


Many of the reporting entities governed by the Board's Statements are large, complex 
corporations. The US Federal tax return for any year often includes a large number of 
uncertain tax positions. Measuring the liability for a likely future payment (before 
interest) as the sum of the most likely outcomes for each individual uncertain position 
fails to faithfully represent the probable future sacrifice for this liability , primarily for two 
reasons: (i) it is highly unlikely that each of a large number of uncertainties will be 
resolved in its most likely way; and (ii) often many of the individual uncertain positions 
are settled together and therefore are not independent. 

Recognition & Measurement 
Paragraph B9 indicates that the Board considered fair value as the relevant measurement 
attribute for recognizing uncertain tax positions but ultimately rejected the approach 
because Statement 109 does not allow discounting. However, the exclusion of 
discounting does not require that the Board accept an approach that limits the recognition 
of tax benefits without regard to (i) the portfolio of tax positions in a tax return and (ii) 
the likelihood that certain positions may not have a probability of success equal to or in 
excess of the "probable" threshold but nonetheless are likely, as a group, to reduce taxes 
payable. We believe that if the Board continues to reject fair value as the relevant 
measurement attribute for taxes payable or refundable, any alternative considered should 
focus on a measurement attribute that would best represent an entity's undiscounted taxes 
payable or refundablc. We believe that this could be accomplished through an approach 
that applies probability weighting to the elements of the portfolio of tax positions rather 
than an approach that relies on confidence levels for discrete tax positions without regard 
to the interdependence or relationship that tax positions may have to one another. 
Recognition should be addressed in the context of the overall taxes payable or refundable 
rather than the individual element in a tax return. We believe the illustration in 
paragraphs A2 through A II best supports our position by highlighting the 
misrepresentation of the value of the benefit sustained by the third and fourth projects 
and, thereby, misrepresenting the probable amount of taxes payable or refundable. 

Other Comments 
Because the objective of the proposed Interpretation would be to best account for 
individual elements of taxes payable, which is an objective different from that of 
Statement 109, it would not be, in fact, an interpretation but rather an amendment that 
directly conflicts with the objective of Statement 109. This new standard would require 
that financial statements reflect recognition and measurement of taxes payable or 
refundable on a basis substantially different from the basis on which such amounts 
ultimately will be determined. Thus, the proposed Interpretation would require that the 
financial statements materially fail to achieve representational faithfulness with respect to 
taxes payable or refundable. We note the Board believes this proposed Interpretation 
would result in increased comparability in financial reporting whereas there is no mention 
of any improvement in the representational faithfulness to financial reporting as specified 
by the Board in some recently issued Standards. 

A more useful accounting standard would specify reasonably verifiable methods to 
measure the likely future sacrifice or benefit represented by the probable future amount to 
resolve taxes payable or refundable for each open tax year, including the effect on that 
amount of uncertain tax positions. 
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The objective of Statement 109 to measure income taxes payable or refundable could be 
achieved through an alternative approach to recognize the benefits of uncertain tax 
positions for those tax positions that meet the threshold under the applicable tax law to 
avoid statutory penalties for underpayment of taxes (for example, for US Federal taxes, 
generally when the tax position meets the "substantial authority" threshold). Such an 
approach would be supported by the expectation that most companies reflect in their tax 
return only those tax positions that have substantial authority. Benefits recorded .under 
this approach would be reduced by a liability for an amount based on the probability 
weighting of the elements of the portfolio of tax positions that meet the requisite 
threshold. We believe such an approach would likely result in a more representationally 
fai thful accounting and reporting of the effects of uncertain tax positions. 

We welcome any questions regarding our position on mailers addressing this proposed 
Interpretation. Please contact me at 713-309-3887 with any questions. 

Sincerely, 

t/f~~~( 
Charles L. Hall 
Vice President and Controller 
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Scope 
Issue 1: This proposed Interpretation would broadly apply to all tax positions accounted 
for in accordance with Statement 109, including tax positions that pertain to assets and 
liabilities acquired in business combinations. It would apply to tax positions taken in tax 
returns previously filed as well as positions antiCipated to be taken infuture tax returns. 
Do you agree with the scope of the proposed Interpretation? Ifnot, why not? 

We agree that the scope of the proposed Interpretation, when finalized, should broadly 
apply to all tax positions accounted for in accordance with Statement 109. However, as 
noted above, we disagree with the proposed recognition and measurement criteria 
promulgated by the proposed Interpretation. A proposed Interpretation that requires 
presentation of net taxes payable at amounts that may be materially different from the 
amounts likely to be paid would fail to achieve the objectives of financial reporting. We 
believe this failure to achieve the objectives of financial reporting would be most evident 
with respect to business combinations. 

In any business combination, the acquiring company can be expected to consider the 
value to the acquirerofthe acquiree's net uncertain tax positions. That value will reflect, 
in addition to the time value of money, the acquirer's estimates of the net amounts to be 
paid or received with respect to any tax years in any jurisdictions in which the acquiree's 
tax positions remain open to adjustment. Those estimates will be based on the acquirer's 
assessment of how such amounts ultimately will be determined. In most cases, those 
estimates will not be determined in a manner similar to the measurement techniques that 
would be required by the proposed Interpretation. Therefore, the proposed Interpretation 
would require that fair value be disregarded in measuring the acquired value of net taxes 
payable or refundable acquired. Although taxes payable are not accounted for at fair 
value in business combinations under current practice due to the time value of money, the 
proposed Interpretation would unnecessarily exacerbate this anomaly. 

Initial Recognition 
Issue 2: The Board concluded that the recognition threshold should presume a taxing 
authority will, during an audit, evaluate a tax position taken or expected to be taken 
when assessing recognition of an uncertain tax position. (Refer to paragraphs B12-B15 
in the basis for conclUSions.) Do you agree? Ifnot, why not? 

We disagree with the Board's conclusion to presume a taxing authority will evaluate each 
tax posi tion taken. We believe the appropriate recognition and measurement should be 
based on the amount of taxes an entity estimates will ultimately be payable or refundable, 
including the likely effect of all factors that may influence the net amount of taxes 
payable or refundable. 

Issue 3: The Board decided on a dual threshold approach that would require one 
threshold for recognition and another threshold for derecognition. The Board concluded 
that a tax position must meet a probable (as that term is used in Statement 5) threshold 
for a benefit to be recognized in the finanCial statements. (Refer to paragraphs B16-B21 
in the basis for conclusions.) Do you agree with the dual threshold approach? Do you 
agree with the selection of probable as the recognition threshold? If not, what 
alternative approach or threshold should the Board consider? 
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We do not agree with a dual threshold approach. A balance sheet at a point in time 
should reflect the best information available to the preparers at the time it is prepared. A 
dual threshold approach would not only depart from representational faithfulness but also 
the objective of improved comparability that the Board asserts the proposed 
Interpretation would achieve. We understand from paragraph Bl8 that the Board 
considered the issue of noncomparability regarding the dual threshold approach but 
determined that "practical benefits" of this approach would overcome the issue of 
noncomparability. We believe that if practical benefits are an important consideration, 
useful communication to users of financial statements is more of a practical benefit than 
recognition and derecognition thresholds that would cause financial statements to depart 
from an accurate portrayal of the ultimate amount of taxes payable or refundable. 

Also, we believe that the apparent merit of the dual threshold approach is entirely 
dependent on the approach that inappropriately focuses on recognition of individual tax 
positions taken in a tax return verses the measurement of the amount of taxes payable or 
refundable. For example, the practical considerations described in paragraph BI7 which, 
as indicated in B 18, the Board considers significant, arise only because of the underlying 
premise in the proposed Interpretation that individual tax positions constitute the assets or 
liabilities to be recognized and measured, rather than elements in measuring the asset or 
liability represented by taxes refundable or payable. 

The proposed Interpretation applies concepts that may be appropriate to discrete, material 
tax positions, but are not appropriate for the large number of sometimes interrelated tax 
positions contained in a typical corporate tax return. In reality, there are many tax 
positions reflected in every tax retW11 of a large corporation; reflecting the tax eITect of 
each transaction recognized during the taxing period. Many of these tax positions carry 
some degree of uncertainty, but most are not so uncertain as to warrant explicit 
consideration of such uncertainty by the financial statement preparers. 

Subsequent Recognition 
Issue 4:. The Board concluded Ihal a lax posilion thaI did nol previously meel the 
probable recognition threshold should be recognized in any later period in which Ihe 
enlerprise subsequenlly concludes Ihat Ihe probable recognition threshold has been met. 
(Refer to paragraph B22 in the basis for conclusions.) Do you agree? If not, why nol? 

We agree that it would be appropriate to recognize the effect of an uncertain tax position 
in a later period in which new information arises which, if known in the period the 
position was first addressed, would have lead to recognition and measurement of an 
eITect. 

Derecognition 
Issue 5: The Board concluded that a previously recognized tax posilion thaI no longer 
meels Ihe probable recognition threshold should be derecognized by recording an income 
tax liability or reducing a deferred tax asset in the period in which Ihe enterprise 
concludes Ihal it is more likely than not that the position will not be sustained on audit. A 
valualion allowance as described in Statement 109 or a valuation account as described 
in FASB Concepts Statement No. 6, Elements of Financial Statements, should not be used 
as a subslitute for derecognition of the benefit of a tax position. (R~rer 10 paragraphs 
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B23-B25 in the basis for conclusions.) Do you agree with the Board's conclusions on 
derecognition of previously recognized tax positions? If not, why not? 

We agree that subsequent information should be taken into account in measuring taxes 
payable or refundable, and that a valuation allowance is not the appropriate vehicle to 
achieve this measurement. We do not agree with the proposed derecognition threshold, 
in that we believe that a change in expectation with respect to a particular element which 
affects the amount of an expected taxes payable or refundable is a matter of measurement 
rather than derecognition. Also, we believe the dual threshold approach is not 
appropriate, as discussed above. 

Measurement 
Issue 6: The Board concluded that once the probable recognition threshold is met, the 
best estimate of the amount that would be sustained on audit should be recognized. The 
Board concluded that any subsequent changes in that recognized amount should be made 
using a best estimate methodology and recognized in the period of the change. (Refer to 
paragraphs B9-Bll and B26-B29 in the basis for conclusions.) Do you agree with the 
Board's conclusions on measurement? Ifnot, why not? 

As noted above, we disagree with the Board's conclusions on measurement. We believe 
that it would result in materially misleading information in a situation in which, for 
example, a reporting company had several hundred uncertain tax positions within its 
computation of its taxes payable, each of which carried an 80 percent confidence level of 
being sustained under audit based on its technical merit. The proposed Interpretation 
would require that the full value of the best estimate for each uncertain position be 
recognized as an asset, notwithstanding the reality (in the best judgment of management) 
that the ultimate payable will be greater than the net amount recognized by about 20 
percent of the sum of the best estimates for each of the individual uncertain positions. 

A significant portion of the Board's preparer constituents are large, complex 
corporations. Such entities often have a large number of outstanding uncertain tax 
positions at any time. It is practicable to achieve a far better estimate of the ultimate 
liability for taxes payable than would be achieved under the proposed Interpretation by 
taking into consideration the risk-weighted value of each outstanding uncertain position. 

Classification 
Issue 7: The Board concluded that the liability arising from the difference between the 
tax position and the amount recognized and measured pursuant to this proposed 
Interpretation should be classified as a current liability for amounts that are anticipated 
to be paid within one year or the operating cycle, if longer. Unless that liability arises 
from a taxable temporary difference as defined in Statement 109, it should not be 
classified as a deferred lax liability. (Refer to paragraphs B30-B35 in the basis for 
conclusions.) Do you agree with the Board 's conclusions on classification? If not, why 
not? 

We agree that matters relating to measuring current taxes payable or refundable should 
not be included in deferred taxes. We would question the Board's conclusion that 
amounts be classified as non-current, if not expected to be paid within a current cycle, if 
they in fact could become currently payable if the taxing authority chose to examine and 
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challenge the underlying positions sooner than they are expected to do so. The Board's 
conclusion on this matter conflicts with, among other things, the classification criteria 
established in Statement 6, Classification of Short-Term Obligations Expected to be 
Refinanced. Furthermore, the Board's conclusion conflicts with the basic premise 
regarding classification of obligations when a creditor has the right to demand immediate 
payment. 

Cbange in Judgment 
Issue 8: The Board concluded that, consistent with the guidance in paragraph 194 of 
Statement 109, a change in the recognition, derecognition, or measurement of a tax 
position should be recognized entirely in the interim period in which the change in 
judgment occurs. (Refer to paragraph B36 in the basis for conclusions.} Do you agree 
with the Board's conclusions about a change injudgment? ifnot, why not? 

Paragraph 16 prescribes single-quarter recognition of a change in estimate related to a 
position "taken in a prior interim or annual period." It is unclear whether this means 
"taken for the purpose of financial statement reporting in a prior period" or "taken on a 
tax return filed in a prior period" or "taken on a tax return for a prior period but perhaps 
not yet filed." In the first case, the result would be to recognize in the second quarter of 
a fiscal year the entire effect of a tax position estimate change when only one quarter of 
the original estimate of the tax position efTect would have been recognized in the first 
quarter, through its effect on the estimated annual efTective tax rate. In the second case, 
the timing of recognition of a change in estimated effect of a tax position would be 
dependent on whether the tax return for a prior period had yet been filed, which often 
occurs long after the close of the relevant fiscal year. We would suggcst that the Board 
may have intended single-quarter recognition for a change in the estimated effect of a tax 
position that is expected to be reflected on a return for other than the current fiscal year. 

Interest and Penalties 
Issue 9: The Board concluded that if the relevant tax law requires payment of interest on 
underpayment of income taxes, accrual of interest should be based on the difference 
between the tax benefit recognized in the financial statements and the tax position in the 
period the interest is deemed to have been incurred. Similarly, if a statutory penalty 
would apply to a particular tax position, a liability for that penalty should be recognized 
in the period the penalty is deemed to have been incurred. Because classification of 
interest and penalties in the income statement was not considered when Statement 109 
was issued, the Board concluded it would not consider that issue in this proposed 
Interpretation. (Refer to paragraphs B37-B39 in the basis for conclUSions.} Do you 
agree with the Board's conclusions about recognition, measurement, and classification of 
interest and penalties? if not, why not? 

Paragraph 17 should be modified to be clear that interest should be "deemed" to have 
been incurred based on the passage of time. It also should be modified to be clear that 
when a tax position not previously recognized first is determined to effect the estimated 
amount of taxes payable (or to meet the recognition threshold), interest for time that has 
previously passed should be recognizcd in that period. Furthermore, if it is the Board's 
intent, it would be beller to explicitly state that the time period with respect to which 
interest should be recognized, and the rate at which it should be recognized, are the 
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period and rate that would be relevant if the uncertain tax position were resolved in the 
manner the expectation of which is the basis of the tax effect that is recognized. 

Disclosures 
Issue 10: The Board concluded that loss contingencies relating to previously recognized 
tax positions should be disclosed in accordance with the provisions of paragraphs 9-11 
of Statement 5. The Board also concluded that liabilities recognized in the financial 
statements pursuant to this proposed Interpretation for tax positions that do not meet the 
probable recognition threshold are similar 10 contingent gains. Therefore, those 
liabilities should be disclosed in accordance with the provisions of paragraph 17 of 
Statement 5. (Refer to paragraph B40 in the basis for conclusions.) Do you agree with 
the disclosure requirements? /fnot, why not? 

We believe that the proposed Interpretation would require each reporting entity to 
provide additional disclosure in accordance with the provisions of paragraph 9 through II 
of Statement 5. Please note that paragraph 9 of Statement 5 indicates that disclosures 
"may be necessary for the financial statements not to be misleading" and consequently, as 
a result of proposed Interpretation' s requirements, a reporting entity would need to 
explain to financial statement users the reason, as discussed above, that taxes payable or 
refundable do not represent the amounts expected to be settled with a tax authority. 
Furthermore, the recognition requirements of the proposed Interpretation will require 
preparers to provide additional disclosure to comply with the requirements of paragraph 
17(b) on the basis that unrecognized amounts will be recognized in future periods as a 
result of the proposed Interpretation's requirements. 

It is generally accepted that disclosure is not a substitute for recognition; however, we 
believe the recognition requirements of the proposed Interpretation will require additional 
disclosure in order to bridge the gap that will result from the amounts recognized in the 
financial statements and the amounts expected to be realized in future periods. 

Effective Date and Transition 
Issue 11: The Board concluded that this proposed Interpretation should be effective as of 
the end of the first fiscal year ending after December 15, 2005. Only tax pOSitions thaI 
meet the probable recognition threshold at that date may be recognized The cumulative 
effect of initially apply ing this proposed Interpretation would be recognized as a change 
in accounting prinCiple as of the end of the period in which this proposed Interpretation 
is adopted. Restatement of previously issued interim or annual financial statements and 
pro forma disclosures for prior periods is not permitted Earlier application is 
encouraged (Refer 10 paragraphs B41-B43 in the basis for conclusions.) Do you agree 
with the Board's conclusions on effective date? If not, how much time would you 
antiCipate will be necessary to apply the provisions of this proposed Interpretation? Do 
you agree with the Board's conclusions on transition? Ifnot, why not? 

We disagree with the proposed effective date. We believe that the proposed 
Interpretation, in its current form, does not adequately address issues that will arise in the 
implementation of a standard that departs from a realistic representation of taxes payable 
or refundable. Accordingly, we believe that the preparer community will need additional 
time to design and develop a large number of economically irrelevant probability 
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estimates used solely for the purposes of financial reporting and, accordingly, 
measurement estimates of the amounts deemed probable. 
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