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Accounting far a Change or Praiected Change in the Timing af Cash Flows ReIatinK to Income 
Taxes Generated by a Leveragf'd Lease Transaction 

Dear SirlMadam: 

J.P. Morgan Chase & Co. ("JPMorgan Chase") appreciates the opportunity to comment on the 
Financial Accounting Standards Board's ("FASB") Proposed FASB Staff Position (FSP) 13-a, 
Accollnting f or a Change or Proj ected Change in tlte Timing of Cash Flows Relating to Income 
Taxes GeneraTed by a Leveraged Lease Transaction. 

Overall, we agree with the Board' s recent conclusion that the timing of the cash flows relating to 
income taxes generated by a leveraged lease is an important assumption that should be accounted for 
by recalculating the rate of return on the lease and recording a catch-up adjustment, as required for 
other significant changes in 3';sumptions in Statement of Financial Accounting Standards No. 13, 
Accouming j or Leases. However, we believe that the guidance in the FSP needs to be expanded and 
clarified, particularly with respect to how the FSP intersects with the proposed FASB Interpretation 
on Uncertain Tax Positions and FASE Staff Interpretation No. (FIN) 21 , Accounting jar Leases in a 
Business Combination. 

The attachment contains JPMorgan Chase's specific comments on the FSP. We would be plea~ed to 
discuss our comments with you at your convenience. If you have any questions, please do not 
hesitate to contact Shannon Warren at (2 12) 648-0906 or me. 

Very truly yours, 

Joseph L. Sclafani 
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JPMorgan Chase's Comments on the Proposed FASB Staff Position 13-a, Accounting for a Change 
or Projected Change in the Timing of Cash Flows Relating to Income Taxes Generated by a 
Leveraged Lease Transaction 

AITACHMENT 

Issue 1: The scope of this proposed FSP would apply to all transactions classified as leveraged 
leases in accordance with Statement 13. Do you agree that the scope of this proposed FSP 
should be limited to only leveraged lease transactions or should the scope be expanded to 
include all leases under Statement 13? Why or why not? 

We do not believe that the scope of the proposed FSP should be expanded to include all leases under 
Statement 13. This FSP primarily addresses recalculation and reclassifications that arise from 
changes in timing of cash flows relating to income taxes. Only leveraged leases use after-tax cash 
Hows to compute yield and for purposes of detemlining classification. Therefore, we do not believe 
that the guidance in the FSP is relevant to other types of leases. 

lSSlle 2: This proposed FSP concludes that the timing of cash flows relating to income taxes 
generated by a leveraged lease is an important assumption that should be accounted for in 
accordance with the guidance in paragraph 46 of Statement 13. Additionally, this proposed 
FSP would require a leveraged lease to be reclassified if, at any time, a revision of an important 
assumption requires a recalculation of a leveraged lease and changes the characteristics of the 
lease in a manner that would have resulted in the lease not qualifying as a leveraged lea~e had 
the revised assumption been included in the original or most recent leveraged lease 
computation. Do you agree? Why or why nor? 

We agree that the timing of cash flows relating to income taxes generated by a leveraged lease is an 
important u<;sumption that should be accounted for in a similar fashion to other changes in significant 
assumption in accordance with Statement 13. The tinting of tax deductions drives the economics of 
a leveraged lease; thus, if the timing of such deductions changes, that is a significant event that 
should he reflected in the accounting. 

However, we do not concur with the FSP requirement to reclassify a leveraged lease that has 
undergone a revision of an important assumption. To date, Statement 13 requires a lease to be 
classified at its inception, and the classification of the lease is not changed unless (l) both the lessor 
and lessee agree to a revision that would have resulted in a different classification of the lease had the 
changed tenns been in effect at lease inception or (2) the lease is extended or renewed. Changes in 
estimates (for example, changes in the residual value of the leased property) or changes in 
circumstances (for example, default by the Jessee) do not give lise to new lease classification. This 
same rationale is carried forward in FIN 21. Paragraph 8 of FIN 2 I states that "The Board views the 
substance of a business combination that is accounted for under the purchase method to be the 
purchase of the lessor's or lessee's interest in an existing lease. The original lessor or lessee does not 
become a party to a new agreement; accordingly, there is no new agreement to be classified, and 
Statement No. 13 does not permit recla%ification of the existing lease unless the provisions of the 
lease arc modified." 

Our view is that the current Statement 13/FIN 21 guidance is appropriate because when a lessor and 
lessee agree to changed provisions, the parties are actively participating in the change and thus are 
able to evaluate how the change might impact their accounting in deciding whether to modify a 

2 



,ruS ,,''' t' \''ln''I't ,,!'P n.nH:·;dF- c,f thi" !,;:,··::-.orts. ·""'(',n'r·")l and ,vp dn nn! h?li.f':v ..... tho tt'n' e l·: c:..:or <£1' qlllo' hi"" It' , ..... " '- ~ '- > , ...... _ ~·U~.-"':'"-,.- • _ ~ . .......... . .... ..... , ' . '" "" .... _ . , ••. • , ...... "'.".' .'.,." ._~ • •• _ ..... '"" ..... . J ., . . ~ _ • __ 

:' ISSIl .. f __ 3; This propo:::etl FSP \-'H~H)k! n:quil'"<.! that fhD -t'ccakH~atlt}n be bas~J t)n actual cash il::-nvs 
that occurred DD to 3nd indudhi{t the p·ohti of adual s~tt!e~nent ~,::r t'xDcc1.cd settlement and the ... e " 

j ' d h '1 " '"' \' dd'j' II • . . ~''<' I I • 'h t' cs IUlate- ,cas ~ f (HoY:'; Inereaner. i . l1(in~L y ~ tHIS pr-(:pus~{! te;:_ '~'nu ~. , n~(iun·(~ 1. .at HE:: 
~et~I··i'I', ·~jl· ' · I ' ;~p'wk. ",,,, J'~'{'I·e,·t ' .. ,0' J'~n3' It,'f'' ··,v·,·".rl 'W ""PP·;G.j ti) bu ."on.-or-d h" t"'e £ U "- .. t ,}! d~ ... _", . ~ ... _ .. · ~_~'I' ... ;<. .' oJ " .. J ' ,"0 ~ . .• . C-l' .... . .. .... .., ............. . _.'._ .... ~_~u '" o..; •• • "'a.03.""- ~., .Ii 

~' " 

taxing authority. Do you 2gr~e? \\11)' or why not? 

We agrt:e that the recakul3t~0n should be bH.::.eJ 0 0 3c1u;il cash .UCf' .. VS that occurreu up to the point of 
oct'l".1 'e'tJ ~n~(,,~,f r'T <-"x'''O'·'''I'''':-! ="',Pt'lpmenl :-1 "id I·h' · ~st;-n, , -:. !-;: . ,d :',r~ ~h nr,,\::;: t1"·rl···_ c!t"·r t\C' ll",1 L',~' ''' h n,r,.;: :::: a , .... ,-". , ..... .... , ~~ . .... , .::--.. _._ ~._ . . _ <- ....... ; ~U . ," . ....... .. . . ~~ H"_ ~'-' ,-+.~_ ~<" " •. , '~ •• ' _:-u~ . " , ... , .. . J1., . ..... . 

" . .,' ~ , d h' .. '" " '1 " (;rrve the econonJ("":,; of a jev~T::igeu iease . an· L V Us.nl:2 ::~ctHal f':c,-~h ti(:W:=:. tne aO . .'ount l!1 !! WH r:.::. ti(:{;t . ." . _ ... . '-" 

l· .. ·e tn',e ( ..... (P .,·,,· .. ,':" .,j,-.i:J '-,n ti.··· '£1'\.c·""st'nen' ,'n the' J'e " ' s~ 11 .' ·\" ",1. _ ...... y . _._ .. ~ . ~. 'd'..· s \;.. . 1 1.. . ' ..... \" 

Fron1 a theoretkal pers:r:e(:tjve, we agree that it i :; appropr! (ik to include !Htere~ t and penalties within 
tbe. lease rUllS. Hov;cver. there is a shmHicaut nractical1_i11pk'.fucntat!OH lssue \vith including interest 

- .... -. ' ..... 
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where the fcssor Ini£ht need to recalcul ate the r;.i te. of n:::tulTl arH~ therefore adiust the lease balance on - .' 
a quarte.rly basis. J~or thi s reason, the. rASB shonld (:ow~lder I.:xcluding inlc-rcsi from the 
reca lCllla tjon, recording that tax. h;thilit y "OliISidc" the k ,;Li,;C- rnn. 1t doe s not appear that the inclusion 
of penalt ies "inside" the lease nm would cause a similar irnpleJuentation i s~uc ~ a~ the c a1culailon of 
penalties docs not involve a qUilrte rl y ratc changc, but rat l1er is a more static amount , For thi s reason, 
\\>'e agree that penaHies should t'l'2 included within tbe k a.;;;c runs. 

COl\!IMENJ'S ON OTHER ISSUES 

Interaction With Proposed FASB InleOJretation_(!1l Uncertain Tax Positions 

Paragraph J 2 of the FSP requires that tux positions shall be reflected in the lessor' s calculation based 
on the gu idance in the proposed FASB In terpretation, Ac(:()Unlingfor Uncertain Ta.x Positions-an 
illteJprerL1tiotl 0fF:4SB S!atenzen! lvu. 109 (" lnterpretation" ), l be Interpretation requ ires a two-st(~P 

pnx:ess for recognition of the financial statement effec ts of a tux position. f irst, a company needs to 
assess whethcr a tilX position is probable of being sustained on auuit, based on the technical merit:; of 
that position. We underst;md that "probable" is \X,ing interpreted as at least a 70"75% likel ihood. 
Then. if the probable threshold is met . the company records its best estimate of the t a.~ impact. 
HowcVt:r, if the probable criterion is not satistied. then a reserve of IO(Y;" must he establishe,d. 

W ith respect to LlLOs/Sn.o s, the IRS hilS established sett lement guidelines for these transactions, 
and is acti vely engaged in a settlement process wilh many. if not ail , affcl' tcd taxpayers, We believe 
that a company engaged in s\lch a settlement process can estimate the settlement it will achieve with o ~ ~ 
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lPMorgan Chase 's Conuncnts on the Proposed FASB Staff Position 13-a , Accountingfor a Change 
or Projected Change in tlu' Timing of Cash Flows Relating 10 i ncome Toxes Generated by a 
Leveraged Lease Transaction 

the IRS with a high degree of prohability, and therefore, in such instances, this estimated settlement 
should be included in the lease recalculation rcg;rrdless of the prohability that the tax position could 
be sustained on audit. In fat:!, th is is the same approach which is implied by footnote 5 to the 
Interpretation which states "The recalculation should be based on the senJcment mnOllllt or estimated 
settlem ent amount designated hy the Service asattribll table to the leveraged lease transaction." 

Len·raged Leases Acquired .in a Business Combination 

We hel ieve that the rsp needs to bc cxpailded to provide guidance with respect to leveraged leases 
that have been aC<luircd in a busi ness combination , and accordingly, have been fair valued ill 
accordance with FJN 21 . If an es timated IRS settlement was included in the lease cash l10ws that 
were fair vull1cd at the time of purchase. then the acquiring entity has in fact already applied the 
guidance in thi s FSP. The FSP should c1aJify that in those instances, the ouly fUlther adjustment 
necessary is if the ,",sumptions change. As discussed in our response to Issue 2 above, under FIN 21, 
lea"es acquired in a husiness combination are not retested for classification unless lease provisions 
have been modit1ed . In our re~ponse to Issue 2, we expressed tbe view that the FSP should not 
eh,mge the rlN 21 guidance. H owever. if the iinal FSP s tiH requires retesting lo r classification, then 
the rsp should clearlv indicate which leveraged lease l\cconntiu!.' run to use for tlie retest. ei ther (I ) - ..... - ,-" . . 

the prc-Hcquisition lease nm from inception of tile lease or (2) the post-merger run prepared under 
FIN 21. Our position is that the pre-acquisi tion J1ln should be used for rcclas~ i fication , hecause it is 
the hetter representation of the le.eSC attrihutes. The post-merger run is by definition "incomplete," 
since it only includes cash fl o ws from the date of acquisition forward. 

E tTective Date -

We request that the implementati on date of the new standard (cutTcntly Deccmher 31 , 2005 for 
calendar-year companies) be delayed until year-end 2006, along with the implementation dale of the 
Jntcl1'fctation on uncertain tax posi tions. A greM deal of work and analysis is needed in order to 
assess tax positions, and retesti ng and recalculating Icver;lged leases is a complex and time-

. 
consu1Tuug process. 
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