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Developments are listed by the chapter that they first impact.

	Ch.
	

	1
	Purchase method procedures

Exposure draft expected in 2nd Q of 2003

Fair Values (tentative agreement)

· If consideration is cash, other assets or liabilities issued, price is based on fair value of consideration given.

· If consideration is in form of equity securities, the fair value of those securities is ordinarily more evident then that fair value of the assets received and thus the    value of the equity issued will establish the price

Hierarchical guidance is determining fair values (Board decision)

1. Fair value should be based on observable market transaction.

2. If 1 is not possible, use valuation methods that incorporate market based assumptions (present value, option pricing models or appraisals). Assumptions are used that would be used by a buyer to establish a price.

3. If 1 or 2 are not possible, use valuation models (present value, option pricing models or appraisals) that incorporate assumptions not contrary to market assumptions. This means a company can use its own assumptions if market based assumptions are not available.

Bargain Purchase (tentative agreement)

· If the price paid is less than fair value of net identifiable assets, an extraordinary gain would be recorded. The current practice of first discounting non-priority accounts would be ended. 

Measurement issues (Board decisions)

· Direct cost of the purchase would be expensed (rather than current treatment of adding them to cost)

· Acquisition date would be date that control is gained and that would be the date of measurement for equity securities that are issued. 

· The period of time available to assign fair values (“allocation period”) is one year from the acquisition date or when all available information has been obtained. The issue is always determining the value on the acquisition date, and not a later date. 

· Costs that will be incurred to terminate an activity, terminate employees or relocate employees are not an assumed liability unless the liability criteria for obligations associated with disposal activities (FASB Project on Obligations Associated with Disposal Activities).

Contingent Consideration (Board decisions)

· Should be included in purchase price at fair value. Current practice makes no entry until the contingency is resolved. 

· Contingent equity issuances are measured on acquisition date and are not re-measured.

· Contingent liabilities are recorded at fair value on acquisition date and are adjusted in later statements. Any adjustment does not change the purchase price, rater it is an income statement item.  

	1
	Disclosure about intangible assets

Work has been temporarily suspended on this project

Consider adding disclosures about intangible assets that are not currently recognized, but would be if they had been acquired separately or as part of a business combination. This would include in-process R&D

Consideration includes disclosing fair values of both recorded and unrecorded intangibles on each balance sheet and disclosing expenditures in current period without distinguishing between successful and unsuccessful efforts. 

	1
	Goodwill in banking or thrift institutions

FASB Statement 147: October 2002

The FASB reconsidered exception that requires banking and thrift institutions to continue to amortize goodwill. Goodwill is no longer be amortized under this prior exception.

	2
	Consolidation policy

Exposure Draft issued Feb. 1999, Jan. 2001 FASB decision to not proceed to a final statement. The exposure daft is discussed on pages 2-4 and 2-5 of the 8th Edition.

Interpretation No. 46 (to ARB No. 51), Consolidation of Variable Interest Entities is expected in early 2003 which will deal with Special Purpose Entities (SPE’s)

Please refer to the separate discussions of SPE’s on the Web site for the 8th edition. 

	2
	Measurement of assets and liabilities in a business combination

Exposure draft expected in 2nd of 2003

When less than a 100% interest is acquired, the assets and liabilities of the company purchased would still be adjusted to 100% of fair value. This procedure is covered in the Text, Special Appendix 1.

	2
	New basis accounting

FASB Discussion – Oct. 2001, Project is on hold

The entire entity would be restated at fair value if no single pre-existing entity obtains majority ownership and control of the resulting new equity. This has been called “fair value pooling” in past literature. 

	2
	Combinations of mutual enterprises

Exposure Draft expected in 2nd quarter of 2003

The purchase method would be applied to combinations of mutual enterprises.

	2
	Combinations of not-for-profit  organizations

Exposure Draft expected in 2nd quarter of 2003

If no consideration is exchanged, accounting would be similar to that of a contribution under FASB 116. Where consideration is used, purchase accounting would be used.

	2,3
	Noncontrolling interest

FASB Exposure Draft, Oct. 2000, Statement expected in First quarter of 2003

The non-controlling share of income would appear as a distribution of consolidated net income, not an expense. The total non-controlling interest in the consolidated firm would be included in equity. These are the methods used in the current 8th edition of the text.

	5
	Gains and losses on debt retirement

FASB Statement 145, issued April 2002 

Gains and losses on early debt retirement are no longer be shown, net of tax, as extraordinary. This means that the worksheet elimination of intercompany bonds would now result in only an ordinary gain or loss on retirement

	7,8
	Issues concerning the noncontrolling interest

Exposure Draft expected in the 1st quarter of 2003

Ch. 7, Step purchase with control upon later purchase – prior interests are adjusted to fair market value with adjustment to income. Any prior adjustments to other comprehensive income are reversed. This would obsolete methods covered in Chapter 7, pp. 6-10. The D&D schedule would be based on the sum of the price paid for the later block and the fair value of the earlier blocks.

Ch. 7, Sale of a partial interest that does not result in the loss of control is an adjustment to Paid-in capital. This is the method shown in Chapter 7, p. 15.

Ch. 8, subsidiary stock transactions – all transactions that do not result in a loss of control for the parent, are recorded as adjustments to capital and do not result in a gain or loss. This is the procedure used in Chapter 8, pp. 6 – 11. The procedures in Ch. 8, pp.12 – 13 would change. The purchase of subsidiary shares by the subsidiary would be treated as an adjustment to paid-in capital rather than as a new block of stock purchased by the parent. 




