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measurement of the obligation rather than in recognition. However, as noted above, 
probability assessments for recognition purposes may be appropriate in situations where 
there is uncertainty as to whether an obligation exists. In those cases, it may be 
appropriate to consider probability in both recognition and measurement. Estimates of 
fair value or other measures may be particularly difficult when there are uncertainties 
about the existence of a right or an obligation. The Board should continue to work with 
the Valuation Resource Group and others to consider potential guidance about measuring 
fair value in such situations that could limit diversity in valuation practices and ensure 
that the resulting infonnation is sufficiently reliable. 

****** 

After the completion of the Conceptual Framework project, We would expect the Board 
to reconsider the guidance in FASB Statement No.5, Accountingjor Contingencies. We 
believe that any reconsideration of Statement 5 should be ajoint effort with the IASB's 
reconsideration of lAS 37, and, therefore, the FASB should encourage the IASB to 
postpone its current project to amend lAS 37 until the projects can be conducted as a joint 
effort. 

In addition to the items discussed in 'the Invitation to Comment, we believe that the Board 
will need to consider related issues of aggregation and disaggregation of arrangements 
and losses on executory contracts in the Conceptual Framework project. ' 

If you have any questions about our comments or wish to discuss any of the matters, 
addressed herein, please contact Mark Bielstein at (212) 909-5419, Paul Munter at (212) 
909-5567, or I.andon Westerlund at (212) 909-5553. 

Sincerely, 
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LCP 
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Appendix: Responses to the QuestionS in the Invitation to Comment 

Contingent Assets • 

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

• • 

Question 2: Do you agree with the IASB's analysis of unconditional and conditional 
rights in contractual settings, as summarized in paragraphs 30 and 31 of this 
Invitation to COllllfient and paragraphs BCI0-BC13 of the IASB Exposure Draft? If 
not, why not? 

Question 3: If you answer yes to Question 2, do you that the lASH has 
appropriately applied the notion and supporting reasoning referred to therein in the 
analysis of Examples 1-3 in paragraphs 33-35 of this Invitation to Comment? If not, 
why not? 

Question 4: Do you agree with the IASBts proposal to classify as assets 
those unconditional rights that are associated with conditional rights that satisfy the 
definition of an without shifting the consideration of the uncertainty 
surrounding the conditional rights from recognition to ml"-8surement? 

We are concerned that splitting all rights into unconditional and conditional rights will 
add complexity to financial reporting with little potential benefit to the users of the 
[mancial statements. Such an outcome would be inconsistent with the Board's objective 
of simplification of the accounting literature. In situations where any party may have the 
right to be heard by a court or apply for a license, such a right should not be included 
within the definition of an asset. Accordingly, we disagree with the conclusions in 
examples 1 and 2 from paragraphs 33 and 34 of the Invitation to Comment. Specifically, 
we would not identify (1) the right to be heard by the court as a plaintiff or (2) the right to 
participate in the application process for an operating license as unconditional rights that 
are assets of an entity as such rights are not unique to the entity and do not give rise to 
economic benefits that are controlled by the entity. 

We also disagree with the proposal that all assets with uncertainties should be accounted 
for as intangible assets. Although some assets with uncertainties may meet the definition 
of intangible assets, we do not believe that either the lASH or F ASB' s standards on 
intangible assets were developed with an objective to capture all assets with uncertainties. 
Accordingly, we believe that the accounting for assets with uncertainties should be 
considered in a separate project and that the respective standards on intangible assets 
should not be used as a "catch-all" for assets with uncertainties. 
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Contingent Liabilities 

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

Question 6: Do you agree the IASB's analysis of unconditional and conditional 
obligations in contractual settings, as summarized in paragraphs 39 and 40 of this 
Invitation to Comment and paragraphs BC24-BC28 of the IASB Exposure Draft? If 
not, why not? 

Question 7: If you answer yes to Question 5, do you agree that the IASB has 
appropriately applied the notion and supporting reasoning referred to therein in the 
analysis of example in paragraph 41 of this Invitation to Comment? If not, why not? 

As with assets with uncertainties, we also are concerned that splitting all obligations into 
unconditional and conditional obligations will add complexity to financial reporting with 
little potential benefit to the users of the financial statements. Such an outcome would be 
inconsistent with the Board's objective of simplification of the accounting literature. 
While we agree with the IASB' s analysis of unconditional obligations in situations in 
which there is no uncertainty as to the existence of an obligation (for example, fmancial 
guarantees) and the conclusion that probability should be included only in the 
measurement of the liability in that situation, we disagree with the IASB's proposal to 
extend that conclusion to circumstances in which there is uncertainty as to the existence 
of an obligation. 

The notion of an obligation to stand-ready to perform for noncontractual arrangements 
(for example, litigation and constructive obligations) is different from the concept that the 
Board used to identify obligations in a contractual guarantee. In a contractual guarantee, 
there is no uncertainty as to whether the obligation exists. The only uncertainty relates to 
the amount of payment that will be required under the guarantee. In contrast, other 
arrangements may involve uncertainty as to the existence of the obligation. For example, 
litigation typically involves a dispute regarding whether a legal obligation exists. 
Accordingly, it may be appropriate to consider probability for purposes of recognition of 
a liability when there is uncertainty as to the existence of an obligation. 

We also are concerned with the IASB's broad application of unconditional, stand-ready 
obligations. Based on the definition and the illustrative examples, the potential 
population of noncontractual obligations could be extremely broad and may include 
many activities that are part of ongoing operations. If the Board adopted a similar 

. approach in its Conceptual Framework project, we believe that it would need to clearly 
explain its concept of stand-ready obligations to allow the concept to be understood and 
consistently applied in practice. We also believe that the Board would need to articulate 
the boundary between stand-ready obligations and general business risk. 
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ProbabiUty Recognition Criterion 

Question 8: Do you With omitting the probability criterion for recognition of 
nonfinancial liabilities? If not, why not? 

Probability may continue to have a role in the recognition of certain liabilities with 
uncertainties. Specifically, probability may continue to have a role in the recognition of a 
liability when there is uncertainty about whether an obligation exists. Accordingly, the 
Conceptual Framework should allow standard-setters to consider the use of probability as 
a recognition criterion and it should provide guidance as to when probability should be 
used in recognition as well as measurement decisions. 

The Board should consider the unique economic attributes of major types of liabilities to 
determine the extent to which an entity should use probability in recognition and 
measurement when there is uncertainty as to the existence of an obligation. For example, 
the Board identified the existence of a stand-ready obligation as the recognition criterion 
for guarantees and concluded that the probability of payment under the guarantee should 
be considered in the measurement of the liability, not in the recognition. Likewise, based 
on the premise that no tangible asset lasts forever, the Board concluded that asset 
retirement obligations should be recognized and that the uncertainty in the amount and 
timing of the cash flows should be reflected in the measurement of the liability. In both 
of these instances, there is no uncertainty about the existence of the liability and the 
Board concluded that probability should be reflected in the measurement of the liability. 
However, we believe that the use of probability may be necessary as a recognition 
criterion when there is uncertainty about the existence of an obligation. 

. . 

• 

Question 9: Do you agree with the propOSed meamrement requirements for non-
rmancialliabilities? If not, why not? 

We believe that the objective of the proposed measurement requirement is unclear. The 
IASB's proposal would require an entity to measure a non-financial liability at the 
amount that it would rationally pay to settle the obligation or to transfer it to a third-party 
on the balance sheet date. It is unclear whether an entity should consider entity-specific 
assumptions or marketplace participant assumptions (including risk and profit 
assumptions) in the measurement of that liability. The basis for conclusions in the 
proposed amendment to lAS 37 states that the measurement objective is similar to fair 
value. If it is the intent to require a fair value measure including marketplace participant 
assumptions, that should be clear . 
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As stated previously, probability assessments for recognition purposes may be 
appropriate in situations where there is uncertainty as to whether an obligation exists. In 
those cases, it may be appropriate to consider probability in both recognition and -, 
measurement. Estimates of fair value or other measures may be particularly difficult 
when there are uncertainties about the existence of a right or an obligation. The Board 
should continue to work with the Valuation Resource Group and others to consider 
potential guidance about measuring fair value in such situations that could limit diversity 
in valuation practices and ensure that the resulting infOImation is sufficiently reliable. 

We agree with the IASB's proposal that entities should not recognize non-financial 
liabilities that are not reliably measurable. This reliable measure exception is consistent 
with the guidance in Statement 143. In the comment letters and at the roundtable for 
FASB Interpretation No. 47, Accounting/or Conditional Asset Retirement Obligations, 
many constituents asked for guidance as to when a liability can be reliably measured. 
The Board provided some guidance in FIN 47 to respond to those requests. Addressing 
those issues in the Conceptual Framework project also would be appropriate. 
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