























Exhibit 2
Excerpts from Prior FRC Comments Letters Regarding Contingent Assets and Liabilities

IMA-FRC Comment Letter regarding IAS 37 dated October 6, 2005

While we respect the theory that probabilistic distributions of outcomes can approximate fair
value for certain types of transactions, it does.not necessarily follow that adopting such a theory
for broad-scale use in the recognition and measurement of contingencies will represent an
improvement to the financial reporting model. By definition, contingent assets and liabilities
often do not lend themselves to observable market values because they are not frequently
exchanged or sold. As demonstrated by the challenges associated with the adoption of standards
such as FASB Statement No. 143 for asset retirement obligations, significant difficulties can
result in practice from the application of such measurement principles. Importantly, such an
approach may be prone to abuse and create additional challenges relative to auditability. The
impact of the changes being proposed is far-reaching, and we believe additional research and
analysis is warranted to ensure such a change will represent an improvement in financial

reporting.

Given that FRC does not agree with the proposed changes to accounting for contingent assets
and liabilities within the scope of a business combination, it is logical that we would not support
such a change in the broader context proposed by the IASB. At a minimum, the IASB should
not make such broad changes to the accounting model without the benefit of the full due process
of the business combinations proposal — and possibly even some experience after adoption to
evaluate its impact on financial reporting, if the current proposed approach to contingencies 1s

not retained.

IMA-FRC Comment Letter regarding SFAS 143 dated September 8, 2004

We are requesting reconsideration of this standard because we are unable to determine the
required measurement for certain types of asset retirement obligations, particularly obligations
related to retirement activities that are conditional on an indeterminate future event occurring
(“conditional obligations™). These obligations include but are not limited to, owned property for
which there is no present requirement to begin remediation, removal of structures from leased
property, and other similar retirement activities. It is simply not possible to measure the fair
value of such conditional obligations with any degree of reliability. Moreover, if recognition
were compelled by the issuance of the forthcoming Interpretation, it would not faithfully
represent the true nature of the obligation. This is the case because there is no event or decision
that makes the retirement of the asset probable in the foreseeable future and thus would enable
companies to reliably estimate the timing or amount of cash flows. Because conditional

obligations can often be postponed indefinitely, we typically do not know when retirement
activities would commence, when they would be completed, what methods would be used to
effect settlement, and other important information that is necessary to measure the obligation

accurately.




IMA-FRC Comment Letter regarding FIN 47 dated July 30, 2004

We fundamentally disagree with the Board’s conclusion that the uncertainty surrounding the
timing and method of settlement should be factored into the measurement of the liability at fair
value, even when the retirement activity is conditional on a future event. In the examples cited
by the interpretation, we believe that the conditional future event is the obligating event, not the
act of contamination or the purchase of property containing asbestos. Further, we believe that a
liability is not reasonably estimable until the uncertainties surrounding the timing and method of
settlement are sufficiently clear that it is practicable to perform discounted cash flow scenarios
with probabilities that are derived based on known facts, rather than on speculation.

Combined FRC/CCR Letter dated March 21, 2005 on the Financial Accounting Standards
Board’s Staff Drafts (the “Drafts”) on Consolidated Financial Statements and Business

Combinations (a revision of FASB Statement 141)

By definition, contingent assets and liabilities often do not lend themselves to observable market
values because they are not frequently exchanged or sold. In fact, in paragraph B182 of the Basis
for Conclusions in FAS 141 (which is a carryforward from paragraph 31 of FAS 38), the Board
acknowledged that: “...the fair value of a preacquisition contingency usually would not be
determinable.” We agree that certain contingent assets and liabilities’ fair values are
determinable because they typically are supported by historical analysis, such as warranty and
workers compensation insurance related reserves. However, we believe there are significant
practice issues in the application of such a model to all contingent assets and liabilities. If such
contingent items are based on observable market values, historical analysis or if, as described in
footnote 14 of FAS 141, a contingency is used in determining the total consideration, then we
believe that fair value would be determinable. However, for certain other less frequently
occurring contingencies, such as litigation, environmental remediation and contractual claims, a
FAS 5 model coupled with an appropriate allocation period enables preparers to evaluate and
properly record these contingencies in the purchase price allocation. These contingencies,
particularly legal claims, can be for significant amounts, are subjective in nature and often take
years to resolve. For those contingencies where a fair value or probable amount cannot be
determined in the allocation period, we believe that the contingency should be disclosed with any

resolution, favorable or unfavorable, being recorded as a component of income.

We believe that most companies are using paragraph 40(b) of FAS 141 to account for their most
subjective preacquisition contingencies. Because the Board is requiring fair value to be the only
acceptable model for recording contingent assets and liabilities, it is likely that different
companies will come to different conclusions regarding fair value of such contingencies.
Companies will likely use the CON 7 expected cash flow approach, which is judgmental in
nature and the inputs used (e.g., probabilities) are often incapable of being independently
verified. In addition, since the fair value of the more subjective contingencies will be subsumed
in the purchase price allocation based on an average of expected outcomes, the final outcome of
the contingency will still need to be recorded and will create timing differences in the
recognition of the ultimate resolution of these contingencies. Each of these issues, further
discussed below, will result in significant practical issues to companies.



We believe that a CON 7 approach (expected present value) to fair valuing preacquisition
contingencies is destined for future financial reporting headlines, whether the result of
accounting misapplication or appropriate application of these principles, an important factual
determination that may be difficult to reach in many circumstances. Importantly, we know that
by definition, amounts assigned to contingencies will be wrong, since the amount recognized 1s
extremely unlikely to equal the amount ultimately settled/realized. We do not see how this will
aid financial statement users and suspect they would be troubled by this change. We also
question the auditability.of prebabilities on what will often be some of the most subjective values. -
analyzed in the acquisition. It is unclear how one could ever achieve the level of rigor required
in the preparation of financial statements around the use of a probability applied to a potential
scenario that is unlikely to occur. It is also unclear how an auditor would assess the

reasonableness of such probabilities.

Valuation Variability
Contingent assets, as defined, would include contractual disputes and claims, patent applications

and, arguably, in-process research and development. We have included an example (Example 1
below — Example not repeated for purposes of this exhibit) of a situation related to a pool of
outstanding contract claims whereby a reasonable fair value may be determinable because there
is a past history of recovery. In other situations, such as a claim under a contract or a new patent,
there may be no history upon which to rely. In these situations, a CON 7 expected cash flow
approach would likely be used. Under the current model, such assets would not be recognized

until realized.

In addition, the proposed guidance related to subsequent recognition of the assets categorizes

them into intangible assets and financial instruments. We believe the Board should look further
to see if all such assets would be deemed an intangible or a financial instrument. For example, a
claim for reimbursement under a contract dispute may not be considered a financial instrument,

nor would 1t be considered an intangible.

Contingent liabilities, as defined, would include normal and recurring operating accruals and
accruals for the more judgmental areas, such as litigation, environmental remediation, and
liabilities for removal of improvements at lease expiration. Operating accruals are typically
recorded based on a past history of recurring outcomes and, therefore, are susceptible to a high
degree of precision. For the more judgmental accruals, the ultimate outcome 1s often unclear. As
a result, under a FAS 5 model, a liability is not recognized until the amount 1s deemed probable
and estimable. As illustrated in Example 2 (Example not repeated for purposes of this exhibit)
below, under a fair value approach, even if it is remote that a company would have to pay a $5
billion litigation claim, the fair value of the contingent liability would be recorded. Using a CON
7 expected cash flow approach, the company would record $500 million in purchase accounting
and when the contingency is ultimately resolved the amount would be reversed into income.
Alternatively, if it was highly probable that a $5 billion claim will be paid, the amount recorded
in purchase accounting would be less than the probable liability because there is a slight chance
such amount would not be paid. We believe that the current guidance, utilizing a FAS 5 model

and disclosure provides a better and more operational model.

Ongoing Income Statement Variability
If it was the intent of the Board to record preacquisition contingencies sooner than they would

have otherwise been recorded, this proposal does not necessarily achieve that goal. For example,




in a CON 7 expected cash flow approach, the asset or liability that is recorded is an average of
expected outcomes, not the amount that is expected to be received or paid. As presented in
Example 2 (Example not repeated for purposes of this exhibit) below, the expected outcome is
zero, but under this proposed guidance $428.7 million would be recorded and subsequently
reversed into income when the contingency is ultimately resolved. Under the FAS 5 model, if the
probable amount was determined in the allocation period, that amount would be recorded in
purchase accounting. If it was not determinable, the amount would be disclosed.

If the Board ultimately concludes that fair value is the only acceptable model, we do not believe
that such preacquisition contingencies should be adjusted to fair value each period but rather
should be subject to adjustment based on changes or triggering events, not simply passage of

time.




