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CI GNA Corpo r at i on apprecia tes the opportunity t o s hare o ur V leWS on the FASB 
Exposure Draf t (ED) , Business Combinations - a replace men t of FASB Statement 
No . 1 41. 

Whil e we s upport ttle Boa rd's i ntent , to pro vide per t ine nt a n d usefu l 
i nforma t ion to r e a ders , we d o n ' t be l ieve that the c urrent proposal wil l h ave 
the i nt ended ef fe ct . Of con cern t o CIGNA is the proposed treatme nt of 
trans a ct i on and restructure costs , pre-acquisi t i on cont inge ncies a nd 
contingent conside ra tion . Sp e cific to t hese a reas, we believ e t h e ED' s 
glJidance res ul ts i n reporting that is unreliable and contrary to bo th 
e xist i n g d u t h o ri t at i ve li t era tu r e and t he under l y ing econom i cs o f a b u siness 
combina t ion. 

In a ddit ion , we ask t he Board to reconsi der the p rovision t ha t issuers 
r e troactivel y restat e for certain c hange s in es timat e during the measureme n t 
p e rio d . We be lieve t h i s requ i r e ment wi l l co n f use r eaders a nd is 
inconsis t e nt with a u t ho r i ta t i v e l i t e r at ur e t ha t r equires changes i n e st imate 
t o be reflected prospe c tively. Furt h ermore , we ar e concerned tha t the 
effect i ve date o f t h is ED , provided t he final s tandard is i ssued in t h e 
fo urt h quarte r of 20 06 , wil l not al low su ffic ient time fo r impl eme ntat i on . 

f i nal l y, we as k f or cla r i f i catio n rela t ive t o the Board ' s definition of a 
bu siness. I t is currently un c l ea r wh e t h e r t h e ED would app l y t o cer t a i n 
r e insurance t r an s a ction s that are common in t he i n s ura nce i ndustry . Our 
r ecommendat ion s and ke y conce rns are further di scus sed be low. 
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Re quire capitalizat ion of d i r ect t r ansac ti on costs 

We b e li e v e t hat the process estab l i s hed to as sign a va lue to the purc h ase o f 
a bus iness s hould be consis t e nt with that followed to assign a va lue to the 
purchase of an individua l asset . Whe n a n individual as se t is acqui r e d , its 
initial carrying value inclu des a ll direc t cos ts incurr e d to put that asse t 
i n place . Fo r exampl e , t od ay purchasers capitalize f ees paid t o s urve y a 
property (re al es tat e a c qui sition) , to compensa te a broke r/dea l er (purc hase 
a n i nvestme nt security) and to co ver lease- rel ated originatio n costs . Such 
costs are v i ewed as an u navoidable component o f a n acqui rer ' s investment i n 
t hat asset . Cont ra ry t o t he a r g ume n t of t he Boa r d in t his EO , t h e costs o f 
s u c h se r v i ces a r e cons ide r ed by t h e acgui r e r to contribu te t o the va l ue o f 
the asset pu t in p l a ce a nd s ho uld be reflec t ed a s s u c h. 

It is our view tha t simi l ar t ransactions s hould be a ccou n t e d f or similar ly . 
Di rect tran s a c tion c os t s i ncur r e d i n connec t ion wi t h a b usi ness combi n a t ion 
s h o ul d be c api ta l ized as p a rt o f t he e xcha nge because s uch cost s are an 
unavoi d a b le par t of an a cqui rer ' s investme nt i n t hat b usiness and are 
co n sidered by t he acquirer t o corltribut e to i ts value. 

Re quir ~~ capitalization of exit costs cont emplated at ~he time of acguis ition 

Co nsistent with the above discussion on transaction co s t s , we b e lie v e that 
restru ctur e cos ts cont emplat e d by a n acquirer at the time o f acquisi t ion 
should be capitalized a s par t of the e xc h ange provided ma nag e me nt is 
committed t o an exi t pla n and e xecut i on is imminent . Such costs are 
necessa ry t o integrate a n d recogni ze synerg i es t ha t cont ribut e to t he va lue 
of an acqu i red bus iness and t hus are a necessary cos t of "putti rlg the asse t 
in pla ce . " 

Permit val u a tio n of preac~~~ s i tion conti nge n c i es uSln g r ecogni t ion c r iter i a 
p r ovi d e d i n S FAS 5 

We believe requiring fa ir value measure me nt f o r p reacquisit ion con tingencies 
will f o r c e companies t o incorporate amount s in their f i nancia l s ta tements 
that a r e not relevant or r el i able , a nd c ould have unint e nded econ omi c 
co nsequences . It is our vi e w t h at the recognition, measure me nt and 
di sclosure c riteria outline d in Sta t e me n t of Financial Ac count i ng Standards 
(SFAS ) No . 5 , Accounting for Contingencies (SFAS 5) provide a r at ional and 
reli able basis for communicating with r ead e rs regarding contingent assets 
a nd liabilit ies. Therefore , we as k t h e Board to reconsider prov iding a 
valuation opt i on using these cri teria . Support for our argume nt agai n s t 
p r esc r ibing fai r value measuremen t of pre acquisitio n cont i ngencies is a s 
f o llows : 

Firs t , attemp t ing to val u e contingencies whe re o utcomes are exceedi ngly 
d ifficul t to p redict (as i s the case with in-process li t i gat i o n ) will 
gen e rat e r esul t s that are mi sleadi ng . Unde r thi s ED, a c quiri ng companies 
will be r equire d to record assets/liabi l i ties t ha t d o no t r epresen t a nd ma y 
be mater ially diffe rent f rom the e nt ity ' s ul t imate cash b e ne fit /obl igat i o n. 
Furthermor e , measurement s wi l l b e i nconsis t e nt . As signi f i ca nt judgme nt 
will b e r e qui red t Cl measure these con ti ngerlc ies using a cash flow mod e l i t 
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lS inevitable that valuation will vary by issuer even when underlying facts 
and circumstances are similar. Finally, the result will be difficult to 
audit. As the assignment of probabilities to various scenarios is 
exceedingly subjective and will not be independently verifiable, the fair 
value requirement will pose a significant audit challenge. 

Second, the subsequent revaluation requirement will introduce artificial and 
inappropriate volatility into the income statement. This increased 
volatility will mask earnings drivers and reported trends and increase the 
complexity of communicating with the investing public. If FASB insists that 
preacquisition contingencies should be measured and reflected in the basic 
financiaJ_ statements at fair value, we ask the Board to reconsider the 
subsequent revaluation requirement and require remeasurement only upon 
occurrence of a tri_ggering event. 

Third, all aspects of the fair value requirement (disclosure, establishment 
of a liability and changes in subsequent value) could have a chilling effect 
on the marketability of some lines of business and couJ.d depress values. 
For instance, sUbjecting a litigation liability to this requirement would 
give an opposing party corlcrete information on an acquirer's assessment of 
the case Clnd could compromise the acquirer's ability to economically settle 
or litigate. We believe it is important for FASB to consider the real 
economlC effects of this requirement in its deliberations. 

Finally, it is our view that measuring preacquisition contingencies at fair 
value regardless of whether they are "probable" of occurring will 
inappropriately result in disparate accounting within and across issuer 
financial statements. Under this ED, acquired contingencies will be valued 
differently from those that originated with the acquirer (currently 
accounted for under SFAS 5). We believe this inconsistent accounting is 
without basis and that contingencies that are similar in substance should be 
accounted for consistently under SFAS 5. 

Permit SFAS 5 recognition criteria for contingent consideration 

Also, we believe it is inappropriate to require up front fair value 
measurement for contingent consideration if it is not probable it will be 
paid. To do so is inconsistent with the economics of the transaction. When 
contingent consideration is used in a business combination it is because 
parties cannot currently agree on the purchase price/ultimate value of the 
acquisition. As the two parties cannot agree on the business' current value, 
recognition of a fair value using probability factors is a subjective 
process that without doubt will produce two different values. Early 
recognition will not improve financial reporting as initial measurement will 
not reflect ultimate value. In addition, subsequent revaluation through net 
income will only undermine an entity's future operating earnings until the 
probability of payment is established. Furthermore, as indicated previously 
the sUbjectivity involved in assigning probabilities to vari_ous expected 
outcomes will prove challenging to audit. 

If the Board continues to believe a fair value estimate of pre-acquisition 
contingencies is important to share with readers, disclosure is appropriate. 
This would provide for communication of estimated value to the readers 
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without inappropriately reporting unreliable measures in the basic financial 
statements and creating artificial earnings volatility. If FASB insists 
that contingent consideration be measured and reflected in the basic 
financial statements at fair value, we ask that FASB reconsider the 
subsequent revaluation requirement and require remeasurement only upon 
occurrence of a triggering event to minimize earnings volatility. 

Prohibi t retroactive restatement for changes in estimate duri~_ the 
measurement period 

We believe, consistent with paragraph 19 of SFAS No. 154, Accounting Changes 
and Error Corrections - a replacement of APB Opinion No. 20 and FASB 
Statement No. 3 that changes in estimate should be reflected prospectively 
and should not be accounted for by "restating or retrospectively adjusting 
amounts reported" or by "reporting proforma amounts" in current period 
financial statements. In addition to being inconsistent with existing 
literature, a restatement requirement would be unduly costly for issuers and 
further strain finance department resources. Furthermore, we believe this 
requirement could have unintended market consequences as the term 
"restatement" is most closely associated with accounting errors, and could 
be perceived negatively by investors, could potentially increase the risk of 
being required to report a material weakness under Sarbanes-Oxley and could 
generally decrease investor confidence in financial reporting. 

Reconsider effective date 

Given the significance of the changes proposed, we recommend that the 
effective date of the final standard be at least six months from its issue 
date. We believe this ED could be compared in terms of complexity to 
Statement of Financial Accounting Standards No. 123 (revised 2004), "Share
Based Payment" (SFAS 123R). The effective date of SFAS 123R, initially 
slated for six months after issue date, has since been delayed to provide 
for time for FASB to address unanticipated implementation issues and for 
preparers to modify internal reporting and control processes. We believe a 
similar transition period should be allowed for this equally complex ED. 

Clarify applicability of guidance to reinsurance transactions of run-off 
blocks of business 

In the normal course of business an insurance company may enter into 
reinsurance contracts to assume existing blocks of business from other 
insurance companies. Currently accounting for assumed blocks differs 
depending on whether the assumed business is considered to be "ongoing" 
(activities are expected to continue) or "in run-off" (only existing 
policies are to be renewed, no new policies will be written) . Today, 
assumption of an ongoing block of business is generally treated as a 
business combination, while assumption of a run-off block is generally 
accounted for as a reinsurance transaction under SFAS No. 113, Accounting 
and Reporting for Reinsurance of Short-Duration and Long-Duration Contracts. 

It is generally believed that the above noted treatment is consistent with 
the general concept of a business combination as outlined in SFAS No. 141 
and Accounting Principles Board Opinion No. 16, both entitled Bllsiness 
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Combi nations . Furthermore , this treatme nt i s supported by guida nce provided 
by t he S EC i n Regu l atio n S-X, Ar t icles 3 . 05 and 11. 0 1. These re f erences t o 
l i ter at ur e we re grounde d i n t he concept o f " continuit y . If However, Appe ndix 
A, paragraph 6 of the current ED seems t o s uggest th i s accounti ng wi l l n o 
longer be appropri ate . This paragraph specifica l ly states, " ... in evaluating 
whether a pa rticular set i s a business , it i s not releva nt whet he r the 
seller has operated the set as a business or whether the acquirer int e nds to 
operCl te the se t as a bus iness ." We believe if the Board intends for "run
o f f" operations to b e account e d f or under business c omb i nations guidan ce , 
t h e r ationale s h o uld b e addressed in the discuss i on point s as t hi s wo uld b e 
a signifi ca nt departure fr om c u rre nt p r act ice . 

If we ca n provide f u rther i nformation o r clarificati on o f o ur comment s , 
pleas e call me o r Nanc y Ru ffino (860-226-4632) . 

Sincerely, 

Annmarie Ha gan 


