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Given the cuttent focus 'in the lnarketplace, and in govetriment enfol\1ertlent efforts,on 
aggressive tax transactions, we recognize therc may be a desire to provide for different 
financial accounting IrClltruent where taxpayers intentionally endeavor to create "tax 
assets" via aggressive tax motivated �t�r�a�n�~�a�c�t�i�o�I�l�s�,� Howcver, applying a ncwlyercated 
asset based approach to all uncertain tax positions does not appear to be acosteitective 
and prod11ctive approach to at'.dress that matter given tne long �~�t�i�i�[�j�d�i�n�g� practices of 
accounting for tax positions under a liability method, 

We rcconunend cOIlSidCl'lIhon of the current proposed asset method solely fcu' tax 
. advarltaged transactions that are specifically defined as '!tI\X shelters;' or "tax advantaged" 
transactions by the local taxing autliclrities,I With �T�e�~�p�e�c�f�t�o� aU other positions' we 
recommend the �B�o�a�r�d�c�~�n�,�i�d�t�)�r� cJarif)ing tbcexistingrules and. providing suitable 
impli:mentation guidance to educatc preparers regarding the rigor necessary to evaluate 
contingent liabilities, This approa.ch should sufficiently achieve the goal of 
comj{arabiljty, 

n. If tbe. Ullard CouCludes that An Asset Model is Required (or An TIlx 
Uncertainties, We S11pport Use of A Dual �R�.�~�C�)�g�n�i�.�i�O�I�)�I�D�c�-�r�«�o�g�n�i�t�i�o�D� 
StoDdard But Believ\! That Utilization of .thc"Morc-Llkely-Than-Not" 
Standard for Rec6goition !lnd the "Substantbll Authority" Standard for Oe­
recog..itiolJ .Is Bettcl' Suit¢dto �r�r�o�m�o�~�b�i�g�C�o�l�)�)�p�a�r�a�b�I�U�t�y�.� 

A . 
, 

As . apreli'rPiliil\Y matt¢r we l1PP1liUd tile Board forSJ>eciJying that companies must 
ptesilrtle �a�m�~�t�t�e�r�W�;�i�1�J� be ellammed by lqe �t�a�x�i�n�~�l�I�u�t�h�o�r�i�~�e�s� ipievaTlJ1itiqg thc:position for 
t'iuancial accounting purposes, Assumption of>.mrdlt'rtview' /S one'df'tbe ballrtlms of 
SoU!lotaxaiialysi$, i;e.a Ask assessment for tax pill'pO$e!; �s�b�o�~�d� b,c dep!:nd6nt uPOQ a 
�r�e�v�i�~�w� of the subtitantive.merhs of the position and not the chances of winuing the tax 
"<Mliflottery" ot dlliW!:tJg aninexperiJ,!\Ic«Lset ofl3,UditQI'6. 

B; �A�~�p�t�i�O�f�t�o�(�J�b�t� �"�M�o�~�l�.�l�k�e�l�y�.�.� nan-Not" -Standard for Recopltlou 
aJid �t�b�e�'�·�S�l�l�~�s�t�l�l�l�)�t�i�a�l�.�A�u�t�b�l�l�r�i�t�y�"� �S�t�a�u�d�l�l�r�~� forPe-recognldon 

We 9<> �n�Q�t�~�i�e�v�~�,�h�p�w�c�v�e�r�.�t�h�i�i�~� �t�h�~�p�J�,�'�Q�p�o�$�\�;�d�d�u�a�}�~�t�h�r�~�o�l�d� is iikely to achieve tJl.e$ool 
of eQmpmliility. �~�e� �t�*�~�p�d�6�i�<�J� �.�t�a�6�#�~� �\�"�i�U�~�~ �·�· �U�n�P�~� complexity �a�p�a�l�~� of 
uniformity �~� the prpcess, as diScussed later hereiI1; 'Without adequate prooftbat SUbba 
lStl$dard ..y(1i �p�~�j�4�e� �i�t�¢�t�e�i�d�~�t�a�l�b�e�l�1�e�t�j�t� to �f�i�o�~�i�a�l� �: �s�~�<�l�r�i�1�~�~�~�I�'�6�,� Perhaps �m�o�~� 
importlln'tlYi thei proposed Stmtard will likelyc:;tlgender tnaleria'l volatility in tax I'!I(es, 
We do bOt' �t�i�e�l�i�e�j�r�~� (he;addC<fQQIilp1ell;ify and volatility are consi$tent with the BOard's 

f .< . if i . f . l' . _ 

reqUired for.11lX 
but, it dqe. plaQC' 

. ,. �~�r�r�i�,�~� �(�"�I�.�R�.�S�,�'�I�)�~�~�4�t�j�~ �i �l�>�q�b�i�~� I! COmp'ila(iQR ot �' �'�1�\�l�;�~�<�J� 
�~�.�a�l�/�y� IbllSi'o!e/ OI"de'fQ!4 Clf-III."t, ;uo<J to( whJcb �d�~�Q�S�1�i�I�1�:� IS 
on tbe Il$t itself otiCj,)\If$e @ ' lIot lllean thettansaation. �~� �J�1�~�W�l�i�I�; �'� 

,"do:r �;�j�d�!�l�i�~�o�n�a�l� scrutiny by !hi: laX!,.glllltlloriiie5, 
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oventll (jbj~tivesnot <to we beJiev~ they are olffiVeigllcd by th~ incremental 
comparability achieved. N; discussed below, we rewmmcnd the Board elnploy the 
"more-l*ery"wan-rrot" standard for recognition and the "substantial authority" standard 
as described in Treasury Reguhltion section 1.6662-4( d) for de-recognition. 

1. Complexity and Lack of Uniformityofthe Proposed Standard 

The Board proposes 10 r:equite !irompany to detemline whether aprQbable thresbold is 
met i.n ordcr to record a benefit for a tax position. In addition, the Board proposes to 
require de-recognition when it becomes less than "more-likely-than-not" that the tax 
position ",iUbe sustainedolJ audit. 

The Ex:posure Draft provides fonr examples under which the probable threshold can be 
satisfied: ·(1) one receives an unqualified "shonld prevaiJ"tax opinion; (2) the legal 
standard is lIIJlU1iliignous; (3) the c~mpany reaches the conclusion based on its 
experience; or (4) the colilpany reaches the conclusion via analogy to ~other (a.,<:payer's 
precedent. 

Out experience is that '{bereis material atnbiguityin tnanyateas oCtbe tax law. In 
addltion, while one goal of ~ound tax ;ldmiriistration is to treat . similarly situated 
taxp~yers' the same way, the~ still rernains lack of ulJifottnity regarding tre.atment of 
taxpayers in addressfugthe same substantive tax matter. These differences in treatment 
are . attributable to a variety of factors suCh as differences in the legal precedent in the 
jutisdictiQu(s) in whicbteSpective . !a>..1Jayers reside lUld divergence of application and 
undetstandilJg of the law by govcrtil1lentagents in different geogi-aphlc regions . 

We alS9 'believe there is a lack ofunifonnityin opinion writing standards and comfort 
Jcv¢tsfoiU.&. . i... . ... BlitHei' this year theTR,$; tel¢as¢dClrCtiIltt 230 wbicbs.ets 
torthguidanee bestprilctices, which according to the I.RS. are omy 
"l}5p$l~otial," . qpmions. This releaseevidence.s'the lackofunifoimity in 
tetihs of cUrrent . staridatds. . 

Oh':,tbeP,tlier hAAd. the "lhOr¢-ljJ(el¥"t!i:jn;,.liQt"aj)<I "~ti:ll authority" stan¢lrd$ are 
wi'4iily utilitedfor Federal income laxpUrt.1OSes.Forexlil1lPle, the "Illore-Iikplydh~­
~gt .¥t~"dar4 ,is'Ci¢fiiled ip ilk CQnt~llt <if Internal R.!:venueCode ('~lR.C;·') .'Seonon 

. '6§t:i2(a) pooaltyreliefprovisioitS and C:irctdHt 43()~jrement$ for¢,ettllintax opiniql1$' 
Irill!'!\; the "~bstantialallthonty" standard is de!il1edin Treasury Regulation section 
;L~Z-4~ 4). The fcgtllatioris ~el1 piQvidea lalUldiy U$t of the. t:ype$.of auth!>rity .and 

... l~$,. putRisbed guidahcetbtit may be relied UpOn to detertnirteiftbe .. ~bstantial 
~lj~p#tY" stl!ndard isl\ict. In. C(mtnts!. the "should prevail" stilndard is not. detmed for 
l.t.~ .. ~ PJUllOses and genert!llyi~P has ·be<:n no .m:¢Q. fqt~y taJcpayers to seCUre a 
"'~g#ld" opinion. Other tlu!n for cert:iin bond offetiilgS where a''Willholtl''level of 
~ii!fqrt i~nlec~anQpihioMevelhigp~tban "m!>re-l~c::ly"~!jan-~ot" is not. required. 

· ~'!ntly, a "should Pfevall" 'level of comfort is notreqlittedto take a tax positiOn on 
,.ntlri ' . 1 taXretUm . , .. . gIna . . 
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Indeed, tax PI¥/itioners readily atlbiowiedge that there is a fun41in)entaI lack of 
precision in the tax law once a position is determined to have at ' teast substantial 
authority. 

One set of'cbbIlll6lltate>r);has no)ted that: 
, " ' 

there has been relatively littlediscussioi! of the analysis andissuanee of favorable 
opinions rendered by taxcoW'.sel. It isgeneraUy recognized that an opinion that 
thetaxpayil( will "more Ji,kely than 1).ot" su~eed Qn t1ulmerits of a case means 
that there is more than a 50"10 chan"ce of S\lCcess if the issue is contested. Some 
clients demand higher standards, hoWever, and the tax law provides virtuaUy no 
guidance as to Winning stal:ldards. Taxpayers don'tget rewarded in our tax 
system fol' having strongly favorable positions. 

Lipton & SMoff; "Shop Talk - Tax Opinions: Weasel Words?," Journal of Taxation, 
August 1995, 

Demonstrating, satistactlon or the probSb'e sthlIclard under the 'proposed standard, eVen 
for very strong PP'sitions, may 1I0t beopetatibnal. Therefore, We do not believe the 
probable standard as ourrently defined in the Exposure Draft is well-sulted to the Board's 
goals? 

2. VolatilIty lrl Rates 

The true impact of the:proposed 'probabilltythreslioI4 'is that lllailyo<>)npaniesWiIl be 
forced to ov;er-pnwide for taximatters~usethey can notaehieve the probable standard 
(or woT$e, :cpQ9Sem,6t to {)ecl!ui!eof.therost 8ss~oeiated With meeting th~ required level of 
proof). For example, under th.e propOsed standard on an issue where the taxpayer has a 
~trong position, for which tbere. i~ a uinOl;"e·likely,~han-n()t" level of likelihood of 
sustention ll\lld thetaJq:>ayer eXptGts based On eXperien~ an(f~e law to $ustajn 65% of 
thepositiotl, but.cannotdemonsttate under the sriutdards ,articu1ated in paragraph 8 of the 
Exposure Draft tbat thelikelihbQd of ~entipli is probable, the taxpayer must provide 
for the enrireaniounf. We believe thisw.ill Jikelyhe tl\e nOlll1rather than the exception. 
Thi,spl'lI\=tice Will ' le~d to~,etlalrele~¢$~f tax ljabilities into )nC()me uj>Onissue 
resolutio:rt:ot the expiration oftheapp1icahte:staMe ofJill1i4t~Qns; Thetcsulti$ increased 
Yol/l~li~' in:tax ratC,S. We do not bdHeveihis Jik¢ly pattemis; cO.nsistent with the Board's 
g6!\1s of ¢ootPiji:'abijjty across finaricialsta:terh~nt'Pieparers and will not achieve financial 
statement relevance .. 

, 
¢ _~ J~. , '. . ' .!i<; t : '.' r ' · ~"; . ~ 

~ ~~fion,*~~.iiosW1~d~t~a\il)~~.~h)a!l~(l()lt!IIanleti t«¥V<1tll ~ •.. ~ \0 
do¢1l~~~g .~~~ ;t6elr .. ~" ~ifi~., II~~ PI~I'l ,~fd ... !he# ~ffQris ~o\lld ?f .eo~~bl!J;de 
sep!l1111l u~!'1!kipt~v8)'" WC· op~IOns, whICh stan<I.rd manypracllttoners concur IS subJ~ to vanabihty 
an-d'i& ~lttodd1n:~ un.d.,"f;the~1n I*Ws, 
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If a determil')atioll is madeio ni9veto an asset model we support. a dual threshold to 
minimize unnecessary volatility, but believe the Board's g~als are bestacbieved by 
moving to a "more-likelycthan-not" standard for recognition and a "substantial aUihori ty" 
standard for de-recognition_ As discuSsed herein,this standard is more practical to 
implement - taxpayers and tax professionals know how!o apply the standards as they are 
well defined in the tax law, Defmitive exi!rting guidance regarding these standards, as 
opposqrl to the "sho\lld prevail" standard, also (!leans there is a greater likelihood (or 
consistent application and accordingly it .better promotes compambility amongst financial 
statemcntpreparers . . While this apPtpach does :notentirely eliminllle potential volatility 
associated \Vith tbeasset model it is a material iniprovement pvet the probable standard 
as defined {nthe Exposure Draft since it does not force companies to fully provide tor 
strong tax PQsitio.l1sin the 51 to 69 percent probability range. 

Ill. The Difutitioll ora "Unit of Account" Sbould be Bjas.ed To.ward a mgb~r 
Level In Order to A\'oid Unnecessary Compliance Costs and Lack of 
Comparability Associated ~itb the Plethora ot' Potentiall SubcIssues. 

We believe the ·defmitioll of the term "unit. of a:ccount" is best defmed-as the overall tax 
matter, i.e . .$e overall tax return iteatnient,s:ticti that it will not be susceptible to variance 
amongst conipanies who may dissect and ilssesslhe -sub-issues differently (i.c. in the 
examplediscu~sed below tbe "l11lit_ of account" would constitute the foreign tax credits 
claim-tid on ,.t11e taxpayer's U.S. federal income. tltxreturn fOf a particular year). We 
believe . this promotes consistencyinreport1ng_ and pl'omotesthe Board's goals. In 
lIdditiqn, theiri<;temental cost and docnrnentatibfi tieces-sl\IytQ prove "should prevail" 
lcvelS .ofprbbability with respect. to Iiumt.>rous sub-issues will makc implementation of 
the-pr()Po$ed$t;uldard inipractical and notcos1: beneficiaL . 

For~ijJllplc, mllny large multj,nationaL 'COtpOtations wiU have ttl determine what 
cODstittt~~ili.J: "unit of aCcount" fotth6 U.&. fQieigri ~ax cf,edit;laken()Il'iheU.s, fed~1 
incPm:etl!<'{re!ul'Il' lit this example, sub-issues !,'ubject to evaluation Which may produce 
pifferi.l\g' pIPt>aQilities re.gardingJik:eJl4ood pf SU$JaWng a pOSition include, but are not 
lin1itedJ6; Vibethet: (1) ~le foreign, tlIi )$ ;oti~ fQr'\vhi9b aqedit can beqlail'lle-d; (2) t,Pc 
Ute •. sec.tiotl ®l(ajefection proc?durcso were properly complied with;. (3) there are 

. 1.R.,C~ S<:.C~iO~9021()v,er-tier siJgsi4illiY is-sti~ and computational iSsl!~rel!lted to E&P; 
(1)th~~a(eeredit limitation alid allocation isSUes; (5) tfie COIllI)aDY has adequate primary 
dOCIIJ!leu,tllfJQIl of the credit; and (6). the company bas sufficient secondary evidence 

. ~~er'ti¢asllty Regulation sectiolll}}9S .. Z(l:i) tpsubstarrtiate payment Mthe foreigri tax. 

~te~vllrious pennutatiottsQfth¢>es4lhissUC$- and DU!'liertlllS Sub-isstte1> for- .eacb of 
tfi~,li(ifriS$l.les. Preparers wQuld':also:'have todetenhinewhether the''utrit ofaccounr' 
"Y9.UlQcon.slitl.lte each sUb-ii!s\1e_l'of¢l¢h:for:elgIl jurisdiction tha(gives t-isetoa credit vs. 

. . ~cll ~ti~l$ue for all foreign jltri$dit:~~1I1$, Wi: believe tbe~ is .lirnitc4 value from a 
,t;pillplttab"i1i"typerspcctive in defil1i!1gca ~'Unit ot'account" at sucha,gtal1tiJarlevet 
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This cotrunon ~xample also iIlustmtes that no matter how precise Ihe def~ltion of the 

"unit of acc()ul.1t" there will necessarily always be some degree of vari~f:ion between 

companies based on their specific facts al)d circum~ances. For exan1ple, the evalu<\tion 
. . 

of substantiation of credits is dependent upon the company's facts. This is particularly so 

where sccondary evidence is relied lIpon to substantiate payment of the foreign tax. 

Under the applicable regulations the test iswhether the company established the facts to 

the satisfaction ofadesignated I.R.S. employee. It is difficult to imagine something more 

subjective. Defining the "unit of account" as the overall tax return treatment does not 

obviate the need Cot evaluation of the sub-issues for lax purposcs but instead places the 

emphasis on the aggrcgateasscssment of all of the sub-issues. . 
. 

IV. Measurement Under an Asset Regime Should Be Focused on Ensuring the 

CompanY's Overall Assessment is Consistent with the Likely Outcome on a 

Risk. Assessed Basis. 

We believe the best estimate approach set out in the proposed standard is not sufficiently 

well-defined and that, consequently, there is potential for lack of unifonn applieation 

anlongst c~mpanies. Companies will necessnrily differ in determining the potenti<il 

outcomes and tbe probability of each outcome. We read with interest the conlment lett<..'f 

submitted by Lucas Financial Reporting. dated August 10''', 2005, wherein an example 

was presented illustrating this method. We believe that example demon~1mtes the 

potential vlIriance in <lPplication of the proposed "best estimate" standard and why an 

expected v~ue method is more appropriate in light of the goals of achieving 

cOTllparabifity and .more relevant financial stat<:mcnts. 

We recommend ap app~8ch whercby the (Csillt is tl$ied 011 one vah18tion for the ,entire 

issue. The ultimlJte ~sult underthcprop,0sed twO"step recognition and measuremellt 

proCess should hot differ from onc' s ovei"al r ri~k; assessmeiltof tbe inatter. For example, if 

the anticipated tcsulLis sustention of 65% ofan lssue. relevant financial statements would 

include recognition and measurement parameters tbatwould drive a 65% result. 

V. Ci)llJpan,i~ SM~ld be Ac£jn'4ed 12 ~. l8 Mqrjtb$ After Publication pf .the 

FlD~IRules to Enable Weh.R~~oned and )\pptopriate Applic8tiClIi. 

. .. 

We believe thq proPG~ed effectiv~ d4te.ii.e. ~pplic~tjOlltoth¢ first fiscal )'ear' endil18~et 

nc<cember 15, 4005, does not 'a1low sufficient timef'or consideration of eommentsand 

ultimate itnpl~merital;ion given the cqmpletity ·ofthe issues and application of th.e 

potential staridatd to'lhe fuets. 

11.1 particular, intb¢ c~e of pur comnany Whi'fh bascpil"!plex multinationnl op~ratiorys~d 

a fiscal Year end (If September 30"', the eWlent effeetlvedate would result tn us bem~ 

. rc~ujred to initjally imp1t;'ment the new rulesiil a fiseal year which began prior to the 

fiilal rules bein~ ,jsSl.ted 

- - - - - -- ------- -----~-----'----
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We propose coJllP8%lies be accorded at l~ast a 12'-18 month period afterfirtal rules ate 

adOpted to ensure thoughtfUl and careful application of the standard to complex 

worldwideW; maners. 

We appleciate the opportunity to submit comments and your co~ideration of those 

comments. If you have any questions, please do not hesitate to contact us. 

Respectfully submitted, 

Brent 
Senior Vice ' Planning and Control Senior Corporate Taxes 

The Walt Disney Company The Walt DisneyCompany 
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