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Question 7.- Do you agree that Identifiable donor-related intangible assets can be measured
with sufficient reliability to be recognized separately from goodwill? No. The Board's
assumption that because something like a donor list bears a certain resemblance to a customer
list in the for-profit sector, indicates that it is a similar type of asset and should therefore be
accounted for the same way in both sectors is a an overgeneralization. It ignores a key element
of difference between the two sectors, namely the motivation for associating with an
organization.

A customer comes to a for-profit entity in search of goods or services that they need personally
so the relationship is based on supply and demand. The customer is less concerned with who
supplies the goods or services and motivated instead by finding someone who can respond to
their demand.

A donor comes to a not-for-profit in search of services that they generally do not need
personally but which they perceive to be a need of others so they contribute in order to fill an
inner desire of having done something good. The donor is primarily concerned with how the
organization stewards their contribution to carry out its mission so they are deeply interested
in the leadership and governance of that organization. Changes to the management and
governance structure of the not-for-profit are perceived to have a direct effect on the quantity
and quality of the services that the organization will provide to its community.

If not, which identifiable donor-related intangible assets would not be measurable with
sufficient reliability and why? There are a vast number of reasons, why donors change their
patterns of contribution and times of "uncertainty" head that list. Valuation of a donor list
(and/or donor relationship) in particular is no more than an "educated guess" at the best of
times (e.g. when the organization is operating without any significant change in its structure or
mission). Subsequent to a merger or acquisition donors are generally skeptical about the true
impact that the change will have upon mission and often times reduce or withhold
contributions, taking a "wait and see" attitude. Thus, determining a reasonable basis for
valuing a donor list with any sense of reliability is all but impossible.

Thus, it is our recommendation that the valuation of donor-related intangible assets (such as
donor lists) should not be included a separately identifiable intangible asset but rather, where
some intrinsic value is evident, the value should attributed to goodwill.
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Question 8: Are the departures from recognition and measurement requirements in this
proposed Statement appropriate accommodations to avoid the added difficulties and costs
that would be incurred? Yes. Previously issued standards give sufficient justification for the
accommodations to be continued.

If those accommodations are not appropriate, which exceptions would you add or eliminate
and

Question 9: Are there other types of identifiable intangible assets that are prevalent in not-for-
profit organizations that should be Included as examples in Appendix A ? Yes . If the Board
does not agree with our position relative to Donor Lists and requires that they be recorded as
identifiable intangible assets, an example of a "confidentiality or other type of agreement" that
would cause a such a list to "not meet the separability criterion" would be helpful (see
Paragraph A23).

A26 states that "A written promise to contribute, even if cancelable, represents a contractual
right... even if confidentiality or other contractual terms prohibit sale or transfer of a contract
separately..." thus, they should be valued. This seems to contradict paragraph A23 so a
clarifying example would be helpful.

A27 seems to indicate that valuation of both a "receivable" for a promised contribution and a
valuation of the donor relationship that may or may not give rise to additional contribution is
required. A28 goes on to identify three distinct characteristics that indicate a donor
relationship exists, one of which is "regular contact with the donor". An example of what
"regular contact" means would be important.

Question w. Is the requirement of this Statement that the acquirer limit its recognition of
goodwill to the amount that is purchased (either through the transfer of consideration or
assumption of the acquiree's liabilities) appropriate? Yes, but only as it relates to acquisitions,
mergers should not have an element of goodwill if they are allowed to be recorded using the
pooling method.

If not, why and what alternative do you suggest? N/A

Question 11: Is the requirement of this proposed Statement that the acquirer recognize a
contribution inherent in the merger or acquisition, measured as a residual, appropriate? Yes.
but only as it relates to acquisitions, mergers should not have an element of goodwill if they
are allowed to be recorded using the pooling method.

If not, why and what alternative do you suszest? N/A
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Question 12: Do you agree that a measurement period should be provided? Yes.

Do you agree that a limit of one year following the acquisition dated is appropriate? No.

If not, why and what alternative do you suggest? Allowing a full year for completion of
measurement of values, while on the surface appears to be reasonable and convenient, poses
an unnecessary clouding of transparency when applied to comparative financial statements.
The standard clearly indicated that restatement of prior year financial information subsequent
to the completion of measurement is required (Paragraph 56) However, if the measurement
period were shortened to 6 months or less, the issuance of financial statements could be
delayed slightly until valuation is completed, thus eliminating the need for restatement in a
future period.

Alternatively, if the standard would allow for footnote disclosure of changes in values rather
than full restatement, this problem could also be mitigated.

Question i?.- Do you agree that the guidance pro vided for assessing whether any portion of
the transaction price or any assets acquired and liabilities assumed are not part of the
acquisition accounting is appropriate? Yes, but only as it relates to acquisitions, mergers
should not have an element of goodwill if they are allowed to be recorded using the pooling
method.

If not, why and what alternative do you suggest? N/A

Question 14: Do you agree wit the disclosure objectives? In principle, yes.

Do you agree with the specified minimum disclosure requirements? No, because there is a
difference between Mergers and Acquisitions and thus the disclosures necessarily would be
different.

If not, why and what alternative do you suggest? We agree that the information required to be
disclosed in the footnotes under this Standard will give clarity to an Acquisition transaction and
should be required, regardless of the accounting. However, we suggest that continuing the option
of recording a merger of NFPs under the pooling method and requiring specific footnote
disclosures of identifiable values is a better approach and maintains both transparency and
accountability.
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Question 15: Do you agree that those disclosures for public entities would be useful to the
users (donors, creditors, and other users) of a not-for-profit organization's financial
statements? Yes.

If not, why and what alternative do you suggest? N/A

Question 16: How prevalent are noncontrollingownership interests In not-for-profit
organizations' consolidated financial statements? Unknown.

Is the guidance pro vided necessary and helpful? No comment.

If not, why and what alternative do you suggest? N/A

Question 17: Do you agree with the presentation requirements for noncontrolling ownership
interests In a not-for-profit organization's consolidated financial statements? Do you agree
with the accounting for noncontrolling ownership interests in a not-for-profit organization's
consolidated financial statements and for the loss of control of subsidiaries? If not, why and
what alternative do you suggest? No comment.

Question 18: What costs and benefits do you expect to incur if the requirements of the
proposed Statement were issued as a final Statement? In terms of hard costs, there will be
extensive cost involved in. These costs include but are not limited to:

• Valuing identifiable intangible assets such as donor lists & relationships as outlined in
the proposed statement because there is no active market for selling such lists and
because of the uncertainty created in donor relationships when a merger or acquisition
of a not-for-profit is executed.

• Valuation of tangible assets

• Restating prior period financial statements that will be required due to allowing a
measurement period of one year.

Aside from the hard costs, requiring acquisition accounting for mergers will have a significant
negative impact on the number of combinations that will be considered. The cost in terms of
missed opportunity to improve on execution of mission is incalculable.
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The benefits of finalizing this proposed statement would be:

• Greater consistency between the accounting methods used in the for-profit and not-for-
profit sectors, but that benefit will be outweighed by the costs if applied to mergers.

• Greater transparency from increased disclosure in the notes to the financial statements

How could the Board further reduce the related costs of applying the requirements of the
proposed Statement without significantly reducing the benefits? See other comments above.

We are including an outline of additional comments, observations, and suggestions relative to
specific sections of this exposure draft. We offer these as additional support for our responses.

United Way of America also hereby requests the opportunity to participate in the Public
Roundtable Meetings in Norwalk, Connecticut on March 27, 2007 where we will provide
additional observations for the Board's consideration as they continue to review and modify
the proposed Statement.

In conclusion, we reiterate that it is not in the best interest of the not-for-profit sector to
eliminate the use of the pooling method when a merger is being executed and we respectfully
request that the Board reconsider its position on this aspect of the proposed Standard and
modify the related sections appropriately.

If the Board would like to discuss our responses further prior to the Public Roundtable
meetings, please contact Kenneth C. Euwema, Vice President of Membership Accountability,
United Way of America.

Thank you for your consideration of our comments. We look forward to the opportunity to
discuss them further.

Sincerely,

Kenneth C. Euwema
Vice President of Membership Accountability (United Way of America)
For the United Way of America Financial Issues Committee
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Outline of FASB Exposure Draft #1500-100
NFP Mergers & Acquisitions

I. Introduction

A. The primary aspect of this standard (requiring use of the acquisition method for
recording both mergers and acquisitions) will prove detrimental to the current
movement within the NFP sector toward greater collaboration and consolidation

B. The acquisition method is more costly which takes valuable resources away from
organizations that could be better devoted to mission related work

C. The acquisition method takes more time to complete which distracts NFP staff and
volunteers from accomplishing mission related work.

D. The acquisition method overrides the "political" value often sought and gained by a
promoting the combination as merger of equals, which will serve to discourage further
consolidation of NFPs designed primarily to take advantage of economies of scale and
put more contributed assets toward mission related work

II. The Acquisition Method (Paragraphs 7-60)

A. Paragraph 7: A not-for-profit organization shall account for a merger or acquisition by
applying the acquisition method described in this statement. United Way believes that
for mergers, allowing the choice of either the acquisition method or the pooling method
is most appropriate for NFPs for the following reasons:

1. Previously issued SAS concluded that requiring NFPs to carry all assets at current
market value did not necessarily add to clarity of financial statements so why
require it for a merger?

2. In For-Profit mergers, shareholder value and shareholder realizable value are not
always the same but in NFP mergers, stakeholder value is generally equal to
realizable value.

3. Pooling gives commonality to the value of assets of both entities in a NFP merger
4. The Statement of Financial Position "balloons" using the acquisition method and

distorts stakeholder perceptions
a. May lead donors to believe that the organization is "hoarding" assets that

could/should be put to use in carrying out the mission
b. Larger Asset and Goodwill values do not translate into greater availability of

funds for mission work
c. The resulting increase in Unrestricted Net Assets conceals the benefits

gained under SFAS 116 & 117 by separating net assets into three classes.
5. The amortization of "goodwill" created under the acquisition method will

generally be higher than under the pooling method thereby increasing the size of
reconciling items that must be reported on the IRS Form 990, further distorting
transparency overall.

I. Introduction 

United Way of America 
Financial Issues Committee 

Outline of FASB Exposure Draft #1500-100 
NFP Mergers & Acquisitions 

A. The primary aspect of this standard (requiring use of the acquisition method for 
recording both mergers and acquisitions) will prove detrimental to the current 
movement within the NFP sector toward greater collaboration and consolidation 

B. The acquisition method is more costly which takes valuable resources away from 
organizations that could be better devoted to mission related work 

C. The acquisition method takes more time to complete which distracts NFP staff and 
volunteers from accomplishing mission related work. 

D. The acquisition method overrides the "political" value often sought and gained by a 
promoting the combination as merger of equals, which will serve to discourage further 
consolidation of NFPs designed primarily to take advantage of economies of scale and 
put more contributed assets toward mission related work 

II. The Acquisition Method (Paragraphs 7-60) 

A. Paragraph 7: A not-for-profit organization shall account for a merger or acquisition by 
applying the acquisition method described in this statement. United Way believes that 
for mergers, allowing the choice of either the acquisition method or the pooling method 
is most appropriate for NFPs for the following reasons: 

I. Previously issued SAS concluded that requiring NFPs to carryall assets at current 
market value did not necessarily add to clarity of financial statements so why 
require it for a merger? 

2. In For-Profit mergers, shareholder value and shareholder realizable value are not 
always the same but in NFP mergers, stakeholder value is generally equal to 
realizable value. 

3. Pooling gives commonality to the value of assets of both entities in a NFP merger 
4. The Statement of Financial Position "balloons" using the acquisition method and 

distorts stakeholder perceptions 
a. May lead donors to believe that the organization is "hoarding" assets that 

could/should be put to use in carrying out the mission 
b. Larger Asset and Goodwill values do not translate into greater availability of 

funds for mission work 
c. The resulting increase in Unrestricted Net Assets conceals the benefits 

gained under SFAS 116 & 117 by separating net assets into three classes. 
5. The amortization of "goodwill" created under the acquisition method will 

generally be higher than under the pooling method thereby increasing the size of 
reconciling items that must be reported on the IRS Form 990, further distorting 
transparency overall. 



B. Paragraphs 9-12: Identifying the Acquirer
1. We question the appropriateness of GAAP attempting to dictate who the

"surviving" legal entity in a merger must be.
2. Mergers are generally constructed for the express purpose of not identifying an

"acquirer" and treating the resulting entity as a "new" entity formed by a "merger
of equals"

3. Paragraph 11: All pertinent facts and circumstances shall be considered in
determining which organization is the acquirer, including the following factors, it
is conceivable that a merger can be formulated such that five of the six factors in
paragraph 1 l(all but sub-paragraph c) do not give indication as to which entity
should be determined to be the acquirer. We would argue that most NFP mergers
are contemplated in the context of expected community perceptions of the
transaction and will be formulated to maximize mission performance and
community benefits That being the case, mergers should not be required to
identify an acquirer because identification of an acquirer for accounting purposes
will give the impression that one organization is "swallowing up" the other(s) and
this gives rise to questions about the combined entity's will/desire to execute the
mission(s) of the original entities .

a. Sub-paragraph a: The transfer of consideration: In the case of a merger, the
transaction is generally a transfer of assets and liabilities. The entity into
which those assets are transferred is not generally an indication that the
receiving entity is the acquirer, rather that they are the entity chosen into
which assets will be consolidated. The entity may have been chosen for
some legal reason but more often than not, it is chosen for non-financial
reasons. We contend that this is not a good indicator of who the acquirer
should be in a merger.

b. Sub-paragraph b: The process used to select the governing body of the
resulting organization: In the case of a merger, the new governing body
generally is structured such that no one organization can control the
selection process. This is done specifically to avoid the perception that the
mission of any of the organizations being merged will be given less
emphasis or rejected. Again community perception is key to the success of
a not-for-profit merger so anything that causes the community to believe
that the mission of the party to the merger that they have historically
supported has been diminished will have an adverse effect on future support.
Thus, in a merger, rarely will this be a distinguishing factor.

c. Sub-paragraph c: The relative size of the entities: In the not-for-profit
sector, there exists much redundancy of service and elimination of that
redundancy is the motivating factor behind most mergers. Most often the
entities involved make every attempt to avoid giving the perception that just
because one entity has a larger net assets balance that it is acquiring the
other. As stated above, such a perception in the community will generally
cause a decline in future support from donors who historically supported the
"smaller" entity. We would argue that in most cases of merger, this may
end up being the only differentiating factor and thus the "larger" entity
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would always be identified as the acquirer and that will doom many mergers
to be rejected by their boards and community.

d. Sub-paragraph d: the process for selecting the management team of the
resulting organization: As with the selection of the governing body, in the
case of a merger, the selection of the management team is generally
structured such that no one organization can control the selection process.
This is done specifically to avoid the perception that the mission of any of
the organizations being merged will be given less emphasis or rejected.
Thus, in a merger, rarely will this be a distinguishing factor.

e. Sub-paragraph e: The mission and name of the resulting organization: In a
merger, the mission of the merging entities is generally very similar, if not
identical and that is precisely why the two have sought a merger (e.g. if the
missions are the same and they overlap in service delivery). A merger is an
excellent way to improve on the mission execution (e.g. it is an attempt to
make 1+1=3 in terms of outcomes). Thus, the mission will rarely be a
determining factor in a merger. Regarding the selection of the name, in a
merger it is generally driven by a desire to assure that there continues to be
name recognition in the community and maintain a name that best reflects
the purpose of the organization. Just because one of the merging entities
was creative enough to have adopted the best name prior to the merger,
should have no bearing on the decision.

f. Sub-paragraph f: The entity that initiated the transaction: This criteria is
extremely subjective relative to a merger and we would argue has little
bearing on the reasons for the merger being consummated. It doesn't take
any particular skill to recognize when redundancy exists in service delivery
systems and thus which party was first to recognize the potential for greater
service outcome and then approached the other party really makes no
difference.

g. Using the relative size of the entities alone to determine who the acquirer is
would not be the appropriate in the for-profit sector where "smaller"
organizations swallow up "larger" ones all the time, so why then is it an
appropriate method for the NFP sector?

Paragraph 12: If a new not-for-profit organization is formed to effect a merger or
acquisition by a not-for-profit organization, one of the entities that existed before
the merger or acquisition shall be identified as the acquirer based on available
evidence. The guidance in paragraphs 9-11 shall be used to identify an acquirer.
Application of the standards proposed here will result in a lopsided set of
financial statements because the assets of the identified acquirer are not recorded
at market value but those of the acquired organization are. If only some of the
assets are recorded at market value, the resulting financial statements will lack
transparency. Additionally, in many combinations, there exist strong community
based reasons for treating the activity as a "merger of equals", without which the
combination will not likely meet with the approval of the respective parties.
Requiring one entity to be identified as the acquirer will effectively doom the
merger from ever taking place when economically and practically, a merger of
entities is best for the community they serve.
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5. Paragraph 17: ... An example of such an intangible asset is a donor list or
relationship... Intangible assets that meet the contractual-legal criterion are
identifiable even if the asset is not transferable or separable from an acquiree or
from other rights and obligations. ..Paragraphs A9-A41 provide guidance for
identifying acquired intangible assets that generally meet the recognition
provisions of this statement.
• While in theory, a donor list has value to an organization, as a practical

matter, valuing a donor list is very subjective if not an impossible task for an
organization.

• The fact that a donor has a relationship with an existing organization and
historically has given financial support, in no way guarantees that the donor
will desire a relationship with a merged entity nor provide future financial
support. Often times, donors will actually withhold support or sever a
relationship specifically because a merger is being contemplated, let alone
executed, because they do not understand the purposes for the merger or
simply oppose it on personal grounds.

• The justification given in Paragraph A10 for why it is appropriate to recognize
a donor list as an intangible asset reads as follows: For example, donor,
customer, and subscriber lists are frequently licensed or exchanged and, thus,
meet the separability criterion. Even if an acquiree believes its donor or
customer lists have different characteristics from other donor or customer
lists, the fact that donor or customer lists are frequently licensed or
exchanged generally means that the acquired donor or customer list meets the
separability criterion. Then in Paragraph All it states: An intangible asset
that meets the separabiltiy criterion should be recognized separately from
goodwill even if the acquirer does not intend to sell, license, or otherwise
exchange the asset.

o This position within the standard is a gross oversimplification and
generalization of both the nature and value of a donor list.

• The logic may be absolutely valid in the case of a for-profit
entity's customer list but neglects to recognize the fact that
there is a marked difference between a customer and a donor.

• A customer comes to a for-profit entity in search of goods or
services that are personally needed (e.g. the relationship is one
based on supply and demand).

• However, the relationship is exactly the opposite with a donor
because the NFP organization pursues the donor seeking a gift
by appealing to the donor good nature and personal desire to
help others... there is not supply and demand relationship here.

• Thus to categorize the donor relationship as one that is for all
intents and purposes the same as a customer relationship, is a
flaw in basic logic.

o Customer relationship can be easily valued because there is readily
available historic and statistical data available upon which a valuation
can be based because while the entity providing the supply may
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change, the product does not change so the customer can be generally
relied upon to continue to demand the product.

o Donor relationship on the other hand are virtually impossible to value
because donor will see the new entity as having changed their mission
simply by nature of having merged with another entity and thus they
will not necessarily continue to support that mission, (see comments
on Paragraphs A23-A31 for further discussion on valuing donor lists)

C. Paragraphs 30-33: Measurement Requirements
1. Paragraph 30: The cost of acquiring a fair market value appraisal of assets can be

significant which may prove cost prohibitive, resulting in organizations rejecting
a contemplated merger where, where this not required, the economic and non-
economic benefits of the merger on executing the mission of the organizations is
also significant.

2. Paragraph 33: Even with the option of establishing the fair value at a date
subsequent to the merger, there are some assets that are genuinely non-marketable
(e.g. Donor lists) and thus it will prove impossible to establish a fair market value.
This standard clearly would leave NFPs in a no win situation on this point as
Paragraph A15 states: The identifiability criterion is used to determine whether
an intangible asset should be recognized separately from goodwill. It does not
provide guidance for measuring the fair value of an intangible asset...
assumptions that marketplace participants would consider, such as expectations
of future contract renewals, are considered in arriving at fair value measurement
even thought those renewals do not meet the identifiability criterion. However, if
there is not market for an intangible asset (e.g. a donor list), how are organizations
to establish the recordable values required under this standard?

D. Paragraph 46: Costs incurred in connection with a merger or acquisition: An acquirer
shall not include costs incurred in connection with a merger or acquisition in the
measurement of fair value...Those costs should be expensed, with the exception of
certain costs incurred for issuing debt or equity instruments used to effect a merger or
acquisition.

1. Given the cost of establishing fair value will be significant, requiring the costs to
be recorded as current expense will distort supporting service costs in the year of
the merger, distorting the clarity of operating results in that year

2. Given that these cost will appear as supporting service expenses, key ratios will
be adversely effected and potentially mislead readers of financial statements as to
the efficiency of the organization and the organization's commitment to mission
related work.

E. Paragraphs 47-50: Goodwill and/or Contribution Received:
7. Recognizing either Goodwill or a contribution received as required under this

standard will cause a one time increase in Unrestricted Net Assets or Unrestricted
Revenue that will cloud transparency in comparative financial statements.
Existing GAAP would require that this type of activity should be reported on the
financial statements as and extraordinary item with associated costs and revenue
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reported separately from ongoing operational activity. It seems inconsistent for
this Standard to require a different treatment.

2. Paragraph 49 states: An acquirer shall recognize a contribution received, if any,
as revenue or gain in the period of the merger or acquisition. The standard does
not however indicate how one would determine whether to record as revenue vs.
gain. Thus in absence of clear guidance on this point, it is likely that most will
opt to record as a gain rather than revenue if only to show the item as separate
from ongoing operations without giving due consideration to recording it as
revenue. The standard must be clearer on this point, providing some basis for
determining the difference between revenue and gain.

F. Paragraphs 52-57: Measurement Period: Allowing a full year for completion of
measurement of values, while on the surface appears to be reasonable and convenient,
poses an unnecessary clouding of transparency when applied to comparative financial
statements. The standard clearly indicated that restatement of prior year financial
information subsequent to the completion of measurement is required (Paragraph 56)
However, if the measurement period were shortened and issuance of financial
statements were delayed slightly until valuation is completed or if the standard would
allow for footnote disclosure of changes in values rather than full restatement, this
problem could be mitigated. In addition, the standard again fails to address what
happens if a valuation can not be obtained (Paragraph 54 state: The measurement
period ends as soon as the acquirer... learns the information is not obtainable but it
gives no indication of what should be recorded in such a case).

G. Paragraph 59: .. .A transaction or event arranged primarily for the economic benefit of
an acquirer or a consolidated entity is not part of a merger... A transaction or event
arranged primarily for the benefit of an acquiree or its former owners generally is part
of the merger... This reasoning may make logical sense in the context of a For-Profit
merger but the purpose of a NFP merger is markedly different:

1. This section goes to the heart of why we oppose using the acquisition method for
a NFP merger, namely, NFP mergers are often contemplated without regard to
benefiting one party more than another. Rather, the purpose is to benefit the
community or population they serve by joining forces to better carry out their
mission.

2. The accounting should not dictate to a NFP how to better serve the community
and carry out its mission but requiring the acquisition method will indeed give
pause to the parties and likely cause them to withdraw from a merger that would
have helped them execute mission, simply because the politics are such that
unless it can be treated as a "merger of equals", it will not have broad support.

III. Disclosures (Paragraphs 64-75)

A. Paragraphs 64-66: Nature and Financial Effect of mergers and Acquisitions: We agree
that the information required to be disclosed in the footnotes under this Standard will
give clarity to the transaction and should be required, regardless of the accounting.
However, we propose that continuing the option of recording a merger of NFPs under
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the pooling method and requiring specific footnote disclosures of identifiable or
estimated fair market values is a better approach and maintains both transparency and
accountability.

B. Paragraphs 71-75: Changes in Carrying Amount of Goodwill: We agree that
disclosing information in the financial statements that will enabie users to evaluate the
impact of changes in Goodwill, we are concerned that leaving the determination of
when to disclose up to the organization, based on if it is "significant" (paragraph 71) is
too subjective. Additional guidance should be considered on how significance is
determined (e.g. is it quantitative or qualitative or both? If it is quantitative, what
should be considered a minimum value after which it would be considered significant?
etc.)

C. Paragraphs 76-79: Effective Date and Transition: While we disagree with the
primarily requirement of this standard (e.g. prohibition of the pooling method in
mergers), if the standard is adopted we agree that prospective application is best. In
addition, we would recommend an effective date that is later rather than sooner,
preferably for acquisition dates after December 31, 2008.

• Mergers are complicated transactions to negotiate and often take more than
one year from initial discussion to full execution. Thus, a date that is more
than a year out is warranted to allow current merger discussions sufficient
time be executed under the rules that were in force when the discussion began.

• Many mergers are executed at year end to allow for smooth transition of
functions like Payroll, Benefits, fundraising campaigns, etc. so a December
end date is preferable to allow mergers that are currently being contemplated
to be executed more smoothly.

IV. Appendix A: Implementation Guidance
A. Intangible Assets (Application of Paragraph 17):

• Paragraph A10: We note that the separability criterion is said to be met by
nature of "the fact that donor or customer lists are frequently licensed or
exchanged". The nature of Federated Fundraising Organizations, such as
United Ways, is that they do exchange donor information but this is generally
for record keeping purposes only. They do not regularly or frequently license
or sell such information which would make valuing them for purposes of
applying the proposed Standard very subjective and unreliable.

• Paragraph A l l : We note that the Standard would require that donor list be
"recognized separately from good will even if the acquirer does not intend to
sell, license, or otherwise exchange the asset". What then is the tangible
benefit to be gained by valuing it separately from Goodwill?

• Paragraph A15: We note that the Standard "does not provide guidance for
measuring the fair value of an intangible asset". It is inherently inappropriate
to require valuation of a general class of intangible assets without providing
guidance on how the valuation should be arrived at. Guidance, even in the
most general sense is a must if there is to be any benefit gained from
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recording such values otherwise there will be no comparability and no basis
for the accounting profession to judge if the valuation is appropriate.
Paragraph A23: We note that a "donor list acquired... would not meet the
separability criterion if the terms of confidentiality or other agreements
prohibit an entity from selling, leasing, or otherwise exchanging information
about its donors." This seems to indicate that if one adds a confidentiality
clause to a pledge form, then that donor would have not value in an
acquisition. However, because many donors routinely ask to remain
anonymous, this would create a situation where only some of the donor list
would be valued. Again, this would hamper attempts to value a donor list,
making it overly complicated. It would also diminish further any tangible
benefit that may be gained by reporting a donor list value separately from
Goodwill as it would not fairly represent the value of the whole list.
Paragraph A26 - A27: We note that the Standard properly identifies that "a
written promise to contribute, even if cancelable, represents a contractual
right" and therefore should be valued and recorded as an asset during
acquisition. However, we do not agree that a relationship with that donor
should be considered another distinct asset.
Paragraph A28 - A29: We note that the definition of a donor relationship has
three distinct and necessary components, namely:

1. The organization has information about the donor,
2. The organization has regular contact with the donor, and
3. The donor has the ability to make direct contact with the

organization.
The problem with this definition is that it over generalizes to a point where no
person would be considered to not have a relationship with the organization.
For example:

1. Donor Information: With the abundance of information available
via the internet these days (e.g. "Google searches, etc.), an
organization can find some information on any person in the
world.

2. Regular Contact: Without a definition of what "regular contact"
means, one could argue that the fact that a person received a local
newspaper is regular contact because the organization is mentioned
from time to time in articles and periodically runs an add to
promote itself.

3. Donor ability to contact organization: Any organization that
maintains an office, phone number, or post office box can be
contacted by a donor.

The Standard does go on to indicate that the contractual-legal criterion is met
when the three components exist and the organization ''has a practice of
soliciting and receiving contributions". But this point does little to strengthen
the argument that because what organization doesn't have this practice. We
would argue that by this criteria, any person who has ever donated to the
organization would be deemed to have a "relationship" that must be valued.
Application on this basis would mean that an organization that has been
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existence for 50 years (as many have) would have to go through past records
for 50 years, determine which donors are still living and then attempt to
establish a value for each relationship where the donor did not request
anonymity. Such a process would be extremely time consuming and costly
and those costs would surely outweigh any potential benefit to financial
reporting.

• Paragraphs A37 - A40: What is the difference between a donor list and a
database? Do these paragraphs intend to establish that if list is on a computer
that it is only then that it is considered a database?

B. Measurement Period (Application of Paragraphs 52 - 57 and 70(a));
• Paragraph A54: For a federated fundraising agency, this guidance appears to

be suggesting that the value of the donor list would be adjusted equal to the
actual contributions made by repeat donors. This being the case, is one
additional campaign cycle sufficient to value the relationship? We would
contend that "one year does not a trend make" and therefore if the valuation is
to be done properly, the adjustment should be based on a minimum of three
campaign cycles. However, waiting that long to amend the value is not
practical because it would come too long after the merger or acquisition was
consummated to be of any genuine value to stakeholders. Therefore, we
recommend that if donor lists must be valued, that no subsequent adjustment
to value should be made.

• Paragraph A54(c): The word "significant" in this paragraph needs to be
defined. The way it currently reads, too much is left to individual discretion
and will not !ead to greater consistency in reporting.

C. Assessing what is part of the merger or acquisition (Application of Paragraphs 58 -
60):

• Paragraph A63: If the Board agrees with our position that there is a genuine
difference between a merger and an acquisition (and therefore the accounting
should be different), then this section becomes very important. If mergers and
acquisitions are deemed to be the same thing, we question the necessity of this
section.

• Paragraphs A73: The parenthetical example "(for example, a right to use the
acquirer's trade name under a franchise agreement)" is too vague. Using the
United Way national systems as an example, each local United Way
organization operates under a license agreement with the National
organization (UWA) that allows them to use the United Way name and
trademark. Often, mergers within the United Way system are preceded by
cooperative operating agreements (often governed by legal contracts or
memorandum of understanding) so that the two organizations can "get used to
each other" before consummating a merger. The example seems to imply that
since they are "related" to each other via a common license agreement with
UWA and they may have worked collaboratively prior to the merger, that this
would indicate that a preexisting contractual relationship was in place and
therefore force the transaction to be recorded as an acquisition when a merger
is what is truly being consummated. Again, the direct result of treating a
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merger as an acquisition is that many mergers will no longer be contemplated
for fear of community/donor opposition to being acquired.

D. Mergers and Acquisitions That Were Accounted for by the Pooling Method:
• Paragraph A91: To reiterate, there is a genuine difference between a merger

and an acquisition. The Pooling method should not be prohibited for mergers
and if the Board concurs with our position, this section is unnecessary.

• Paragraph A92 & A93: If the pooling method is no longer allowed, then
indeed a gain or loss on disposal of assets previously recorded under the
pooling method as an extraordinary item may be appropriate if the disposition
is material to the combined entity.

V. Appendix B: Background Information and Basis for Conclusions
A. Paragraph B2: The Board states that its "primary objective in the proposed Statement

is to improve the accounting for and the relevance, reliability, comparability, and
understandability of the information". We agree that such would be the result of
adoption of this Statement were it limited to acquisitions only but because the Board
has also contended that mergers are not substantially different from acquisitions, we
can not agree that the Boards goals will be achieved by adopting this proposed
Statement.

B. Paragraph B3: We noted that through out the exposure draft there appears to be
inconsistent application of reference to mergers and acquisitions. In some cases the
word "and" is used and in others, like this paragraph, the word "or" is used to link
the two types of transactions. Was this intentional or inadvertent?

C. Paragraph B4: This paragraph supports our position based on the AcSEC position
that "in certain circumstance, the pooling method better reflects the substance of a
merger 'or' acquisition by a not-for-profit organization than does the acquisition
method."

D. Paragraph B5: Again, the AICPA Audit and Accounting Guide, Health Care
Organizations, contradicts the Board's position in this Statement.

E. Paragraph B6: The Board has not convinced us that the acquisition method is more
"relevant, reliable, comparable, and understandable". We agree that there is a need
for consistency but elimination of the pooling method is not the way to bring it about.

F. Paragraph B7: "The Board observed that the application of Opinion 16 and its
related guidance could result in two economically similar transactions being
accounted for by different methods," We contend that "economics" are not
necessarily the primary driving force behind mergers in the not-for-profit sector so
regardless of the economic similarity of the transaction, different accounting methods
are warranted.

G. Paragraph B8: "... the Board decided to separate the project on mergers and
acquisitions by not-for-profit organizations from the main project on business
combinations". Does this not indicate that early on the Board recognized that there is
a genuine difference between the for-profit sector and the not-for-profit sector when it
comes to these transactions?

H. Paragraph B9: This project has been ongoing for over 10 years. The Board relied on
input it received "early on" in formulating its opinions but we note that in the past 10
years there has been a huge increase in the number and function of not-for-profits. It
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is because of this dramatic change in the sector that there is currently a push to initiate
more mergers than ever before. Has the Board considered whether the previous input
is still a valid basis for its opinions?

I. Paragraph Bl 1: The Board indicates that they believe the for-profit standards for
mergers and acquisitions should be applicable to not-for-profits "unless
circumstances unique to not-for-profit organizations justify a departure from those
standards". We contend that the circumstances are indeed "unique" and thus a
departure is appropriate.

J. Paragraph B18 & B19: In paragraph B18 the Board seems to affirm our argument
that not-for-profit mergers are different when they say, "Because a not-for-profit
acquiree lacks ownership interests like business entities, negotiation in some" (we
contend "most" these days) "of those mergers and acquisitions focus on the
furtherance of the mission, governance, and programs for the benefit of the public,
rather than on maximizing returns for equity holders".

K. Paragraph B21(e): The Board contends that requiring the use of acquisition
accounting rather than pooling "would be useful in making resource allocation
decisions" but we find the opposite to be true in the Federated Fundraising Agency
sector. Recording additional contribution based on marking assets to fair market
value and/or goodwill and other intangible assets actually clouds the resource
allocation decision process because it makes the books of the organization appear to
have greater resources than are actually at their disposal for allocation.

L. Paragraph B22: The Board indicates that "this proposed Statement would assist the
Board in establishing principles-based standards". We contend that this standard, as
currently written, does not make not-for-profit reporting more transparent for the
Board or not-for-profit stake holders.

M. Paragraph B27 & B28: Were the primary purposes of not-for-profit mergers always
economic, then indeed the logic used by the Board in affirming the conclusions in
Statement 141 would be valid. However, more often than not in the not-for-profit
sector today, the purpose of a merger is not economics but rather driven by mission,
governance, and geography. WE CANNOT AGREE WITH THE BOARD'S
CONCLUSION HERE. THERE IS A GENUINE DIFFERENCE IN THE NOT-
FOR-PROFIT SECTOR THAT INDICATES A NEED FOR A DIFFERNECE IN
ACCOUNTING METHODS WHEN A "MERGER" IS FORMULATED.

N. Paragraph B30: "Donors provide resources for fundamentally different reasons than
do investors and creditors". The stated position here seems inconsistent.
Throughout the document, the Board has tried to demonstrate that donors were like
customers (e.g. donor lists should be valued the same as customer lists) but here they
compare them to investors and creditors. Using this logic, should not for profit
entities have to value their investor and creditor lists and record them as intangible
assets during a merger or acquisition? The Board tries to use the comparison to
strengthen their argument that requiring the acquisition method of accounting
provides donors with "information that enables them to assess an entity's cash-
generating abilities and cashflow potential". But if donors give for "fundamentally
different reasons", how then can one argue that there exists a "universal aspect" that
puts a donor on the same footing as an investor? A donor gives out of an internal
desire to do good for others while an investor invests out of an internal desire for

is because of this dramatic change in the sector that there is currently a push to initiate 
more mergers than ever before. Has the Board considered whether the previous input 
is still a valid basis for its opinions? 

I. Paragraph B II: The Board indicates that they believe the for-profit standards for 
mergers and acquisitions should be applicable to not-for-profits "unless 
circumstances unique to not-for-profit organizations justify a departure from those 
standards". We contend that the circumstances are indeed "unique" and thus a 
departure is appropriate. 

J. Paragraph B 18 & B 19: In paragraph B 18 the Board seems to affirm our argument 
that not-for-profit mergers are different when they say, "Because a not-far-profit 
acquiree lacks ownership interests like business entities, negotiation in some" (we 
contend "most" these days) "of those mergers and acquisitions focus on the 
furtherance of the mission, governance, and programs for the benefit of the public, 
rather than on maximizing returns for equity holders". 

K. Paragraph B21(e): The Board contends that requiring the use of acquisition 
accounting rather than pooling "would be useful in making resource allocation 
decisions" but we find the opposite to be true in the Federated Fundraising Agency 
sector. Recording additional contribution based on marking assets to fair market 
value and/or goodwill and other intangible assets actually clouds the resource 
allocation decision process because it makes the books of the organization appear to 
have greater resources than are actually at their disposal for allocation. 

L. Paragraph B22: The Board indicates that "this proposed Statement would assist the 
Board in establishing principles-based standards". We contend that this standard, as 
currently written, does not make not-for-profit reporting more transparent for the 
Board or not-for-profit stake holders. 

M. Paragraph B27 & B28: Were the primary purposes of not-for-profit mergers always 
economic, then indeed the logic used by the Board in affirming the conclusions in 
Statement 141 would be valid. However, more often than not in the not-for-profit 
sector today, the purpose of a merger is not economics but rather driven by mission, 
governance, and geography. WE CANNOT AGREE WITH THE BOARD'S 
CONCLUSION HERE. THERE IS A GENUINE DIFFERENCE IN THE NOT­
FOR-PROFIT SECTOR THAT INDICATES A NEED FOR A DIFFERNECE IN 
ACCOUNTING METHODS WHEN A "MERGER" IS FORMULATED. 

N. Paragraph B30: "Donors provide resources for fundamentally different reasons than 
do investors and creditors". The stated position here seems inconsistent. 
Throughout the document, the Board has tried to demonstrate that donors were like 
customers (e.g. donor lists should be valued the same as customer lists) but here they 
compare them to investors and creditors. Using this logic, should not for profit 
entities have to value their investor and creditor lists and record them as intangible 
assets during a merger or acquisition? The Board tries to use the comparison to 
strengthen their argument that requiring the acquisition method of accounting 
provides donors with "information that enables them to assess an entity's cash­
generating abilities and cash flow potential". But if donors give for "fundamentally 
different reasons", how then can one argue that there exists a "universal aspect" that 
puts a donor on the same footing as an investor? A donor gives out of an internal 
desire to do good for others while an investor invests out of an internal desire for 



personal gain. Is it not more appropriate then to say that a donor looks at financial
statements not for "cash generating ability" but rather for mission execution
capability? Thus, there is no "universal aspect" here, only a fundamental difference
that indicates a need for a different approach to financial reporting.

O. Paragraph B33: Non-financial reporting factors are often times the primary drivers of
the combination because the organization seeks to improve upon these mission
related, intangible, non-economic goals. One can measure how much was spent on
food to feed senior citizens but how valuable is that information without data on how
many meals were served (not a required disclosure under GAAP) and further
examining the impact on nutritional health of senior citizens within a community (an
intangible result). The Board notes that because Concepts Statement 4 indicates that
such measurements are "generally undeveloped" they should not be a determining
factor in deciding what method should be applied to a combination. We contend that
because a quest for creation of greater intangible results is a driving force behind
merger, this should be the argument for allowing an alternative accounting method,
regardless of whether or not measures of the intangible value of a merger are
developed.

P. Paragraph B35(b): The Board here makes a case that the acquisition method is more
decision useful because it will "identify the organization's financial strengths and
weaknesses, evaluate information about the organization's performance... and assess
its ability to continue to render services". However, when a not-for-profit is
contemplating a merger, this information is usually sought during the "due diligence"
period before consummation of the merger and the purpose is to assure the parties
that there do not exist unrecognized liabilities that might doom the combined entity to
failure. Once the decision is made to move forward with merger, the information will
add little to strengthen the combined entity's position. This is a marked difference
from the for-profit sector where the information is provided subsequent to the merger
or acquisition to justify to shareholder that the decision was a good one. Again,
different purposes should dictate different accounting methods.

Q. Paragraph B37: The Board states here that because they do not believe that not-for-
profit organizations are "owned by the community" that this is justification for
rejecting the pooling method stating that "A community's relationship with a not-for-
profit organization should have no effect on the accounting for mergers and
acquisitions by a not-for-profit organization ", This position does not recognize that
without a strong relationship to its community, legal ownership or otherwise, a not-
for-profit organization will loose financial support and cease to exist. Thus, the
community's perception of the impact of a merger on the mission of the organization
is vital to the success or failure of the combined organization subsequent to the
merger. Elimination of the pooling method will have tremendous negative impact
upon contemplated mergers because without this accounting method at its disposal,
all mergers of not-for-profit organizations will appear to be nothing more than the
organization with the largest net assets swallowing up the smaller organization.
When that perception is in front of the community, it generally meets with a negative
response which correlates to a loss in financial support that can often wipe out any
potential economic and intangible benefits that were hoped to be gained by merger.
The Board may be correct that the community does not "own" a not-for-profit
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organization but the public perceptions of the organization's actions do directly and
materially effect the operation of the organization. The Board should consider
carefully the impact of it proposal on public perception of not-for-profit operations.
The cost to the not-for-profit sector of loosing the pooling method as an option far
outweighs the benefit that the Board seeks to gain from consistency with the for-
profit sector.

R. Paragraph B40: The Board acknowledged that the application of the fresh-start
method in those "true merger" circumstances would be a more faithful
representation, which would increase the benefits to users of financial statements.
However, the Board concluded that those benefits outweigh the disadvantages of
creating and maintaining two different methods of accounting...The Board's main
concern about using two methods is the difficulty of drawing unambiguous and
nonarbitrary boundaries between circumstances in which the acquisition method or
the fresh-start method should be applied." We contend that unambiguous and
nonarbitrary boundaries can be created, as we have proposed. Furthermore the same
conclusion can be drawn relative to the pooling method, namely that the benefits
outweigh the disadvantages.

S. Paragraph B58: "The objective of identifying the acquirer is to identify which entity
is the continuing reporting entity". Isn't this as much a legal and tax issue as it is an
accounting issue? If so, did the Board consult with Federal and State Charity
regulators like the IRS and the American Bar Association to determine if they concur
with the logic used to identify the acquirer?

T. Paragraph B86: "The Board believes that until the condition is substantially met,
there is insufficient basis to make a presumption about the expected outcome. Doubt
remains about whether all or none of the promised assets will be realized. Presently,
there are no cost-effective techniques to measure with sufficient reliability the value
of a conditional right to receive a promised gift or a conditional obligation to deliver
a promised gift." We contend that a donor list isn't even a promise to give, it is only
a potential to give and that potential will be directly affected by the donor's
perception of the merged organization's ability to deliver on the mission in a way that
substantially mirrors the mission of the organization he/she originally supported.
Also, there is no cost-effective technique for measuring with sufficient reliability the
value of a potential donor's gift to a merged entity. Thus, donor lists should not be
considered separately identified intangible assets and recorded at the time of merger.

U. Paragraph B106: The Board supported that approach because previous input from
constituents indicated that donor relationships are often among the main reasons for
a combination..." Not-for-profit mergers are more often driven by the need to
eliminate redundancy in service delivery and solicitation of donors. The mergers we
see most often are not driven by a desire to gain access to new donors but rather to
avoid having donors be solicited by multiple organizations (work site community
food bank, home community food bank, etc.) at multiple addresses (work, home,
church, etc.) all seeking to serve the same mission purpose. Consideration should be
given to whether the previous input is still a valid basis for its decision.

V. Paragraphs B107 & BIOS: We wholeheartedly agree with paragraph B107 and
encourage the Board to take seriously our feedback on the issue of valuing donor lists
as paragraph BIOS indicates they will.
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