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_ .:, _ -, -: .: : -~: _' ,: / .", ./ i, i.: ,~ , ~.~- " " ,,'; : ,~, ': "~ -~ -; - ~ '~ : '~ .-: ';. ~' " : ; ; ',: : : _ ,'. i .; The '. bat.ooo site«" sigilittca1~ ; of 'usbIgfair · value " accounting for contingent Iiabllities without a corresponding approach to deal with internally developed intangibles of the business. 
The IASB references the F ASB' s recent exposure draft on business combinations as a basis for some of its findings. We believe that there is a distinct difference between the FASB's current exposure draft and the conclusions drawn by the lASB. Although we disagree with the F ASB' s new exposure draft due to the inability to realistically measure the fair value of the contingencies on an on-going basis, we see the logic in their conclusion to initially record the contingency at acquisition. 
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. Simplystated,inanacquisirldn,fairvalue' accounting is Crequired for both assets and liabilities of the acquired entity, with the understanding that the acquirer is recording the fair value of the entity purchased. However, the IASB proposal tries to move "intangible liabilities" to a fair market basis without providing for the fair market recording of intangible assets. Put another way, the FASB statement is specific to acquisitions and attempts to promote a balanced approach wherein both assets and liabilities are presented at fair value. In contrast, the lASB' s Exposure Draft results in a striking imbalance since there is no mechanism for a company to record the value of its internally developed intangible assets. The result is stockholders' equity that is permanently understated. This could have serious negative connotations to some companies' debt covenants. Looking back at our previous concerns regarding defended litigation, a company's real cost to stand ready to petfonn in a defended litigation is the cost of its lines of credit, which could be put in jeopardy by the effect of mixing fair value and historical cost accounting as prescribed by the Exposure Draft. 
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; This is the juncture at which we disagree both with the Exposure Draft and with the FASB's 
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recent exposure draft on business combinations. Unlike SFAS 133 and other fair value-based accounting literature, these exposure ' drafts speak entirely to items that do not have the readily available market infonnation of finanCial instruments. In the FASB's proposal, there is an acquisition price for an entity, which defines its total market value, some of which should be allocated to the contingencies at acquisition. We understand the F ASH's position since it is based on an enterprise value that has traded in the market. It also involves detailed studies in the year following an acquisition to allocate that enterprise value appropriately. However, the monthly marking-to-market of contingencies that have no quoted market values (or their 
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equivalents) would be very judgmental, complicated and exceedingly time-consuming in an era when the SEC is shortening its deadlines for financial filings. In addition, the fair valuing techniques fall beyond the scope of customary valuations in that they require the expertise of professionals other than valuation experts, such as lawyers and environmental engineers. We find . this to be a very cumbersome and (;merous requirement; and. given the speed to accomplish it and the need for excessive . judgment in the absence of market infOl mati on , we believe that the infmlllation will not be useful. . , , 
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To that end~ ourconunerttStoJtbe 'FASBwllI hiitror ourcdnunents to theIASB.Regarding 
purchase accounting, it makes sense to recognize the fair value of contingencies in an acquisition 
balance sheet, but continuous marking-to-market would be cumbersome and out of balance with 
acquired assets, which are not marked-ta-market following their initial recording at fair value. 

· 

· .' , 

, , 

To srumnarize, we believe that the Exposnre Dtaft's model for defended litigation is inconsistent 
with the other positions taken in the Exposure Draft, is inconsistent with prevailing GAAP and 
has negative societal consequences arising from the premature recording of liabilities. Further, 
we believe that fair value accounting for liabilities without corresponding fair value accounting 
for assets is distortive to rmancial statements, and we do not believe that it is practical to mark­
to-market liabilities in the absence of readily available market infolmation. We believe that 
resultant estimates wiI1 be subject to too much management judgment to represent the fair values 
that they pwport to be. 

, , , 

Finally, we thank 'the Ihtematiomu Aceofuttlrlg Standards Board for the opportunity to comment C ' 

on the Exposure Draft. 

• 

. ' 

.. 

• 

'. . . 

, ' 

, . . . ... - , -

, , 

, . 

, 

· - , , , 
, . . . , 

_.' .. 
· . . '. .. - .. - . . ' . · . - . . -· ' 

· .. .. . . . .. . .. -:~-... -. - ~ - .. ,::._ . 
• . .~ .,. - " '-.' - ~ ""'~ . -_ ...... ... "'--. ' - ." 

· '. . -, ~ .. - -.. - .... , .. 

" ." , •• .. ' "; .,: ., Ven t~u1Y YOOtsl ' 
, ' 

- .. . 
, . , 

, , 

· , . .. - . ., . 
· . , .. , · ,,' · , .. . 

· '. ' .. - . .. '. '" . '. _. . . . ", . 

, . " . 
" ". .. ' 

.. . '. " . , " .. " 
" . " . · .. '. ' . . '- . · ' ... ' . --- - ' . . . '. - -. ' . · - . . .. - · ' · ... - - ' . . . - . · . .. ..... . ..... _ --

. - '. .. ' , ', .. ,-'._ ' 
' - - .. , . . ~. ' -, -.-. 

'- - - . - '. '. , . - ' - '. , . . . '- ' 

-" ~ ' .. --'- ... - , . - - .. , ... ,-'- ,_ . . ---.. '. .. -- ---. - .... . - .. .. ~ .. ' . _" 
~ . . - .. .. .... . .. . ~ .- .......... . ' - . ' - . _ .. . - . - -. . " ~ , ~ . - .. - .. ' - - -. '''., .. - .. _ . ~ " .. - ... -. ' -- .. .. -. - -.'-'~' 

· , - -.. . _. 
· .. . -, - - . . ' . . - , .. - · '.. . - ~ . . " . -- . .. . '" " :: : : ',. " ' '~ : ' . : J~f4.;: T~i ' 

" ", " , ',' Vice ~detll and Controller 
.. 

. .. ' . 
· " 

' , ... __ . . . 
'" - -. . , . , . . . .. 

'. - . . . 
, --- _._ " '- ~ . . . .. ' .. . ~ . , - , . .. 

--" ~'-.-. --' 
,-. , - ,-~ - ... - . . - ., . - -- .-." 

, . . . - ' . ". -- .' '. ' .--.- -
~ ... . . ". 

, 

• - . . · . , .. - . . . .~ -.. . ~ , , ..' .., . 
, , • • • • ••••• • ' •• -.- ¥ ., "- . .. ~,. - .- . . ,.' . . 

-'." ,_., ." .. , .. 
... - ". . -. ' ',. 

· · . .. , ~, . - . .~ , ' . - --- " . . . ~ ~ . . , 

, , ' '. .. .... .. .. . .. · .. '," · , . . . , . . ~ , , . 
" ' . ,. , ., " "'. ' . , "" ' , . 

. ".' ", .. . . 
" .. ". ' , , .. ", '. .. . . '. 

· ., .. .... ' - ' .. , ~ . . · " .... ' '. 

, . 
, 

· . . .. , 
". . " ., 

, " 

, 

~ " .. 

.. 
, . ' 

", -. . 
, , 

.. 
. 

, , . 

, '.. .. · .- ' . - .. -- '" " " " 
· '. . . . ' 

· " ", " 
.. .. _ .. ', ', .. · '.,. . .. '~ ' ., . ... '.-' -. '.'~ . " 

~ .. , ,,' .. .. .. ~ . , .. .. ~- ',~ ... ~ " · . ' ~.'. - ~'. 

-- . . . '. ' 
'- . " . · . 

... . " •••• ~ ... . , .-- •• - •• - •• ¥ 

, ~ .. .. , . , '. '.', .. ,-.~. -'.- .,. ~ , · ,~ .. "_ . . -. , . . - .... , ~.~. .. '-

, 

--. -
, . . . 

• 

· ' 

~ " ". ", .. ,,-~ -.'- ".<.""- '. , .. - - -- . . 
- .. ' · . '. . 

, . . .. 
, , 

.. '. .. . 
". ., ''', 

" . - ' 

· , · " .. ' 

'.. , , ' 

, - -. ~ - . ' . "'. -' . 
- '._ .. -- " . - ", -, .. . 

~~- --- ' .. '-~ .. ' . ~ . · 
" -- '-. ' . ". . ' '. '. " " ~ '... ' . .. , '. - . · .. ... '. ' 

.. . '~ . . " '. '. "" , ' · .. , 

, ' . . '. , -., . , . ~. ' , . ' " '.. . 

'. '.. " . ' ~ , -- ' '. '. " '. , ' 

' . " . ........ ' . ," 

' .. ". .. · .. ', ... ." .. . ..,, ~, " '" -
""". ' -. '.. " " ' 

,', . .. '. , ,', " . . , , , . . ' ~. , '.... , ... .,., '..', '., . ... ", ' ~ . ' .... . · ' . ' . ", 
. '. - . -.' " . .. , . ~-. .. . , .. . - "'. 

. . 

-
, 
, 

. ' 

• 
• , . ". , . ~ . .--. . . . , . ... ~ ~ ~ ... - '. 

" , 

, .. 
• 
, 

• 
• 

· . 

.. 

- . , , 

, ' " 

· .. , . ~ ...... · , ' . 
· -- .. - " . · . . 

· . . -. '. ~ ---. " ~ . .~ . . -. - ", . , ,. .... 

- , 

, . ' , 

· , .., ""... ., ...... -. -. ~ , . - . ' . . 
'. ' . ,.., .. .. "....., "," ',"" '.. . '. 

. . .... " ... .. ' ... ... ' ., ., ., 
" - ... . -. ' .. . '" . " ~ . ,,..,. . ... "' . 

, · '. ' ~ , '. '" ' · , , -, 
· " . ' ... .. . , · '" " , . . ' . .. ' . ' 

' " .. " ,~ .. .. ,'. '. ., - '" '. " " 

,. " ' , ' , - -'. '- " ... '., ' .. "....." , .' 
, . ... '. -. ., '., ' .',' , ' , -· ' 

~.~ , ... ... ..... ' .. , ". . ~ . , , 

,~ ..', ' - . . . . -. ~ . .. 
'... '. ~ . . ". ... . ' , '. " ~ · . 

· . . .... .. ,'. ,<' '".~. ,- . .. - , ,', '" 

...... . . " .... .• ... < . ,,, .• ' . ... _ .. 

.. " , .. " " "'. ' . < • • """ '." '. ' " ~ 

", ' .. • , . ', . ~ 

\ ' " ", ' , " . "'.. " .. <, '. " • . , .... " '''. " " " " 
, ' 

, 

, " ' '; ... \ "' '\ '. "" " .. ' ... ' .. ~ " "~ .. ~ ',- -, \. ' .. ".' ' .. ~. ' """ 
, . .. .. . . , 

'. .' '. " " I.. , ~ '" '_ '" \. .. .. ~ 0:.. '. 

; ~;" I' C }i ti-', r ;' 
" \.\. \\\\, \ , '" .. ' , \\\ " \ \ '" - - . 

, . 

. ' 

, , 

, 

• 

, ' 

• 

'. ~ \ , ~ \ '~ : , 

• 

· " · ". . 
' . - .. 
, - . 
· - '. - " - ' ' . · . . '. " , . .. . '. 

, , - , 

· 

, 

, . 

" .. - --. 
~ . .. .. '. 

' .... '. '. · , 
" .. -
'. . . .. -­· '. -... - -

~ '. ' .. 
"' ... .. 
· - '. 
, . .. · . - - " . . - -. · .. · - --· ~ ---

" '. 

, ' ' 

· ' · . .. .. . --
, ' · . · -." · . - - ' 

, . - -- ' . 
" . - .. · - ". 

· . · . 

, 

· . 
, -- " · ~ " 

, . .. 
· .. 

, .. ~ .. .. 
· . -- ~. 

· '. '. -- '. 
, " . 

,'-' ,'-', 

, ' ,. . .... ' . · ~. ", '.. . . .., .~ '. '.. ~ 

· " ." ~ "', · " '- '- -
. . , .... 

t- ' •. ' _.', 
. ' '. ~ ' -' .. _ ., .'- -

, . 

.. 

"':: - : : : 
... , . '.. .. 

. " '-, ~ 

" , ... ' . ' - .. 
" . ... - .. 

" , .~ 

.. , , ' ~ ' \, 

, , ' ... '"' 
'. ..... . ... 

, '. " . ". 

'. '. " 

" '. ~ .. --· .. , 
· . . , '-­. ... .. ..... 

'" ' 

" 

'. '. ... 
, ' . ... 

, , 
'. '. -.. 
, , 

, 
, . ' 
'. - .. · , 

, 
' . , .... 

" . "'. . ... 

" ., ... \ 

1 "\ \ 

· , , 

1 " ~ b ~ ; " I I ' i j '1 '~ l i j , , __ ___ , _~ ~ L L ~\. _. ___ ~', .;- i.... L ~~j. ---.. __ ._._. 


