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Second:- Vie djs<igree \.vith tht.~ pre,sunlpti0n in th.e Prop-:}s<i1 tbat rcstn.1ctrning and 
~(;quisitiorrrelated costs are not ~U1 integral part of the fulr value of an acquisition. To the 
extent that these c(:sts are direct rmd incn:::lneutal to the acqujsition, Vie fail to see how' 
h - 1 ~ b .. ,"« ,-' L ' l ' '1 1 ,- 'h Lev shoutll 0 treat(:{1 uiJiCrerH1V from tue cDnsH~eratlDIll)ftH tl) tIe s(:i1Gr as r lev ... - - -'I . 1 ," , h ' tI ' r.. .. " ' <.:0, cctlve y rcpresmH part ok tne pure ase prH.:-e to 1e {iC:f{Ulrer, l ' ur!tH;.r~ ttltS J J'(}po;:;a~ 

v..rould create a dlfE:~rent rllcdei in aC<':·OlmtinQ: fOT costs H.~,:md3tcrl ,"vith. acquisitions of '- -
a.:~sets that O~(:lir senarateiv Of ft3 part of a bu:,:;itlfSS cOIubinahUl1, SilniIar to current . -" ... .. 
oCGountjag for l1xed asset ncqui:':;iticl1s. we bdic'.:e that the C{,~t of 0- business conJjlnation 
I. - - , - I d ,. ' d .' " - , , SuOUkl ,:;ontmue to 1DC U e (:xperwiturC;!=i inClHTt~ to place t.he n':!quifeo tH.lsmes~ in a 

usabJe condition fiJt the purcha~er. 

In addition to these points, \ve have included corntn.enis on 
Notice to Recipients in the ApP0udrx to thi~ letter. 

quest:!on~ 

, 

the 

\Ve V/CHlid be plc~sed to fbrth.er discuss our com.nwnts at Your earl [est conVCfnence. -

Robert Traficanti 
Vice President and Deputy Controller 
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Appendix - Responses to Selected Questions 

Question 1 - Objective, Definition, and Scope 
We disagree wim the proposaJ to measure stock (:onsid('ratioll paiJ as of the d osing date and 
support the continued application ofEITF Issue No. 99-12, Determination o/the lvfeasurmnenl 
Date for the !\;farket Price ojAc:quirer Securities Issued in a Purchase Business Combination, as 
we hel ieve that ancina, ! events, sudl as approval from sharehojders and regulators, should not 
have an impact on fai r value. An acquiTer's evaluation of a target is based upon the 
announcement date economics and, accordingly, fonn the most appropriate fair value basis of an 
acquired company. Changes in the market pricc of securities subsequent to this date bear no 
correlation to me value of what will be acquired and, accordingly, should not become part of the 
b?~"is of what was acquired. If there were significant decreases in me acquir,'r', stock price prinr 
to the acquisitioo date, the resulting carrying amounts of a~,cts and liabilities would not refl ect 
economic reality. 

Question 3- Recording Full Fair Value of Acquiree in less than 100% 
Acquisitions 
We expect constituents to face problems in estimating the f tlll fair value of the acquiree in 
situations where the acquirer is acquiring less than a lOO%, stake. The presence of mctors such as 
a con trol premium would make a simple extrapolation inappropriate. Any estimates would 
therefore require significant subjectivity and at best would ooly be directionally ac(;urate. 

Additionally, recording the full amouot of fair value adjustments, identifiable intangibles and 
goodwill even in less than 100% acquisitions would pose prohlems in ongoing accounting. Items 
such as amortization of b ir value adjustments and intangible assets recognized as par t of 
p1.1tchase accounting \vould require a1location betvlccn controHing an} noncontroHing 
shareholders and would then need to be "ccounted for separately in order to derive income 
attributable to each. Further, signi ficant challenges will be b eed in tracking goodwill related to 
noncontrulling iIl.tereS\S, since any goodwill created would be allocated to the aquirer' s 
f(.T,,-,rting unit and lose its separate identity. It is unclear what impact this will havc on goodwill 
impainnent testing [md how im painnent fix a noncontrolling iIltereSl would be calculated. 

Consistent with our view that the consolidated financial statemcl1ts arc for the benefi t of me 
cuntrolling shareholders (the "parent company" view), We qucstion the utility of applying the 
"tUH fair value" model and whether ihe benefits, if any, outweigh the significant operatio nal and 
financial burden thai constituents would innrr. We urge me Board to first resolve the 
fundamental debate over "parent company" view versus "economic unit" view befixe issuing a 
standard that uses the "economic unit" view as the lUl(kr!yi ug conceptual cornerstone. 
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Question 6 - Contingent Consideration 
Contingent consideration mechanisms are often negotiated to bridge differing views on the fair 
value of a business combination. As >"Uch, we find it <.;urious to mandate fair value accmmting for 
something that results directl.y from the inability of two parties to agree on fair value. In addition 
to introducing significant subjectivity into finao<.;ia! statements, the proposed accounting also 
requires contingent consideration to be m31'ked to fair value through earnings. This wouid lead to 
the potential expensing of amounts that are com ponents of all acquir<::r's purchase price. We fail 
to understand the rational behind such an outcome. \Ve wouid urge that contingcnt consideration 
conti[]ue to be recorded when the related contingency is resolved as currently required by FAS 
141. 

Question 7 - Transaction Costs 
We do not agree with the proposal to expense acquisition-related costs. In our view, such costs 
are 311 integral part ofthe purchase price - a[]d hence the fair value of the acquired business -
and should continue to be reflected as ouch through purch'h~e accou[]ting. The accounting 
proposed by the Board would effectively institute a separate model for transa"tion costs related 
to assets acquired as part of a husi.'1ess combination (expense) and those related to assets 
acquired outside of a business combination, such as a direct acquisition of fixed assets 
(capitalized as part of asset). We are troubled by the notion that the fonn of a tnUlsaction would 
influence the accounting for a particular cost. 

Question 8 - Measuring and Recognizing the Assets Acquired and 
Liabilities Assumed 
Contingencies 
We disagree with the proposal to deviate from the existing franlework for accounting f;:JT 
contingencies in business comb inations. In addition to concerns surrounding practical (Uld 
reliable fair value measurement of such contingencies, tbe ~'Ubsequent marking of contingencies 
to fair value under the proposed rules would result in two different accounting models being 
applied to the same cxposure pro;l'ectively, depending on whether it was acquired as part of an 
acquisition or resulted as part of ,ill entity's nonnal-course operations. We believe this could lead 
to contllsioll among, rather than benefit for, readers of financial statements. 

Loans 
We disagree with the recording of acquired loans at tlrir vaiue and the elimination of the 
acquirce's valuation allowance. Such accounting would render an acqllirer's loan ratios and 
statistics incomparable with peers following an acquisitbn. Such a disconnect would only 
increase for more active aequirers. We are also CDnccrned wit'! the lack of &'llidance on 
pro~;pective accounting for loans acquired in business combin ations fUld expect constituents to 
face significant practice iss[]cs. 

Restructuring Costs 
~-.... 

l We disagree with the proposal to expense restructuring costs. As with transaction costs 
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(discussed .in Question 7), such costs arc integral components of the purchase consideration and 
arc essential detenninants of fair value and, tht,'refore, should continue to be capitali zed at 
acquisition. 

Question 10- Recogni tion of Gain or Loss on Noncontrolling 
Investments Held Prior to Acquisition 
We disagree with the proposal to remeasure previously acquired noncontrolling interests at fair 
value, and the resultant rew!,'nition of a gain or loss in earnings. We fail to see how the 
acquisition of an additional ownership stake that resul ts in control is a trigger for a realized or 
realizable gain as contemplated by paragraph 83 of Concept Statement No.5. As with the 
"econom ic unit" view that underlies much of the conceptual basis for this Proposal, we believe 
this topic warrants further consideration within the Conceptual Fram ework project before 
making significant changes to existing practice. 

Question 13 - Measurement Period 
Wc disagree with FASB's proposal to reHecl adjustmenl~ to provisional amounts through 
restatements. This proposal would create a daunting opnational and reporting burden, especially 
for constituents that are active aaluirers, with questionable bm efit to users of financial 
statements . We believe that the objective o f the proposed change - informing users of any 
material adjustments to the initial purchase price allocation - is already being nrt by the 
disclosure reljUirements ofFAS 141. 

Question 15 - Disclosures 
We generally believe that the additional disclosures required by the Proposal will pose a 
significant burden to financial statement preparers. Though we are in favor of increased 
transparency for the benefit of fLDancial statem ent users, we strongly believe that volumes of 
additional disclosures would require significant cost and time and would be particularly onerous 
for acti ve acquirers . 

Other -Intangibie Assets 
We are confused by F ASB' s proposal to require the recognition of a right that the acquirer had 
previously granted to the aequiree to use the acquirer's recognized or unrecognized intangible 
assets. In our view, this is inconsistent with '\110 ofFAS 142, Goodwill and Other llllangible 
Assets, and could effectively result in the recognition of internally generated intangibles (e.g., 
brand -name). 
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