
 
 

 

                                             

Board Meeting Handout* 
Ratification of EITF Consensus and Consensuses-for-Exposure1 

March 26, 2008 
 

At today's meeting, the staff will request that the Board consider ratifying a consensus and three 
consensuses-for-exposure that were reached at the March 12, 2008 EITF meeting. 

Task Force Consensus: 

1. Issue No. 07-4, "Application of the Two-Class Method under FASB Statement No. 128, 
Earnings per Share, to Master Limited Partnerships"—The Task Force affirmed as a 
consensus the consensus-for-exposure that the scope of this Issue apply only to master 
limited partnerships (MLPs) that have concluded that the incentive distribution is an equity 
distribution.  The Task Force also affirmed as a consensus its consensus-for-exposure that 
this Issue should apply to all MLP arrangements regardless of whether the incentive 
distribution rights (IDRs) are a separate interest or embedded in the general partnership 
(GP) interest. 

The Task Force affirmed as a consensus the consensus-for-exposure that when current-
period earnings are in excess of cash distributions and the IDRs are a separate LP interest, 
undistributed earnings should be allocated to the GP, LPs, and IDR holder utilizing the 
contractual terms of the partnership agreement.  The distribution formula for available cash 
specified in the partnership agreement should be used by the MLP to determine the way in 
which earnings are distributed.  Similarly, when the IDR is embedded in the GP interest, 
undistributed earnings should be allocated to the GP (including the distribution rights of the 
embedded IDR) and LPs utilizing the distribution formula for available cash specified in the 
partnership agreement.  The undistributed earnings should be allocated to the IDR holder (or 
the GP with respect to the distribution rights of an embedded IDR) based on the contractual 
participation rights of the IDR to share in current period earnings.   

The Task Force affirmed as a consensus the consensus-for-exposure that when cash 
distributions are in excess of current period earnings and the IDRs are a separate LP interest, 
net income (or loss) should be reduced (or increased) by distributions to the GP, LPs, and 
IDR holder.  The resulting hypothetical loss would be allocated to the GP and LPs based on 
their respective sharing of losses specified in the partnership agreement.  This consensus-
for-exposure assumes that the IDR holder does not have a contractual obligation to share in 
the losses of the MLP (as described in paragraphs 17 and 18 of Issue 03-6).   

The Task Force reached a consensus that the MLP should reflect its contractual obligation to 
make distributions as of the end of the current reporting period.  Therefore, an MLP would 
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reduce (increase) income (loss) from continuing operations (or net income or loss) for the 
current reporting period by the amount of available cash that has been or will be distributed 
to the GP, LPs and IDR holder (or GP with respect to an embedded IDR) for that current 
reporting period.  If distributions to the IDR holder (or GP with respect to an embedded 
IDR) are contractually limited to available cash as defined in the partnership agreement, 
then the specified threshold for the current reporting period would be the holder’s share of 
available cash that has been or will be distributed to the IDR holder (or GP with respect to 
an embedded IDR) for that current reporting period. 

The Task Force affirmed as a consensus the consensus-for-exposure that this Issue should 
be effective for financial statements issued for fiscal years beginning after December 15, 
2008, and interim periods within those fiscal years.  Earlier application is not permitted.  
The guidance in this Issue should be applied retrospectively for all financial statements 
presented. 

Task Force Consensuses-for-Exposure: 

1. Issue No. 07-5, "Determining Whether an Instrument (or Embedded Feature) Is 
Indexed to an Entity's Own Stock"—The Task Force reached a consensus-for-exposure 
that an entity should evaluate whether an equity-linked financial instrument (or embedded 
feature) is indexed to its own stock  using the following two-step approach: 

Step 1: Evaluate the instrument’s contingent exercise provisions, if any. 
Step 2: Evaluate the instrument’s settlement provisions. 

The Task Force reached a consensus-for-exposure that the guidance in EITF Issue No. 01-6, 
"The Meaning of 'Indexed to a Company's Own Stock,'" should be carried forward to this 
Issue for purposes of evaluating contingent exercise provisions (Step 1).  An exercise 
contingency would not preclude an instrument (or embedded feature) from being considered 
indexed to an entity’s own stock provided that it is not based on (a) an observable market, 
other than the market for the issuer’s stock (if applicable), or (b) an observable index, other 
than an index calculated or measured solely by reference to the issuer’s own operations (for 
example, sales revenue of the issuer, EBITDA of the issuer, net income of the issuer, or total 
equity of the issuer).  If the evaluation of Step 1 does not preclude an instrument (or 
embedded feature) from being considered indexed to the entity's own stock, the analysis 
would proceed to Step 2. 

For purposes of applying Step 2, an instrument (or embedded feature) would be considered 
indexed to an entity's own stock if its settlement amount will equal the difference between 
the fair value of a fixed number of the entity's equity shares and a fixed amount of cash or 
another financial asset.  An issued share option that gives the counterparty a right to buy a 
fixed number of the entity's shares for a fixed price or for a fixed stated principal amount of 
a bond would be considered indexed to an entity's own stock.  An instrument’s strike price 
or the number of shares used to calculate the settlement amount are not fixed if its terms 
provide for any potential adjustment, regardless of the probability of such adjustment(s) or 
whether such adjustments are in the entity's control.  In cases in which the instrument's 
strike price or the number of shares used to calculate the settlement amount are not fixed, 
the Task Force reached a consensus-for-exposure that the instrument would not be 
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considered indexed to an entity's own stock unless the only variables that could affect the 
settlement amount would be inputs to the fair value of a "fixed-for-fixed" forward or option 
on equity shares.  

A "fixed-for-fixed" forward or option on equity shares has a settlement amount that 
is equal to the difference between the price of a fixed number of equity shares and a 
fixed strike price.  The fair value inputs of a fixed-for-fixed forward or option on 
equity shares may include the entity's stock price and additional variables, including 
the strike price of the instrument, time, expected dividends or other dilutive 
activities, stock borrow cost, interest rates, stock price volatility, the entity's credit 
spread, and the ability to maintain a standard hedge position in the underlying shares.  
Determinations and adjustments related to the settlement amount (including the 
determination of the ability to maintain a standard hedge position) must be 
commercially reasonable.  An instrument would not be considered indexed to the 
entity's own stock if its settlement amount is affected by variables that are extraneous 
to the pricing of a fixed-for-fixed option or forward contract on equity shares.  If an 
instrument's settlement calculation incorporates variables other than those used to 
determine the fair value of a fixed-for-fixed forward or option on equity shares, or if 
the instrument contains a feature (such as a leverage factor) that increases exposure 
to the additional variables listed above in a manner that is inconsistent with a fixed-
for-fixed forward or option on equity shares, the instrument would not be considered 
indexed to the entity's own stock.  

The Task Force reached a consensus-for-exposure that an equity-linked financial instrument 
(or embedded feature) would not be considered indexed to the entity's own stock if the strike 
price is denominated in a currency other than the issuer's functional currency (including a 
conversion option embedded in a convertible debt instrument that is denominated in a 
currency other than the issuer's functional currency).   

The Task Force reached a consensus-for-exposure that market-based employee stock option 
valuation instruments are not considered indexed to the entity's own stock under the 
guidance in the two-step approach and that an exception to the two-step approach should not 
be provided.   

The Task Force reached a consensus-for-exposure that this Issue should be effective for 
financial statements issued for fiscal years beginning after December 15, 2008, and interim 
periods within those fiscal years.  Early application is not permitted. 

The Task Force reached a consensus-for-exposure that this Issue should be applied to 
outstanding instruments as of the beginning of the fiscal year in which this Issue is initially 
applied.  The cumulative effect of the change in accounting principle would be recognized 
as an adjustment to the opening balance of retained earnings (or other appropriate 
components of equity or net assets in the statement of financial position) for that fiscal year, 
presented separately.  However, in circumstances in which a previously bifurcated 
embedded conversion option in a convertible debt instrument no longer meets the 
bifurcation criteria in Statement 133 at initial application of this Issue, that conversion 
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option should be reclassified to equity at adoption.  Any debt discount that was recognized 
when the conversion option was initially bifurcated from the convertible debt instrument 
should continue to be amortized. 

The Task Force reached a consensus-for-exposure that the transition disclosures in 
paragraphs 17 and 18 of FASB Statement No. 154, Accounting for Changes and Error 
Corrections, should be provided. 

2. Issue No. 08-3, "Accounting by Lessees for Nonrefundable Maintenance Deposits"—
The Task Force reached a consensus-for-exposure that all nonrefundable maintenance 
deposits should be accounted for as a deposit.  When the underlying maintenance is 
performed, the deposit is expensed or capitalized in accordance with the lessee’s 
maintenance accounting policy.  Once it is determined that an amount on deposit is not 
probable of being used to fund future maintenance expense, it is recognized as additional 
rent expense at the time such determination is made. 

The Task Force reached a consensus-for-exposure that this Issue should be effective for 
financial statements issued for fiscal years beginning after December 15, 2008, and interim 
periods within those fiscal years.  Earlier application is not permitted. 

The Task Force reached a consensus-for-exposure that entities should recognize the effect of 
the change as a change in accounting principle as of the beginning of the fiscal year in 
which this Issue is initially applied for all arrangements existing at the effective date.  The 
cumulative effect of the change in accounting principle shall be recognized as an adjustment 
to the opening balance of retained earnings (or other appropriate components of equity or 
net assets in the statement of financial position) for that fiscal year, presented separately.  
The transition impact of applying this Issue should comply with the disclosure requirements 
of Statement 154 for changes in accounting principles. 

3. Issue No. 08-4, "Transition Guidance for Conforming Changes to Issue No. 98-5, 
'Accounting for Convertible Securities with Beneficial Conversion Features or 
Contingently Adjustable Conversion Ratios'"—The Task Force reached a consensus-for-
exposure that transition guidance should be provided for conforming changes to Issue 98-5.  
This Issue was developed as a means to expose the transition guidance for those conforming 
changes with out exposing Issue 98-5, as amended. 

The Task Force reached a consensus-for-exposure that the conforming changes to Issue 98-5 
should be effective for financial statements issued for fiscal years ending after December 15, 
2008.  The effect of applying the conforming changes, if any, should be presented 
retrospectively with the cumulative effect of the change being reported in retained earnings 
in the statement of financial position as of the beginning of the first period presented.  
Additionally, any effect of applying the conforming changes should comply with the 
disclosure requirements of Statement 154 for changes in accounting principles. 
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BACKGROUND 

The objective of the GAAP hierarchy project is to move the GAAP hierarchy from the auditing 
literature to the accounting literature in advance of the final Board approval of the codification.  
This project has been on hold pending further development of standards by other organizations 
that are making corresponding changes to the auditing literature. The “near-final” version of the 
proposed Statement, The Hierarchy of Generally Accepted Accounting Principles, has been 
available on the FASB website since September 2006. 

PURPOSE 

The Board will discuss (1) two comments the staff has received on the “near-final” version of the 
proposed Statement and (2) aligning the effective date of the proposed Statement with the 
corresponding changes to the auditing literature. 

ISSUE 1 

The Board received a comment regarding its previous decision to remove from the final 
Statement the grandfathering provisions related to EITF Issues and Statements of Position in 
AICPA Statement on Auditing Standards No. 69, The Meaning of Present Fairly in Conformity 
With Generally Accepted Accounting Principles.  That comment was that the decision to remove 
the grandfathering provisions in the final Statement would be a significant burden for at least one 
company.  During the deliberations of this topic, some Board members expressed concern with 
the impact of this decision and asked the staff to identify and reach out to constituents that may 
be impacted by the decision.  That outreach occurred and this particular constituent is the only 
company that has been identified as being impacted by this decision.   

If the Board reaffirms its decision to remove the grandfathering provisions, the constituent 
requests that the Board reconsider the transition method required by the final Statement.  The 
staff has developed an alternative transition method for consideration by the Board.  That method 
is for this Statement to refer to the original transition method in the guidance that resulted in the 
original change in accounting principle as of the effective date of this Statement.   

Would the Board like to reaffirm its previous decision to remove the grandfathering provisions 
from the final Statement? 

If the Board reaffirms its decision to remove the grandfathering provisions from the final 
Statement, would the Board like to change the transition guidance in the “near-final” 
document? 

deliberations. 
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ISSUE 2 

The second comment received relates to the Board’s previous decision to explicitly include EITF 
D-Topics in category (c) of the GAAP hierarchy and the addition of a footnote regarding the 
treatment of EITF D-Topics utilized by the SEC staff.  Subsequent to the August 2006 Board 
meeting, the SEC staff provided comments on footnotes 1 and 3 in the “near-final” version of the 
proposed Statement.  The SEC staff suggested that Staff Accounting Bulletins, SEC staff 
announcements in EITF D-Topics, and SEC Observer comments in EITF Issues be referred to 
together, rather than in separate footnotes.  Accordingly, the SEC staff recommends the 
following revision to footnote 1 (added text is underlined): 

Rules and interpretive releases of the Securities and Exchange Commission (SEC) are 
sources of category (a) accounting principles for SEC registrants.  In addition, the SEC 
staff issues Staff Accounting Bulletins that represent practices followed by the staff in 
administering SEC disclosure requirements and utilizes EITF D-Topics and Observer 
comments in EITF Issues to publicly announce their views on certain accounting issues. 

If the Board were to make this change to footnote 1, footnote 3 would be eliminated and 
paragraph 3(c) in the “near-final” version of the proposed Statement would need to be amended 
to clarify that the reference to EITF D-Topics in level (c) GAAP only refers to FASB staff 
announcements. 

Does the Board wish to make the proposed changes to the references to SEC staff 
announcements in EITF D-Topics and to SEC Observer comments in EITF Issues? 

EFFECTIVE DATE 

The PCAOB recently issued Auditing Standard No. 6, Evaluating Consistency of Financial 
Statements, for SEC approval.  It removes the GAAP hierarchy from the auditing literature and 
has an effective date of 60 days after SEC approval.  The FASB staff proposes the same effective 
date for the final Statement on GAAP hierarchy.   

Should the effective date of the final Statement be the same as that of Auditing Standard 6? 
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PURPOSE OF THIS MEETING 

The purpose of this meeting is for the Board to (a) discuss issues raised by comment letter 

respondents to the proposed FASB Staff Position (FSP) APB 14-a, Accounting for Convertible 

Debt Instruments That May Be Settled in Cash upon Conversion (Including Partial Cash 

Settlement), and (b) redeliberate the guidance in that proposed FSP.   

COMMENT LETTER SUMMARY 

The comment period for the proposed FSP ended on October 15, 2007.  Comment letters 

received from 57 respondents are summarized below. 

Respondent Profile 
 
Number and Type of Respondents 
 
Public Accounting Firms: 
 Big Four Accounting Firms 4 
 Non-Big Four Accounting Firms 2 
  Total Public Accounting Firms 6 
 
Preparers: 
 Investment Banks 6 
 Other Preparers 33 
  Total Preparers 39 
 
Users: 
 Equity Analyst 1 
 Bond Rating Agency 1 
 Hedge Fund 1 
  Total Users 3 



 

Other: 
 Consultant 1 
 Industry Trade Associations 5 
 AICPA and State CPA Societies 2 
 U.S. Senator 1 
  Total Other 9 
 
Total Respondents 57 
 
 

Comments were received on substantially all aspects of the proposed FSP and are organized in 

this handout as follows: 

1. Overall position on the proposed FSP 
2. Scope 
3. Recognition and initial measurement 
4. Subsequent measurement 
5. Modifications and derecognition 
6. Effective date and transition 
7. Other comments. 
 

The Board will be asked to discuss each of these aspects of the proposed FSP at the March 26, 

2008 Board meeting.   

OVERALL POSITION ON PROPOSED FSP 

There were 46 comment letter respondents who opposed the proposed FSP and 9 respondents 

who supported it.  There were two respondents who requested that the proposed effective date be 

delayed, but did not express a view on the proposed accounting guidance.   

A significant number of respondents that opposed the proposed FSP asserted that (a) the current 

accounting treatment for such instruments (that is, application of the guidance in paragraph 12 of 

APB Opinion No. 14, Accounting for Convertible Debt and Debt Issued with Stock Purchase 

Warrants) is correct, (b) the accounting should not be changed for a subset of convertible 

instruments, and (c) a requirement to separate the liability and equity components of convertible 

debt instruments will increase complexity in financial reporting.  A significant number of those 

respondents also asserted that the accounting for convertible instruments within the scope of the 

proposed FSP should not be changed until the Liabilities and Equity project is completed and 

noted that the accounting treatment in the proposed FSP differs from the fair value accounting 
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model that would be applied under the Basic Ownership Approach (the Board’s preferred 

approach in the Liabilities and Equity project).   

A number of respondents indicated that the proposed guidance would understate issuers’ liability 

balances because it would result in a measurement of the liability component that is less than the 

related claim in bankruptcy.  In addition, a number of respondents asserted that issuers may not 

be able to estimate their nonconvertible debt borrowing rate as of the date when an instrument 

within the scope of this project was issued.   

SCOPE 

The scope of the proposed FSP specified that such guidance would apply to “convertible debt 

instruments that, by their stated terms, may be settled in cash (or other assets) upon conversion, 

including partial cash settlement, unless the embedded conversion option is required to be 

separately accounted for as a derivative under Statement 133.”  Some comment letter 

respondents recommended that the scope be expanded to all convertible debt instruments.  In 

general, those comment letter respondents asserted that the economics of physically-settled 

convertible debt instruments are equivalent to cash-settleable convertible debt instruments, so the 

arguments supporting the proposed FSP would apply equally to all convertible debt instruments.   

RECOGNITION AND INITIAL MEASUREMENT 

Liability-First Separation Methodology 

The proposed FSP specified that instruments within its scope would be separated into their 

liability and equity components at initial recognition using a liability-first separation approach.  

The Notice to Recipients for the proposed FSP asked whether constituents agree with that 

methodology. 

Feedback was mixed among those comment letter respondents who expressed a preference for a 

particular separation methodology.  There were 9 respondents who preferred a liability-first 

separation methodology and 11 respondents who preferred an equity-first separation 

methodology.  Additionally, one respondent preferred a relative fair value separation 

methodology and three respondents indicated that issuers should be permitted to elect which 

separation methodology to apply.  The comment letter respondents who did not prefer the 
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liability-first separation methodology typically indicated that (a) that methodology would be 

difficult to apply because entities would be unable to estimate their borrowing rates and (b) such 

a methodology would introduce a new method of separation into U.S. GAAP.  Many of the 

respondents who preferred an equity-first separation methodology observed that such an 

approach is consistent with the issuer’s initial recognition when an embedded conversion option 

is required to be separately accounted for as a derivative under FASB Statement No. 133, 

Accounting for Derivative Instruments and Hedging Activities.  In addition, a number of 

respondents observed that the value of the conversion option is a key element to pricing 

convertible bonds in their entirety.   

One respondent proposed changes to the liability-first separation approach.  That respondent 

recommended that the liability component be measured based on (a) the expected life of the 

hybrid instrument (including the conversion option), (b) the contractual cash flows of the hybrid 

instrument excluding any incremental settlement value from the conversion option, and (c) the 

issuer’s borrowing rate for a nonconvertible debt instrument with a maturity date equivalent to 

the expected life of the hybrid instrument.   

Income Taxes 

The proposed FSP indicated that application of its guidance may result in a basis difference 

associated with the liability component that represents a temporary difference under FASB 

Statement No. 109, Accounting for Income Taxes, and would require that the initial recognition 

of deferred taxes for that basis difference should be recorded as an adjustment to additional paid-

in capital.  One respondent disagreed with that guidance and indicated that the recognition of 

interest cost from amortizing a debt discount that results from application of the proposed FSP 

should be treated as a permanent difference under Statement 109.  That respondent 

recommended that the Board change the proposed guidance to indicate that a temporary 

difference would not exist if the settlement of a convertible debt instrument for an amount equal 

to the aggregate carrying value of the instrument’s liability and equity components will not result 

in taxable or deductible amounts.  
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Transaction Costs 

Some respondents requested clarification of the accounting for transaction costs relating to the 

issuance of instruments that are within the scope of this project.  Those respondents asked 

whether transaction costs should be allocated between the liability and equity components and 

accounted for as debt issue costs and equity issue costs, respectively.   

Question for the Board 

Question 1—Does the Board agree that the final FSP should require that transaction costs be 

allocated between the liability and equity components in proportion to the allocation of 

proceeds?  

 

SUBSEQUENT MEASUREMENT 

The proposed FSP specified that the excess of the principal amount of the liability component 

over its initial fair value should be amortized to interest cost using the interest method under 

APB Opinion No. 21, Interest on Receivables and Payables.  For purposes of applying the 

interest method to instruments within the scope of this project, the proposed FSP indicated that 

the debt discount should be amortized over the expected life of a similar liability that does not 

have an associated equity component (considering the effects of prepayment features other than 

the conversion option).  That proposed guidance also indicated that if an issuer uses an income 

approach valuation technique for purposes of measuring the fair value of the liability component 

at initial recognition, the issuer should consider the periods of cash flows used in that fair value 

measurement when determining the appropriate discount amortization period.   

A number of respondents requested additional guidance on determining the expected life of a 

debt instrument with embedded prepayment options.  Other respondents requested guidance on 

whether the expected life should be reassessed in subsequent reporting periods.  Additionally, 

some respondents disagreed with the guidance in the proposed FSP that instruments within its 

scope are not eligible for the fair value option.   
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MODIFICATIONS AND DERECOGNITION 

The proposed FSP provided guidance on accounting for modifications and derecognition of 

instruments within its scope.  That guidance was intended to (a) specify how the consideration 

exchanged should be allocated between the liability and equity components at settlement and (b) 

refer to other U.S. GAAP for guidance on debt modifications, induced conversions, and other 

related issues.  A number of respondents commented on various aspects of the accounting for 

modifications and derecognition.  Some of those respondents disagreed with the guidance in the 

proposed FSP prohibiting an entity from recombining the components of an instrument if its 

terms are modified in a manner that does not result in derecognition of the original instrument.  

One respondent believes that the guidance on accounting for induced conversions in FASB 

Statement No. 84, Induced Conversions of Convertible Debt, should not apply to instruments 

within the scope of this project.  One respondent suggested that, upon settlement by a 

conversion, the issuer should expense any unamortized debt discount instead of allocating the 

settlement consideration to the liability and equity components.   

EFFECTIVE DATE AND TRANSITION 

The proposed FSP specified that its guidance would be effective for fiscal years beginning after 

December 15, 2007, and interim periods within those fiscal years.  Substantially all comment 

letters requested that the effective date be delayed by at least one year to provide entities with 

more time to understand and implement the guidance.  The Board will be asked to discuss 

whether the FSP should be effective for fiscal years beginning after December 15, 2008, and 

interim periods within those fiscal years.  Early adoption would not be permitted. 

The proposed FSP specified that its guidance should be applied retrospectively to all periods 

presented.  There were 38 comment letter respondents who objected to retrospective application 

and there was 1 respondent who supported retrospective application.  Many respondents 

requested that the proposed FSP be applied prospectively by grandfathering instruments that are 

outstanding at the effective date.  A significant number of respondents also requested that 

retrospective application not be required for (a) instruments that are settled prior to the effective 

date, (b) instruments that are modified to remove the cash-settlement feature prior to the 

effective date, and (c) instruments that have been reflected in diluted earnings per share using the 
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if-converted method.  At the March 26, 2008 meeting, the Board will be asked to discuss the 

following transition alternatives: 

Retrospective Transition Alternative A (Consistent with the Proposed FSP) 

This FSP shall be applied retrospectively to all periods presented.  The cumulative effect 
of the change in accounting principle on periods prior to those presented shall be 
recognized as of the beginning of the first period presented.  An offsetting adjustment 
shall be made to the opening balance of retained earnings (or other appropriate 
components of equity or net assets) for that period, presented separately.  An entity is not 
required to reclassify amounts between its opening equity accounts in circumstances in 
which an instrument within the scope of this FSP was not outstanding for any of the 
periods presented in the financial statements but was outstanding during an earlier period.   
 
For convertible debt instruments that were modified after their original issuance date to 
provide for cash settlement (including partial cash settlement) upon conversion in a 
modification transaction that was not accounted for as an extinguishment, this FSP shall 
be applied retrospectively to the modification date.  In those circumstances, the guidance 
in paragraph 18 of this FSP shall be applied to attribute the carrying amount of the 
instrument as of the modification date to its liability and equity components.   

Retrospective Transition Alternative B 

Same as Alternative A, except that entities are not required to apply the guidance in the 
FSP to instruments that are no longer outstanding at the effective date.   
 

Retrospective Transition Alternative C 

Same as Alternative A, except that entities are not required to apply the guidance in the 
FSP to instruments (a) that are no longer outstanding at the effective date or (b) that have 
been modified prior to the effective date such that they may no longer be settled in cash 
(or other assets) upon conversion, including partial cash settlement.  However, if an entity 
modifies a convertible debt instrument prior to the effective date such that it may no 
longer be settled in cash (or other assets) upon conversion, including partial cash 
settlement, the if-converted method of computing diluted earnings per share must be 
applied to that instrument for all periods presented.   

Retrospective Transition Alternative C' 

Same as Alternative C, except that if an entity modifies a convertible debt instrument 
prior to the effective date such that it may no longer be settled in cash (or other assets) 
upon conversion, including partial cash settlement, the entity would not be required to 
retrospectively adjust diluted earnings per share in the financial statements.  Rather, it 
would be required to disclose pro forma diluted earnings per share that reflects the 
application of the if-converted method of computing diluted earnings per share to that 
instrument for all periods presented.   

 7 



 

Retrospective Transition Alternative D 

Same as Alternative A, except that entities are not required to apply the guidance in the 
FSP to instruments that both (a) have been modified prior to the effective date such that 
they may no longer be settled in cash (or other assets) upon conversion, including partial 
cash settlement and (b) have previously been reported using the if-converted method of 
computing diluted earnings per share for all prior periods presented.   

Some constituents have asked whether, for entities with qualifying assets, the guidance in FASB 

Statement No. 34, Capitalization of Interest Cost, should be applied in prior periods under 

retrospective application.  If interest cost is eligible for capitalization in prior periods, it would 

often increase the carrying amounts of an entity’s long-lived assets and reporting units.  

Consequently, constituents have also asked whether any impairment tests that were performed in 

prior periods should be reperformed under retrospective application based on the revised 

carrying amounts of the related assets.   

Questions for the Board 

Question 2—Does the Board agree that the final FSP should be effective for fiscal years 

beginning after December 15, 2008, and interim periods within those fiscal years?  

Question 3—Does the Board agree that the guidance in the final FSP should be applied 

retrospectively to all periods presented (Retrospective Transition Alternative A)?  

Question 4—Does the Board agree that, for purposes of retrospectively applying the guidance 

in the final FSP, the provisions of Statement 34 should be applied to all periods in which the 

instrument was outstanding and entities should not re-perform impairment tests for periods 

prior to the effective date?  

 

OTHER COMMENTS 

References to Other U.S. GAAP and Illustrative Example 

The Notice to Recipients of the proposed FSP asked whether its understandability was improved 

by (a) the references to other U.S. GAAP and (b) the illustrative example in Appendix A.  All 

comment letter respondents that addressed those questions indicated that the references to other 
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U.S. GAAP and the illustrative example improved the understandability of the proposed FSP and 

should be retained if a final FSP is issued.  

Balance Sheet Presentation 

Convertible debt instruments that require settlement of the principal amount in cash upon 

conversion are presented as current liabilities in a classified balance sheet whenever the 

instrument is currently convertible (or will become convertible within one year from the balance-

sheet date).  Some constituents have requested clarification of whether entities should continue to 

consider all terms of instruments within the scope of this project (including conversion terms) for 

purposes of determining whether the liability component should be presented as a current 

liability or a long-term liability in a classified balance sheet.   

Disclosures 

Some user constituents recommended that the FSP include explicit disclosure requirements.  At 

the March 26, 2008 meeting, the Board will be asked to decide which of the following disclosure 

alternatives should be required (in addition to any disclosures that are required under other 

applicable U.S. GAAP): 

Disclosure Alternative A 
a. The instrument’s par value, unamortized discount on its liability component, and 

the carrying amounts of its liability and equity components. 
b. The conversion price and the number of shares on which the aggregate 

consideration to be delivered upon conversion is determined.   
c. The amount by which the instrument’s if-converted value exceeds its par value at 

the balance-sheet date, regardless of whether the instrument is currently 
convertible.  

d. Interest cost reported for the period, including the portion relating to amortization 
of a debt discount and the portion relating to the stated interest coupon. 

e. The effective interest rate on the liability component and the remaining period 
over which the unamortized discount on the liability component will be 
recognized as interest cost. 

f. Information about derivative transactions entered into in connection with the 
issuance of instruments within the scope of this project, including the terms of 
those derivative transactions, how those transactions relate to the instruments 
within the scope of this project, the number of shares underlying the derivatives, 
and the reasons for entering into those derivative transactions.  This disclosure is 
required regardless of whether the related derivative transactions are accounted 
for as assets, liabilities, or equity instruments.  
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Disclosure Alternative B 

Other U.S. GAAP (for example, FSP FAS 129-1, Disclosure Requirements under FASB 
Statement No. 129 Relating to Contingently Convertible Securities, Opinion 21, and 
Statement 129) sets forth disclosure requirements that may apply to instruments within 
the scope of this FSP.  In addition to disclosures required under other applicable U.S. 
GAAP, the following information shall be disclosed for each annual period for 
convertible debt instruments within the scope of this FSP:  
 
a. The carrying amount of the equity component, 
b. The principal amount of the liability component, its unamortized discount, and its 

net carrying amount, 
c. The remaining period over which any discount on the liability component will be 

amortized, 
d. The effective interest rate on the liability component, and 
e. The amount of interest cost recognized for the period relating to the contractual 

interest coupon and amortization of the discount on the liability component, 
respectively. 

 

Questions for the Board 

Question 5—Does the Board agree that the final FSP should contain explicit disclosure 

requirements consistent with Disclosure Alternative B?  

Question 6—Does the Board want the staff to proceed with the balloting process for the final 

FSP?  

 


