June 17, 2008

International Accounting Standards Board
30 Cannon Street

London EC4M 6XH

United Kingdom

The Accounting Standards Executive Committee (AcSEC) of the American Institute of Certified Public
Accountants (AICPA) appreciates the opportunity to comment on the IASB Preliminary Views Document,
Financial Instruments with Characteristics of Equity.

We have attached a copy of our comment letter to the FASB Preliminary Views Document, Financial Instruments
with Characteristics of Equity, to provide the IASB with our responses to the more significant questions asked by
the FASB that might also be helpful during IASB deliberations.

ACSEC appreciates the both the IASB’s and FASB’s efforts to simplify the maze of literature that currently must be
navigated to determine whether an instrument should be accounted for as equity or a liability/asset. As illustrated
by the attached AICPA flowcharts in Appendix B (AICPA Technical Practice Aid, Convertible Debt, Convertible
Preferred Shares, Warrants, and Other Equity-Related Financial Instruments), the current U.S. model does not
work well in practice today, as evidenced by the significant number of restatements required by the Securities and
Exchange Commission.

ACSEC does not believe that the basic ownership approach as discussed in the FASB Preliminary Views Document
would represent an improvement in financial reporting sought by the financial community. AcSEC is concerned
that the FASB’s preference for the basic ownership approach was focused too heavily on both its perceived
simplicity and the amount of abuse it may stop.

Representatives of ACSEC are available to discuss our comments with the Board members and staff.

Yours truly,

Ben Neuhausen, Chair
Accounting Standards Executive Committee

David Morris, Chair
Preliminary Views Task Force
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Financial Accounting Standards Board

401 Merritt 7

P.O. Box 5116

Norwalk, CT 06856-5116

The Accounting Standards Executive Committee (AcSEC) of the American Institute of Certified Public
Accountants (AICPA) appreciates the opportunity to comment on the FASB Preliminary Views Document,
Financial Instruments with Characteristics of Equity.

ACSEC appreciates the FASB’s efforts to simplify the maze of literature that currently must be navigated to
determine whether an instrument should be accounted for as equity or a liability/asset. As illustrated by the
attached AICPA flowcharts in Appendix B (AICPA Technical Practice Aid, Convertible Debt, Convertible
Preferred Shares, Warrants, and Other Equity-Related Financial Instruments), the current model does not work
well in practice today, as evidenced by the significant number of restatements required by the Securities and
Exchange Commission. However, ACSEC does not believe that the basic ownership approach would represent an
improvement in financial reporting sought by the financial community. ACcSEC is concerned that the FASB’s
preference for the basic ownership approach was focused too heavily on both its perceived simplicity and the
amount of abuse it may stop. AcSEC believes that what is considered equity under the basic ownership approach is
too narrow, and the grouping of dissimilar instruments as liabilities would not be useful to users of financial
statements. ACSEC is also concerned that applying an overly simplistic model to complex instruments may
ultimately provide financial reporting that is not more representationally faithful to the underlying economics of the
transaction, as compared to other approaches.

ACSEC believes that the FASB should first develop a set of principles for differentiating between liabilities and
equity that considers its conceptual framework and international convergence projects. In contrast to the basic
ownership approach, the majority of ACSEC believe that the principles developed should include a definition of
what is to be considered a liability, with the residual being considered equity. A significant minority of AcCSEC
would prefer the model to include definitions of both equity and liabilities, with the emphasis on the judgments
needed in interpreting a list of criteria to consider when classifying instruments. AcSEC recognizes that further
work will need to be done to develop a comprehensive approach, including development of the principles needed to
address the many open issues (i.e., Day 2 accounting, income recognition, subsequent reassessment issues, and
transition), before a standard can be finalized and applied.

Accordingly, AcSEC does not support any of the approaches described in the Preliminary Views. AcSEC believes
that the FASB should use the ownership-settlement approach as a starting point for developing a framework to
determine whether an instrument should be accounted for as equity or a liability. We note the basic ownership
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approach seemingly draws an arbitrary line to determine what is considered an equity instrument on the basis of the
simplicity of application. However, AcSEC believes that although the ownership-settlement approach appears to be
more complex, application of the ownership-settlement approach would likely result in more representationally
faithful financial statements as compared to results of the basic ownership approach. AcSEC also believes that
improving financial reporting should be a predominant goal of new guidance, rather than an approach that focuses
more on the ease of implementation but results in financial reporting that fails to meet the needs of financial
statement users.

While AcSEC favors a model developed along the lines of the ownership-settlement approach, AcSEC has the

following comments on the ownership-settlement approach as it is currently written:

= Instruments with identical economic profiles could have different classifications simply due to the form of
settlement. ACSEC does not believe this should always be the answer as this obviously provides an
opportunity for structuring instruments for an advantageous outcome.

= Under the Preliminary Views, if two substantive settlement features are identified (cash and shares), the issuer
should assume equity settlement and classify the instrument as equity. Based on the numerous issues arising in
practice today with theses settlement provisions, ACSEC believes that there are many issues relating to the
classification resulting from settlement in cash or equity that should be thoroughly reviewed within the next
steps of this project.

= ACSEC does not understand why prepaid forward purchase contracts would be classified as assets, when under
current guidance they would be considered contra-equity.

= ACSEC questions if the wording in paragraph A5 in the Preliminary Views stating that “an indirect ownership
instrument is a derivative instrument or a hybrid instrument with a basic ownership instrument as its
predominant underlying”, would result in a conflict with the guidance in paragraph 11(a) of FASB Statement
No. 133, for scoping out contracts that are indexed to a company’s own stock.

Finally, AcSEC believes that the resulting classification for stock options under the basic ownership approach is
completely inconsistent with the current accounting as equity awards, and is a good example of why the results of
applying the basic ownership approach do not make sense. It is clear under existing literature that transactions
involving stock options and other stock-based compensation are considered equity transactions.

ACSEC also does not believe that the reassessed expected outcomes (REO) approach would represent an
improvement in financial reporting, and agrees with the FASB that its complexity and the costs associated with
implementation outweigh any perceived benefits.
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A more complete response to the Board's specific questions is included in Appendix A.
Representatives of ACSEC are available to discuss our comments with the Board members and staff.

Yours truly,

Ben Neuhausen, Chair
Accounting Standards Executive Committee

David Morris, Chair
Preliminary Views Task Force



Appendix A

Response to Questions:
FASB Preliminary Views, Financial Instruments with Characteristics of Equity

Question on the Basic Ownership Approach

1. Do you believe that the basic ownership approach would represent an improvement in financial
reporting? Are the underlying principles clear and appropriate? Do you agree that the approach
would significantly simplify the accounting for instruments within the scope of this Preliminary Views
and provide minimal structuring opportunities?

ACSEC does not believe that the basic ownership approach represents an improvement in financial reporting.
ACSEC is concerned that the FASB’s preference for the basic ownership approach is focused too heavily on both
its perceived simplicity and the amount of abuse it may stop. Instead, AcCSEC believes that the focus should be on
the development of a principles-based model that produces financial reporting that is more representationally
faithful to the underlying economics of the transactions and instruments. We are concerned that applying an
overly simple model to complex instruments may ultimately provide an answer that does not meet this goal, and
therefore fails to improve financial reporting.

ACSEC believes that what is considered equity under the basic ownership approach is too narrow, and it would
not be useful to users of financial statements to lump dissimilar instruments together as liabilities. AcCSEC
believes that the FASB should first develop a set of principles for differentiating between liabilities and equity
that also considers its conceptual framework and international convergence projects. In contrast to the basic
ownership approach, the majority of ACSEC believe that the principles developed should include a definition of
what is to be considered a liability, with the residual being considered equity. A significant minority of AcSEC
would prefer the model to include definitions of both equity and liabilities, with the emphasis on the judgments
needed in interpreting a list of criteria to consider when classifying instruments as either equity or liabilities.

ACSEC believes that the resulting classification for stock options under the basic ownership approach is
completely inconsistent with the current accounting as equity awards, and is a good example of why the results of
applying the basic ownership approach do not make sense. It is clear under existing literature that transactions
involving stock options and other stock-based compensation are considered equity transactions.

ACSEC does not support any of the approaches described in the Preliminary Views, but recommends that the
FASB use the ownership-settlement approach as a starting point for developing a comprehensive framework to
determine whether an instrument should be classified as equity or a liability.

Question on the Ownership-Settlement Approach

1. Do you believe that the ownership-settlement approach would represent an improvement in financial
reporting? Are the underlying principles clear and appropriate? Do you prefer this approach over the
basic ownership approach? If so, please explain why you believe the benefits of the approach justify its
complexity?
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Response to Questions:
FASB Preliminary Views, Financial Instruments with Characteristics of Equity

ACSEC does not believe that the ownership-settlement approach as currently drafted would represent an
improvement in financial reporting, but believes that the FASB should use the ownership-settlement approach as
a starting point for developing a framework to determine whether an instrument should be classified as equity or a
liability. AcSEC believes that although the ownership-settlement approach appears to be more complex than the
basic ownership approach, application of a modified ownership-settlement approach may result in more
representationally faithful financial statements as compared with results from application of the basic ownership
approach.

ACSEC believes that the FASB should first develop a set of principles for differentiating between liabilities and
equity that considers its conceptual framework and international convergence projects. In contrast to the basic
ownership approach, the majority of ACSEC believe that the principles developed should include a definition of
what is to be considered a liability, with the residual being considered equity. A significant minority of AcSEC
would prefer the model to include definitions of both equity and liabilities, with the emphasis on the judgments
needed in interpreting a list of criteria to consider when classifying instruments as either equity or liabilities.

Question on the REO Approach

1. Do you believe that the REO approach would represent an improvement in financial reporting? What
would be the conceptual basis for distinguishing between assets, liabilities, and equity? Would the cost
incurred to implement this approach exceed the benefits? Please explain.

AcSEC does not believe that the REO approach would represent an improvement in financial reporting, and agrees
with FASB that its complexity and costs associated with implementing the REO approach outweigh any perceived
benefits.
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Related Financial Instruments

Accounting for Freestanding Financial Instruments Indexed to and Potentially Settled in a Company's Qwn Stock

Start

Afinception, does the financial instrument
(other than an outstanding share) {a)
embody an obligation to repurchase the
issuer's equity shares, oris it based on
variations in the fair value of such an
obligation, and (b) requires or may require
the issuer to settle the obligation by
transferring assets? Refer to paragraph 11
of FASE Statement No. 150, FASB Staff
Positions FAS No. 150-1 and 150-5 for
guidance. [1]

The financial instrument should be
classified as a liability (or an assetin some
circumstances) within the scope of FASE
Statement No. 150. The initial and
subsequent measurement guidance in
paragraphs 20 - 24 of FASE Staterment No
150 should be applied. [4]

Account for the financial instrument in
accordance with FASB Statement No
141 orthe relevant stock compensation
iterature, as appropriate

No

Mo

Tes

AICPA Technical Practice Aid, Convertible Debt, Convertible Preferred Shares, Warrants, and Other Equity-

Does the financial instrument embody an
obligation that the issuer must or may settle
by issuing a variable number of its equity
shares forwhich the counterparty payoff is
based solsly or predominantly on any one of
the follawing: (a) a fixed monetary amount
known at inception, (b) variations in
something other than the fairvalue of the
i55Ler's equity shares, or (¢) vanations
inversely related to changes in the fair value
ofthe issuer's equity shares? (Refer to
paragraph 12 of FASE Statement No. 150
and FASE Staff Position FAS 150-1 for
guidance.) [2]

Yes

Yvas the financial instrument issued as
contingent consideration in a business
combination that is subject to the
measurement guidance in paragraphs 27 -
31 0f FASE Statement No. 141 oris it an
obligation under a stock compensation
arangement accounted for under FASB
Statement No. 123R, AICPA Statement of
|Position 93-6, orrelated guidance? (Refer

to paragraphs 16 - 17 of FASE Statement
No. 150 and FASB Staff Position FAS 150-
4 for guidance. ) [3]

FASE Statements No. 133 and 150,
and EITF Issue No. 00-19 do not
provide accounting guidance for this
instrument. [8]

Separate the embedded denvative
from the hybrid financial instrument
and account for the embedded feature
as a derwvative instrument in
accordance with the guidance in FASB
Statement No. 133

No No No
|5 the financial instrumnent indexed salely to the No Does the financial instrument in its entirety meet [ Mo Does the financial instrument contain an Yes Did the Company elect fair value
Company's own stock?( Refer to EITF |ssues No. all the characteristics of a derivative instrument errhedded derivative that requires separate measurerment for the entire hybrid
00-8, 01-8, DIG Issue C8, and paragraph 286 of as described in paragraphs B - 8 of FASE accounting? (Refer to paragraphs 12- 16 instrument under FASE Statement Na. 185
FASE Statement No. 133 for guidance ) [5] Staternent No. 1337 [6] and 60 - 61 of FASE Statement No. 133 LIpan issUance or upon a new hasis event?

N and related DIG |ssues for guidance ) [7] [8]

Tes
Yes Yes
itas the financial instrument issued as ‘es Account for the financial instrument in Doss the financial instrument meet any Record entire financial instrument at
contingent consideration in a business accordance with FASE Statement No. 141 ofthe scope exclusions in paragraphs fair value each period with changes in
combination that is subject ta the orthe relevant compensation literature, as 10- 11 of FASB Statement No. 1337 fair value recognized in earnings under
measurement guidance in paragraphs 27 - appropriate [10] FASB Statement No. 155
31 0f FASB Statement No. 141 orwas it
issued (a) to compensate employees or (b)
to acquire goods and services from
nonemployees when performance has not
et occurred? [11]
Yes

No

No

The instrument is a derivative within
the scope of FASB Statement No. 133

FASB Statement Nos. 133 and150,
and EITF Issue No. 00-19 do not
provide accounting guidance for this
instrument. [8]
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AICPA Technical Practice Aid, Convertible Debt, Convertible Preferred Shares, Warrants, and Other Equity-
Related Financial Instruments

Accounting for Freestanding Financial Instruments Indexed to, and Potentially Settled in, a Company's Own Stock, cont.

A

h 4

Evaluate the financial instrument under EITF
Issue No. 00-19 for classification guidance at
each balance sheet date. Is net-cash
settlement required or can the holder elect
net-cash settlement (including the ability to
elect net-cash settlement if an event occurs
that is outside the control of the issuer)?[12]

Yes
No
A
Have all the conditions for equity No The financial instrument is classified as an
classification in paragraphs 12 - 32 of EITF asset or liability and should be measured at
Issue No. 00-19 been met? These conditions| fair value, with changes in fair value
must be evaluated at each balance sheet reported in eamings and disclosed in the
date. [13] financial statements as long as the contract
remains i as an asset or liability.
[14]
Yes
The financial instrument is classified in
e quity.
Is the equity-classified financial instrument a
warrant or other contract that allows the
holder to acquire convertible preferred
shares that are not redeemable?”
No
Yes
"Does the equity-classified financial No The financial instrument should be

instrument that allows the holder to acquire
nonredeemable convertible preferred shares
contain a beneficial conversion feature?
(Consider the tentative conclusions inlssues
13(a) and 13(b) of EITF Issue No. 00-27 for
measurement guidance.)" [15]

classified in equity. The financial instrument
should initially be reported at fair value and
subsequent changes in fair value should
not be recognized as long as the instrument
continues to be equity-classified.

Yes

Consider the tentative conclusion in Issue
13(c) of EITF Issue No. 00-27 for guidance
on determining how the beneficial conversion|
feature should be recognized. The remaining
proceeds allocated to the instrument should
be recorded in equity and subsequent
changes in fair value should not be
recognized as long as the instrument
continues to be equity-classified.
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AICPA Technical Practice Aid, Convertible Debt, Convertible Preferred Shares, Warrants, and Other Equity-

Related Financial Instruments

Issuer's Accounting for Financial Instruments with Embedded Conversion Options

Start

Determine the nature of the host contract
and identify all embedded features,
including the embedded conversion
option, which may require separate
accounting as derivatives under FASB
Staternent No. 133. [1]

Are the economic characteristics and risks
of the embedded conversion option clearly
and closely related to the host contract?
(Refer ta paragraphs 12(a), 61(k), and
B1(1) of FASE StaternentNo. 133 and
related DIG Issues for guidance.) [2]

Yes No

The embedded conversion option should
not be separated from the host contract
and accounted for as a derivative under
FASB Statement No. 133

15 the convertible financial instrument
remeasured in its entirety to fair value
each period with changes in fair vaue
reported in earnings as they occur?
(Refer to paragraph 12(b) of FASE
Staternent No. 133 and related DIG
Issues for guidance.) [3]

Record entire convertible financial
instrument at fair value each period,
'with changes in fair value recognized in
earnings as they occur under other

¥ applicable GAAP

No Mo

Would a separate financial instrument with
the same terms as the embedded
conversion option meet all the
characteristics of a derivative instrument
as described in paragraphs 6 - 9 of FASE
Statermnent No. 1337 (Refer to paragraph
12(c) of FASE Statement No. 133 and
related DIG |ssues for guidance.) [4]

Ves

Is the embedded conversion option
indexed solely to the Company's own
stock or to the stock of a consolidated
subsidiary? (Refer to EITF Issues No. 99
1and 01-6, DIG Issue C8, and
paragraph 286 of FASE Statement No.
133 for quidance.) [8]

Yes

Record entire convertible
instrument & fair value each period
with changes in fair value
recognized in eamings under FASE
Statement No. 155

Is net-cash settlernent of the embedded
conversion option required or can the
holder elect net-cash settlement of the
embedded conversion option (including
the ahility to elect net-cash settlement if
an event occurs that is outside the
control of the issuer)? (Refer ta
paragraphs 1-11 and 33-57 of EITF
Issue Mo. 00-19for quidance ) [7]

The embedded conversion option would|
be separated from the host contract
and accounted for as a derivative under
FASB Statement No. 133 unless fair
value measurement was elected under

¥ FASB Statement Mo. 155, Did the

Cornpany elect fair value measurement
under FASB Statement No. 155 upon
issuance or Upon a new basis event?

16]

Mo

[The embedded conversion option
should be separated from the host
contract and accounted for as a
derivative instrument under FASE
Staternent hNo. 133

No

No

Determine if the convertible instrument is
"conventional " Does the conversion
option entitle the holder to convert into a
fixed number of shares (or equivalent

=

Have all the conditions for equity
classification in paragraphs 12 - 32 of
EITF Issue No. 00-19 been met? [8]

The embedded conversion option should
not be separated from the host contract

and accounted for as a derivative
instrument under FASB Statement No.
133

amount of cash at discretion of the —
issuer)? (Refer to EITF Issue No. 05-2

for guidance ) [8]

Yes Yes




