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are a whole host of unconditional rights that an entity may have, for example, 
the right to sue. the right to purchase insurance, etc., but the question arises as to 
whether these meet the definition of an asset tmder US GAAP - "probable future 
economic benefits obtained or controlled by a particular entity as a result of past 
transactions or events." Perhaps what is required is a reassessment of the definition of 
an asset and a liability rather than forcing a recognition CIiteria fiamework into an 
existing definition. One could have a view that it is sufficient to remove the reference 
to past transactions or events in this definition, and as well in the definition of a 
liability, rather than pursuing the concept of conditional and unconditional elements. 
Another alte1llative might be to remove the reference to "probable" in the definition. 

The conceptual framework in the Document might be as operative for 
contractual between two or more parties, but becomes much less 
straightforward for non· contractual The framework outlined in the 
Document is insofar as are some liabilities cUllentlyrecognized 
under various accounting guidance that we might not recognize under the framework 
of this Document For example, under existing literature it is well accepted in practice 
under F AS 5 guidance that a liability is recognized even if there is only a threat of a 
lawsuit. If a lawsuit is threatened, but not filed, how should the conditional and 
unconditional eJements of the "threatened" party be viewed? If an entity becomes 
aware that it has marketed defective products, should the entity not recognize a 
liability event if no other parties have exercised their rights? Altematively, if an entity 
has filed a lawsuit, has it unilat.e.taUy created an asset? 

We can envision other situations where application of the outlined in the 
�D�o�~�e�n�t� would be challenging. With to loan loss allowances, the Docwllent 
appears to indicate that a lender would not record an allowance at inception of a loan 
because it would not have a specific reason to believe that specific new loan would 
require an allowance despite the historical record and experience of the entity over a 
pool ofloans. 

An entity ohviouslyhaS an uncOnditionalriglttto of developed 
intangible assets. Cwrent accotmting guidance under F AS 142 would not allow for 
recognition of many intemal1y developed intangible assets such as customer lists, 
patents and copyrights, but the seems to indicate that such an outcome 
would be conceptually based. 

In the entire �D�o�C�l�l�m�e�l�l�~� the only reference to isa short section 
beginning at paragIaph 48 that indicates that probability should be in 
measurement. With this paragraph the Document addresses the current difficult 
question of probability-based recognition by substituting the difficult question of 

nt We believe that this section represents an inadequate consideration of 
and its important role regarding assets and liabilities with uncertainties. 

Is measurement still on a "best estimate" basis, or does this concept require re-
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examination as Wen? We suggest that this reference be expanded and made more 
explicit so as to make application of the entire conceptual framework more practical. 
Lastly, the Document makes various references to aspects ofIAS 37 and 38, but it is 
not clear if the F ASB is considering those pieces ofliterature in their entirety or only 
those paragtaphs to which the Document refeIs. We that the Document should 
be more explicit in indicating how comprehensively the FASB is examining JAS 37 
and 38. 

Our response to the specific questions posed in the Document follows: 

Question 1: Do you agree with eliminating the notion of contingent asset? If not, why 
not? 

Concepfually we agree that the notion ofa cOntingent asset should be eliniinated. 
Items that meet the definition of an asset are not contingent. 

Question 2: Do you agree with the lASB ~ analysis Qfunconditional and conditional 
rights in contractual settings, as summarized in paragraphs 30 and 31 of this 
Document and paragraphs BCIO-BCl3 of the lASB Exposure Draft? If not, why not? 

We agree with the analysis as applied to contractual settings, but question its 
applicability with regards to measurement. 31 refers to the right to 
insurance as a present asset (because it is unconditional), but we fail to see 
how one would measure that asset as its entire value ples1I1uably lies in the 
conditional element, which is the right to reimbwsement in the event ofan insurable 
event. The Document should be more explicit regarding guidance on measurement of 

. unconditional assets. 

31 indicates that the . -. of 8 . . right implies the existence 
of an underlying unconditional right and that the unconditional right is a present asset. 
It may be difficult to identify the unconditional right, especially when there is no past 
transaction or the past transaction is not specifically with the right 

Question 3: If you answer yes to Question 2. do you agree that the IASB has 
appropriately applied the notion and supporting reasoiting referred to therein in the 
analysis ofErmnples 1-3 in paragraphs 33-35 of this Document? lfnot, why not? 

We do not support the analysis in these examples. While the unconditional right may 
be an asset, its entire value lies in the . . conditional elements, i.e. that a 
lawsuit is successful, that the potential customer signs the contract, etc. 

While they may be unconditional rights, We do not believe that a right afforded by the 
gaVCl nment of a society. for the right to sue, the right to engage in 
commerce, etc. meet the definition of an asset under IFRS because they are not 
resources controlled by the entity nor are they the result of past transactions. 
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Question 4: Do you agree with the lASH's proposal /(J classify as intangible assets 
those unconditional rights that arecQ3Sociated with conditional rights and that satisfy 
the definition of an asset, without shifting the consideration of the uncertainty 
surrounding the conditional rights from recognition to measurement? 

We do not believe that all unconditional rights associated with conditional rights that 
satisfy the definition of an asset should be classified as intangible assets. If such 
rights arise through contractual settings we believe the asset should be classified 
based upon those contractual anangements, which mayor may not be an intangible 
asset. As noted in our response to Question 2 above, we question how such an asset 
can be measured without regards to its conditional rights. 

Question 5: Do you agree with eliminating the notion of contingent liability? If not, 
why not? 

ConceptuaDy we agree that the notion of contingent liability should be eliminated. 
Items that meet the definition of a liability are not contingent. 

Question 6: Do you agree with the IASB's analysiS ofuncondlfional and conditional 
obligations in contractual settings, as summarized in paragraphs 39 and 40 of this 
Document andparagraphs BC24-BC28 o/the lASB Exposure Draft? Ifnot, why not? 

No. We ag1ee with the analysis as applied to contractual settings, butquestioil its 
applicability to non-contractual settings. Paragraph 40 refers to the obligation arising 
under a warranty as a present liability (because it is unconditional), but we fail to see 
how Qne would that liability as its entire value lies in the 
conditional element, which is the obligation to repair or replace a defective product. 
The Document should be more explicit regarding guidance on measurement of 
WlCOnditionalliabilities. 

Question 7: If you answer yes to Question 5,· do you ag,ee that the MSBhas 
appropriately applied the notion aiad supporting referred to therein in the 
analysis of the example in paragl'aph 41 of this Document?lf not, why not? 

We do not support the 8nalysis in this as while the'unconditional 
obligation may be a liability, its entire value lies in the conditional . i.e. that 
the lawsuit is successful. The lack of explicit guidance measwement makes 
application difficult. On the other hand, we do agree with the analysis of the situation 
outlined in paragraph 42. While the government geneIally would have an 
unconditional right to pass a new law obliging an entity to accept its sold product for 
disposal, llntil the new law is enacted, the entity cannot have a obligation with 
respect to that law. 
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Question 8.~Do jOU 'dgTt!eWifh 'o~ttihg tlzle ptobalJility criterion/or recognition of 
nonfinancial liabilities? lfnot, why not? 

Yes, provided the probability criterion ate factored into the criterion. 
Conceptually the approach is workable, but inrea1ity probabilities that 
are not entirely based on management's assumptions is not feasible. Therefore a 
"more likely than not" criterion should be the threshold in measurement, otherwise an 
issuer would be recording assets without an expectation of actually receiving benefits 
from them. 

, . 

QUe8don 9: Doyoil agree with the prdposedmeizsut-ement requirements for 
nonfinancialliahilities? 

. ' - _. : . 

'We do not agree witl1 the· reC!11it'eluetd'$ fornonfinancial 
liabilities that calIs for elimination of any reference to "best estimate" and requiring 
that an entity measme a nonfinancial liability at the amount that it would rationally 
pay to settle the obligation or to tIansfer it to a third party. We believe it is 
more appropriate to consider the probability outcome of a given settlement rather than 
reliance on some third party pricing mechanism. A substantial portion of such 
liabilities are not settled through third parties and any price obtained through such a 
price discovery process is unlikely to reflect the reality of the situation or the value at 
which such liabilities may be settled, which could also be zero. A third party would 
not have complete knowledge of the details of the issue at hand and would demand 
more than what . the liability is worth. 

If you have any qtIestlons or would like any additiotUlt infoUllationon the comments 
we have provided, please do not hesitate to contact Eric Smith in New York on 212-
538-5984 or Christopher Hanis in Zurich on I I 41 44 333 8395. 

Sincerely. 
, 

Director 
Chief Accounting Officer 
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