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should be included for the tax related to significant unusual or
extraordinary items that will be separately reported or reported net of
their related tax effect in reports for the interim period or for the fiscal
year. - ~

FAS No. 109, likewise rejected the discrete approach to interim reporting as
indicated in paragraphs 190 and 191 of this Statement:

The accounting requirements of Opinion 28 are based on a view that each.
interim period is primarily an‘integral part of the annual period. Tax
expense for interim periods is measured using an estimated annual
effective tax rate for the annual period. Opinion 28 explicitly rejects the
discrete approach to interim reporting whereby the results of operations
for each interim period would be determined as if the interim period were
an annual period. The Board’s asset and liability approach to accounting
for income taxes for annual periods, however, is a discrete approach that
measures a deferred tax liability or asset at a particular time.

The Board decided not to reopen the subject of interim accounting as
part of this project and did not reconsider the general approach in
Opinion 28 to accounting for income taxes in interim periods. As a result,
most of the requirements of Opinion 28 remain unchanged. The Board
concluded, however, that some changes were necessary because of the
basic principles encompassed in this Statement.

FAS No. 109 paragraph 194 requires certain limited modifications to APB
Opinion No. 28 to recognize tax effects of (1) changes in tax laws or rates or (2)
changes in valuation allowances in the interim period in which such changes
occur rather than allocating such tax effects to subsequent interim periods.

Measurements of a deferred tax liability or asset for annual reporting are
subject to change when enacted tax laws or rates change. Likewise, a
valuation allowance is subject to change when a change in circumstances
causes a change in the judgment about realizability of the related
deferred tax asset in future years. For interim reporting, the Board
believes that the effects of those changes should be recognized as of the
enactment date for a change in tax law or rate or as of the date of a
change in circumstances for a change in valuation allowance and should
not be allocated to subsequent interim periods by an adjustment of the
estimated annual effective tax rate for the remainder of the year. Thus,
in effect, there is a catch-up adjustment for the cumulative effect as of the
date of the change. The effect of the changes in tax laws or rates and
changes in judgment about the need for a valuation allowance on income
or losses for future interim periods, however, is reflected by an
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adjustment of the estimated annual effective tax rate for the remainder of
the year.

These limited modifications to APB Opinion No. 28, however, were the only
exceptions to the continued application of the integral method under FAS No.
109. Accordingly we do not agree with the proposed use of the discrete method
for recognition of changes in judgments regarding the realizability of tax
benefits. |

We understand there have been recent discussions among the FASB, SECand" ©

others regarding accounting for inter-period income tax allocation for interim
reporting. We also understand the SEC has begun to challenge companies
where tax adjustments of prior period tax liabilities have been incorporated in
the determination of the effective tax rate for the current fiscal year rather than
recognizing the full impact of such changes immediately in the current quarter.

Contrary to the positions expressed by these groups and statements in the
Board’s Proposed Interpretation, the integral method of inter-period income tax
allocation is the long-established, prevalent method of accounting for income
taxes in interim statements. Furthermore, we think the integral method of
accounting for inter-period income tax allocation continues to be the most
appropriate and meaningful method of determining the tax provision in interim
financial statements for a number of reasons.

e The inherent inability to determine the actual tax liability for interim
periods undermines the conceptual validity of the discrete approach. The
discrete approach is fundamentally impracticable. For example, this
would effectively require the calculation of the net tax liability for all
global tax jurisdictions on a quarterly basis, an undertaking which would
be totally impracticable for most large multinational corporations. For
example, in fiscal 2004 alone, CSC filed over 12,500 tax returns in 140
countries. The vast majority of these were filed on an annual basis.

e Accounting for certain elements on a discrete basis and others on an
integral basis is not meaningful. Piecemeal application of the discrete
approach to only certain of the elements involved in the tax provision fails
to provide a sufficiently comprehensive framework for meaningful
representation of a company’s tax expense and liabilities at any interim
period within the year.

e The integral method is more nearly consistent with the prospective
method of accounting for changes in estimates. Even changes to estimates
of prior year tax provisions are, in fact, part of the current year’s
provision, unless a change represents correction of an error sufficiently
material to require treatment as a prior period adjustment. Income taxes
for substantially all jurisdictions are based on annual tax periods. The
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tax provision for each year must take into account the uncertain and
changing nature and status of events and transactions which will give rise
to tax liabilities and benefits throughout the year.

As indicated above a companyv. may execute tax planning strategies,
consummate related transactions and take other actions throughout the
course of a year which raise or lower tax rates, not only for the current
quarter, but also all prior and subsequent guarters in a given tax year.’
In many ways, accounting for corporate tax provisions is similar to
accounting for incentive compensation. Incentive compensation is
accrued based on the total projected bonus award by applying a
composite percentage factor to the earnings or other relevant objectives
recognized each quarter. Similarly, in accounting for corporate taxes, a
composite or effective tax rate is developed based on the total projected
taxes for the year, taking into account all relevant facts and
circumstances and any necessary assumptions. This effective tax rate is
then applied to quarterly earnings to determine the tax provision for each
quarter.

In summary, the integral method best enables the company to incorporate the
full range of issues which ultimately affect the company’s tax provision for the
entire taxable period. As a result, the integral method provides more
meaningful, predictive information as to the operating results and outlook of for-
profit companies.

Interest and Penalties

Issue 9: The Board concluded that if the relevant tax law requires payment of interest
on underpayment of income taxes, accrual of interest should be based on the
difference between the tax benefit recognized in the financial statements and the tax
position in the period the interest is deemed to have been incurred. Similarly, if a
statutory penalty would apply to a particular tax position, a liability for that penalty
should be recognized in the period the penalty is deemed to have been incurred.
Because classification of interest and penalties in the income statement was not
considered when Statement 109 was issued, the Board concluded it would not
consider that issue in this proposed Interpretation. (Refer to paragraphs B37-B39 in
the basis for conclusions.) Do you agree with the Board’s conclusions about
recognition, measurement, and classification of interest and penalties? If not, why
not?

We agree with Board’s conclusions concerning recognition, measurement and
classification of interest and penalties but suspect in most cases penalties will not
be applicable since a tax position subject to imposition of penalties would
generally not meet the recognition threshold.
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Disclosures

Issue 10: The Board concluded that loss contingencies relating to previously
recognized tax positions should be disclosed in accordance with the provisions of
paragraphs 9—11 of Statement 5. The Board also concluded that liabilities recognized
in the financial statements: pursuant-to this proposed Interpretation for tax positions
that do not meet the probable recognition.threshold are similar to contingent gains.
Therefore, those liabilities:should be disclosed in accordance with the provisions of
paragraph 17 of Statement 5. (Refer to pamgraph B40 in the basis for concius:ons )
Do you agree with the-disclosure. requirements? If not, why not? <

We think the disclosure requirements under the Proposed Interpretation are
overly broad, unnecessarily detailed and fundamentally inconsistent with
investor interests. The combination of the dual recognition thresholds,
presumed review of all tax positions and requirement to disclose any potential
tax exposures would seriously undermine enterprise management of corporate
tax obligations on behalf of stockholders. More specifically, the Proposed
Interpretation would require disclosure of any situation where previously
recognized tax benefits are no longer “probable’” but remain “more likely than
not”. Such disclosures would provide a veritable road map for tax authorities
seeking to increase their revenue base. Moreover, the proposed disclosure
requirements would result in extensive and voluminous disclosures which would
confuse rather than inform investors. In fact, it seems the principal users and
beneficiaries of this information would be the respective tax authorities.

Effective Date and Transition

Issue 11: The Board concluded that this proposed Interpretation should be effective
as of the end of the first fiscal year ending after December 15, 2005. Only tax
positions that meet the probable recognition threshold at that date may be
recognized. The cumulative effect of initially applying this proposed Interpretation
would be recognized as a change in accounting principle as of the end of the period
in which this proposed Interpretation is adopted. Restatement of previously issued
interim or annual financial statements and pro forma disclosures for prior periods is
not permitted. Earlier application is encouraged. (Refer to paragraphs B41-B43 in
the basis for conclusions.) Do you agree with the Board’s conclusions on effective
date? If not, how much time would you anticipate will be necessary to apply the
provisions of this proposed Interpretation? Do you agree with the Board’s
conclusions on transition? If not, why not?

Given the complexity, wide range of issues and pervasive impact, any substantial
change in recognition and measurement or disclosure requirements in this area
would require a longer transition period. We think a period of not less than 1
year from the issuance of any Proposed Interpretation would be the minimum
period necessary for implementation.
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We also agree with the implementation approach whereby the cumulative effect

of initially applying the Proposed Interpretation would be recognized as a

change in accounting principle as of the end of the period in which the .
Interpretation is first adopted. However, the application of the dual thresholds - -+

is again problematic since the accounting at the time of adoption would differ : - ioen .
from that in subsequent years for positions initially evaluated as “probable’ but .- - SCRTRTy

later determined to be-“more likely than not”. At the time of adoption any
previously recognized tax:benefits which are no longer “probable” would be de- .. .~
recognized even if they remain “more likely than not”. Whereas, in subsequent’ -
periods tax positions initially evaluated as “probable’” would not be de- |
recognized until realization of the tax benefits are no longer “more likely than
not”. Use of a single threshold would eliminate this inconsistency.
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September 1, 2005

VIA U.S. MAIL AND EMAIL

The Honorable Christopher Cox, Chairman
U.S. Securities and Exchange Commission
450 Fifth Street N.W.

Washington, D.C. 20549-0609

Dear Chairman Cox:

Congratulations on your Senate confirmation and installation as SEC Chairman. We
are sure you will make a substantial contribution to this hallmark institution and our
capital markets and economy generally.

In the past year you have been willing to listen to our concerns regarding
implementation of Section 404 of Sarbanes-Oxley and we value your receptiveness to
varying points of view, constructive feedback and recommendations. I wanted to
bring to your attention another situation I believe to be of equal importance.

As you are aware, the Financial Accounting Standards Board (the Board) has issued
an Exposure Draft of a Proposed Interpretation to Statement of Financial Accounting
Standards No. 109, “Accounting for Income Taxes” (SFAS No. 109) regarding the
accounting for uncertain tax positions. We understand this action was taken at the
behest of the SEC to address diversity in practice surrounding accounting for tax
benefits arising from uncertain tax positions.

We are gravely concerned with the overall approach and methodology. The
combination of the proposed approach, recognition and derecognition thresholds and
measurement methodology for recognition of tax benefits unquestionably would
systematically and materially overstate corporate tax obligations to the disadvantage
of current investors. In addition, the proposed approach would be overly complex
and difficult to apply in practice. With your previous experience in private practice, I
am sure you can appreciate the practical difficulties and operational issues implicit in
this approach.

The proposed “probable” recognition threshold also would result in substantially
greater volatility in reported corporate tax rates. Moreover, the proposed approach 1s
generally inconsistent with the balance sheet approach implicit in SFAS No. 109.
The proposed threshold would result in systematic overstatement of tax accruals for
current periods and corresponding reversals of excess accruals in subsequent years
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upon completion of tax audits or expiration of the applicable statute of limitations.
The dual thresholds for recognition and derecognition are inherently problematic and
would result in inconsistencies and a lack of comparability in reported financial
results across enterprises and time periods. In fact, the significance of these concerns
is further supported in the views expressed by the dissenting Board members, as
reflected in the Alternative Views included in Appendix B of the Exposure Draft.

Finally, the proposed approach fails the common sense standard. The best estimate of
an enterprise’s taxes is fundamentally dependent on the judgment of corporate
management under the oversight of audit committees and independent auditors.
Arcane rules can not supplant reasoned judgment. The complex rules-driven
approach under the Proposed Interpretation is wholly inconsistent with the movement
toward a principles-based approach to standard-setting which has been undertaken by
the Board and supported by the Securities and Exchange Commission.

We have enclosed our comment letter to the Board regarding the Proposed
Interpretation for your further reference. We understand the Board has scheduled a
roundtable discussion of the Proposed Interpretation for October 10™. We are hopeful
this type of public forum will enable a full review of issues and concerns of all

interested parties.

Thank you for your consideration of our views. We would be pleased to discuss at
your convenience our concerns and recommendations and any questions you may
have. Again, congratulations on your appointment. We wish you success in your
tenure with the Commission. If we can be of any assistance please feel free to call.

Best personal regards,

Leon J. Level
LJL/vb

Enclosure:

Comment Letter to the FASB on the Proposed Interpretation, “Accounting for
Uncertain Tax Positions”

CC: Mr. Robert H. Herz, Chatrman and
Members of the Financial Accounting Standards Board
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