribution received (at the fair value of the asset received).

The Board sought to reduce the costs of applying this proposed Statement without
significantly reducing the expected benefits. The Board believes that this proposed
Statement would do that by:

a.  Not requiring measurement of the acquisition date fair value of the acquiree as
a whole. Rather, goodwill and contributions received would be recognized and
measured by comparing the acquisition date fair values of the identifiable
assets acquired, liabilities assumed, and any consideration transferred in
exchange for the acquiree.

b.  Requiring that certain assets and liabilities be exempt from recognition (for
example, those related to certain inexhaustible collection items and conditional
promises to give) and requiring that others be measured in accordance with
existing standards rather than fair value (such as deferred taxes and obligations
to provide defined benefit pension or other postemployment benefits).

c.  Applying its provisions prospectively rather than retrospectively.

Effective Date

A not-for-profit organization would be required to apply the provisions in this
proposed Statement prospectively in its fiscal year that begins approximately six months
after the issuance of a final Statement. For example, if a final Statement is issued on June
30, 2007, its application would be required in fiscal years beginning after December 15,
2007. Earlier application would be encouraged for organizations with annual periods that
begin on or after the date a final Statement is issued. The Board expects that this
proposed Statement would be effective at the same time as the provisions in proposed
FASB Statement, Not-for-Profit Organizations: Goodwill and Other Intangible Assets
Acquired in a Merger or Acquisition.
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Proposed Statement of Financial Accounting Standards
Not-for-Profit Organizations: Mergers and Acquisitions

October 9, 2006

OBJECTIVES

1. This Statement provides guidance on the accounting and financial reporting for
mergers and acquisitions by a not-for-profit organization. The objectives of a not-for-
profit organization in applying this Statement are to:

a.  Recognize the identifiable assets acquired and liabilities assumed that compose
the business or nonprofit activity acquired in a merger or acquisition, with
certain exceptions.

b.  Measure those assets and liabilities at their fair values as of the acquisition
date, with certain exceptions.

c.  Recognize either goodwill of the acquired business or nonprofit activity or the
contribution inherent in the merger or acquisition as follows:

(1) Measure goodwill as the amount by which the value of the
consideration transferred (if any) exceeds the net of the amounts
assigned to identifiable assets acquired and liabilities assumed.

(2) Measure the contribution inherent in the transaction as the amount by
which the values assigned to the identifiable assets acquired exceeds
the consideration transferred (if any) and the liabilities assumed.

d.  Disclose information to enable users of the financial statements to evaluate the
nature and financial effects of the merger or acquisition.

STANDARDS OF FINANCIAL ACCOUNTING AND REPORTING
Scope

2. A not-for-profit organization shall apply this Statement in accounting for a merger
or acquisition except when that merger or acquisition is between entities under common
control. For purposes of this Statement, a merger or acquisition is any event that results in
the initial recognition of another business or nonprofit activity (acquiree) in the financial
statements of a not-for-profit organization. Thus, any event that requires an organization
to consolidate a previously unconsolidated entity by initially recognizing its net assets is a
merger or acquisition. Paragraphs 5 and 6 provide guidance to assist a not-for-profit
organization in identifying a merger or acquisition.

3. This Statement does not apply to mergers or acquisitions between entities under
common control. Sometimes, an organization’s mission, operations, and historical
sources of support may be closely linked to benefiting a particular group of citizens.
However, that group neither owns nor controls that not-for-profit organization. Therefore,
mergers and acquisitions between or among two or more organizations, all of which



benefit a particular group of citizens, should not be considered common control
transactions solely because those organizations benefit a particular group.

Key Terms

4. The following terms are used with specific meanings for the purpose of this
Statement and are integral to understanding and applying this Statement.

a.

b.

The acquiree is the business or nonprofit activity that the acquirer obtains
control of in a merger or acquisition.
The acquirer is the organization that obtains control of the acquiree and
recognizes the acquiree in its financial statements.
The acquisition date is the date the acquirer initially recognizes the net assets
of the acquiree in its financial statements.
A business is an integrated set of activities and assets that is capable of being
conducted and managed for the purpose of providing economic benefits in the
form of a return to investors. Those returns are reflected in the market price of
the equity interests or through dividends or through other forms, such as lower
costs that are provided directly and proportionately to owners, members, or
participants. A business often is, but need not be, a separate legal entity.
Collections are works of art, historical treasures, or similar assets that are:
(1) Held for public exhibition, education, or research to further public
service rather than financial gain;
(2) Protected, kept unencumbered, cared for, and preserved; and
(3) Subject to an organizational policy that requires the proceeds of items
that are sold to be used to acquire other items for collections
(paragraph 209 of FASB Statement No. 116, Accounting for
Contributions Received and Contributions Made).
A conditional promise to give is a promise to give that depends on the
occurrence of a specified future and uncertain event to bind the promisor
(paragraph 209 of Statement 116). A promise reflects a clear duty or
requirement of the promisor to transfer promised assets in the future at a
specified or determinable date or, if conditional, upon occurrence of a
specified event (paragraph 94 of Statement 116).
Contingencies are existing conditions, situations, or sets of circumstances
involving uncertainty as to possible gain or loss to an entity that will ultimately
be resolved when one or more future events occur or fail to occur (paragraph 1
of FASB Statement No. 5, Accounting for Contingencies).
A contribution is an unconditional transfer of cash or other assets to an entity
or a settlement or cancellation of its liabilities in a voluntary nonreciprocal
transfer by another entity acting other than as an owner. An inherent
contribution is present if an entity voluntarily transfers assets to another or
performs services for another in exchange for assets of substantially lower
value and no unstated rights or privileges are involved. This Statement
requires that an acquirer measure an inherent contribution received as a
residual.



Control is “the direct or indirect ability to determine the direction of
management and policies through ownership, contract, or otherwise”
(paragraph 20 of AICPA Statement of Position (SOP) 94-3, Reporting of
Related Entities by Not-for-Profit Organizations, and paragraph 11.08 of
AICPA Audit and Accounting Guide, Health Care Organizations).

Equity interest is used broadly to mean ownership interests of investor-owned
entities; owner, member, or participant interests of mutual entities; and
ownership interests in the net assets of not-for-profit organizations.

Fair value is “the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the
measurement date” (paragraph 5 of FASB Statement No. 157, Fair Value
Measurements). Paragraph 10 of Statement 157 defines market participants as:

.. . buyers and sellers in the principal (or most advantageous)
market for the asset or liability that are:

a. Independent of the reporting entity; that is, they are not related
parties

b. Knowledgeable, having a reasonable understanding about the
asset or liability and the transaction based on all available
information, including information that might be obtained
through due diligence efforts that are usual and customary

c. Able to transact for the asset or liability

d.  Willing to transact for the asset or liability; that is, they are
motivated but not forced or otherwise compelled to do so.
[Footnote reference omitted.]

Goodwill is the future economic benefits arising from assets that are not
individually identified and separately recognized. This Statement requires that
an acquirer measure goodwill of the acquiree as a residual.

An identifiable asset is an asset, distinguished from goodwill, that either:

(1) s separable, that is, capable of being separated or divided from the
entity and sold, transferred, licensed, rented, or exchanged either
individually or together with a related contract, asset, or liability,
regardless of whether the entity intends to do so; or

(2) Arises from contractual or other legal rights, regardless of whether
those rights are transferable or separable from the entity or from other
rights and obligations.

Noncontrolling ownership interest is the portion of the equity (residual
interest) in a subsidiary attributable to the owners of the subsidiary other than
the parent and the parent’s affiliates (paragraph 5(e) of proposed FASB
Statement, Consolidated Financial Statements, Including Accounting and
Reporting of Noncontrolling Interests in Subsidiaries).

A not-for-profit organization is an entity that possesses the following
characteristics that distinguish it from a for-profit business entity:



(1) Contributions of significant amounts of resources from resource
providers who do not expect commensurate or proportionate
pecuniary return

(2) Operating purposes other than to provide goods or services at a profit

(3) Absence of ownership interests with characteristics that are similar to
those of a for-profit business entity.

Not-for-profit organizations have those characteristics in varying degrees.
Organizations that fall outside this definition include all investor-owned
entities and entities that provide dividends, lower costs, or other economic
benefits directly and proportionately to their owners, members, or participants,
such as mutual insurance companies, credit unions, farm and rural electric
cooperatives, and employee benefit plans (paragraph 209 of Statement 116).

p. A nonprofit activity is an integrated set of activities and assets that is capable
of being conducted and managed for the purpose of providing benefits, other
than goods or services at a profit or profit equivalent, as a fulfillment of an
organization’s purpose or mission (for example, goods or services to
beneficiaries, customers, or members). As with a not-for-profit organization, a
nonprofit activity possesses characteristics that distinguish it from a business
or a for-profit business entity. A nonprofit activity often is, but need not be, a
separate legal entity.

g.- A public entity is an entity that has issued debt or equity securities or is a
conduit bond obligor for conduit debt securities that are traded in a public
market (a domestic or foreign stock exchange or an over-the-counter market,
including local or regional markets), that is required to file financial statements
with the Securities and Exchange Commission, or that provides financial
statements for the purpose of issuing any class of securities in a public market.

Conduit debt securities refers to certain limited-obligation revenue bonds,
certificates of participation, or similar debt instruments issued by a state or
local governmental entity for the express purpose of providing financing for a
specific third party that is not a part of the state or local government’s financial
reporting entity. Although conduit debt securities bear the name of the
governmental issuer, the governmental issuer has no obligation for such debt
beyond the resources provided by a lease or loan with the third party on whose
behalf they are issued.

r.  Owner is used broadly to include holders of equity interests of investor-owned
entities; owners, members, or participants of mutual entities; and ownership
interests in the net assets of not-for-profit organizations.

Identifying a Merger or Acquisition

5. A merger or acquisition is any transaction or other event that results in a not-for-
profit organization initially recognizing a business or nonprofit activity in its financial

The Board plans to issue in the fourth quarter of 2006 a final FASB Staff Position (FSP) that revises the
definition of a public entity to include an obligor for conduit debt securities. The definition of a public
entity may change in that final FSP.



statements. An organization may structure a merger or acquisition in a variety of ways for
legal, taxation, or other reasons. Examples of a merger or acquisition include:

a.

An organization legally merges with one or more not-for-profit organizations
into a single, surviving organization. In a legal merger, the surviving
organization becomes the owner of all of the assets and assumes all of the
obligations of each party to the merger.

An organization receives by contribution a group of assets (or a group of assets
and liabilities) that constitutes a business or nonprofit activity.

An organization purchases the assets and assumes the liabilities that constitute
a business or nonprofit activity in exchange for cash or other assets.

An organization obtains control of and initially recognizes a subsidiary (a
business entity or a not-for-profit organization) in its financial statements in
accordance with SOP 94-3 or the health care Guide by obtaining the right to:

(1) Appoint or designate all or a majority of the acquiree’s governing
board either through an acquisition of a majority of shares or through
other means. For example, the acquirer may obtain the power to
designate the acquiree’s board of directors.

(2) Exercise decision-making powers of control over the acquiree
through the terms of a contractual agreement. For example, the
acquirer may obtain control of an acquiree by contract or an
affiliation agreement and not transfer any consideration for control of
the acquiree or for the net assets of the acquiree.

(3) Be named the sole member of a not-for-profit organization that is
legally organized as a membership corporation. For example, the
acquirer may be named as sole corporate member of another not-for-
profit organization through an amendment of that organization’s
articles of incorporation.

6. Examples of transactions that are not mergers and acquisitions as defined by this
Statement include the following:

a.

An organization obtains control of another entity, but does not consolidate that
entity, as permitted or required by SOP 94-32 or the health care Guide. As
discussed in SOP 94-3 and the health care Guide, the various kinds and
combinations of control and economic interest result in various financial
reporting. Certain kinds of control result in consolidation. Other kinds of
control result in consolidation only if coupled with an economic interest. Still
other kinds of control result in consolidation being permitted, but not required,
if coupled with an economic interest. An event that gave rise to a change in
control for which an organization does not consolidate a controlled entity is
not a merger or acquisition.

“See paragraphs 8-14 of SOP 94-3 for related guidance.



b.  An organization participates in the formation of a joint venture® under joint
control. That transaction is not a merger or acquisition because the
organization does not control and consolidate the venture.

c.  An organization acquires a group of assets and liabilities that does not
constitute a business or nonprofit activity as defined by this Statement
(paragraphs A2-A7 provide additional guidance about the definition and
elements of a business or nonprofit activity). That transaction is not a merger
or acquisition because the acquired group of assets is not a business or
nonprofit activity.

The Acquisition Method

7. A not-for-profit organization shall account for a merger or acquisition by applying
the acquisition method described in this Statement.

8.  The acquisition method has four steps:

a. ldentify the acquirer.

b.  Determine the acquisition date.

c. Recognize and measure the identifiable assets acquired and the liabilities
assumed.

d.  Recognize and measure either goodwill acquired or a contribution received.

Identifying an Acquirer

9. An acquirer shall be identified for all mergers and acquisitions. An acquirer is the
organization that obtains control of an acquiree and recognizes the acquiree in its financial
statements. In identifying the acquirer in a merger or acquisition, all pertinent facts and
circumstances shall be considered.

10. The guidance® in SOP 94-3 and the health care Guide for determining whether an
organization obtains control of an entity shall be used to identify the acquirer. If an
acquirer cannot be determined based solely on that guidance, the guidance in paragraph 11
of this Statement shall be used to determine which organization is the acquirer.

®In practice, some not-for-profit organizations use the term joint venture to refer to a partially owned
subsidiary that is controlled by the not-for-profit organization. However, the use of the term joint venture in
this Statement is consistent with the description in paragraph 3(d) of APB Opinion No. 18, The Equity
Method of Accounting for Investments in Common Stock, of a corporate joint venture. That guidance states
that “an entity which is a subsidiary of one of the ‘joint venturers’ is not a . . . joint venture.” Therefore, the
scope of this Statement includes joint ventures that are initially consolidated into the financial statements of
a not-for-profit organization.

*FASB Interpretation No. 46 (revised December 2003), Consolidation of Variable Interest Entities,
generally excludes not-for-profit organizations. However, that Interpretation applies to a not-for-profit
organization that is used by a business entity in a manner similar to a variable interest entity in an effort to
circumvent the provisions of that Interpretation. In that circumstance, the primary beneficiary (determined
in accordance with Interpretation 46(R)) of a variable interest entity is always the acquirer.



11. All pertinent facts and circumstances shall be considered in determining which
organization is the acquirer, including the following factors:

a.

The transfer of consideration. In a merger or acquisition effected solely by
transferring cash or other assets or by incurring liabilities, the entity that
transfers the cash or other assets or incurs the liabilities is likely to be the
acquirer.

The process used to select the governing body of the resulting
organization. All else being equal, the acquirer is the entity whose governing
body has the ability to select or dominate the process of selecting the
governing body of the resulting organization. That ability may be
demonstrated by an entity’s powers to elect or appoint members to the
resulting organization’s governing body or an entity’s powers to dominate the
process of selecting a voting majority. In determining whether one of the
entities has the power to dominate the selection process, consideration shall be
given to the existence of rights to elect or appoint members to the governing
body that are provided by the resulting organization’s articles of incorporation,
by its bylaws, or by provisions in the merger or acquisition agreement.
Consideration also shall be given to the ability of one entity to dominate the
selection process through other means. Paragraph A8 provides factors to
consider in assessing which entity is able to dominate the governing body.

The relative size of the entities. The acquirer is commonly the larger entity
in a merger or acquisition. For example, the entity that has significantly
greater assets, revenues, expenditures, number of employees, or total entity fair
values (if known) is likely to be the acquirer.

The process for selecting the management team of the resulting
organization. All else being equal, if one of the combining entities can select
or dominate the process of selecting the management team of the resulting
organization, that entity is likely to be the acquirer.

The mission and name of the resulting organization. In a merger or
acquisition, the resulting organization often retains the mission and the legal
name of the acquirer.

The entity that initiated the transaction. In a merger or acquisition
involving more than two entities, the entity that initiates the transaction is
likely to be the acquirer; however, the facts and circumstances surrounding a
merger or acquisition sometimes indicate that an acquiree initiates the
transaction.

12. If a new not-for-profit organization is formed to effect a merger or acquisition by a
not-for-profit organization, one of the entities that existed before the merger or acquisition
shall be identified as the acquirer based on available evidence. The guidance in
paragraphs 9-11 shall be used to identify an acquirer.



Determining the Acquisition Date

13. The acquisition date is the date an acquirer obtains control of an acquiree. On that
date, the acquirer shall recognize the assets acquired and liabilities assumed that compose
the acquiree in its financial statements.

14. The closing date or the date the merger or acquisition is finalized in law often is the
same as the date an acquirer obtains control of an acquiree. However, in some cases, the
acquisition date may precede the closing date or the date the merger or acquisition is
finalized in law. For example, a written agreement may provide an acquirer with control
of an acquiree on a date before the closing date. An acquirer shall consider all pertinent
facts and circumstances surrounding a merger or acquisition in assessing when it obtains
control of an acquiree.

Recognizing and Measuring the Identifiable Assets Acquired and the Liabilities Assumed
Recognition Requirements

15. Except as provided in paragraphs 25-29, an acquirer shall recognize separately from
goodwill the identifiable assets acquired and liabilities assumed that compose an acquiree.
An acquirer shall use the guidance in FASB Concepts Statement No. 6, Elements of
Financial Statements, to determine whether the items acquired or assumed meet the
definitions of assets and liabilities. Additional guidance for determining whether those
assets and liabilities are part of an acquiree or are part of another transaction is provided in
paragraphs 58-60.

16. The recognition requirements of this Statement often will result in an acquirer
recognizing assets and liabilities that had not been reflected in the preacquisition financial
statements of the acquiree. Examples of those assets are identifiable intangible assets,
contingencies that meet the definition of assets or liabilities, and assets to be used in
research and development.

Intangible assets

17. Many intangible assets acquired in a merger or acquisition may have been internally
developed by the acquiree and, therefore, were not recognized as assets in its
preacquisition financial statements. An example of such an intangible asset is a donor list
or relationship. In a merger or acquisition, an intangible asset is identifiable if it arises
from contractual or other legal rights (the contractual-legal criterion) or is separable
(separability criterion). Intangible assets that meet the contractual-legal criterion are
identifiable even if the asset is not transferable or separable from an acquiree or from
other rights and obligations. Paragraphs A9-A41 provide guidance for identifying
acquired intangible assets that generally meet the recognition provisions of this Statement.



Contingencies that meet the definition of assets or liabilities

18. An acquirer shall recognize an asset or liability arising from contingencies acquired
or assumed in a merger or acquisition if that asset or liability meets the definition of an
asset or a liability in Concepts Statement 6. That asset or liability may not have been
recognized in the preacquisition financial statements of the acquiree because the
recognition criteria in Statement 5 were not met.

19. After initial recognition, that asset or liability shall be accounted for as follows:

a.  An asset or liability that would be accounted for in accordance with Statement
5 if it was acquired or incurred in an event other than a merger or acquisition
shall continue to be measured at fair value with any changes in fair value
recognized in changes in net assets in each reporting period.

b.  All other assets or liabilities shall be accounted for in accordance with
generally accepted accounting principles (GAAP), such as FASB Statement
No. 133, Accounting for Derivative Instruments and Hedging Activities.

Assets to be used in research and development

20. An acquirer shall recognize all acquired identifiable intangible and tangible assets
that are used in research and development activities regardless of whether there are
alternative future uses for those assets. After initial recognition, the acquirer shall apply
the provisions of FASB Statement No. 142, Goodwill and Other Intangible Assets, and
FASB Statement No. 2, Accounting for Research and Development Costs, as amended by
paragraph E2 of this Statement.®

Additional guidance for recognizing particular assets acquired and liabilities assumed

21. Additional guidance for identifying assets and liabilities that meet the recognition
criteria in this Statement follows.

Recognition of assets and liabilities arising from acquired leases

22. Except for operating leases in which the acquiree is the lessee,® an acquirer shall
recognize separately the asset and liability embodied in a lease. For example, if the
acquiree is the lessor to a lease that is classified as an operating lease, the acquirer shall
recognize the asset subject to the operating lease separately from any related liability
embodied in a lease. After initial recognition, assets and liabilities related to leases shall
be accounted for in accordance with GAAP.

*Those amendments supersede FASB Interpretation No. 4, Applicability of FASB Statement No.2 to
Business Combinations Accounted for by the Purchase Method, which required research and development
assets acquired in a business combination that have no alternative future uses to be measured at their fair
values and expensed at the acquisition date.

®See paragraph 28 for guidance on acquired operating leases for which the acquiree is the lessee.



Determining the classification of an acquired lease

23. In accordance with FASB Statement No. 13, Accounting for Leases, as interpreted
by FASB Interpretation No. 21, Accounting for Leases in a Business Combination, as
amended, a lease of the acquiree (regardless of whether the acquiree is the lessee or
lessor) retains the lease classification determined by the acquiree at the lease inception
unless the provisions of a lease are modified as a result of the merger or acquisition in a
way that would require the acquirer to consider the revised agreement a new lease
agreement. In that circumstance, the acquirer would classify the new lease according to
the criteria set forth in Statement 13 based on the terms of the modified lease.

Liabilities associated with restructuring or exit activities

24. An acquirer shall recognize assumed liabilities for costs associated with
restructuring or exit activities in a merger or acquisition that meet the recognition criteria
in FASB Statement No. 146, Accounting for Costs Associated with Exit or Disposal
Activities, as of the acquisition date. Under that Statement, a liability for a cost associated
with an exit or disposal activity is incurred when the definition of a liability” in Concepts
Statement 6 is met. Costs associated with restructuring or exit activities that do not meet
the recognition criteria in Statement 146 as of the acquisition date are recognized
separately from the merger or acquisition, generally as postcombination expenses of the
organization when incurred. An acquirer might expect to incur future costs associated
with any of the following actions:

a.  Exiting an activity of an acquiree
b.  Involuntarily terminating the employment of an acquiree’s employees
c. Relocating an acquiree’s employees.

Those costs are not assumed liabilities of the acquiree and are not accounted for as part of
the merger or acquisition.

Exceptions to the Recognition Requirements

Collections

25. An acquirer shall not apply this Statement’s recognition requirements to a collection
item that it acquires as part of a merger or acquisition if the acquirer has an organizational
policy not to capitalize collection items in accordance with Statement 116. Rather,
consistent with Statement 116, an acquirer shall:

a.  Not recognize a collection item as an asset.
b.  Recognize the cost of the purchased collection items as a decrease in the
appropriate class of net assets in the statement of activities. Paragraphs A42-

"Paragraphs 8-17 of Statement 146 provide additional guidance for applying the recognition and
measurement provisions of that Statement to certain costs that often are associated with an exit or disposal
activity.
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A48 provide guidance on determining whether the collection item is purchased
or contributed in a merger or acquisition.

26. An acquirer that capitalizes its collections shall recognize the acquisition date fair
value of contributions or purchases of a work of art, historical treasure, or similar assets as
an acquired asset.

Conditional promises to give

27. An acquirer shall not apply this Statement’s recognition requirements to conditional
promises to give that it acquires or assumes as part of the merger or acquisition. Rather,
an acquirer shall apply the guidance in Statement 116 to account for those conditional
promises. Consistent with Statement 116, an acquirer shall:

a.  Recognize a conditional promise only if the conditions on which it depends are
substantially met as of the acquisition date.

b.  Recognize a transfer of assets with a conditional promise to contribute them as
a refundable advance unless the conditions have been substantially met as of
the acquisition date.

Operating leases

28. If an acquiree is the lessee to an operating lease, the acquirer shall not recognize
separately the asset and related liability embodied in the lease. However, the acquirer
shall assess whether each of an acquiree’s operating leases is at market terms as of the
acquisition date regardless of whether the acquiree is the lessee or lessor. If an operating
lease is not at market terms as of the acquisition date, an acquirer shall recognize:

a.  Anintangible asset if the contractual terms of the operating lease are favorable
relative to market terms

b. A liability if the contractual terms of the operating lease are unfavorable
relative to market terms.

After initial recognition, an intangible asset or liability related to the favorable or
unfavorable terms of an operating lease shall be accounted for in accordance with GAAP,
including Statement 142 for intangible assets and Interpretation 21 for liabilities with
unfavorable terms.

Assembled workforce

29. For purposes of this Statement, an assembled workforce shall not be recognized as
an intangible asset.

Measurement Requirements

30. An acquirer shall measure the identifiable assets acquired and liabilities assumed at
their fair values on the acquisition date except as provided in paragraphs 34-36.

11



31. One of the assets acquired in a merger or acquisition may be a financial asset such as
a loan or other receivable for which the acquiree had provided an allowance for
uncollectible amounts. Because an acquirer is required to measure an acquired asset at
fair value, any uncertainty about the collectibility of future cash flows would be reflected
in the acquirer’s fair value measurement of the receivable. Therefore, an acquirer shall
not recognize a separate valuation allowance at the acquisition date. Subsequent changes
to those receivables shall be accounted for in accordance with GAAP.

32. An organization may also acquire or assume contributions, including unconditional
promises to give and contributions of split-interest agreements. The assets or liabilities
related to those contributions may not have been measured at fair value in the
preacquisition financial statements of the acquiree because GAAP preclude the revision of
the discount rate subsequent to the initial recognition of a contribution unless the
measurement objective for periods subsequent to the period of initial recognition is fair
value. A merger or acquisition is an event that requires fair value measurement; therefore,
an acquirer shall measure those assets and liabilities at their acquisition date fair value.

33. If an organization is unable to measure the fair value of an asset acquired or liability
assumed at the acquisition date, the measurement period guidance in paragraphs 52-57
applies. If any of those measurements can be determined only provisionally at the end of
the reporting period in which the merger or acquisition occurs, an acquirer shall report
those provisional amounts in its financial statements.

Exceptions to the Fair Value Measurement Requirements

Assets held for sale

34. An acquirer shall measure an acquired long-lived asset (or disposal group) that is
classified as held for sale as of the acquisition date at fair value less cost to sell. Further
guidance in applying that requirement is included in paragraphs 30-32 and 34 and 35 of
FASB Statement No. 144, Accounting for the Impairment or Disposal of Long-Lived
Assets.

Deferred taxes

35. An acquirer shall measure any deferred tax asset or liability in accordance with
FASB Statement No. 109, Accounting for Income Taxes, as amended. Paragraphs A49
and A50 include guidance for applying those requirements for measuring and recognizing
deferred tax assets (including valuation allowances) and liabilities.

Employee benefit plans

36. An acquirer shall measure any asset or liability related to an acquiree’s employee
benefit plans that is within the scope of FASB Statement No. 87, Employers’ Accounting
for Pensions, as amended, or No. 106, Employers’ Accounting for Postretirement Benefits
Other Than Pensions, as amended, in accordance with paragraph 74 of Statement 87 or
paragraphs 86—-88 of Statement 106.

12



Recognizing and Measuring either Goodwill Acquired or a Contribution Received

37. An acquirer shall recognize either goodwill of an acquiree or the contribution
inherent in a merger or acquisition, depending on the fair value of the identifiable assets
compared with the fair value of the liabilities assumed and the consideration transferred
for the acquiree (if any). Paragraphs 38-46 provide guidance for determining the fair
value of the consideration transferred. Paragraphs 47-50 provide guidance for the
recognition and measurement of goodwill of the acquiree or the contribution inherent in
the merger or acquisition.

Measuring the Consideration Transferred

38. An acquirer shall measure the fair value of the consideration transferred in exchange
for an acquiree, if any, as of the acquisition date.

39. The fair value of the consideration transferred in exchange for an acquiree is the sum
of the acquisition date fair values of the assets transferred by the acquirer and liabilities
assumed or incurred by the acquirer. Examples of the consideration transferred include
cash, other assets, and contingent consideration (see paragraphs 44 and 45). The
consideration transferred in exchange for the acquiree can be transferred to the former
parent of the acquiree, transferred to a designee of the former parent, or transferred to or
from an unrelated third-party donor (paragraphs A66 and A67 provide an example of
assistance received from a third-party donor).

40. The consideration transferred may include assets or liabilities of the acquirer that has
carrying amounts that differ from their fair values at the acquisition date (for example,
nonmonetary assets). In that case, the acquirer shall remeasure those transferred assets or
liabilities at their fair values as of the acquisition date and recognize any gains or losses in
its statement of activities. However, if those assets or liabilities are transferred to the
acquiree and, therefore, remain within the resulting organization after the merger or
acquisition, the acquirer shall eliminate any gains or losses on those transferred assets or
liabilities in the consolidated financial statements.®

41. An asset transferred by the acquirer to an unrelated third-party donee (or a liability
incurred) as a required condition of a merger or acquisition shall be accounted for as
consideration transferred for the acquiree unless control over the future economic benefits
of those transferred assets is retained by the acquirer. An acquirer that retains control over
the future economic benefits of the transferred assets shall account for that transfer as an
asset-for-asset exchange. Examples of asset transfers in which control over the future
economic benefits of the transferred assets is retained by the acquirer include the
following:

a.  The assets are transferred to a recipient that is controlled by the acquirer. By
virtue of its control over the recipient, the acquiring organization has the

®paragraph 3 states that this Statement does not apply to a transfer of net assets or exchange of equity
interests between entities under common control. Guidance for those transactions is included in paragraphs
A94-A100.
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ability to revoke the transfer or direct the use of the assets to itself or an
affiliate.

b.  The asset transfer is otherwise revocable, repayable, or refundable.

c.  The assets are transferred with the stipulation that they be used on behalf of, or
for the benefit of, the acquiree, the acquirer, the consolidated organization, or
their affiliates. Paragraphs A51-A53 provide an illustration of an asset
transfer in which control over the future economic benefits is retained by the
acquirer after the merger or acquisition.

42. If the information necessary to measure the fair value of some or all of the
consideration transferred is not available at the acquisition date, the measurement period
guidance in paragraphs 52-57 applies. If any of those measurements can be determined
only provisionally at the end of the reporting period in which the merger or acquisition
occurs, an acquirer shall report those provisional amounts in its financial statements.

43. An acquirer shall assess whether any portion of the consideration transferred
includes payments or other arrangements that are not consideration transferred for the
acquiree. Paragraphs 58-60 provide guidance for making that assessment. Only the
consideration transferred as part of the merger or acquisition shall be accounted for as part
of the acquisition accounting.

Contingent consideration

44. As described in paragraph 39, the fair value of the consideration transferred includes
the acquisition date fair value of any obligations of an acquirer to transfer additional assets
(or equity interests) if specified future events occur or conditions are met (commonly
called contingent consideration). For example, an acquirer may agree to transfer
additional cash or other assets to the former owners of the acquiree or another beneficiary
after the acquisition date if the acquiree meets specified financial or nonfinancial targets in
the future. An acquirer shall recognize and measure the fair value of that contingent
consideration as of the acquisition date and shall classify that obligation as either a
liability or equity (net assets) on the basis of other GAAP.

45. After initial recognition, an acquirer shall account for changes in the fair value of
contingent consideration that do not qualify as measurement period adjustments (see
paragraphs 52-57) as follows:

a.  Contingent consideration classified as liabilities shall be measured at fair value
with changes in the fair value recognized in changes in net assets in each
reporting period.

b.  Contingent consideration classified as equity (net assets)’ shall not be
remeasured.

°For example, a not-for-profit organization agrees to issue a fixed number of shares of the common stock of
its for-profit subsidiary as consideration transferred for the acquiree.
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Costs incurred in connection with a merger or acquisition

46. An acquirer shall not include costs incurred in connection with a merger or
acquisition in the measure of the fair value of the consideration transferred or the assets
acquired or liabilities assumed as part of the merger or acquisition. An acquirer shall
account for such costs separately from the merger or acquisition in accordance with
GAAP. Such costs include finder’s fees; advisory, legal, accounting, valuation, other
professional or consulting fees; general administrative costs; and costs of registering and
issuing debt securities. Those costs should be expensed, with the exception of certain
costs incurred for issuing debt or equity instruments used to effect a merger or acquisition.

Goodwill

47. An acquirer shall recognize goodwill of an acquired business or nonprofit activity to
the extent that the acquisition date values of the consideration transferred, if any, and
liabilities assumed exceed the acquisition date values of the identifiable assets acquired
(determined in accordance with the requirements of this Statement). The acquisition date
values refer to the amounts assigned to recognized assets and liabilities as required by this
Statement, which, with limited exceptions, is fair value at the acquisition date. For
example, an acquirer that transferred cash of $10,000 and assumed liabilities with an
acquisition date value of $97,000 in exchange for identifiable assets with an acquisition
date value of $100,000 would recognize goodwill of $7,000. The acquirer would not need
to transfer cash or other assets as consideration to recognize goodwill. For example, an
acquirer that assumes liabilities with an acquisition date value of $108,000 in exchange
for identifiable assets with an acquisition date value of $100,000 would recognize
goodwill in the amount of $8,000.

48. Because goodwill is measured as a residual, the amount recognized as goodwill may
include (a) synergies and other benefits that are expected from consolidating the activities
of the acquirer and the acquiree, (b) intangible assets that do not meet the criteria in
paragraph 17 for recognition separately from goodwill, (c) assets that are exempt from
recognition in accordance with paragraphs 25-29, and (d) any difference between the fair
values of the assets acquired and liabilities assumed and the amounts recognized in
accordance with paragraphs 34-36.

Contribution Received

49. An acquirer shall recognize a contribution received, if any, as revenue or gain in the
period of the merger or acquisition. That requirement applies regardless of whether the
acquiree is a business or a nonprofit activity. For example, if a business or nonprofit
activity is voluntarily transferred to a not-for-profit organization for no consideration or in
exchange for assets of substantially lower value and no unstated rights or privileges are
involved, the acquirer is required to recognize the contribution received inherent in that
transaction.

50. An acquirer shall measure the contribution received in a merger or acquisition as the
excess of the acquisition date values of the identifiable assets acquired (including
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purchased collection items) over the sum of the acquisition date values of the
consideration transferred and liabilities assumed. For example, an acquirer that merged
with another entity and recognized identifiable assets with an acquisition date value of
$50,000 and assumed liabilities with an acquisition date value of $45,000 would recognize
a $5,000 contribution received. The acquirer might recognize a contribution received in a
merger or acquisition in which the acquirer transfers cash or other assets as consideration.
For example, if identifiable assets with an acquisition date value of $150,000 were
acquired in exchange for cash consideration of $10,000 and the assumption of liabilities
with an acquisition date value of $100,000, the acquirer would recognize a $40,000
contribution received.

Additional Guidance for Applying the Acquisition Method

51. Sometimes an organization acquires less than 100 percent of the equity ownership
interests of a business, or it acquires a business in steps. Paragraphs A74 and A75 provide
guidance for applying the acquisition method to those types of acquisitions.

Measurement Period

52. The measurement period is the period after the acquisition date during which an
acquirer may adjust the provisional amounts recognized at the acquisition date in
accounting for a merger or acquisition. The measurement period provides an acquirer a
reasonable amount of time to obtain the information necessary to identify and measure the
following:

a.  The acquisition date fair value of the consideration transferred for an acquiree

b.  The acquisition date values of the identifiable assets acquired, liabilities
assumed, and goodwill or inherent contributions received that are recognized
in accordance with the requirements of this Statement.

53. During the measurement period, an acquirer shall adjust the provisional amounts
recognized at the acquisition date to reflect any new information obtained about facts and
circumstances that existed as of the acquisition date that, if known, would have affected
the measurement of the amounts recognized as of that date. During the measurement
period, an acquirer also shall recognize additional assets or liabilities if new information is
obtained about facts and circumstances that existed as of the acquisition date that, if
known, would have resulted in the recognition of those assets and liabilities as of that
date.

54. The measurement period ends as soon as an acquirer receives the necessary
information about facts and circumstances that existed as of the acquisition date or learns
the information is not obtainable. However, the measurement period shall not exceed one
year from the acquisition date.

55. Generally, adjustments to the provisional amounts recognized for identifiable assets
and liabilities during the measurement period are recognized through an offsetting
adjustment to goodwill or contributions received. For example, assume that a not-for-
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profit organization acquires a business or nonprofit activity—no consideration is
transferred, and the identifiable assets acquired, including an intangible asset, exceed the
value of the liabilities assumed. Also assume that during the measurement period the
acquirer obtains new information about the fair value of that intangible asset as of the
acquisition date. In that case, the adjustment to the provisional amount recognized for that
asset may be offset by a corresponding adjustment to the provisional amount recognized
for the contribution received. However, the offsetting adjustment (or part of the offsetting
adjustment) may be to an asset or liability other than goodwill or contributions received,
such as the provisional amount recognized for a directly related contingent consideration
liability.

56. An acquirer shall recognize any adjustments to the provisional values during the
measurement period as if the accounting for the merger or acquisition had been completed
at the acquisition date. Thus, comparative information for prior periods presented in
financial statements shall be adjusted, including any change in depreciation, amortization,
or other effects recognized as a result of completing the initial accounting. Paragraphs
A54-A62 provide additional guidance and illustrative examples for applying the
measurement period requirements.

57. After the end of the measurement period, the accounting for a merger or acquisition
shall be restated only to correct an error. In those circumstances, an acquirer should apply
the guidance in FASB Statement No. 154, Accounting Changes and Error Corrections.

Assessing What Is Part of the Merger or Acquisition

58. An acquirer shall assess whether any portion of the consideration transferred
(payments or other arrangements) and any assets acquired or liabilities assumed or
incurred are not part of the merger or acquisition. Only the consideration transferred for
an acquiree and the assets acquired or liabilities assumed or incurred that are part of the
merger or acquisition shall be included in the acquisition accounting. Any portion of the
consideration transferred or any assets acquired or liabilities assumed or incurred that are
not part of the merger or acquisition shall be accounted for separately.

59. Judgment is required to determine whether a portion of the consideration transferred,
or the assets acquired and liabilities assumed or incurred, are part of the merger or
acquisition. A transaction or event arranged primarily for the economic benefit of an
acquirer or a consolidated entity is not part of the merger or acquisition and shall be
accounted for separately from the acquisition accounting. A transaction or event arranged
primarily for the benefit of an acquiree or its former owners generally is part of the merger
or acquisition and is included in the acquisition accounting. An acquirer should consider
the following factors, which are neither mutually exclusive nor individually conclusive, to
determine whether a transaction or event is arranged primarily for the economic benefit of
the acquirer or resulting combined organization, rather than for the acquiree or its former
OWners.

a.  The reasons for the transaction or event
b.  The individual who initiated the transaction or event
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c.  The timing of the transaction or event.

60. Examples of payments or other arrangements that are not part of the merger or
acquisition include:

a.  Payments that effectively settle preexisting relationships between an acquirer
and an acquiree (see paragraphs A71-A73)

b.  Payments to compensate employees or former owners of an acquiree for future
services (see paragraphs A68-A70)

c. Payments to reimburse an acquiree or its former owners for paying an
acquirer’s costs incurred in connection with the merger or acquisition

d. Payments by a former owner of a business that are unrelated and separable
from the acquiree, such as a contribution to an acquirer or its affiliates to fund
activities unrelated to those of an acquiree. Those contributions made should
be accounted for in accordance with Statement 116.

Paragraphs A63-A73 provide guidance for assessing whether a portion of the
consideration transferred and any assets acquired and liabilities assumed are not part of
the merger or acquisition.

Presentation
Statement of Activities

61. An acquirer shall present contributions recognized in a merger or acquisition as a
line item separate from other contributions in the statement of activities and shall classify
the recognized contributions received based on the type of restrictions imposed on the net
assets. In classifying those assets, an acquirer shall:

a.  Include restrictions imposed on the net assets of the acquiree by a donor prior
to a merger or acquisition and those imposed by the donor of the business or
nonprofit activity acquired, if any, in accordance with paragraph 14 of
Statement 116.

b.  Report donor-restricted contributions as restricted, not as unrestricted support,
regardless of whether the restrictions are met in the same reporting period in
which the merger or acquisition occurs. That is, the acquirer shall not apply
the reporting exception in paragraph 14 of Statement 116 to restricted net
assets acquired in a merger or acquisition.

Thus, the contributions may increase any one or more of the following: permanently
restricted net assets, temporarily restricted net assets, or unrestricted net assets.
Additionally, if an acquirer is within the scope of the health care Guide, the recognized
contributions received shall be presented separately from the performance indicator unless
the acquired business or nonprofit activity meets the criteria in paragraph 32 of Statement
144 to be classified as held for sale.
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62. An acquirer that transfers assets as consideration in a merger or acquisition and
acquires net assets shall assess whether that transaction results in a change in the net asset
classifications of the resulting organization:

a.  Anacquirer may include restrictions on its net assets that expire as a result of
transferring consideration in a merger or acquisition with other expirations of
donor-imposed restrictions or may separately report those expirations during
the period in which the merger or acquisition occurs. For example, an
acquiring organization might satisfy a restriction imposed on its resources
prior to the merger or acquisition by the payment of consideration.

b.  An acquirer shall report other changes to the net asset classification of the
resulting organization separate from any other reclassifications and separate
from any expiration of those restrictions during the period in which the merger
or acquisition occurs. For example, an acquirer that transfers as consideration
its unrestricted assets and acquires assets from the acquiree that have
permanent or temporary donor restrictions should recognize a reclassification
in its statement of activities.

Statement of Cash Flows

63. Anacquirer shall present the following cash inflows and outflows and noncash items
related to a merger or acquisition in the statement of cash flows:

a.  The entire portion of any net cash flow from a merger or acquisition (cash paid
as consideration, if any, less cash of the acquiree that is acquired) shall be
reported as an investing activity.

b.  Noncash contributions received shall be reported in related disclosures as a
noncash activity in accordance with paragraph 32 of FASB Statement No. 95,
Statement of Cash Flows.

Paragraphs A80-A82 provide an illustration of those requirements.
Disclosures
Nature and Financial Effect of Mergers and Acquisitions

64. An acquirer shall separately disclose information that enables users of its financial
statements to evaluate the nature and financial effect of mergers and acquisitions whose
acquisition date is:

a.  During the reporting period
b.  After the balance sheet date but before the financial statements are issued,
unless impracticable (see paragraph 66(b)).

65. To meet the objective in paragraph 64, an acquirer shall separately disclose the
following information, to the extent applicable, for each material merger or acquisition
that occurs during the reporting period:
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The name and a description of the acquiree.
The acquisition date.
The percentage of the ownership interest acquired, such as voting equity
instruments (if applicable).
The primary reasons for the merger or acquisition, including a description of
the factors that resulted in the recognition of goodwill, if any, such as expected
cost-savings, improved efficiency, and enhanced services.
The acquisition date fair value of the consideration transferred (or if no
consideration was transferred, that fact), including the fair value of each major
class of consideration, such as:
(1) Cash
(2) Other tangible or intangible assets, including a for-profit business or
subsidiary of the acquirer
(3) Contingent consideration
(4) Debt instruments.
The amounts recognized as of the acquisition date for each major class of
assets acquired and liabilities assumed in the form of a condensed balance
sheet.
The maximum potential amount of future payments (undiscounted) the
acquirer could be required to make under the terms of the acquisition
agreement. If there is no limitation on the maximum potential amount of
future payments, that fact shall be disclosed.
The amount of collection items acquired in a merger or acquisition recognized
as a decrease in the acquirer’s net assets in the statement of activities, under
the permitted noncapitalization policy of Statement 116.
The amount of conditional promises made to the acquiree that are acquired in a
merger or acquisition and a description and amount for each group of promises
that have similar characteristics, such as amounts of promises conditioned on
establishing new programs, completing a new building, and raising matching
gifts by a specified date.
The amount of costs incurred in connection with the merger or acquisition, the
amount recognized as an expense, and the line item or items in the statement of
activities in which those expenses are recognized.
In a merger or acquisition in which the acquirer and acquiree have a
preexisting relationship:
(1) The nature of the preexisting relationship
(2) The measurement of the settlement amount of the preexisting
relationship, if any, and the valuation method used to determine the
settlement amount
(3) The amount of any settlement gain or loss recognized and the line
item in the statement of activities in which that gain or loss is
recognized.
In an acquisition achieved in stages, the acquirer’s previously acquired
noncontrolling ownership interest in the acquiree, the amount of any gain or
loss recognized in accordance with paragraph A75, and the line item in the
statement of activities in which that gain or loss is recognized.
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66. An acquirer also shall separately disclose the information required by:

a.

b.

Paragraphs 65(e)-65(K) in the aggregate for individually immaterial mergers
and acquisitions that collectively are material

Paragraph 65 if a material merger or acquisition is completed after the balance
sheet date but before the financial statements are issued unless disclosure of
any of the information is impracticable. Impracticable is used with the same
meaning as impracticability in paragraph 11 of Statement 154. If disclosure of
any of the information required by paragraph 65 is impracticable, that fact and
the reasons why it is impracticable shall be disclosed.

Public Entity Disclosures

67. An acquirer that is a public entity (as defined in paragraph 4) also shall disclose the
following information for each material merger or acquisition that occurs during the
reporting period. An acquirer that is a public entity shall disclose the same information in
the aggregate for individually immaterial mergers and acquisitions that are collectively
material and occur during the reporting period. If disclosure of any of the information
required by this paragraph is impracticable, that fact and the reasons why it is
impracticable shall be disclosed.

a.

b.

The amount of revenue of the acquiree since the acquisition date included in
the statement of activities for the reporting period.

For an acquiree that is a not-for-profit organization, the amount of changes in
unrestricted net assets, changes in temporarily restricted net assets, and
changes in permanently restricted net assets since the acquisition date included
in the statement of activities of the reporting period.

For an acquiree that is a for-profit entity, the amount of income before
extraordinary items and the cumulative effect of accounting changes, net
income, and earnings per share (if applicable) of the reporting period since the
acquisition date.

The following supplemental pro forma information:

(1) The changes in unrestricted net assets, changes in temporarily
restricted net assets, and changes in permanently restricted net assets
of the organization for the current reporting period as though the
acquisition date for all mergers and acquisitions that occurred during
the current year had been as of the beginning of the annual reporting
period.

(2) If comparative financial statements are presented, the changes in
unrestricted net assets, changes in temporarily restricted net assets,
and changes in permanently restricted net assets of the organization
for the comparable prior reporting period as though the acquisition
date for all mergers and acquisitions that occurred during the current
year had been as of the beginning of the comparable prior annual
reporting period.
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68. In determining the pro forma amounts, to the extent applicable, income taxes,
interest expense, preferred share dividends, and depreciation and amortization of assets
shall be adjusted to the accounting base recognized for each in recording the merger or
acquisition. Pro forma information related to changes in net assets (or income) of periods
prior to the merger or acquisition shall be limited to the changes in net assets (or income)
for the immediately preceding period. An acquirer also shall disclose the nature and
amount of any material, nonrecurring items included in the reported pro forma changes in
net assets.

Adjustments Recognized in the Current Reporting Period Relating to Mergers and
Acquisitions

69. An acquirer shall disclose information that enables users of its financial statements
to evaluate the financial effects of adjustments recognized in the current reporting period
relating to mergers and acquisitions of current or previous reporting periods.

70. To meet the objective in paragraph 69, an acquirer shall disclose the following
information for each material merger or acquisition or in the aggregate for individually
immaterial mergers and acquisitions that are collectively material:

a. If the amounts recognized in the financial statements for the merger or
acquisition have been determined only provisionally:

(1) The reasons why the initial accounting for the merger or acquisition
is not complete

(2) The assets acquired or the liabilities assumed for which the
measurement period is still open

(3) The nature and amount of any measurement period adjustments
recognized during the reporting period.

b. A reconciliation of the beginning and ending balances of liabilities for
contingent consideration and contingencies that are required to be remeasured
to fair value after initial recognition in accordance with paragraphs 19 and 45,
showing separately the changes in fair value during the reporting period and
amounts paid or otherwise settled.

c.  If anacquirer is subject to taxes on portions of its income, a description of the
discrete event or circumstance that occurred after the acquisition date that
resulted in deferred tax assets acquired as part of the acquisition being
recognized as income within 12 months after the acquisition date (see
paragraph 79).

Changes in the Carrying Amount of Goodwill

71. An acquirer shall disclose information that enables users of its financial statements
to evaluate changes in the carrying amount of goodwill during the reporting period.

72. To meet the objective in paragraph 71, if the total amount of goodwill is significant,
an acquirer shall disclose the following information for each material merger or
acquisition that occurs during the reporting period: the total amount of goodwill and, if the
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reporting units to which goodwill is allocated are subject to income taxes, the amount that
is expected to be deductible for tax purposes.

73.  Anacquirer also shall disclose the information required by paragraph 72:

a.  In the aggregate for individually immaterial mergers and acquisitions that are
collectively material

b.  If a material merger or acquisition is completed after the balance sheet date but
before the financial statements are issued, unless such disclosure is
impracticable. If disclosure of any of the information required by paragraph 72
is impracticable, that fact and the reasons why it is impracticable shall be
disclosed.

74.  An acquirer shall disclose a reconciliation of the carrying amount of goodwill at the
beginning and end of the reporting period as required by Statement 142, as amended by
the Statement on not-for-profit organizations’ goodwill.

Additional Information to Meet Objectives

75. If the specific disclosures required by this and other Statements do not meet the
objectives set out in paragraphs 64, 69, or 71, an acquirer shall disclose any additional
information necessary to meet those objectives.

Effective Date and Transition

76. This Statement shall apply prospectively to mergers and acquisitions for which the
acquisition date is on or after the beginning of the first annual period beginning on or after
[date to be inserted after exposure]. Earlier application is encouraged. However, this
Statement shall be applied only at the beginning of an annual period that begins on or after
this Statement is issued. If this Statement is applied before the effective date, that fact
shall be disclosed. This Statement shall be adopted concurrently with the proposed
Statement on consolidated financial statements, including accounting and reporting of
noncontrolling interests in subsidiaries, as amended by this Statement.

77. Except as provided in paragraph 79 and in the transition provisions of the proposed
Statement on not-for-profit organizations’ goodwill, assets and liabilities that arose from
mergers and acquisitions whose acquisition dates preceded the application of this
Statement shall not be adjusted upon application of this Statement.

78. An entity that has not applied Statement 142 in its entirety shall apply that
Statement, as amended by the Statement on not-for-profit organizations’ goodwill, at the
same time that it applies this Statement.

79. For acquisitions of businesses or nonprofit activities in which an acquirer is subject
to taxes on portions of its income and the acquisition date precedes the date this Statement
is applied, the acquirer shall:
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Apply the requirements of Statement 109, as amended by paragraph E2,
prospectively. Therefore, the acquirer shall not adjust the accounting for prior
mergers and acquisitions for the subsequent recognition of acquired deferred
tax benefits (that is, by elimination of that valuation allowance) unless the
rebuttable presumption in paragraph 30 of Statement 109, as amended by this
Statement, applies in the current period.

Recognize, as a reduction to income tax expense (or as a credit to contributed
capital in accordance with paragraph 26 of Statement 109), tax benefits that are
recognized more than one year after the acquisition date (that is, by elimination
of that valuation allowance).

The provisions of this Statement need
not be applied to immaterial items.
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Appendix A

IMPLEMENTATION GUIDANCE
Introduction

Al. This appendix discusses generalized situations and provides examples that
incorporate simplified assumptions to illustrate how to apply some of the provisions of
this Statement. Application of this Statement’s provisions to actual situations will require
the exercise of judgment; this appendix is intended to aid in making those judgments.

Definition of a Business and a Nonprofit Activity (Application of Paragraph 4(d) and
4(p))

A2. A business and a nonprofit activity are defined as integrated sets of activities and
assets that are capable of being conducted and managed for the purpose of providing
benefits. In the case of a business, those benefits are economic benefits that are provided
as a return to investors (either reflected in the market price of the equity or through
dividends) or other forms, such as lower costs that are provided directly and
proportionately to owners, members, or participants. In the case of a nonprofit activity,
those benefits are other than goods or services provided at a profit or profit equivalent and
are provided as a fulfillment of the purpose or mission for which an organization exists
(for example, goods or services to beneficiaries, customers, or members) (paragraph 4(d)
and 4(p)). A business or nonprofit activity consists of inputs and processes applied to
those inputs that have the ability to create outputs. Although businesses or nonprofit
activities usually have outputs, outputs are not required for an integrated set to qualify as a
business or nonprofit activity. The three elements of a business or nonprofit activity are
defined as follows:

a.  Input—Any economic resource that creates, or has the ability to create, outputs
when one or more processes are applied to it. Examples include long-lived
assets (including intangible assets or rights to use long-lived assets),
intellectual property, ability to obtain access to necessary materials or rights,
and employees.

b.  Process—Any system, standard, protocol, convention, or rule that when
applied to an input or inputs creates or has the ability to create outputs.
Examples include strategic management processes, operational processes, and
resource management processes. Those processes typically are documented,
however, an organized workforce having the necessary skills and experience
following rules and conventions may provide the necessary processes that are
capable of being applied to inputs to create outputs. (Accounting, billing,
payroll, and other administrative systems typically are not processes that are
used to create outputs.)

c.  Output—The result of inputs and processes applied to those inputs that provide
or have the ability to provide a return to investors; dividends, lower costs, or
other economic benefits directly and proportionately to owners, members, or

27



participants; or goods or services to beneficiaries, customers, or members that
fulfill the purpose or mission for which a not-for-profit organization exists.

A3. To be capable of being conducted and managed for the purposes defined, an
integrated set of activities and assets requires two essential elements—inputs and
processes applied to those inputs—that together are or will be used to create outputs.
However, a business or nonprofit activity need not include all of the inputs or processes
that the seller used in operating that business or nonprofit activity if a willing party is
capable of acquiring the business or nonprofit activity and continuing to produce outputs,
for example, by integrating the business or nonprofit activity with its own inputs and
processes.

A4. The nature of the elements of a business or nonprofit activity varies by industry and
by the structure of an entity’s operations (activities), including the entity’s stage of
development. Established businesses or nonprofit activities often have many, and
different, kinds of inputs, processes, and outputs, whereas new businesses or nonprofit
activities often have few inputs and processes, and sometimes only a single output
(product). Nearly all businesses or nonprofit activities also have liabilities, but a business
or nonprofit activity need not have any liabilities.

A5. An integrated set of activities and assets in the development stage may not have
outputs. In that case, other factors should be assessed to determine whether the set is a
business or nonprofit activity. Those factors would include whether the set:

a.  Has begun planned principal activities

b.  Has employees, intellectual property, and other inputs and processes that could
be applied to those inputs

c.  Ispursuing a plan to produce outputs

d. Has the ability to obtain access to customers that will purchase or has the
ability to obtain access to beneficiaries, customers, or members that fulfill the
purpose or mission for which a not-for-profit organization exists.

A6. The determination of whether a particular set of assets and activities is a business or
nonprofit activity should be based on whether the integrated set is capable of being
conducted and managed as a business or nonprofit activity by a willing acquirer. Thus, in
evaluating whether a particular set is a business or nonprofit activity, it is not relevant
whether a seller operated the set as a business or nonprofit activity or whether the acquirer
intends to operate the set as a business or nonprofit activity.

AT. If goodwill is present in a particular set of assets and activities, in the absence of

evidence to the contrary, the set shall be presumed to be a business or nonprofit activity.
However, a business or nonprofit activity need not have goodwill.
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Determining the Acquirer: Ability to Select or to Dominate the Process of Selecting
the Governing Body (Application of Paragraph 11(b))

A8. In accordance with paragraph 9, the acquirer is the entity that obtains control of the
acquiree and recognizes the acquiree in its financial statements. If an acquirer cannot be
determined based solely on the existing guidance, paragraph 11 provides a general guide
for determining which organization is the acquirer. One of the items within that general
guide is an entity’s ability to select or to dominate the process of selecting the governing
body of the resulting organization. The following factors should be considered in
assessing which entity is able to select or to dominate the process of selecting that
governing body:

a.

If the resulting organization’s articles of incorporation or bylaws state that the
members of the governing body are appointed, whether one of the entities has
the right to appoint a voting majority of the governing body.

If the resulting organization governing body is self-perpetuating:

(1) Whether one of the entities has the right to select a voting majority of
the initial governing body of the resulting organization as part of the
merger or acquisition agreement

(2) Whether one of the entities has the ability to dominate the selection of
a voting majority of the initial governing body of the resulting
organization through means other than negotiated selection rights,
such as through disproportionate representation on the committee that
selects nominees for that body.

If the initial governing body of the resulting organization is selected by the
governing members of the combining entities, whether one entity’s members
have the majority of the voting rights.

Any other rights to appoint or designate members of the resulting
organization’s governing body either as of the acquisition date or in the near
future (such as upon the expiration of the terms of some or all of the initial
members).

If positions on the resulting organization’s governing body are designated
positions, the effect of those designated positions on the ability of an entity to
appoint a voting majority of the resulting organization’s governing body.

The powers of any sponsoring organizations or members of a not-for-profit
corporation and the composition of those sponsors and members. If sponsors
and corporate members have limited powers, the effect of those limited powers
on the ability of one of the entities to control the resulting organization.

If the resulting organization’s governing body delegates powers to committees,
the nature of those delegated powers and the composition of the committees.
The effect of voting requirements (such as supermajority voting requirements)
on the ability of one entity to appoint or dominate the selection of a
supermajority of the governing body of the resulting organization.
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Intangible Assets (Application of Paragraph 17)
Recognition of Intangible Assets Separately from Goodwill

A9. In accordance with paragraph 17, the acquirer recognizes separately from goodwill
the acquisition date fair value of intangible assets acquired in a merger or acquisition that
are identifiable. An intangible asset is identifiable if it arises from contractual or other
legal rights (the contractual-legal criterion) or is separable (separability criterion).
Intangible assets that meet the contractual-legal criterion are identifiable even if the asset
is not transferable or separable from the acquiree or from other rights and obligations. For
example, an acquiree leases housing space for a shelter under an operating lease with
terms that are favorable relative to market prices. The lease terms explicitly prohibit
transfer of the lease (through either sale or sublease). The amount by which the lease
terms are favorable relative to market prices is an intangible asset that meets the
contractual-legal criterion for recognition separately from goodwill, even though the lease
contract cannot be sold or otherwise transferred.

A10. The separability criterion means that the acquired intangible asset is capable of
being separated or divided from the acquiree and sold, transferred, licensed, rented, or
exchanged, either individually or together with a related contract, asset, or liability.
Exchange and contribution transactions provide evidence that an intangible asset is
separable from the acquiree and might provide information that can be used to estimate its
fair value. An acquired intangible asset meets the separability criterion if there is
evidence of exchange or contribution transactions for that type of asset or an asset of a
similar type (even if those transactions are infrequent and regardless of whether the
acquirer is involved in them). For example, donor, customer, and subscriber lists are
frequently licensed or exchanged and, thus, meet the separability criterion. Even if an
acquiree believes its donor or customer lists have different characteristics from other
donor or customer lists, the fact that donor or customer lists are frequently licensed or
exchanged generally means that the acquired donor or customer list meets the separability
criterion.

All. An intangible asset that meets the separability criterion should be recognized
separately from goodwill even if the acquirer does not intend to sell, license, or otherwise
exchange that asset. The separability criterion is met because the asset is capable of
being separated from the acquiree or resulting organization and contributed or sold,
transferred, licensed, rented, or otherwise exchanged for something else of value.

Al2. An intangible asset that is not separable individually meets the separability criterion
if it is separable in combination with a related contract, asset, or liability. For example, an
acquiree owns a registered trademark, a related secret formula, and unpatented technical
expertise used to manufacture the trademarked product. To transfer ownership of a
trademark, the owner is also required to transfer everything else necessary for the new
owner to produce a product or service indistinguishable from that produced by the former
owner. Because the unpatented technical expertise must be separated from the acquiree or
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consolidated entity and sold if the related trademark is sold, it meets the separability
criterion.

A13. An acquirer subsumes into goodwill the value of any acquired intangible asset that is
not identifiable as of the acquisition date. For example, an acquirer may attribute value to
the potential:

a.  Contracts the acquiree is in the process of negotiating with prospective new
donors or customers at the acquisition date

b.  Gifts the acquiree has not yet received but has solicited from prospective new
donors at the acquisition date.

Because those potential contracts and gifts are not identifiable intangible assets at the
acquisition date, they are not recognized separately from goodwill. The value of those
contracts and gifts should not be reclassified from goodwill for events that occur after the
acquisition date. However, the acquirer should assess the facts and circumstances
surrounding events occurring shortly after the acquisition to determine whether a
separately recognizable intangible asset existed at the acquisition date.

Al4. After initial recognition, intangible assets acquired in a merger or acquisition are
accounted for in accordance with the provisions of FASB Statement No. 142, Goodwill
and Other Intangible Assets, and other applicable generally accepted accounting
principles.

A15. The identifiability criterion is used to determine whether an intangible asset should
be recognized separately from goodwill. It does not provide guidance for measuring the
fair value of an intangible asset. That criterion does not restrict the assumptions used in
estimating the fair value of an intangible asset. For example, assumptions that
marketplace participants would consider, such as expectations of future contract renewals,
are considered in arriving at a fair value measurement even though those renewals do not
meet the identifiability criterion. EITF Issue No. 02-7, “Unit of Accounting for Testing
Impairment of Indefinite-Lived Intangible Assets,” provides guidance for determining
whether indefinite-lived intangible assets should be combined into a single unit of
accounting for purposes of testing for impairment if they are operated as a single asset
and, as such, essentially are inseparable from one another. That guidance also is relevant
for determining the unit of accounting when estimating the fair values of intangible assets
acquired in a merger or acquisition.

Examples of Intangible Assets That Are Identifiable

Al6. The following are examples of identifiable intangible assets acquired in a merger or
acquisition. Some of the examples may have characteristics of assets other than intangible
assets. Accordingly, those assets should be accounted for on the basis of their substance.
These examples are not intended to be all-inclusive.

Al7. Intangible assets designated with the symbol # are those that arise from contractual
or other legal rights. Those designated with the symbol * do not arise from contractual or
other legal rights but are separable. Intangible assets designated with the symbol # might
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also be separable; however, separability is not a necessary condition for the asset to meet
the contractual-legal criterion.

Marketing-Related Intangible Assets

A18. Marketing-related intangible assets are those assets that are primarily used in the
marketing or promotion of products or services. Examples of marketing-related intangible
assets are:

a.  Trademarks, trade names, service marks, collective marks, and certification

marks #
b.  Trade dress (unique color, shape, or package design) #
c.  Internet domain names #

e.  Noncompetition agreements. #
Trademarks and trade names #

A19. Trademarks are words, names, symbols, or other devices used in trade to indicate the
source of a product and to distinguish it from the products of others. Trademarks and
trade names may be protected legally through registration with governmental agencies,
continuous use in commerce, or by other means. Provided it is protected legally through
registration or other means, a trademark or other mark acquired in a merger or acquisition
IS an intangible asset that meets the contractual-legal criterion. Otherwise, a trademark or
other mark acquired in a merger or acquisition can be recognized separately from
goodwill provided the separability criterion is met, which would normally be the case.

A20. The terms brand and brand name are often used as synonyms for trademarks and
other marks. However, the former are general marketing terms that are typically used to
refer to a group of complementary assets such as a trademark and its related trade name,
formulas, recipes, and technological expertise. An entity is not precluded from
recognizing, as a single asset apart from goodwill, a group of complementary intangible
assets commonly referred to as a brand if the assets that make up that group have similar
useful lives.

Internet domain names #

A21. An Internet domain name is a unique alphanumeric name that is used to identify a
particular numeric Internet address. Registration of a domain name creates an association
between that name and a designated computer on the Internet for the period of the
registration. Those registrations are renewable. A registered domain name acquired in a
merger or acquisition meets the contractual-legal criterion.

Donor- and Customer-Related Intangible Assets
A22. Examples of donor- and customer-related intangible assets are:

a. Donor and customer lists*
b.  Order or production backlog #
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c.  Contractual donor and customer relationships #
d.  Noncontractual customer relationships. *

Donor and customer lists*

A23. A donor list consists of information about donors, such as their names and contact
information. A donor list also may be in the form of a database that includes other
information about the donors, such as their donation histories and demographic
information. A donor list does not generally arise from contractual or other legal rights.
However, donor lists are frequently leased or exchanged. Therefore, a donor list acquired
in a merger or acquisition by a not-for-profit organization normally meets the separability
criterion. However, a donor list acquired in a merger or acquisition by a not-for-profit
organization would not meet the separability criterion if the terms of confidentiality or
other agreements prohibit an entity from selling, leasing, or otherwise exchanging
information about its donors.

A24. A customer list consists of similar information about customers. Customer lists are
also frequently leased or exchanged. Therefore, a customer list acquired in a merger or
acquisition normally meets the separability criterion unless the terms of confidentiality or
other agreements prohibit an entity from selling, leasing, or otherwise exchanging
information about its customers.

Order or production backlog #

A25. An order or production backlog arises from contracts such as purchase or sales
orders. An order or production backlog acquired in a merger or acquisition meets the
contractual-legal criterion, even if the purchase or sales orders are cancelable.

Contractual donor and customer relationships #

A26. If an entity establishes relationships with its donors or customers through contracts,
those relationships generally”® arise from contractual rights. A written promise to
contribute (for example, a completed contribution form), even if cancelable, represents a
contractual right. Therefore, generally both the donor and customer contracts and the
related relationships acquired in a merger or acquisition meet the contractual-legal
criterion. That will be the case even if confidentiality or other contractual terms prohibit
the sale or transfer of a contract separately from the acquiree.

A27. A contract (such as an unconditionally promised contribution (receivable)) and the
related donor or customer relationship intangible asset may represent two distinct assets.
Both the useful lives and the pattern in which the economic benefits of the two assets are
consumed may differ.

A28. A donor relationship exists between an entity and its donor if the entity has
information about the donor, has regular contact with the donor, and if the donor has the
ability to make direct contact with the entity. Donor relationships meet the contractual-

195ee paragraphs 96-99 of Statement 116 for information about the legal enforceability of promises to give.
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legal criterion when an entity has a practice of soliciting and receiving contributions from
its donors regardless of whether a contract or a legally enforceable right exists at the
acquisition date. That is, donor relationships generally arise through past contributions
received and an entity’s ongoing contacts and cultivation and collection efforts related to
promised contributions.

A29. Similarly, a customer relationship exists between an entity and its customer if the
entity has that information and interaction. Customer relationships meet the contractual-
legal criterion when an entity has a practice of establishing contracts with its customers,
regardless of whether a contract exists at the acquisition date. Like donor relationships,
customer relationships also may arise through means other than contracts, such as through
regular contact by sales or service representatives. As noted in paragraph A25, an order or
a production backlog arises from contracts such as purchase or sales orders and, therefore,
is also considered a contractual right. Consequently, if an entity has customer
relationships with its customers through these types of contracts, the customer
relationships also arise from contractual rights and, therefore, meet the contractual-legal
criterion.

Example 1: Illustration of a donor relationship intangible asset acquired in an acquisition

A30. NFP-A acquires NFP-B in an acquisition on December 18, 20X6. NFP-B routinely
solicits contributions from its donors through contribution forms. As of the acquisition
date, NFP-B’s donors have not made any promises to give donations to
NFP-B. Based on past history, 90 percent of NFP-B’s donors are recurring and the
remaining 10 percent of the donors have made one-time donations to NFP-B in the past.
The potential relationship NFP-B may have with its recurring donors should be assessed
to determine whether that relationship meets the contractual-legal criterion and to
determine the fair value of the relationship that is separable from goodwill.

A31. As evidenced by completed contribution forms and related recurring contributions
received in the past, NFP-B has a practice of establishing successful contracts with 90
percent of its donors. NFP-B’s relationships with those donors meet the contractual-legal
criterion, even though NFP-B does not have contracts with those donors on December 18,
20X6. In measuring the fair value of the relationships, NFP-B evaluates the expectation
for future donations from this group of donors.

Noncontractual customer relationships *

A32. If a customer relationship acquired in a merger or acquisition does not arise from a
contract, the relationship may be separable. Exchange transactions for the same asset or a
similar asset provide evidence of separability of a noncontractual customer relationship
and might also provide information about exchange prices that should be considered when
estimating fair value.

Artistic-Related Intangible Assets

A33. Examples of artistic-related intangible assets are:
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Plays, operas, and ballets #

Books, magazines, newspapers, and other literary works #

Musical works such as compositions, song lyrics, and advertising jingles #
Pictures, photographs #

Video and audiovisual material, including motion pictures or films, music
videos, and television programs. #

P00 o

A34. Artistic-related intangible assets acquired in a merger or acquisition meet the
identifiability criterion if they arise from contractual or legal rights such as those provided
by copyright. Copyrights can be transferred either in whole through assignments or in
part through licensing agreements. In determining the fair value of an intangible asset
protected by copyright, consideration is given to the existence of any assignments or
licenses of the acquired copyrights. An acquirer is not precluded from recognizing a
copyright intangible asset and any related assignments or license agreements as a single
asset, provided they have similar useful lives.

Contract-Based Intangible Assets

A35. Contract-based intangible assets represent the value of rights that arise from
contractual arrangements. Customer contracts are one particular type of contract-based
intangible asset. If the terms of a contract give rise to a liability (which might be the case
if the terms of an operating lease or customer contract are unfavorable relative to market
prices), that liability is recognized as a liability assumed. Examples of contract-based
intangible assets are:

Licensing, royalty, standstill agreements #

Advertising, construction, management, and service or supply contracts #
Lease agreements (whether the acquiree is the lessee or lessor) #

Construction permits #

Franchise agreements #

Operating and broadcast rights #

Servicing contracts such as mortgage servicing contracts #

Employment contracts #

Certain use rights such as drilling, water, air, mineral, timber cutting, and route
authorities. #

mSe e ooow

Employment contracts #

A36. Employment contracts that are beneficial contracts from the perspective of the
employer are one type of contract-based intangible asset because the pricing of those
contracts is favorable relative to market prices.
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Technology-Based Intangible Assets
A37. Examples of technology-based intangible assets are:

Patented technology #

Computer software and mask works #

Unpatented technology *

Databases *

Trade secrets, such as secret formulas, processes, and recipes. #

o0 o

Computer software and mask works #

A38. If computer software and program formats acquired in a merger or acquisition are
protected legally, such as by patent or copyright, they meet the contractual-legal criterion
for identification as intangible assets.

A39. Mask works are software permanently stored on a read-only memory chip as a series
of stencils or integrated circuitry. Mask works may have legal protection. Mask works
with legal protection that are acquired in a merger or acquisition meet the contractual-
legal criterion for identification as intangible assets.

Databases *

A40. Databases are collections of information, often stored in electronic form (such as on
computer disks or files). A database that includes original works of authorship may be
entitled to copyright protection. If a database acquired in a merger or acquisition is
protected by copyright, it meets the contractual-legal criterion. However, a database
typically includes information created as a consequence of an entity’s normal operations,
such as customer lists, or specialized information such as scientific data or credit
information. Databases that are not protected by copyright can be, and often are,
exchanged, licensed, or leased to others in their entirety or in part. Therefore, even if the
future economic benefits from a database do not arise from legal rights, a database
acquired in a merger or acquisition meets the separability criterion.

Trade secrets such as secret formulas, processes, and recipes #

A4l. A trade secret is “information, including a formula, pattern, recipe, compilation,
program, device, method, technique, or process that (1) derives independent economic
value, actual or potential, from not being generally known and (2) is the subject of efforts
that are reasonable under the circumstances to maintain its secrecy.”* If the future
economic benefits from a trade secret acquired in a merger or acquisition are legally
protected, that asset meets the contractual-legal criterion. Otherwise, trade secrets
acquired in a merger or acquisition are identifiable only if the separability criterion is met,
which is likely to be the case.

“Melvin, Simensky, and Lanning Bryer, The New Role of Intellectual Property in Commercial Transactions
(New York: John Wiley & Sons, 1998), page 293.
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Acquired Collections (Application of Paragraph 25)

A42. In accordance with paragraph 25, an acquirer that has an organizational policy not to
capitalize collections items should apply FASB Statement No. 116, Accounting for
Contributions Received and Contributions Made, in accounting for the acquired collection
items. Statement 116 requires that an organization with such a policy not recognize
acquired collection items as an asset. That Statement also requires that an organization
with such a policy recognize the cost of purchased collection items as a decrease in the
appropriate class of net assets in the statement of activities in the period acquired.

Example 2: Collection Items Received by Gift in a Merger

A43. Museum A and Museum B merge and Museum B is the acquirer. As part of the
merger, Museum B acquires 500 paintings owned by Museum A. Museum B has a policy
that requires the proceeds from sales of collection items to be used to acquire other items
for collections. Museum B adds 450 of Museum A’s paintings to its collection. The
remaining 50 paintings acquired from Museum A are not suitable for the collection of the
merged Museums. The fair values of Museum A’s assets and liabilities at the acquisition
date (other than collection items) are as follows:

Cash $ 200
Accounts receivable 400
Contributions receivable 200
Fixed assets 800
Paintings (50 paintings) 100
Liabilities (200)

Total 1,500

A44. Museum B would recognize a contribution received of $1,500. No measurement of
the collection items (the 450 paintings) would be required because it is clearly evident that
those items were contributed as part of the merger. It is clearly evident that the items
were contributed because the fair value of the identifiable net assets (excluding the
collection items) exceeds the fair value of the liabilities assumed and consideration
transferred for the acquiree, if any. That is, any value ascribed to the newly acquired
collection items would increase the amount of the contribution received by Museum B in
the merger. Consistent with Statement 116, contributed collection items that meet the
criteria of that Statement should not be recognized as a contribution received.

Example 3: Collection Items Received in a Merger

A45. Museum C and Museum D merge and Museum D is the acquirer. To effectuate the
merger, Museum D agrees to transfer cash consideration of $1,600 to a foundation that
supports the education of future art students. As part of the merger, Museum D acquires
800 paintings owned by Museum C. Museum D has a policy that requires the proceeds
from sales of collection items to be used to acquire other items for collections. Museum D
adds all of Museum C’s paintings to its collection. The fair value of Museum C’s assets
and liabilities at the acquisition date (other than collection items) are as follows:
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Cash $ 100

Accounts receivable 50
Contributions receivable 75
Fixed assets 675
Liabilities Assumed (200)
Consideration Transferred (1,600)

Total $ (900)

A46. It is unclear whether the collection items were contributed or purchased because the
fair value of the identifiable net assets (excluding the collection items) is less than the fair
value of the liabilities assumed and consideration transferred for the acquiree. That is, the
excess could be attributed wholly or in part to the collection items or goodwill purchased
in the merger. In this circumstance, Museum D would need to determine whether the
acquisition date fair values of the collection items are greater than $900.

A47. Assume that Museum D determines that the acquisition date fair values of the
collection items are greater than $900. Museum D would presume that the excess relates
to the collection and would attribute the $900 to the cost of those purchased collection
items. Consistent with how purchased collections are recognized in Statement 116, that
$900 cost would be recognized as a decrease in the appropriate class of net assets in the
statement of activities in the period of the acquisition. No goodwill would be recognized.

A48. Instead of the circumstance described in paragraph A47, assume that Museum D
determines that the acquisition date fair values of the collection items are less than $900.
In this case, Museum D could not presume that the excess relates solely to the collection.
Therefore, Museum D is required to determine the fair value of those purchased collection
items, so that the remaining portion of the excess can be attributed to goodwill purchased.
Assume the acquisition date fair values of the collection items are $300. Museum D
would recognize goodwill of $600 and $300 as a decrease in the appropriate class of net
assets in the statement of activities in the period of the acquisition.

Income Taxes (Application of Paragraph 35)

A49. Paragraph 35 requires that an acquirer measure any deferred tax asset or liability in
accordance with FASB Statement No. 109, Accounting for Income Taxes, as amended. In
accordance with that Statement, the acquirer is required to measure and recognize,
separately from goodwill, a deferred tax asset or liability. Statement 109, as amended,
sets out the subsequent accounting for deferred tax assets (including valuation allowances)
and liabilities that were acquired in a merger or acquisition.

A50. The acquirer should also account for the potential tax effects of temporary
differences and carryforwards of an acquiree that exist at the acquisition date and income
tax uncertainties related to the acquisition (for example, an uncertainty related to the tax
basis of an acquired asset that ultimately will be agreed to by the taxing authority or
positions taken in prior tax returns of the acquiree) in accordance with the provisions of
Statement 109, as amended and FASB Interpretation No. 48, Accounting for Uncertainty
in Income Taxes.
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Transfer of Consideration in Which the Acquirer Retains Control (Application of
Paragraph 41)

A51. Paragraph 41 requires that an asset transferred by the acquirer to an unrelated third-
party donee (or a liability incurred) as a required condition of a merger or acquisition be
accounted for as consideration transferred for the acquiree. For example, assume an
acquired not-for-profit organization ceases to exist as an independent entity and becomes
a subsidiary of the acquirer. In that case, the predecessor board of directors of the
acquired not-for-profit organization might designate another organization, such as a
community foundation, to receive the consideration transferred by the acquirer. However,
an acquirer that retains control over the future economic benefits of the transferred assets
should account for that transfer as an asset-for-asset exchange, rather than as consideration
transferred.

Example 4: Asset Transfer in Which Control over the Future Economic Benefits Is Retained
by the Acquirer after the Acquisition

A52. An independent, not-for-profit community hospital (Hospital) agreed to be acquired
by a nearby not-for-profit health care system (System). Hospital was in the midst of a
major capital project at the acquisition date. To ensure completion of that capital project,
Hospital’s board of directors required that System transfer $20 million to a newly formed,
unaffiliated foundation (Foundation) governed by a self-perpetuating board of directors.
Foundation’s initial board of directors is composed of the former board of directors of
Hospital. The acquisition agreement requires that the $20 million be used to complete the
project, if necessary, and that any assets remaining in Foundation on completion of the
capital project would be used solely for future capital projects at Hospital.

A53. In this example, the acquirer has made a conditional transfer of assets to an
unaffiliated organization as a required condition of the acquisition. However, because
those assets may be used only for future capital additions at Hospital, System has retained
control over the future economic benefits of those assets. A transferor that retains control
over the economic benefits in the transferred assets has not transferred assets in exchange
for the acquiree. Rather, that transferor has changed the nature of the asset (such as the
conversion of cash into a receivable for future capital improvements from another entity).
Asset transfers of that type should be accounted for as an asset-for-asset exchange rather
than as consideration transferred.

Measurement Period (Application of Paragraphs 52-57 and 70(a))

A54. During the measurement period, the acquirer should adjust the provisional amounts
recognized at the acquisition date or recognize additional assets or liabilities to reflect any
new information obtained about facts and circumstances that existed as of the acquisition
date that, if known, would have affected the measurement or recognition of the amounts
of particular assets or liabilities as of that date. Some factors to consider in determining
whether new information should result in a measurement period adjustment to the
provisional amounts recognized are:
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a. The timing of the receipt of subsequent information. Generally, new
information that is obtained shortly after the acquisition date is more likely to
reflect circumstances that existed at the acquisition date.

b.  The type of subsequent information. An actual exchange with a third party
generally provides the best evidence of fair value.

c.  The size of the adjustment and the ability to identify the reason for the
adjustment. Significant gains and losses that do not have identifiable causes
and that are recognized shortly after the acquisition date may be an indication
of circumstances that existed at the acquisition date.

Example 5: Lawsuit

A55. NFP-C acquires NFP-D on December 31, 20X5. NFP-C recognizes a contribution
received of $120,000 in the acquisition. One of the liabilities assumed in the acquisition is
a liability for a lawsuit against NFP-D. At the acquisition date, NFP-C initially measures
the fair value of the liability based on information obtained during the due diligence
procedures and recognizes a provisional fair value for the liability of $95,000. Within the
measurement period, NFP-C discovers information about the lawsuit against NFP-D.
NFP-C determines that the information relates to facts that existed as of the acquisition
date, and NFP-C revises its fair value measure of the liability as of the acquisition date to
$80,000.

A56. In this example, the adjustment to the fair value of the liability ($15,000 reduction)
would be accounted for as part of completing the initial accounting in the acquisition
because the new information is obtained within the measurement period and relates to
facts and circumstances that existed as of the acquisition date. The initial accounting for
the acquisition would be adjusted and would result in an offsetting increase to the
contributions received in the acquisition.

A57. In contrast, instead assume that a lawsuit is settled late in the measurement period
for an amount that is different from the initial estimate. After assessing all of the facts and
circumstances causing the difference, NFP-C determines there is no new information
about facts that existed at the acquisition date. In that case, the difference would not be an
adjustment to the initial accounting for the acquisition, but instead would be an adjustment
to changes in net assets of the postcombination period.

Example 6: Disposal of an Asset during the Measurement Period

A58. NFP-E acquires NFP-F on September 15, 20X5. NFP-E recognizes goodwill of
$20,000 in the acquisition. NFP-E measures and recognizes a provisional fair value of
$1,000 for NFP-F’s specialized (nonwasting) Asset A. NFP-E also seeks an independent
appraisal of the fair value of Asset A. On December 15, 20X5, NFP-E sells Asset A to
Third Party Co. for $1,750. The sale provides information about the fair value of Asset A.
Depending on the circumstances, the adjustment(s) to the provisional fair value of Asset A
($750 increase) would be accounted for as part of completing the initial accounting for the
acquisition, as current-period changes in net assets or, perhaps, partly as each. That
determination would depend on whether the sale at $1,750 is indicative of the fair value
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that existed at the acquisition date or indicative of an increase in value that resulted from
events and circumstances that occurred after the acquisition date.

A59. In this example, also assume that before agreeing to sell Asset A to Third Party Co.,
NFP-E receives the independent appraisal indicating a fair value of Asset A of $1,500 as
of the acquisition date. In these circumstances, NFP-E would adjust the fair value of
Asset A to the appraised value of $1,500 as of the acquisition date. The $500 adjustment
to Asset A would result in an offsetting decrease to goodwill. The incremental $250
would be recognized as a gain on the sale of Asset A.

Example 7: Incomplete Appraisal (Illustration of Paragraphs 56 and 70(a))

A60. NFP-G acquires NFP-H on September 30, 20X5. NFP-G recognizes goodwill of
$50,000 in the acquisition. NFP-G seeks an independent appraisal for an item of property,
plant, and equipment acquired. However, the appraisal was not completed by the time
NFP-G completed its 20X5 annual financial statements. NFP-G recognized in its 20X5
annual financial statements a provisional fair value for the asset of $30,000. The item of
property, plant, and equipment had a remaining useful life at the acquisition date of five
years. Four months after the acquisition date, NFP-G received the independent appraisal,
which estimated the asset’s fair value at the acquisition date as $40,000.

A61. As described in paragraph 56, NFP-G is required to recognize any adjustments to
provisional values as a result of completing the initial accounting for the acquisition as if
the initial accounting for the acquisition had been completed at the acquisition date. In its
20X6 financial statements, NFP-G presents a current-period balance sheet and a two-year
comparative statement of activities. Therefore, in the 20X6 financial statements, an
adjustment is made to the opening carrying amount of the item of property, plant, and
equipment. That adjustment is measured as the fair value adjustment at the acquisition
date of $10,000, less the additional depreciation that would have been recognized had the
asset’s fair value at the acquisition date been recognized from that date ($500 for 3
months’ depreciation). The carrying amount of goodwill also is reduced for the reduction
in value at the acquisition date of $10,000, and the 20X5 comparative information is
adjusted to include additional depreciation of $500.

A62. In accordance with paragraph 70(a), NFP-G discloses:

a. Inits 20X5 financial statements, that the initial accounting for the merger or
acquisition has not been completed, and explains why

b. In its 20X6 financial statements, the amounts and explanations of the
adjustments to the provisional values recognized during the current reporting
period. Therefore, NFP-G discloses that the fair value of the item of property,
plant, and equipment at the acquisition date has been increased by $10,000,
with a corresponding decrease in goodwill. ~ The 20X5 comparative
information is adjusted to include additional depreciation of $500.
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Assessing What Is Part of the Merger or Acquisition (Application of Paragraphs
58-60)

A63. Sometimes multiple transactions are bundled together. Therefore, paragraph 58
requires the acquirer to assess whether:

a.  Any portion of the consideration transferred is for assets or liabilities related to
something other than the acquired business or nonprofit activity

b.  Any assets acquired or liabilities assumed are not part of the business or
nonprofit activity.

A64. Only the consideration transferred for the business or nonprofit activity and the
assets acquired or liabilities assumed or incurred that are part of the acquired business or
nonprofit activity should be included in the acquisition accounting. The acquirer is
required to make this assessment because the consideration transferred, assets acquired,
and liabilities assumed in a merger or acquisition are the inputs for the acquirer’s
calculation of goodwill or contribution received.

AB5. Judgment is required to determine whether a portion of the consideration transferred,
or the assets acquired and liabilities assumed or incurred, are part of the merger or
acquisition. This Statement requires that the acquirer consider the following factors,
which are neither mutually exclusive nor individually conclusive, to determine whether a
transaction or event is arranged primarily for the economic benefit of the acquirer or
resulting combined organization, rather than for the acquiree or its former owners.

a.  The reasons for the transaction or event—Understanding the reasons why
the parties to the merger or acquisition (the acquirer, the acquiree, and their
owners, directors, managers, and their agents) entered into a particular
transaction or arrangement may provide insight into whether it should be
accounted for as part of the merger or acquisition. For example, if a
transaction is arranged primarily for the economic benefit of the acquirer or
consolidated entity with little or no benefit received by the acquiree or its
former owners, that portion of the consideration transferred (and any related
assets or liabilities) is unlikely to be part of the merger or acquisition and
would be accounted for separately from the acquisition accounting.

b.  Who initiated the transaction or event—Understanding who initiated the
transaction or event may also provide insight into whether it should be
accounted for as part of the merger or acquisition. For example, a transaction
or other event that is initiated by the acquirer may be entered into for the
purpose of providing future economic benefits to the acquirer or consolidated
entity with little or no benefit received by the acquiree or its former owners.
Yet, a transaction or arrangement initiated by the owners of the acquiree is
unlikely to be for the benefit of the acquirer or consolidated entity.

c.  The timing of the transaction or event—The timing of the transaction or
event may also provide insight into whether it should be accounted for as part
of the merger or acquisition. For example, a transaction between the acquirer
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and the acquiree that takes place during the negotiations of the terms of a
merger or acquisition may be entered into in contemplation of the merger or
acquisition for the purpose of providing future economic benefits to the
acquirer or consolidated entity with little or no benefit received by the acquiree
or its former owners.

Example 8: Asset Acquired from a Third-Party Donor That Is Included in the Acquisition
Accounting

A66. To induce the acquisition of WO (Weak Organization) by SO (Strong Organization),
as a condition of the acquisition between WO and SO, a third-party donor agrees to
provide a cash contribution to support WO’s mission. That assistance is transferred to SO
(the consolidated entity) upon the closing of the acquisition agreement. The donor, as part
of its mission and purpose, has an interest in supporting certain not-for-profit
organizations. From the perspective of the donor, the assistance provided to induce SO to
acquire WO is in the furtherance of its mission.

AG67. In this case, the transaction was arranged primarily to achieve economic benefits
favorable to the acquiree. Thus, that assistance would be an asset acquired at the
acquisition date that is recognized as part of accounting for the acquisition. The cash
assistance is also included in the acquisition accounting even though it is transferred to the
resulting combined organization.

Arrangements to Pay for Employee Services

A68. Sometimes the terms of a merger or acquisition agreement may explicitly include
payments or may trigger payments of severance options. Judgment is often required to
determine whether arrangements to pay for employee services (compensation
arrangements) should be accounted for as part of the merger or acquisition, which would
affect the amount of goodwill or contribution received that is recognized in the merger or
acquisition, or whether they should be accounted for separately from the merger or
acquisition, which would result in compensation expense in the period(s) after the merger
or acquisition.

A69. To assist in that determination, it is important to understand whether the transaction
includes payments or other arrangements for the economic benefit of the acquirer or
resulting combined organization with little or no benefit received by the acquiree or its
former owners. To the extent that it is, that portion of the consideration transferred (and
any related liabilities) should be accounted for separately from the merger or acquisition.
As described in paragraph 59, understanding the reasons for the arrangement, who
initiated the arrangement, and when the arrangement was entered into may also assist in
determining whether the arrangement should be accounted for as part of the acquisition
accounting or separately.

AT70. If it is not clear whether an arrangement to pay for employee services should be
accounted for as part of the merger or acquisition or separately from the merger or
acquisition, the following indicators also should be considered:
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a.  Continuing employment—If future payments are automatically forfeited if
employment ends, the arrangement may be compensation for postcombination
services that will benefit the consolidated entity and should be accounted for
separately from the merger or acquisition. In contrast, if future payments are
not automatically forfeited if employment ends, the arrangement may be part
of the consideration transferred for the acquiree.

b.  Duration of continuing employment—An employment agreement with an
employment period coinciding with or longer than the future payment period
may indicate that the arrangement is compensation for postcombination
services that will benefit the consolidated entity and should be accounted for
separately from the acquisition accounting.

c. Level of payment—Reduced payments to owners who do not become
employees may indicate that the incremental payments to selling owners who
become employees are payments for postcombination services that will benefit
the consolidated entity and should be accounted for separately from the
acquisition accounting. In contrast, payments in excess of reasonable levels
paid to employees with similar responsibilities may indicate that the payment
is part of the consideration transferred for the acquiree.

d. Formula for determining consideration—Contingent payments that are
based on multiples of future earnings, future cash flows, or other similar
performance measures may indicate that the formula is intended to verify the
fair value of the acquiree and, therefore, should be accounted for as part of the
merger or acquisition. In contrast, contingent payments based on percentages
of earnings may indicate a profit-sharing arrangement that should be accounted
for separately from the acquisition.

Effective Settlement of Preexisting Relationships between the Acquirer and the Acquiree in
a Merger or Acquisition

AT71. The acquirer and acquiree may have a relationship that existed before the merger or
acquisition was contemplated. For purposes of this Statement, those relationships are
called preexisting relationships. A preexisting relationship between the acquirer and
acquiree may be contractual (for example, vendor and customer or licensor and licensee)
or noncontractual (for example, plaintiff and defendant).

AT2. In general, the effective settlement of a preexisting relationship between the acquirer
and acquiree should be accounted for in the same way whether it is settled as part of a
merger or acquisition or separately. Therefore, if the merger or acquisition results in the
effective settlement of a preexisting relationship, the acquirer recognizes a gain or loss
and measures it as follows:

a. A noncontractual preexisting relationship (such as a lawsuit) should be
measured at fair value.

b. A contractual preexisting relationship should be measured as the lesser of the
following:

44



(1) The amount by which the contract is favorable or unfavorable from
the perspective of the acquirer when compared with pricing for
current market transactions for the same or similar items

(2) Any stated settlement provisions in the contract available to the
counterparty to whom the contract is unfavorable.

To the extent that (2) is less than (1), the difference should be included as

part of the merger or acquisition accounting. Also, an unfavorable contract

is not necessarily a loss contract for the acquirer.

AT73. A preexisting relationship may be a contract between the acquirer and the acquiree
in which the acquirer had previously granted to the acquiree the right to use the acquirer’s
recognized or unrecognized intangible assets (for example, a right to use the acquirer’s
trade name under a franchise agreement). In that case, paragraph 17 requires that the
acquirer recognize an intangible asset for that right separately from goodwill as part of the
merger or acquisition. However, if the contract includes terms that are favorable or
unfavorable when compared with pricing for current market transactions for the same or
similar items, the acquirer should recognize a gain or loss separately from the merger or
acquisition for the effective settlement of the contract. The gain or loss is measured in
accordance with paragraph A72.

Acquisitions of Less Than 100 Percent of the Acquiree’s Equity Ownership Interests

AT74. In an acquisition in which the acquirer holds less than 100 percent of the equity
ownership interests of the acquiree at the acquisition date, the acquirer shall:

a.  Recognize identifiable assets acquired and liabilities assumed at 100 percent of
their acquisition-date values measured in accordance with paragraphs
15-36.

b.  Recognize either goodwill or an inherent contribution received, measured as
follows:

(1) If the acquirer transfers consideration in exchange for a controlling
interest in the acquiree and the acquisition date values of the
consideration transferred and acquirer’s portion of the liabilities
assumed exceed the acquirer’s portion of the acquisition date values
of the identifiable assets acquired, the acquirer shall recognize that
excess as purchased goodwill. Any purchased goodwill shall be
assigned to the acquirer (that is, the controlling interest).

For example, if the acquirer transferred consideration of $10,000 for
an 80 percent controlling ownership interest in the acquiree and
recognized identifiable assets of $100,000 and liabilities of $97,000
in accordance with this Statement, the acquirer would recognize
goodwill of $7,600 ($10,000 — [80 percent x ($100,000 — $97,000)]).
The purchased goodwill of $7,600 should be assigned to the
controlling interest.

45



(2)

3)

If the acquirer does not transfer consideration for a controlling
interest in the acquiree and the acquisition date values of 100 percent
of the liabilities assumed exceeds 100 percent of the acquisition date
values of the identifiable assets acquired (a net deficit combination),
the acquirer shall recognize that excess as goodwill. In a net deficit
combination, goodwill shall be allocated between the controlling and
the noncontrolling ownership interests based on their equity
percentages.

For example, if the acquirer acquired a 90 percent controlling
ownership interest in the acquiree and recognized identifiable assets
of $160,000 and liabilities of $200,000 in accordance with this
Statement, the acquirer would recognize goodwill of $40,000
($200,000 — $160,000). $36,000 (90 percent x $40,000) of the
goodwill should be allocated to the controlling interest, and $4,000
(10 percent x $40,000) of the goodwill should be allocated to the
noncontrolling ownership interest.

If the acquisition date values of 100 percent of the identifiable assets
acquired exceed 100 percent of the liabilities assumed, the acquirer
shall recognize that excess as an inherent contribution received. Any
inherent contributions received shall be allocated between the
controlling and noncontrolling ownership interests based on their
equity percentages.

For example, if the acquirer acquired a 75 percent controlling
ownership interest in the acquiree and recognized identifiable assets
of $125,000 and liabilities of $100,000 in accordance with this
Statement, the acquirer would recognize a contribution received of
$25,000 ($125,000 — $100,000). $18,750 (75 percent x $25,000) of
the contribution received should be allocated to the controlling
interest, and $6,250 (25 percent x $25,000) of the contribution
received should be allocated to the noncontrolling ownership interest.

Recognize and measure the noncontrolling ownership interest as the sum of the
noncontrolling ownership interest’s proportional interest in the identifiable
assets acquired and liabilities assumed and, if a net deficit combination, the
amount of goodwill allocated to the noncontrolling ownership interests.

Acquisitions Achieved in Stages or Steps

AT75. In a step acquisition, an acquirer holds a noncontrolling ownership investment in an
acquiree immediately before obtaining control of that acquiree. In accounting for a step
acquisition, the acquirer shall remeasure its noncontrolling ownership investment in the
acquiree at fair value as of the acquisition date and recognize any gain or loss in the
statement of activities. Once the acquirer has obtained control of the acquiree, subsequent
acquisitions (or dispositions) of any interests in the acquiree shall be accounted for in
accordance with proposed FASB Statement, Consolidated Financial Statements,
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Including Accounting and Reporting of Noncontrolling Interests in Subsidiaries, including
guidance provided in Appendix D of this Statement.

Illustrations of Presentation in the Statement of Activities (Application of Paragraph
61(a))

Example 9: Donor Restrictions on an Acquiree’s Assets

AT76. Assume that Charity A merges with another not-for-profit organization (Charity B),
to form Charity AB. Charity A, the acquiring organization, assumes Charity B’s liabilities
and transfers no consideration in exchange for Charity B. The fair values of Charity B’s
assets and liabilities at the acquisition date are:

Cash $ 75 Unrestricted net assets $ 550
Contributions receivable 225 Temporarily restricted net assets 250
Long-term investments 500 Permanently restricted net assets 200
Plant, property and equipment 430 Total net assets $1,000
Total assets 1,230
Accounts payable (65)
Mortgage (165)
Total net assets $1,000

AT7. Charity A recognizes a $1,000 contribution received in the merger (the excess of the
acquisition date values of the identifiable assets acquired over the sum of the acquisition
date values of the liabilities assumed). Consistent with the provisions of Statement 116,
Charity AB classifies the recognized contributions received based on the type of donor-
imposed restrictions, including those imposed by the donor of the business or nonprofit
activity acquired, if any. Based on donor restrictions on Charity B’s net assets at the
acquisition date, net assets with a fair value of $250 and $200 were classified as
temporarily restricted and permanently restricted net assets, respectively. In this example,
no donor restrictions are imposed by the donor of Charity A. To recognize the fiduciary
responsibilities to the donors of Charity B that are assumed when Charity B’s assets and
liabilities are acquired, Charity AB would classify changes to its net assets as follows:

Increase in unrestricted net assets:
Contribution received in the merger with Charity B-$550

Increase in temporarily restricted net assets:
Contribution received in the merger with Charity B-$250

Increase in permanently restricted net assets:
Contribution received in the merger with Charity B-$200
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Example 10: Donor Restrictions as a Result of a Merger or Acquisition

AT78. Assume that Charity A merges with a former subsidiary of Parent (Charity B), to
form Charity AB. Charity A, the acquiring organization, assumes Charity B’s liabilities
and transfers no consideration in exchange for Charity B. The fair value of Charity B’s
assets and liabilities at the acquisition date is:

Cash $ 75 Unrestricted net assets $ 550
Contributions receivable 225 Temporarily restricted net assets 250
Long-term investments 500 Permanently restricted net assets 200
Plant, property, and equipment 430 Total net assets $1,000
Total assets 1,230
Accounts payable (65)
Mortgage (165)
Total net assets $1,000

AT79. Charity A recognizes a $1,000 contribution received in the merger (the excess of the
acquisition date values of the identifiable assets acquired over the sum of the acquisition
date values of the liabilities assumed). Consistent with the provisions of Statement 116,
Charity AB classifies the recognized contributions received based on the type of donor-
imposed restrictions, including those imposed by the donor of the business or nonprofit
activity acquired, if any. Based on donor restrictions on Charity B’s net assets at the
acquisition date, net assets with a fair value of $250 and $200 were classified as
temporarily restricted and permanently restricted net assets, respectively. As a condition
of the merger, Parent’s governing board requires that Charity AB use $175 of unrestricted
net assets for future capital improvements to the facility acquired. The requirement is
irrevocable and is not self-imposed. To recognize the fiduciary responsibilities to the
donors of Charity B that are assumed when Charity B’s assets and liabilities are acquired,
Charity AB would classify changes to its net assets as follows:

Increase in unrestricted net assets:
Contribution received in the merger with Charity B-$375

Increase in temporarily restricted net assets:
Contribution received in the merger with Charity B-$425

Increase in permanently restricted net assets:
Contribution received in the merger with Charity B-$200
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Illustration of Presentation in the Cash Flow Statement (Application of
Paragraph 63)

A80. A not-for-profit organization (Organization X) acquires Organization S from
Organization S’s parent. As part of the acquisition, Organization S’s parent requires that
Organization X transfer consideration of $300 to a third-party community foundation.
The fair values of Organization S’s assets and liabilities at the acquisition date are:

Cash $ 25
Contributions receivable 155
Property, plant, and equipment 900
Long-term note payable (375)
Net assets acquired $705

A81. Organization X reports the acquisition as a single line in the investing activities
section of the statement of cash flows, as follows:

Payment for acquisition of Organization S, net of cash acquired ($275)

A82. Organization X discloses the following additional information in a supplemental
schedule of noncash investing and financing activities:

The Organization acquired Organization S by transferring cash of $300. In
conjunction with the acquisition, liabilities were assumed and a contribution
was received from Organization S’s parent as follows:

Fair value of assets acquired $1,080
Cash transferred to community foundation (300)
Liabilities assumed (375)

Contribution received in acquisition of Organization S $ 405
Continuing Authoritative Guidance

A83. Paragraphs A84-A100 provide continuing authoritative guidance for asset
acquisitions that are not mergers or acquisitions, mergers and acquisitions that were
accounted for by the pooling-of-interests (pooling) method prior to the adoption of this
Statement, and transactions between entities under common control. The guidance in this
appendix has been quoted, paraphrased, or modified as necessary so that it can be
understood in the context of this Statement. The original source of the guidance is noted
parenthetically or otherwise. The Board may reconsider that guidance at a later date in
another project.

Asset Acquisitions That Are Not Mergers or Acquisitions

A84. As noted in paragraph 2 of this Statement, a transaction or event is accounted for as
a merger or acquisition only if the assets acquired and liabilities assumed constitute a
business or nonprofit activity (an acquiree). If the assets acquired and liabilities assumed
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do not constitute a business or nonprofit activity, the acquirer should account for the
transaction as an asset acquisition, which is described in paragraphs A85-A90 or in
accordance with other applicable generally accepted accounting principles.

A85. (FAS 141, 14) Initial recognition. Assets are commonly acquired in exchange
transactions that trigger the initial recognition of the assets acquired and any liabilities
assumed. If the consideration given in exchange for the assets (or net assets) acquired is
in the form of assets surrendered (such as cash), the assets surrendered are derecognized at
the date of acquisition. If the consideration given is in the form of liabilities incurred or
equity interests issued, the liabilities incurred and equity interests issued are initially
recognized at the date of acquisition (APB Opinion No. 16, Business Combinations,
paragraph 67).

A86. (FAS 141, 15) Initial measurement. Like other exchange transactions, asset
acquisitions are generally measured on the basis of the fair values exchanged. In
exchange transactions, the fair values of the net assets acquired and the consideration paid
are assumed to be equal in the absence of evidence to the contrary. Thus, the cost™ of an
asset acquisition to the acquiring entity is equal to the fair values exchanged, and no gain
or loss is recognized except for the gain or loss that is recognized if the fair value of
noncash assets given as consideration differs from the assets’ carrying amounts on the
acquiring entity’s books (Opinion 16, paragraph 67).

A87. (FAS 141, 16) Asset acquisitions in which the consideration given is cash are
measured by the amount of cash paid, which generally includes the transaction costs of the
asset acquisition. However, if the consideration given is not in the form of cash (that is, in
the form of noncash assets, liabilities incurred, or equity interests issued), measurement is
based on the fair value of the consideration given, which also generally includes the
transaction costs of the asset acquisition, or the fair value of the assets (or net assets)
acquired, whichever is more clearly evident and, thus, more reliably measurable (Opinion
16, paragraph 67).

A88. (FAS 141, 17, FAS 142, 19) Allocating cost. Acquiring assets in groups requires
not only ascertaining the cost of the asset (or net asset) group but also allocating that cost
to the individual assets (or individual assets and liabilities) that make up the group. The
cost of such a group is determined using the concepts described in paragraphs A86 and
A87. The cost of a group of assets acquired in an asset acquisition is allocated to the
individual assets acquired or liabilities assumed based on their relative fair values and
does not give rise to goodwill (Opinion 16, paragraph 68).

A89. Additionally, the accounting for an asset acquisition differs from the accounting for
mergers and acquisitions by a not-for-profit organization in the following respects:

a.  Intangible assets acquired in an asset acquisition are recognized in accordance
with Statement 142, not in accordance with this Statement.

2Cost is a term that is often used to refer to the amount at which an entity initially recognizes an asset at the
date it is acquired, whatever the manner of acquisition.
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b.  In-process research and development assets acquired in an asset acquisition are
accounted for in accordance with FASB Statement No. 2, Accounting for
Research and Development Costs, as amended, not in accordance with
Statement 142.

c.  Contingent consideration related to an asset acquisition and contingencies
acquired in an asset acquisition are accounted for in accordance with FASB
Statement No. 5, Accounting for Contingencies, not in accordance with this
Statement.

A90. (FAS 141, 18) Accounting after acquisition. The nature of an asset or liability
determines an acquirer’s subsequent accounting for the asset or liability. The basis for
measuring the asset acquired or liabilities assumed—uwhether the cost, the fair value of an
asset received or given up, the fair value of a liability incurred, or the fair value of equity
shares issued—has no effect on the subsequent accounting for the asset or liability
(Opinion 16, paragraph 69).

Mergers and Acquisitions That Were Accounted for by the Pooling Method

A91. This Statement prohibits the use of the pooling method in accounting for mergers
and acquisitions by a not-for-profit organization. That prohibition should be applied
prospectively as of the beginning of the annual period in which this Statement is first
applied but no later than annual periods beginning on or after [date to be inserted after
exposure]. The following paragraphs carry forward, without reconsideration, guidance in
Statement 141 (some of which was carried forward from Opinion 16 and its
interpretations) that may be helpful in accounting for subsequent asset dispositions for
mergers and acquisitions to which the pooling method was applied.

Disposition of Assets After a Merger or Acquisition Accounted for Using the Pooling Method

A92. (FAS 141, 1D9) Following a merger or acquisition accounted for by the pooling
method, the combined entity might dispose of assets of the previously separate entities.
Unless those disposals are part of customary activities of the combined entity, any gain or
loss recognized resulting from that disposition might be required to be recognized as an
extraordinary item. Recognition as an extraordinary item is warranted because the
pooling method of accounting would have been inappropriate if the combined entity had
made a commitment or had planned to dispose of a significant part of the assets of one of
the combining entities.

A93. (FAS 141, 1D10) The combined entity should recognize the gain or loss resulting
from the disposal of a significant part of the assets or a separable segment of the
previously separate entities, less applicable income tax effect (if any), as an extraordinary
item if (a) the gain or loss is material in relation to the combined entity and (b) the
disposition is within two years after the combination is consummated (Opinion 16,
paragraph 60).
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Transactions between Entities under Common Control

A94. (FAS 141, D11) Consistent with the provisions of Statement 141 and Opinion 16,
paragraph 3 states that this Statement does not apply to mergers and acquisitions involving
only entities under common control. The following are examples of those types of
transactions:

a.  An entity charters a newly formed entity and then transfers some or all of its
net assets to that newly chartered entity.

b. A parent company transfers the net assets of a wholly owned subsidiary into
the parent company and liquidates the subsidiary. That transaction is a change
in legal organization but not a change in the reporting entity.

c. A parent company transfers its interest in several partially owned subsidiaries
to a new wholly owned subsidiary. That also is a change in legal organization
but not in the reporting entity.

A95. (FAS 141, 1D12) When accounting for a transfer of assets or exchange of shares
between entities under common control, the entity that receives the net assets or the equity
interests should initially recognize the assets and liabilities transferred at their carrying
amounts in the accounts of the transferring entity at the date of transfer.

Procedural Guidance

A96. (FAS 141, 1D14) Some transfers of net assets or exchanges of shares between
entities under common control result in a change in the reporting entity. In practice, the
method that many entities have used to account for those transactions is similar to the
pooling method. Certain provisions in Opinion 16 relating to application of the pooling
method provided a source of continuing guidance on the accounting for transactions
between entities under common control. Paragraphs A97-A100 provide procedural
guidance that should be considered when preparing financial statements and related
disclosures for the entity that receives the net assets.

A97. (FAS 141, 1D15) In some instances, the entity that receives the net assets or equity
interests (the receiving entity) and the entity that transferred the net assets or equity
interests (the transferring entity) may account for similar assets and liabilities using
different accounting methods. In such circumstances, the carrying values of the assets and
liabilities transferred may be adjusted to the basis of accounting used by the receiving
entity if the change would be preferable. Any such change in accounting method should
be applied retrospectively, and financial statements presented for prior periods should be
adjusted unless it is impracticable to do so. FASB Statement No. 154, Accounting
Changes and Error Corrections, provides guidance if retrospective application is
impracticable (Opinion 16, paragraph 52).

A98. (FAS 141, 1D16) The financial statements of the receiving entity should report
changes in net assets for the period in which the transfer occurs as though the transfer of
net assets or exchange of equity interests had occurred at the beginning of the period.
Changes in net assets for that period will thus comprise those of the previously separate
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entities combined from the beginning of the period to the date the transfer is completed
and those of the combined operations from that date to the end of the period. By
eliminating the effects of intercompany transactions in determining the changes in net
assets for the period before the combination, those results will be on substantially the
same basis as the changes in net assets for the period after the date of combination. The
effects of intercompany transactions on current assets, current liabilities, revenue, and cost
of sales for periods presented and on net assets at the beginning of the periods presented
should be eliminated to the extent possible (Opinion 16, paragraph 56).

A99. (FAS 141, D17) Similarly, the receiving entity should present the statement of
financial position and other financial information as of the beginning of the period as
though the assets and liabilities had been transferred at that date. Financial statements and
financial information presented for prior years also should be restated to furnish
comparative information. All restated financial statements and financial summaries
should indicate clearly that financial data of previously separate entities are combined
(Opinion 16, paragraph 57).

A100. (FAS 141, 1D18) Notes to financial statements of the receiving entity should
disclose the following for the period in which the transfer of assets and liabilities or
exchange of equity interests occurred:

a.  The name and brief description of the entity included in the reporting entity as
a result of the net asset transfer or exchange of equity interests

b.  The method of accounting for the transfer of net assets or exchange of equity
interests.

The receiving entity also should consider whether additional disclosures are required in
accordance with FASB Statement No. 57, Related Party Disclosures.
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Appendix B

BACKGROUND INFORMATION AND BASIS FOR CONCLUSIONS
Introduction

B1. This appendix summarizes the Board’s considerations in reaching the conclusions in
this proposed Statement. It includes the reasons why the Board accepted particular
approaches and rejected others. Individual Board members gave greater weight to some
factors than to others.

B2. This proposed Statement addresses the financial information reported for mergers
and acquisitions by not-for-profit organizations, including the accounting for goodwill and
other intangible assets. The Board’s primary objective in this proposed Statement is to
improve the accounting for and the relevance, reliability, comparability, and
understandability of that information.

Background Information
Current Guidance and Practice

B3. In the past, neither the FASB nor the AICPA has undertaken an effort to
comprehensively address the accounting and reporting for a merger or acquisition by a
not-for-profit organization, resulting in an absence of guidance for those transactions.
Because of that absence in guidance, the Accounting Standards Executive Committee
(ACSEC) of the AICPA considered whether a not-for-profit organization should apply
APB Opinion No. 16, Business Combinations. AcSEC concluded that the nature and
kinds of transactions addressed in Opinion 16 apply to the kinds of transactions in which
not-for-profit organizations engage, as discussed in its Statement of Position (SOP) 94-2,
The Application of the Requirements of Accounting Research Bulletins, Opinions of the
Accounting Principles Board, and Statements and Interpretations of the Financial
Accounting Standards Board to Not-for-Profit Organizations.

B4. The criteria for applying the pooling-of-interests (pooling) method include an
exchange of common stock of the combining entities; however, not-for-profit
organizations generally do not have common stock. Thus, AcSEC considered whether
that method should ever be applied to mergers and acquisitions by not-for-profit
organizations. At that time, business entities were applying Opinion 16 and, therefore,
were using the pooling method if the criteria to apply that method were met. AcSEC
concluded that in certain circumstances, the pooling method better reflects the substance
of a merger or acquisition by a not-for-profit organization than does the acquisition
method (formerly known as the purchase method). An example of those circumstances
that ACSEC cited was the formation of a new organization through the combination of two
or more existing organizations without the exchange of consideration.
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B5. Additional guidance on accounting for mergers and acquisitions of health care
organizations is included in the AICPA Audit and Accounting Guide, Health Care
Organizations. That guidance describes mergers and acquisitions that involve the receipt
or payment of monetary consideration, the change in legal title to assets, or the
assumption of liabilities as being similar to a purchase transaction. Transactions that
result in a change in control (for example, through a change in an organization’s sole
corporate member) are described as being similar to a pooling.

B6. Because of the nature of the limited guidance described above, many mergers and
acquisitions by not-for-profit organizations are currently accounted for in a manner similar
to the pooling method. However, there is some diversity in practice. For example, some
apply the acquisition method to all mergers and acquisitions that involve a change in
control, whereas others apply the pooling method to those mergers and acquisitions unless
monetary consideration has been exchanged.

Improving the Accounting for Mergers and Acquisitions

B7. The Board added a project on accounting for business combinations to its agenda in
August 1996. That project included the accounting and reporting for mergers and
acquisitions by all types of entities, including not-for-profit organizations. The objective
of that project was to improve the transparency of accounting and reporting of business
combinations by reconsidering the requirements that existed at that time. The Board
observed that the application of Opinion 16 and its related guidance could result in two
economically similar transactions being accounted for by different methods. Those
different methods produce dramatically different financial statement results and reduce the
faithful representation and the comparability of the financial statements.

B8. In 1999, the Board affirmed its decision that its project on business combinations
should include mergers and acquisitions by not-for-profit organizations. Later that year,
the Board decided to separate the project on mergers and acquisitions by not-for-profit
organizations from the main project on business combinations.

B9. At the outset of