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Re: Proposed FASB Staff Position No. 109-a, Application of FASB Statement
by the American Jobs
Income Taxes, for the Tax Deduction Provided to U.S. Based Manufacturers
Creation Act of 2004 (FSP No.1 09-a)
Dear Mr. Smtth:
We appreciate the opportuntty to comment on the referenced document.
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Appendix A, all examples. The computation of the domestic manufacturing deduction should be
based on the tax law. That is, wages paid should be part of the equation and the taxable income limitation should be taxable income less operating loss carryforwards utilized, not just taxable income. The
domestic manufacturing deduction amounts shown in Examples 2, 3, and 4 are not the amounts,
based on the assumed facts, which would be expected to be claimed on the 2005 tax retum.
Appendix A, Example 4. Although not clear from Example, 4, we understand that the FASB staff
believes, in the situation illustrated in Example 4, the valuation allowance for the operating loss carryforward deferred tax asset should be computed on a 'with-and-w~houf' basis (that is, what would be
the enterprise's future tax expense with and without the operating loss carryforward). This approach
has the effect of recognizing a valuation allowance today for the fact that the future utilization of the operating loss carryforward will reduce the future domestic manufacturing deduction. Based on the facts
assumed in Example 4, it is our understanding that the 2005 domestic manufacturing deduction on the
2005 tax retum would be $90 (taxable income of $21,000 less operating loss carryforward utilized of
$20,000 or $1,000 times 9 percent) and that none of the $20,000 operating loss carryforward would
expire unused.
In our view, paragraph 232 of Statement 109 instructs enterprises to consider the effect of future special deductions on an enterprise's forecast of future taxable income (a $90 reduction in future taxable
income in Example 4) when an enterprise assesses the need for a valuation allowance for deferred tax
assets. We do not believe that paragraph 232 provides for the computation of a hypothetical future
special deduction ($1,890 in Example 4) or that the result of using the hypothetical future deduction
results in more understandable results (as drafted, Example 4 reflects an expectation that a portion of
an operating loss will expire unused, which is not true, and reflects the benefit of a larger domestic
manufacturing deduction in 2005 than will actually be realized on the 2005 tax return).
We would be pleased to discuss our comments with the FASB or the FASB staff at your convenience.
Very truly yours,
Financial Reporting Advisors, LLC

