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the Commission’s Public Reference
Room, 100 F Street, NE., Washington,
DC 20549, on official business days
between the hours of 10 a.m. and 3 p.m.
Copies of the filing also will be available
for inspection and copying at the
principal office of the Phlx. All
comments received will be posted
without change; the Commission does
not edit personal identifying
information from submissions. You
should submit only information that
you wish to make available publicly. All
submissions should refer to File
Number SR-Phlx-2008-35 and should
be submitted on or before June 12, 2008.
For the Commission, by the Division of

Trading and Markets, pursuant to delegated
authority.24

Florence E. Harmon,

Deputy Secretary.

[FR Doc. E8—11428 Filed 5-21-08; 8:45 am]
BILLING CODE 8010-01-P

SECURITIES AND EXCHANGE
COMMISSION

[Release Nos. 33—8918; 34-57819; File No.
265-24]

Subcommittee Reports of the SEC
Advisory Committee on Improvements
to Financial Reporting

AGENCY: Securities and Exchange
Commission.

ACTION: Request for comments.

SUMMARY: The Advisory Committee is
publishing four subcommittee reports
that were presented to the Advisory
Committee at its May 2, 2008 open
meeting and is soliciting public
comment on those subcommittee
reports. The subcommittee reports
contain the subcommittees’ updates of
their work through the May 2, 2008
open meeting and contain preliminary
hypotheses and other material that will
be considered by the full Committee in
developing recommendations for the
Committee’s final report.

DATES: Comments should be received on
or before June 23, 2008.

ADDRESSES: Comments may be
submitted by any of the following
methods:

Electronic Comments

¢ Use the Commission’s Internet
comment form (http://www.sec.gov/
rules/other.shtml); or

¢ Send an e-mail to rule-
comments@sec.gov. Please include File
Number 265—24 on the subject line.

2417 CFR 200.30-3(a)(12).

Paper Comments

e Send paper comments in triplicate
to Nancy M. Morris, Federal Advisory
Committee Management Officer,
Securities and Exchange Commission,
100 F Street, NE., Washington, DC
20549-1090.

All submissions should refer to File No.
265—24. This file number should be
included on the subject line if e-mail is
used. To help us process and review
your comment more efficiently, please
use only one method. The Commission
will post all comments on its Web site
(http://www.sec.gov/about/offices/oca/
acifr.shtml). Comments also will be
available for public inspection and
copying in the Commission’s Public
Reference Room, 100 F Street, NE.,
Washington, DC 20549, on official
business days between the hours of 10
a.m. and 3 p.m. All comments received
will be posted without change; we do
not edit personal identifying
information from submissions. You
should submit only information that
you wish to make available publicly.
FOR FURTHER INFORMATION CONTACT:
Questions about this release should be
referred to James L. Kroeker, Deputy
Chief Accountant, or Shelly C. Luisi,
Senior Associate Chief Accountant, at
(202) 551-5300, Office of the Chief
Accountant, Securities and Exchange
Commission, 100 F Street, NE.,
Washington, DC 20549-6561.
SUPPLEMENTARY INFORMATION: At the
request of the SEC Advisory Committee
on Improvements to Financial
Reporting, the Commission is
publishing this release soliciting public
comment on the subcommittees’ reports.
The full text of these subcommittee
reports are attached as Exhibits A-D and
also may be found on the Committee’s
Web page at http://www.sec.gov/about/
offices/oca/acifr.shtml. The
subcommittee reports contain the
subcommittees’ updates of their work
through the May 2, 2008 open meeting
of the full Committee and contain
preliminary hypotheses and other
material that may be deliberated by the
full Committee in considering
recommendations for the Committee’s
final report. As such, the Committee
would like to request public input on
the material in these subcommittee
reports. The subcommittee reports have
been prepared by the individual
subcommittees and do not necessarily
reflect either the views of the Committee
or other members of the Committee, or
the views or regulatory agenda of the
Commission or its staff.

All interested parties are invited to
comment on the enclosed subcommittee
reports. Comments on the reports are

most helpful if they (1) Indicate the
specific exhibit and paragraph to which
the comments relate, (2) contain a clear
rationale, and (3) include any
alternative(s) the Committee should
consider.

Authority: In accordance with Section
10(a) of the Federal Advisory Committee Act,
5 U.S.C. App. 1, §10(a), James L. Kroeker,
Designated Federal Officer of the Committee,
has approved publication of this release at
the request of the Committee. The solicitation
of comments is being made solely by the
Committee and not by the Commission. The
Commission is merely providing its facilities
to assist the Committee in soliciting public
comment from the widest possible audience.

Dated: May 15, 2008.
Nancy M. Morris,
Committee Management Officer.

Note: These subcommittee reports have
been prepared by the individual
subcommittees and do not necessarily reflect
either the views of the Committee or other
members of the Committee, or the views or
regulatory agenda of the Commission or its
staff.

Exhibit A

SEC Advisory Committee on
Improvements to Financial Reporting

Substantive Complexity Subcommittee
Update

May 2, 2008 Full Committee Meeting
I. Introduction

The SEC’s Advisory Committee on
Improvements to Financial Reporting
(Committee) issued a progress report
(Progress Report) on February 14, 2008.1
In chapter 1 of the Progress Report, the
Committee discussed its work-to-date in
the area of substantive complexity,
namely, its developed proposals related
to industry-specific guidance and
alternative accounting policies; its
conceptual approaches regarding the
use of bright lines and the mixed
attribute model; and its future
considerations related to scope
exceptions 2 and competing models.

Since the issuance of the Progress
Report, the substantive complexity
subcommittee (Subcommittee I) has
deliberated each of these areas further,
particularly its conceptual approaches
and future considerations, and refined
them accordingly. This report represents
Subcommittee I’s latest thinking. The
Subcommittee’s consideration of
comment letters received thus far by the
Committee is ongoing and may result in
additional changes. The purpose of this

1Refer to Progress Report at http://www.sec.gov/
rules/other/2008/33-8896.pdyf.

2 Throughout this report, the term ““scope
exceptions” refers to scope exceptions other than
industry-specific guidance.
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report is to update the full Committee,
and also to serve as a basis for the
substantive complexity panel
discussions scheduled for May 2, 2008
in Chicago. Subject to further public
comment, Subcommittee I intends to
deliberate whether to recommend these
preliminary hypotheses to the full
Committee for its consideration in
developing the final report, which it
expects to issue in July 2008.

II. Exceptions to General Principles

IL.A. Industry-Specific Guidance

In the Progress Report, the Committee
issued a developed proposal related to
industry-specific guidance (developed
proposal 1.1). Refer to the Progress
Report for additional discussion of this
developed proposal. Subcommittee I
will consider the panel discussions on
May 2, 2008, as well as the public
comment letters received, before
submitting a final recommendation to
the Committee, but at this time, is not
intending to propose any significant
revisions.

I1.B. Alternative Accounting Policies

In the Progress Report, the Committee
issued a developed proposal related to
alternative accounting policies
(developed proposal 1.2). Refer to the
Progress Report for additional
discussion of this developed proposal.
Subcommittee I will consider the panel
discussions on May 2, 2008, as well as
the public comment letters received,
before submitting a final
recommendation to the Committee, but
at this time, is not intending to propose
any significant revisions.

II.C. Scope Exceptions

Preliminary Hypothesis 1: GAAP
should be based on a presumption that
scope exceptions should not exist. As
such, the SEC should recommend that
any new projects undertaken jointly or
separately by the FASB should not
provide additional scope exceptions,
except in rare circumstances. Any new
projects should also include the
elimination of existing scope exceptions
in relevant areas as a specific objective
of these projects, except in rare
circumstances.

Background

Scope exceptions represent
departures from the application of a
principle to certain transactions. For
example: 3

e SFAS No. 133, Accounting for
Derivative Instruments and Hedging
Activities, excludes certain financial
guarantee contracts, employee share-

3Refer to appendix A for additional examples.

based payments, and contingent
consideration from a business
combination, among others.

e SFAS No. 157, Fair Value
Measurements, excludes employee
share-based payments and lease
classification and measurement, among
others.

e FIN 46R, Consolidation of Variable
Interest Entities, excludes employee
benefit plans, qualifying special-
purpose entities,* certain entities for
which the company is unable to obtain
the information necessary to apply FIN
46R, and certain businesses, among
others.

Similar to other exceptions to general
principles, scope exceptions arise for a
number of reasons. These reasons
include: (1) Cost-benefit considerations,
(2) the need for temporary measures to
quickly minimize the effect of
unacceptable practices, rather than
waiting for a final “perfect” standard to
be developed, (3) avoidance of conflicts
with standards that would otherwise
overlap, and (4) political pressure.

Scope exceptions contribute to
avoidable complexity in several ways.
First, where accounting standards
specify the treatment of transactions
that would otherwise be within scope,
exceptions may result in different
accounting for similar activities (refer to
competing models section below for
further discussion). Second, scope
exceptions contribute to avoidable
complexity because of difficulty in
defining the bounds of the scope
exception. As a result, scope exceptions
require detailed analyses to determine
whether they apply in particular
situations, and consequently, increase
the volume of accounting literature. For
example, the Derivatives
Implementation Group has issued
guidance on twenty implementation
issues related to the scope exceptions in
SFAS No. 133. Further, companies may
try to justify aggressive accounting by
analogizing to scope exceptions, rather
than more generalized principles.

Nonetheless, scope exceptions may
alleviate complexity in situations where
the costs of a standard outweigh the
benefits. For example, many
constituents would contend that
derivative accounting and disclosures
for “normal purchases and normal
sales” contracts are not meaningful, and
thus, are appropriately excluded from
the scope of SFAS No. 133.

4 Subcommittee I notes that the FASB has
tentatively decided to remove the qualifying
special-purpose entity concept from U.S. GAAP and
its exception from consolidation.

Discussion

Subcommittee I preliminarily believes
that scope exceptions should be
minimized to the extent feasible.
Possible justifications for retaining
scope exceptions include: (1) Cost-
benefit considerations, (2) the need for
temporary measures to quickly
minimize the effect of unacceptable
practices, rather than waiting for a final
“perfect” standard to be developed, and
(3) the need for temporary measures to
avoid conflicts in GAAP. However, in
cases where scope exceptions are
provided as a temporary measure, they
should be coupled with a long-term
plan by the FASB to eliminate the scope
exception through the use of sunset
provisions.

Subcommittee I also notes that in
certain areas, the SEC staff has issued
guidance to address transactions that are
not within the scope of FASB guidance,
e.g., literature addressing the balance
sheet classification of redeemable
preferred stock not covered by SFAS
No. 150.5 Accordingly, as the FASB
develops standards to address these
transactions, the SEC should eliminate
its related guidance.

From an international perspective,
Subcommittee I notes that IFRS
currently has fewer scope exceptions
than U.S. GAAP. Accordingly, the
Subcommittee will draft language for
the full Committee’s consideration,
which if adopted, would encourage the
SEC to affirm the IASB’s efforts on this
path. However, Subcommittee I also
notes that, in certain circumstances
where IFRS includes scope exceptions,
they are sometimes more expansive than
those under U.S. GAAP. For example,
IFRS 3, Business Combinations, scopes
out business combinations involving
entities under common control, which
results in no on-point guidance for such
transactions. Accordingly,
Subcommittee I also believes that where
IFRS provides scope exceptions, the
IASB should ensure any significant
business activities that are excluded
from one standard are in fact addressed
elsewhere. Said differently, the IASB
should avoid leaving large areas of
business activities unaddressed in the
professional standards.

I1.D. Competing Models

Preliminary Hypothesis 2: GAAP
should be based on a presumption that
similar activities should be accounted
for in a similar manner. As such, the
SEC should recommend that any new
projects undertaken jointly or separately
by the FASB should not create

5 Accounting for Certain Financial Instruments
with Characteristics of both Liabilities and Equity.
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additional competing models, except in
rare circumstances. Any new projects
should also include the elimination of
competing models in relevant areas as a
specific objective of these projects,
except in rare circumstances.

Background

Competing models are distinguished
here from alternative accounting
policies. Alternative accounting
policies, as explained in the Progress
Report, refer to different accounting
treatments that preparers are allowed to
choose under existing GAAP (e.g.,
whether to apply the direct or indirect
method of cash flows). By contrast,
competing models refer to requirements
to apply different accounting models to
account for similar types of transactions
or events, depending on the balance
sheet or income statement items
involved.

Examples of competing models ©
include different methods of
impairment testing for assets such as
inventory, goodwill, and deferred tax
assets.” Other examples include
different methods of revenue
recognition in the absence of a general
principle, as well as the derecognition
of most liabilities (i.e., removal from the
balance sheet) on the basis of legal
extinguishment compared to the
derecognition of a pension or other post-
retirement benefit obligation via
settlement, curtailment, or negative plan
amendment.

Similar to other exceptions to general
principles, competing models arise for a
number of reasons. These include: (1)
Scope exceptions, which, as discussed

6 Refer to appendix A for additional examples.

7 For instance, inventory is assessed for
recoverability (i.e., potential loss of usefulness) and
remeasured at the lower of cost or market value on
a periodic basis. To the extent the value of
inventory recorded on the balance sheet (i.e., its
“cost”) exceeds a current market value, a loss is
recorded. In contrast, goodwill is tested for
impairment annually, unless there are indications
of loss before the next annual test. To determine the
amount of any loss, the fair value of a “reporting
unit” (as defined in GAAP) is compared to its
carrying value on the balance sheet. If fair value is
greater than carrying value, no impairment exists.

If fair value is less, then companies are required to
allocate the fair value to the assets and liabilities

in the reporting unit, similar to a purchase price
allocation in a business combination. Any fair value
remaining after the allocation represents “implied”
goodwill. The excess of actual goodwill compared
to implied goodwill, if any, is recorded as a loss.
Deferred tax assets are tested for realizability on the
basis of future expectations. The amount of tax
assets is reduced if, based on the weight of available
evidence, it is more likely than not (i.e., greater than
50% probability) that some portion or all of the
deferred tax asset will not be realized. Future
realization of a deferred tax asset ultimately
depends on the existence of sufficient taxable
income of the appropriate character (e.g., ordinary
income or capital gain) within the carryback and
carryforward periods available under the tax law.

above, arise from cost-benefit
considerations, temporary measures,
and political pressure, and (2) the lack
of a consistent and comprehensive
conceptual framework, which results in
piecemeal standards-setting.

Competing models contribute to
avoidable complexity in that they lead
to inconsistent accounting for similar
activities, and they contribute to the
volume of accounting literature.

On the other hand, competing models
alleviate avoidable complexity to the
extent that costs of a certain model
exceed the benefits for a subset of
activities.

Discussion

Subcommittee I preliminarily believes
that similar activities should be
accounted for in a similar manner.
Specifically, Subcommittee I
acknowledges that competing models
may be justified in circumstances in
which the costs of applying a certain
model to a subset of activities exceed
the benefits. Further, Subcommittee I
preliminarily believes that competing
models may be justified as temporary
measures (such as when they are
temporarily needed to minimize the
effect of unacceptable practices quickly,
rather than waiting for a final “perfect”
standard to be developed), as long as
they are coupled with a sunset
provision. To the extent a competing
model meets one or more of the
justifications above, it would not seem
objectionable to use scope exceptions to
clarify which accounting models cover
various transactions (e.g., standard A
ought to refer preparers to standard B
for transactions excluded from the scope
of A).

Subcommittee I recognizes that the
FASB and IASB’s joint project on the
conceptual framework will alleviate
some of the competing models in GAAP.
However, Subcommittee I would
encourage the implementation of this
preliminary hypothesis prior to the
completion of conceptual framework,
where practical, as: (1) The conceptual
framework is a long-term project and (2)
current practice issues encountered in
the standard-setting process will inform
the deliberations on the conceptual
framework.

Further, as new accounting standards
are issued, including that which is
issued through the convergence process,
any competing models in related SEC
literature should be revised and/or
eliminated, as appropriate.
Subcommittee I notes that, in certain
cases, IFRS currently has fewer
competing models. For example,
Subcommittee I notes that, unlike U.S.
GAAP, the IFRS impairment model is

generally consistent for tangible assets,
intangible assets, and goodwill. As such,
Subcommittee I will draft language for
the full Committee’s consideration,
which if adopted, would encourage the
SEC to affirm the IASB’s efforts on this
path, particularly as it works with the
FASB on the joint conceptual
framework.

III. Bright Lines

Preliminary Hypothesis 3.1: GAAP
should be based on a presumption that
bright lines should not exist. As such,
the SEC should recommend that any
new projects undertaken jointly or
separately by the FASB avoid the use of
bright lines, in favor of proportionate
recognition. Where proportionate
recognition is not feasible or applicable,
the FASB should provide qualitative
factors for the selection of a single
accounting treatment. Finally, enhanced
disclosure should be used as a
supplement or alternative to the two
approaches above.

Any new projects should also include
the elimination of existing bright lines
in relevant areas to the extent feasible as
a specific objective of those projects, in
favor of the two approaches above.

Preliminary Hypothesis 3.2:
Constituents should be better trained to
consider the economic substance and
business purpose of transactions in
determining the appropriate accounting,
rather than relying on mechanical
compliance with rules. As such, the SEC
should undertake efforts, and also
encourage the FASB, academics and
professional organizations, to better
educate students, investors, preparers,
auditors, and regulators in this respect.

Background

As noted in the Progress Report,
bright lines refer to two main areas
related to financial statement
recognition: quantified thresholds and
pass/fail tests.8

Lease accounting is often cited as an
example of bright lines in the form of
quantified thresholds. Consider, for
example, a lessee’s accounting for a
piece of machinery. Under current
requirements, the lessee will account for
the lease in one of two significantly
different ways: Either (1) reflect an asset
and a liability on its balance sheet, as if
it owns the leased asset, or (2) reflect
nothing on its balance sheet. The
accounting conclusion depends on the
results of two quantitative tests,® where

8 Refer to appendix B of the Progress Report for
additional examples of bright lines.

9 Specifically, SFAS No. 13, Accounting for
Leases, requires that leases be classified as capital
leases and recognized on the lessee’s balance sheet
where (1) the lease term is greater than or equal to
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a mere 1% difference in the results of
the quantitative tests leads to very
different accounting.

The other area of bright lines in this
section includes pass/fail tests, which
are similar to quantitative thresholds
because they result in recognition on an
all-or-nothing basis. However, these
types of pass/fail tests do not involve
quantification. For example, a software
sales contract may require delivery of
four elements. Revenue may, in certain
circumstances, be recognized as each
element is delivered. However, if
appropriate evidence does not exist to
support the allocation of the sales price
to, for example, the second element,
software revenue recognition guidance
requires that the timing of recognition of
all revenue be deferred until such
evidence exists or all four elements are
delivered.

Bright lines arise for a number of
reasons. These include a drive to
enhance comparability across
companies by making it more
convenient for preparers, auditors, and
regulators to reduce the amount of effort
that would otherwise be required in
applying judgment (i.e., debating
potential accounting treatments and
documenting an analysis to support the
final judgment), and the belief that they
reduce the chance of being second-
guessed. Bright lines are also created in
response to requests for additional
guidance on exactly how to apply the
underlying principle. These requests
often arise from concern on the part of
preparers and auditors of using
judgment that may be second-guessed
by inspectors, regulators, and the trial
bar. Finally, bright lines reflect efforts to
curb abuse by establishing precise rules
to avoid problems that have occurred in
the past.

Bright lines can contribute to
avoidable complexity by making
financial reports less comparable. This
is evident in accounting that is not
faithful to a transaction’s substance,
particularly when application of the all-
or-nothing guidance described above is
required. Bright lines produce less
comparability because two similar
transactions may be accounted for
differently. For example, as described
above, a mere 1% difference in the
quantitative tests associated with lease
accounting could result in very different
accounting consequences. Some bright
lines also permit structuring
opportunities to achieve a specific
financial reporting result (e.g., whole

75% of the estimated economic life of the leased
property or (2) the present value at the beginning

of the lease term of the minimum lease payments
equals or exceeds 90% of the fair value of the leased
property, among other criteria.

industries have been developed to
create structures to work around the
lease accounting rules). Further, bright
lines increase the volume of accounting
literature as standards-setters and
regulators attempt to curb abusively
structured transactions. The extra
literature creates demand for additional
expertise to account for certain
transactions. All of these factors add to
the total cost of accounting and the risk
of restatement.

On the other hand, bright lines may,
in some cases, alleviate complexity by
reducing judgment and limiting
aggressive accounting policies. They
may also enhance perceived uniformity
across companies, provide convenience
as discussed above, and limit the
application of new accounting guidance
to a small group of companies, where no
underlying standard exists. In these
situations, the issuance of narrowly-
scoped guidance may allow for issues to
be addressed on a more timely basis. In
other words, narrowly-scoped guidance
and the bright lines that accompany
them may function as a short-term fix
on the road to ideal accounting.

Discussion

Subcommittee I preliminarily believes
that bright lines in GAAP should be
minimized in favor of proportionate
recognition. As a secondary approach,
where proportionate recognition is not
feasible or applicable, the Subcommittee
recommends that GAAP be based on
qualitative factors, supported by
presumptions 10 as necessary.
Subcommittee I also preliminarily
believes that disclosure may be used as
a supplement or alternative to the
approaches above.

Subcommittee I uses the term
‘“‘proportionate recognition” to describe
accounting for the rights and obligations
in a contract. In contrast to the current
all-or-nothing recognition approach in
GAAP, Subcommittee I preliminarily
believes that accounting for rights and
obligations would be appropriate in
areas such as lease accounting—in
effect, an entity would fully recognize
its rights to use an asset, rather than the
physical asset itself. In these cases,
regardless of whether the lease is
considered to be operating or capital
(based on today’s dichotomy), all
entities would record amounts in the

10Tn order for the use of presumptions to be
meaningful and consistently applied, Subcommittee
I preliminarily believes that the FASB should adopt
consistent use of terms describing likelihood (e.g.,
rare, remote, reasonably possible, more likely than
not, probable), time frames (e.g., contemporaneous,
immediate, imminent, near term, reasonable period
of time), and magnitude (e.g., insignificant,
material, significant, severe).

financial statements to the extent of
their involvement in the related
business activities. For example,
consider a lease in which the lessee has
the right to use a machine, valued at
$100, for four years. Also assume that
the machine has a 10-year useful life.
Under proportionate recognition, a
lessee would recognize an asset for its
right to use the machine (rather than for
a proportion of the asset) at
approximately $35 1? on its balance
sheet. Under the current accounting
literature, the lessee would either
recognize the machine at $100 or
recognize nothing on its balance sheet,
depending on the results of certain
bright line tests. Similarly, this rights-
and-obligations approach may also be
relevant in the context of revenue
recognition, in particular, in comparison
to today’s software revenue recognition
model.

However, Subcommittee I recognizes
that proportionate recognition is not
universally applicable. For example,
proportionate recognition is not
applicable in situations where the
economics of a transaction legitimately
represent an all-or-nothing scenario.2
In situations like these, the FASB
should consider providing qualitative
factors, supported by presumptions, to
guide the selection of a single
appropriate accounting treatment by
preparers. Subcommittee I preliminarily
believes qualitative factors, including
presumptions, would promote the
application of principles over
compliance with rules, while still
narrowing the range of interpretation in
practice to facilitate comparability
across companies. Admittedly,
presumptions may result in all-or-
nothing accounting, but differ from
bright lines because they are not
arbitrary or determinative in their own
right.

Subcommittee I uses the term
“presumptions” to describe a method by
which an accounting conclusion may be
initially favored (i.e., not stringently
applied), subject to the consideration of
additional factors. This approach is
used to some extent today. For instance,
the business combination literature
contains an example of a presumption

11 For purposes of illustration, $35 represents a
company’s net present value calculations. The
example is only intended to be illustrative and is
not prescriptive. The basis of proportionate
recognition may be an asset’s estimated useful life,
its future cash flows or some other approach
depending on the facts and circumstances.

12 Examples include determining (1) whether a
contract should be accounted for as a single unit of
account or whether it should be split into multiple
components, and (2) whether a contract that has
characteristics of both liabilities and equity should
be treated as one instead of the other.
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coupled with additional
considerations.?3 There are situations in
which selling shareholders of a target
company are hired as employees by the
purchaser because the purchaser may
wish to retain the sellers’ business
expertise. The payments to the selling
shareholders may either be treated as:
(1) Part of the cost of the acquisition,
which means the payments are allocated
to certain accounts on the purchaser’s
balance sheet, such as goodwill, or (2)
compensation to the newly-hired
employees, which are recorded as an
expense in the purchaser’s income
statement, reducing net income. Some
of these payments may be contingent on
the selling shareholders’ continued
employment with the purchaser, e.g.,
the individual must still be employed
three years after the acquisition in order
to maximize the total sales price. GAAP
provides several factors to consider
when deciding whether these payments
should be treated as an expense or not,
but establishes a presumption that any
future payments linked to continued
employment should be treated as an
expense. It is possible this presumption
may be overcome depending on the
circumstances.

Finally, Subcommittee I notes that
disclosure is critical to communicating
with users, either by supplementing
financial statement recognition
(proportionate or otherwise) or by
discussing events and uncertainties
outside of the financial statements.
Subcommittee I preliminarily believes
that in some cases, disclosure may be
more informative than recognition, as
point estimates recognized in financial
statements may provide a misleading
sense of precision. Subcommittee I
discusses examples of this situation in
its consideration of a disclosure
framework (section V of this report).

In order for these preliminary
hypotheses to be operational,
Subcommittee I recognizes the need for
a cultural shift towards the acceptance
of more judgment. In this regard,
Subcommittee I preliminarily believes
that professional judgment framework
discussed in developed proposal 3.4 is
critical to the success of these

13Emerging Issues Task Force (EITF) 95-8,
Accounting for Contingent Consideration Paid to
the Shareholders of an Acquired Enterprise in a
Purchase Business Combination. Subcommittee I
notes EITF 95-8 is nullified by a new FASB
standard, SFAS No. 141 (revised 2007), Business
Combinations. SFAS No. 141 (revised 2007) states
““A contingent consideration arrangement in which
the payments are automatically forfeited if
employment terminates is compensation * * *”
However, the guidance in EITF 95-8 is still helpful
in describing our approach with respect to the use
of presumptions coupled with additional
considerations in GAAP.

preliminary hypotheses. Subcommittee I
further notes that even if the FASB
limits its use of bright lines, other
parties may continue to create similar
non-authoritative guid