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LETTER OF COMMENT NO. 8(p

Stzanne Bielstein

Director of Ma;or Projects. and Tecbmtai Actmues
Financial Accounting Standards Board’

401 M&rﬁtt 7

‘PO an 51 16

fNarwaik Connecticut 06856-5116

File Reference No. 1025-300

‘FASB Statements Mo. 87, 88, 19& and ‘ESZ{R}"
Dear Ms; Bielstein;

Nortet Networks; Inc. (Nortel) is a publicly traded corporation and a global supplier of
communications equipment, software and services, serving both telephone service provider and
business enterprise customers. While we are headquartered in the Greater Toronto Area, our
securities are traded on the New York Stock Exchange {in addition:to the Toronto Stock
Exchange }, we follow accounting principles generally accepted in the Umted States of America,
and we file Annual and Quarterly Reports on Forms 10-K and 10-Q with the Securities and
Exchange Commission. ‘We have company-sporisored defined benefit pension plains and other
post:retirement plaris’ in numerous cothtries; Nortel supports the Board’s attempt to improve
the transparency.and undexstandah)i& of the costs and obligations of providing post-retirement
benefits and appreciates. the oppartiinify to comment on the proposed Statement. Our principal
‘comm&nts regarding the recognition f ajected beneﬁt nb%igaﬁon and compression of the
measurement date are summa‘nzeﬂ it th ‘of thls tter and we have attached an Appendix
containing responses to the' specific issues raised in’ ‘the Notice for Reciplents:
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Projected Benefit Obligation

The recogn'ition of ‘unrecognized actuariat gains and fosses and unrecognized prior service
costasa ‘component of other. ccamprehenswa income is a sig ‘iﬁcant step:in bringing
transparency to the financial statements; however, the’ recognition- 1in the financial
statements.of a projection, that is, a pro}gcteé bseneﬁt obligation that: includes future
increases in compensation asa component of its measurement, does notresult i @n
accurate picture of the true liability as of the. balance sheet date. Future salary increases
do not represent promises made to employees a ot “present obligations” of the
emplover, as required under. the definition of Uabilities in Statement of Financial
Accounting Concepts No. 3, paragraph 35.

We note this measurement isue has been excluded from the scope of the. proposed
statemnt and will be mcludeﬁ inthe semnd phase of thzs pmjezt. We: {urge the Board to
reconsider this decision, out of respect for usérs of finahcial statements as well as its own
due process. 1t would create significant corxfusinn for users to see obligations based on
‘one measurement. tﬁday and potentially another mamremem ‘several years fmm oW,
Further, the discussion of this ‘scope decisfon fiv the Basis: for Conclusions is trmshﬁng in
several respects First, the assertion is madé i in paragraph Bi6 that the proposed
Statement does not change the basic approach to measuring benefit obligations, when this
aspect af the "basic apprcach " i5 ased mly for disclosire. Second, the discusszm in
paragraph. B17 seems, by quoting paragrnph 139 of Statement 87, to stigmatize those with
concern about the vaitmw of-this meastirement by ﬁrakfﬁg them to those who argued
against accrual accounting for pensions over twenfy years ago.

To illustrate our perspective on the measurement issue, a North American company could
agsume salary increases in future service-years to estimate” the projected benefit
obligatim asof a balancé sheet date of December 31-2006: For 2007, the COmpany may
decide to freeze the p{an at current. salary levels; which would redice’ mepmjerted
'benefil: obligation. Sucha unilateral decision, which is. becoamg mcreasmgly common in
North America, would not change the present obligation of the-employer because the
-employer Has no obligation to provide the undarlymg futiire salary increases,
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Like the-projected benefit obligation for pensions, the accumulated post-retirement
benefit. cbt‘igatim(m  for non-pension post-retirement benefits inciudes a portioh. that
does not. i ‘ : iabﬂaty ‘rhe APB@tnduﬁesz namv&steﬁ abiilties that

For: g, z oSt ettremeat medfcal
'ptan, ‘which action is aiESe b&cﬂnﬁng increasmgly common in Nm‘th America: Einployees
are not; ve:;ted n:those benefits and this would resuit inan immem »tee reduction in the
APBO for a unilateral action-that 5 not a'change in a present obligation,

Measurement Date

As stated earh@f,, Nortel has numerous individual defined benefit plans and other post-
retirement: pians g!obaﬁy that are: censoixdaxed for reporting purposes. These plans have
measurement dates that dmffer from tﬁe date: of our financial statements as atlowed under
Statement 87. We have. poﬁed our service previders, mcludmg asset trustees and
actuaries, to determine the amount of time required to prepare the year end accounting
information, and haye determinied that it will be extremely difficult to use a
measurement date that cmnmdes with our financial. reporting date of December 31% and
still mest the atcelerated 60-day filing deadline for ‘our 2007 Annual Report on Form 10:K
to the SEC, as discussed in more detail below,

'Whﬂe some work can be performed prior to the measurement date, the discount rate,
,asset values, and ::asiaﬁaws cannot. be obtained unttl the measuremem dm. 31: has

:va{ues of pian axets ﬁ"x}m t?se trustees i3 takes an average nf? &ays aﬁer the-
heasurement. x:fate, _ glate and an&iyze the discount rate using 'c:ash f"iaw matchmg
techniques sugge te&bythe SEC and an additionat 5 - 10 days f ctuary. ‘
the obligation usingthe aiapra\fed d1scmmt rate; At the earljest, Hortel'w
‘information to record the year: end assets and obligations 20 days. after the 'masummnt
date, All analysis of the: information, recording of the entries, and external -audit of the
caleylation would take place late in the year-end reporting. cycle leaving very little time
for & complete and ‘thorough analysis of the data. This challende is compounded by having
‘multiple defified benefit plans in multiple countries,




After the obligation and assets are properly recorded, the: disclosure wotild need to'be
prepared: Ouf actuarieshave informed us that. wot;l take another ‘w = 15 days tu provide
the remaining disclosure information. ‘Nortelw en have t

information and prepare the disétosure; which would :
after year end using the actuaries’ timelines. ,The sxtema& audizand er

that disclosure would then need tobe completed. As 3 Comparison, thﬁsrinformaﬁm iry
currentiy available 20 days after year end for external- audit. and external: reporting
purposes.

The above timelines assume the az:tuanai commumty has' adeqt:ate resources to prepare
the information-for all their clierts with a Decémber 31 year end, which we seriously
doubt; but about which we urge the Board to inquire. Our experience has been that.any
change to the normal annyal ca!.-,:ui;atmns especrauy related 19 Statement 88 accounting
for curtaitments, settlemems and/or contractual or special tenmnatmn‘beneﬁts requires
a repnonnzatmn and’ raalmcaﬁnn of resources by the actuaries, further chal%engmg the
timeliness of SEC fitings. Further, the cost 1mpﬁfatims of the inﬁustry-w:d& adjustment
the Board would have the actuarial community undertake are chilling.

Thie obligation calculationisa highiy complex catculation that currently requires much
preparation and anaiysis to ensure accuracy and: timely reporting, Obviously, the
timetines laid out above are not acceptable for the collection, processing, and validation
of data. Inorder to achjeve the multipte objectives of sherteningtheﬁmelines, ensuring
accuracy of the catculation and enabling timely ﬁlmg with the SEC, few approaches would
need to be-adopted. One approach could be. adopﬁng B two~stage process, in which
detailed: calculations are undortakert prim‘m year-end followed by a: more appmmate roll-
forward and adjustment at the actual year.end: This two-stage process would: require more
time and cost than a single calculation, but atiow any issues to-be fiushed out at'an early
stage In sorha instances the asset fair value data may nead to be’ extmpolated from parts
year figures and benefit. pagmaats may need to be eslimated, which compromises the
accuracy of the data-and contradicts the main gna! of using a ye&r«end measurement date.
if this provision of the' pmpesed Statement is miepted, it should be explicitly noted in the
Statement that estimates and extrapolations are. part of the process, so there is no.question
as to the trade-off required in using’a measurement date that coincides with the financial
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We appreciate the opportunity to comiment on the proposed Statément. If yoirwould tike

memmmﬁmrmmwmmmmtmm {505 863+
3653 or pkarr@nortel.com.

5iac§r'eiy,

Fax.iiw, K&f:
Wmﬁﬁﬁ, inc,

€ Michael S, Zafirofsky, wes;mmcmg Executive Offfc
Peter W. Curiie, Execu A




Appendix
Thie following addresses the specific issues raised in the Notive for Recipients.

Costs of Implemcntmg the: i’rup&sad Statement’s Reqniremenk to Eeengnize a Plan's
-ﬁverﬁmded of Underfunded Status in the Employer’s Statement of Financial
Position

Issue 1: The Board concluded that the costs- of implementing the proposed

requirernent to recognize the overfunded or underfunded statiss of @ defined benefit
gasnmmt plan in the employer's staternent of financial position would ot be
sighificant. That is because the amounts. that %ulé berecognized are presently required
1o be diselased in hotes to financial statem&n:s, and, therefore; new information o new
‘camputaiifms, other than those relited to income tax effects, would not bé required.

Do you agres that unplemenfatlmx of this pmposed Sia&emcm wou}ti not require
information {other than that related to income tax effects) that is not eady available,
and, therefore, the costs of implementation would not be significant? Why or why not?
(See paragraphs B20-B34 for thie basis for the Board’s conclusions.)

Response 1: We agrée that the information needed to record the amounts that would be
required under the Pmpafed Statement is available, so-the narraw comment above on cost is
correct, Howeyer, the discussion on Benefits and Costs in the Exposure Dratft Summary, and
in the Basis Df Conclusions in the proposed Statemens, understates the, -potentiolly. sibstantial
costs of conpressing the measurement.and.  financial statement dates, as. discussed in
connection with Issue 2below. Further, the use of the adjective "certain” to describe the
many companies that do not use the finaneial statement date as the medsurement date
betraysa Iac&: aof undersmndmg of this widespread practice.

“The Employer”s Measurement Date

Issue 2: Unless a plan is sponsored by a subsidiary that is consolidated using a fiscal
permd {hiat differs from the parent’s; this proposed Statement: would require that plan
gssets and benefit abhganﬂns be measured as of the date of the: &mplnyer '8 statement of
financial position, This proposed Statement would eliminate the provisions in Statements
87 and 106 that permit measurement as-of a date that is not more than three months earlier




thar the date of the employer's statement of financial position,
mmmmﬁﬁmplmmnnwmmmmm equireivent
&ﬁ‘ersxgmﬁcmzyﬁm&emmm&mom@rmmﬂk&mfmmﬂtm

zed as of the date of the statement of financial position? (See paragraphs B36~B40
&rrﬁxa pasis for the Board’s conclusions.)

R&manse 2 Subsfamz iniplementation issues, and attendant costs; would be created by
compressing the measurement and financial statement dates.. The details of these issuesare
included in fke&aaﬁrqftke Iewabawmaﬁsmmaﬁwimfoims
s The measurement of these assety and linbilities contains o complexity that does not
exist with aiher assets and liabilities
& Discountrate, asset values, and cash flows cannot be obtained until the measurement
ﬁam{ and i} takes actuaries an estimated 20 days afier he measurenent date to
nalile
» Disclosure data takes an additional 10— 15 daﬁﬁrmmﬁ to prepare
s Analysis, recording, wnsoficfa&aa, external auéts and SOX cemﬁmnon of the data
recorded and disclosed must then take place”
. Acrmrrm! compnity must have adequate resources to handle volume ai December
Fst
s Reporting period would allow no room for complexity due to SFAS 88 accounting
. fﬁme&t SEC filings will be challenging
« Shortening. Qf these rxmelm Jeopardizes accuracy of calculation.

Effective Dates and Transition

Recognition of the Overfinded or Underfunded Status

Issue 3(aj: The Board"s goal is to issue a final $tate:mmthy Septmberzmﬁ The
;m:pésad requirement 1o recognize the over- or underfunded statuses of defined benefi
; _;‘tplmsweul&ﬁewﬁ@c&wfmﬁmaiymmmmw 15, 2006.

etrospective application would be required unless it is deemed impratticable-for the
tensos discussed below.

An entity would be exempt from retrospective application only if the entity
determines that it is tmpmﬁﬁ%hmwsmemimbﬂﬁybfdmm assets that
would be recognized in ‘prior periods as a result of applying the p:o;mseﬁ Statement,
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Should the Board provide an impracticability exemption related to the assessment of
the: wahzabxhty of deferred tax assets? Why or why not? Are thiére other reasons that
tetrospective application: rmght inptacticable that the Board should be aware of? (See
paragraphs B61-B64-for the basis for the Board’s conclusions.)

Response 3{a); We do not have any.objection fo an impracticelity exemption related to the
assessment of the realizability of o deferred tax asset. Retrospective application does reguire
m;fdmvml resources pnd we suggest limiting the retrospective period 1o 3 yegrs. alfamng a
conipany to provide more years ‘of comparable data without having to restate all years in
Sfrvesyear summary.

Issue 3(b): Sonte nonpublic entifies (and porsibly some public entities) may have
contractual arrangements other than debt covenants that reference metrics based on.
financial: staterent amounts, such as book value, remm-an»eqmty, dnd dabtwm@qmty
The caleulations of those metrics are affected by most new acc&un&ng standards,
including thisprcpased Statmt.

The Board i interested in gathering information for use in determining the time
required to m;plemcnt this proposed Statement by entities that have such artangements
other than debt covenants. That: information includes {a) the types of contractual
arrangements that would be affected and what changes to those arrangements, ifany,
wault:i need o bc ceﬂssdemé, {B} imw ﬂm womnm siams of postretsrement piaxzs that is
(r.:} haw tha sﬂ‘ects of ihe ciirrent wqmmnt i Statement S’i t rwogmzﬁ a mmmum
pension Hiability previously were addressed for those contractual arrangements. (See
paragraph B65 for the basis for the Board’s conclusions,)

Response 3(b): We do not have any contractual arrangements that include covenants that
would be affectzd by this proposed Staterent.

Measurement Date

Issue 4:This proposed Statement would require a public entity that currently
measures plau assets and benefit obligations as of & date other than the date of its
statement of financial position 16 implement the change in measureiment dite as of the




beginning of the fiscal year beginning after December 15, 2006. If that entity enters into %
transaction that results in a settlement or experiences an e causes & curtaitment i
the last quarter of the fiscal year ending after December 1: it gain or
loss would be recognized in eamings in that quarter: Net periodic benefit cost in the year
m,wiuch the measurement date is changed would be ‘based an measurements as of the

- f that year.
Aremam aﬁy specific impediments to nplemsntation that would make the
proposed. effective date impracticable for a publi W W uld @ dalay in
implementation to' fiscal years ending after Dec ' 3
zmpeduneais? (See paragmphs B66-B69 for the basis for tha Bo&r&’s conélusions 3

Respau.se 4: Specific and serious practical impedimen(ts are detailed in the body of this
menio-and summarized in response to Issue 2 above, Perhaps we misunderstand the
question, bt we do not undam:and sﬁiﬁz}tg a requirement from years b@nnmg aﬂer
December 31, 2006 to those ending afier December 31, 2007 10 be & delay. In any event, o
one-year delay in the eﬁ‘mwe dates will not. s&fw the serious issues we have attempted to
articulate herein.

Not-for-Profit Organizations and Other Entities That Do Not:Report Other
Campxghensive Income

Tssue §: This proposed Statement would apply to nct~fbr—pmfit orgamzaﬁnm and

sther e}iilili‘:ﬁ that do not teport other campm}wﬁswe mcome in accordance with the
provigions of FASB Statement No. 130, Reporting Conig rehensive hicoe; Pamgmphs T
13 of this pmpascd Statement provide: guidance for. reporting the actuarial gains and losses
and the prior service costs and credits by those orga izations dnd entities,
Do you agree that those standards provide apy i arice for such entities? If

not, what additional guidance shou}d be: pmwﬂad‘? {See pamgmphs B33-B58 for the basis
for the Board’s aanciusiéns)

Response 5: As stated above, we do rot support the guidance in the proposed Statement, but
dre not aware of any redson why the ultimate gusdance should riot be. applied to such entities.
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