






Question 5-Do yo" agree that any galll or loss resuiting from tlte renleasuremellt ofa retained 
i"w'stmellt in a/om,er subsidiary should he recognized bl btL'ome ".fthe peri(Jd? I/,WI, what 
alternative lin you propose i11ltl why? 

Resp01lse: Yes. We agree that any gain or loss from the remeasurement of retained investment in a 
fanner subSidiary shouid be recognized in income of the redod. The Board stresses in paragraph B33 of 
the ED that in the situation resulting in the remeasurement "the parent-subsidiary relationship ceases to 
exist and an investor-investec relationship begins." 

Accounting Principles Board Opinion (APB) No. 18, The Equity Method of Accowrtingfor Investments in 
Common Stock, indicates in paragraph J 9(1) (hat the total gain or loss recognized on a sale of stock of an 
investee should be accounted for as " the difference at the time of sale between selling price and carrying 
amount "ft be stock sold" rather than as the Board proposes in paragrapb 27 ufthe ED,. which is ll'lc 
ditTerence between the following: 

a. 11,e aggregate of (1 ) the fair value of the proceeds, if any, from the transaction that resulted in the 
loss of control and (2) the iair value of any retained investment in the former subsidiary at the 
date control is lost. 

h. The parent's interest in the former subsidiary's net assets at the date control is lost, which 
includes its' share or the other comprehensive income of the former subsidiary. 

Although APB No. 18 does not require remeasurement ofthe retained investments in investees, we agree 
wi th the Board's argument in paraf,'Taph B33 of the ED that reporting the retained investments at iilir 
vaiue IS more representational1y faithful and pro vides users of financial siatemento; Inore accurate and 
timely information about the value of the retained investments. 

While we agree that the gain or loss resulting ITom the remeasurement of a retained investment in a 
fomler subsidiruy should he recognized in income of the �p�e�J�~�o�d �,� we do not agree with the proposed 
recognition of the tota1 gain or loss associated. \vith a loss of control. The galn or loss resulting frOD 1 a 
loss of control consists of two �c �0�1�n�p�(�J�n�e�n �t�s�~� (1) the p011ion associated with a reduction in ownership up to 
the last point where control may be maintained (e.g., 50.1 %) and (2) the portion associated with a 
reduction in ownCTship below that point (e.g., 50%). 

As vas AG points out in its response to issue 8 in i ts comment letter to the October 2000 ED, 
Accuul1tingf(}r F inancial instnl.fnems with Characteristics oj Liahilities, Equity, or Both, the Board 
requires different treatment of, in substance, the same transactions. The Board prohihits in paragraph 23 
of the ED recogniti on of a gain or loss associated with a change in ownership if control is maintained and 
treats this transaction as an equity tnmsactioD_ The Board, �h�o �w�t�:�v�e�r�~� requires recognition of a gain or loss 
on the fi rst component, described �a�b�o�v�e �~� when the componc:nt �i�~� in cluded in a total gain or IO :is resulting 
from a loss of control. Such different treatment of changes in ownership associated with a Joss of control 
is internally inconsistent and conceptually improper. We, therefore, urge the Board to treat changes in 
ownership up to the last point where control may be maintained consistently (i .e., as equity transactions) 
whether the overall effect of the transaction is a loss of control or not. 

Questioll 6-Do you agree with the proposed guidance for determining wllether multiple arrangemellts 
.d:ould he accoullted/or liS 11 sillJ;i u arrangement? �~�r�!�E�(�J�t�~� what alternlltive do YOll propose and why? 

Responu: Yes. We agree with the proposed guidance outlined in paragraph 29 ofthe ED that requires 
treatin g muhiplc anangements a..:; ;j stngle arrangernent if one of the following fiictor:i �i�~� present: 
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Question IO-Do you agree that a recondUctioll of the challge,s ill the no""olltrolling 
interest should be required? Ifnot, why? 

Respot/se: Yes. We ,upport the Board 's conclusion that an entity "'~th one or more paltially owned 
subsidiaries should provide a reconciliation of the changes in the noncontroEing interest from the amount 
reported in equity as ofihe beginning of each reporting period to the amount reported at the end of each 
reporting period. We also agree with the requirements specified in paragraph 30(c) and illustrated in 
paragraph A8 of the ED to provide the reconciliation in the consolidated statement of changes in equity, if 
presented. otherwise in notes to consolidated financial statements, and to have the reconciliation 
separately disclose: 

1) Net income attributable to the noncontrolling interest. 
2) Investments by and distributions to the noncontroUing interest acting in their capacity as owners, 
3) Each component of other comprehensive income, 

According to paragraph 10 of APB No. 12, Omnibus Opinion--1967, "disclosure of changes in the 
separate accounts comprising stockholders' equity (in addition to retained earnings) and of the changes in 
the numher of shares of equi ty securities during at least the most recent annual liscal period and any 
subsequent interim period presented is required to make the tinancial statements sufficiently informative" 
when "both financial position and results of operations aTe presented." The opinion further explains that 
the disclosure of such changes "may tak~ the form of separate statements or may be made in the basic 
financial statements or notes thereto." Thus, the reconciliation ofthe changes in the noncontrolling 
interest should clearly be provided as the ED states, given that we agree thaI the noncontrolling interest is 
part of the equity of the consolidated entity. 

Furthermore, SFAC No, 5, Recogniiion lind Measurement in Financial Statements of Business Enterprise, 
says in paragrdph 55 that "statements of comprehensive income and statements of transactions with 
owners together inclnde all changes in eqlut'j (net assets) recognized during a period." SFAS No. 130, 
Reporting Comprehensive income, describes the term comprehensive illcome in paragraph 10 as the total 
of all other comprehensive income and net income. Therefore, (l) net income attributable to the 
noncontrolling interest, (2) investments hy and distributions to the noncontrol1ing interest acting in their 
capacity as owners. and (3) each component of other comprehensive income would be necessary items to 
include in the reconciliation of the changes in the noncontrolJing interest. 

We find the illustration presented in paragraph A8 ofthe requirements in paragraph 30(c) of the ED 
helpful in understanding the compliance with the requirements. 

Questioll II-Do you agree that disclosure of a separate schedule that shows tile "!feets of any 
transoctions with the Iwnconlrolling illterest on the equity attributable to the COli trolling i1lterest 
should be required? Please pro" ide the basis for your positioll. 

Response: Yes. We agree with the Board's requirement to disclose a separate schedule that shows the 
effects of any transactions with the noncontroHing interest on the equity attributahle to the controlling 
interest. 

Users of consolidated financ ial statements, pali icularly investors and creditors of the parent, are 
especially interested in changes in equity because "equity ranks after liabilities as a claim to or interest in 
the assets oflhe Icombined] enterprise" (as explained in paragraph 60 ofSPAC No. 6). Knowing prior 
changes in equi ty due to transactions wi th the noncolltrolling interest wouid give the users an opportunity 
to more accurately forecast future equity transactions, while having the current infommtion would enable 
the users to confirm or correct prior forecasts. The former would add predictive value, and the latter 
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would add feedback value to the infonnation related to changes in equi ty, as defined in SFAC No. 2, 
Qualitative Characteristics of Accounting Information. Para!,'faph 51 of the same SFAC also points out 
that " li)nformation can make a difference to decisions by improving decision makers' capacities to predict 
or by confirming or correcting their carlier expectations." 'Thus, effects of transactions with the 
noncontrolling interest on the equity attributable to the controlling interest are clearly rel evant to the users 
and, therefore, should be disclosed as the proposed requirement stipulates. According to the Board 
minutes of the August 2003 meeting with users o[financial statements regarding the issues raised in the 
ED, the users believe the proposed schedule would add transparency to the transactions of wealth transfer 
between controlling and noncontroliing equity holders. We concur. 

Although the IASB decided not to require the disclosure of such a schedule, the IASa requires providing 
this infomlution either in the statement of changes in equity or in the notes to the financial statements in 
its Exposure Draft of Proposed Amendments to IAS 27, Consolidated and Separated Financial 
Statement, which should be sufficient for international comparabili ty of similar information . Another 
issue that the FASB and the IASB did not completely agree on was how the cffects of any transactions 
with noncontrolling interests would impact EPS amounts. 'Ole FASB proposes in paragraph 30(d) orthe 
ED requiring entities to disclose an additional per-share measure in the schedule that includes in the 
numerator the effects of any equiPJ trdnsactions with the noncontrolJing intL"I"est. The IASB proposes in 
its Exposure Draft no requirement for such a calculation but does not preclude any entity from disclosing 
the added per-share metric . We agree with the FASB's proposed requirement of the additional EPS 
amount because this amount would be relevant to users interested in possible effects of equity 
transactions with noncontrolling interests on the performance of the parent. We believe the beneti ts of 
the additional information provided in the schedule would be larger than the costs associated with the 
reporting and auditing this inforw.ation in the long run. 

We believe the illustration of the proposed rC<J.uirement in paragraph A9 of the ED is helpful in 
understanding the proper disclosure because such a schedule has not been required before. 

Question I}-Do you agree that disclosure of the gain or lo.~s recognized on the loss of control of a 
subsidiary should be required? If not, wilY? 

Response: Y cs. We agree that disclosure of the portion of the gain or loss related to the remeasurement 
of the retained investment should be pre~ented separately from the disclosure of the total gain or loss 
recognized. 

First, such disclosure would shed light on the sources of the total gain or loss (i.e., remeasuremen! of the 
retained investment in a subsidiary and the proceeds, if any, from the transaction resul ted in the loss of 
control) recognized in L'1e income statement. Information about earning is "the primary focus of financial 
reporting" and is usetl ll for users of consolidated financial statements assessing financial perforrP.ancc of 
an entity, as iHustrated in our response to question 9 above. Second, consolidated financial statements 
would be more comparable internationally because the IASB requires in paragraph BC16 of its Exposure 
Draft of Proposed Amendments to lAS 27, Consolidat<,A and Separated Financial Statements, that "the 
amount of any gain or Joss arising on the loss of control of a subsidiary, including the amotmt of any gain 
or loss arising on the remeasurement to fair value of any retained investment in that former suhsidiary, 
should be disclosed." 

Question i3-Do you agree witl. the p roposed tTallsieion requiremellts? If not, "'hat aiterllative do you 
propose and why? 
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Respollse: Yes. We agree with the proposed transition requirements. 

We believe the hoard is acting pmdently and fairly in its requirements for retrospective application. 
P h ·'· " c'F' C - T ~ () I ' . ". ' . " , .. , " . . d' " aragtap, 111 0 1 .J .. ""'\. : ~O, ,:. , _ua Ilatl ve LJlaractens[~ cs OJ h ccoUtllrng JIuormatw n, Ul lcates dUtt 
H-informaiion ahout an enterprise gains greatly in usefulness jf it can bi;: cOhlpared with simi lar 
information about other enterpri ses and with simi lar infonnation about the Saine enterprise t()r some other 
period Of SOUle othcr po_int in tilne." Thus, the Board fL~ognized accordingly in paragraph B4S of t-he ED 
lhat retrospective nppljcation WOUld tnlprove c-omparabihty ofinlo!TIlation presented in consohdated 
financial statcnlents across enti tles for SOD1C time periods. In thc sanlC parazraph, it jdenti ticd ccrtain 
sirJ.ations in which it would be itnpractical to make rctro~pecti vc application. For the purposes of 
inlproved comparability anc usefu b ess of infoffilaiion displayed in financial sta tetnt3nts, \ve fully support 
the proposed transition requirement 

Sincerely, 

/,rvl .. }itv .. JV£ • • 
Mark urdick 
E-rnaiI: burdickmark(Q.g!naii.eonl 

.i' .. __ ,b< " -' -__ <>"-""'!:~" ~::1 -

S~ott Geans 
E-mail: sgeans@alumni.indiana.edu 

f",h!~--<j(~ l:r~ I' 
Ka1etina Hughes --E-mail: cghugbes@indiana .edu 

/" #' ~ , 
w~«- ' (/; f..,,-, 
Taku lnaba 
E-mail: takl~t:a.rth(£I~hotm~~..:~Q!.I1 

'X. ' c&-t~- . f!t;t~~ 
Khadija Omer ' 
E-mail: komer(,Ujiupui.ed;L __ . 
~-------:7 ........ _-----.-- ....--.-..-- --'!:"--
~--

Feng Xu ,. 

E-mail: lXu@.angelJeam ing.com 
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