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 those same intangible assets like mdeﬁmtealwed mtamgfble assets whenperféﬂmng their 1mp&1rment tests.
If a more sensitive impairment test is believed to be needed then the same issue should exist for all of the
other long-lived assets being evaluated for impairment under FAS 144.

Further, we do not agree that the relative value of the discounted cash flows method should be used for
aflocating costs. As stated in Concept Statement No. 5, some expenses, such as depreciation and insurance,
are allocated by systematic and rational procedures to the periods during which the related assets are
expected to provide benefits. FAS 142 does not require amortizing intangible assets over their useful lives
based on the relative value of the cash flows used to value the intangible assets. By allocating the

L mortization over the initial and renewal periods based on discounted cash flows, the proposal is introducing
an inconsistent approach to how other assets are currently amortized and accounted for in financial
statements. - |

Additionally, we believe that the historical cost modet is not desigaed for the proposed approachof -
allocating the fair value over the time periods of the initial period and subsequent renewal periods. Not only
does the cash flow technique result in an initial value that is considered “soft,” but it also utilizes various
assumptions in order to arrive at the fair value. The various assumptions used to develop a fair value may
oot reflect the utilization or the decrease in value over the life of the intangible asset, as intangible assets are
never expended as projected in 2 valuation model. The actual cash flows each period will likely vary
significantly from the original assumptions used to estimate the fair value. Therefore, we believe that the
current predominate approach of amortizing on a straight-line basis should be continued unless some other

method is overwhelmingly more representative of the utilization of the intangible asset.
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We also have suggestions regarding the examples provided in the Proposed FASB Staff Position. | The . = =

examples in Appendix C do not clearly indicate whether the amount of amortization during each of the years
within the initial period and each of the years within the subsequent renewal periods are on a straight-line or
discounted cash flow basis. For example, Example 1 assumes that a company acquires a renewable
intangible asset with an initial period of three years and four renewal periods of three years each. In the
example, the amortization of the asset and the amortization of the renewal costs are shown in total for the
initial period and in total for each of the four renewal periods, (1.€. Initial Period = Yrs 1-3; 1 renewal = Yrs
4-6; etc.). However, the example does not identify what amortization method should be uscd for each year
within each of these periods. More specifically, it is not clear from the example whether the total for the
initial period of $248,806 should be amortized o a straight-line basis during this three-year period or if it
should be based on each year’s discounted fair value for each year during the period. The same issue exists
for what amortization method to use for the renewal costs and the renewal periods. Without providing

clearer guidance, there is an increased risk that companies may interpret the guidance differently and thus
L lead to potential inconsistencies between companies’ disclosures. :
L In conclusion, we believe that renewable intangible assets should be classified as either fintte-livedor -
) ' indefinite-lived, and the existing impairment tests should be used for each class as appropriate. This |
approach is the most consistent, the clearest and the easiest for companies to implement. As currently
written, the proposal is introducing a new category of intangible assets. A much simpler solution would be
t5 remove the inconsistency between the guidance for determining the fair value and vseful life of an
\y... . intangibleasset. S - 3
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B Separatfe]y the Board shoald re—adéress wi'xether custamer refaﬁeﬂshlps i)aséd on purchase orders should be
valued apart from goodwill. We do not believe such customer relationships represent contractual legal rights
that should be recorded as sepaa'ate mt&ngtble asseis
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We apprecmte the opporﬂrmty to res;mﬁd to the workmg cfraf’t aﬁd trust that our commen'ts will be seriously
conmdered in future Board dehberatwns on th:s issue.
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