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Dear Director:

Schering-Plough appreciates the opportunity it* comment on f-.lTF Issue 07- 1 , Accounting for
( 'olhsbonsiivc Arrangements. Sclieri rig- Plough is a global science-based health care company
that discovers, develops and rnanufaeUires pharmaceuUcuis for three customer markets human
prescription, consumer and animal health. Schcring-pioiigh also accesses external innovation via
partnering, in-licensing and acquisitions for all three customer markets.

In general, \ve agree with the basic principles underlying RM'F Issue 07- 1 . Specifically, we
agree that equity method accounting is not appropriate for collaborative arrangements. We also
agree that payments between participants thai are not within the scope of other authoritative
accounting literature should be accounted for either by analogy to authoritative literature or by a
reasonable, rational and consistently applied accounting policy election.

In response to the HI 1 1 "s request for comments, we have the following items lor your
consideration.

Legal Entities

Paragraph 6 of the draft abstract states;

.•f n'Uahomtivt! utrun'f'cmt'nt within !tic .vcc/u' < it triii tx.tuc is n-;t cundm-ted thnmgh a strpurut? ii'gui entity
<Ti'(.iii'ii for fhitt activity, tliwcver. its si'tme biiitaiit.w pun ufa I'ollulxirafivt' arran^m^nt ntity ,V
cvriditi-tftJ in •.{ fegiJi i'lintr forspt'i'ifis ftcttvitie.i nr for a xpi'aftc ^'f'

\Ve find this guidance to be unclear with regard to the Task force's intent. Based on the first
sentence above, it appears that if a legal entity is maintained for any collaborative activities,
KIT!-' 07-1 would not apply. However, the next sentence seems to allow for part of a
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collaborative arrange mail 10 be conducted through a legal entity for "specific activities or for a
specific geographic location." If the Task Force's intent was for RITF 07-1 to apply in situations
where legal entities do exist in pans of the collaboration, we believe it should be explicitly
stated, Further, more clarity regarding which "specific activities" the Task Force is considering
would also be helpful

While conceptually we are not opposed to having F.ITF 07- 1 apply to collaborative arrangements
in which legal entities may be involved lor inconsequential activities, we do believe thai the
conditions under which APB Opinion 1 8 would not apply should be clearly articulated.

income Statement Classification

In Appendix A, Illustration #1, #2 and #3 we are concerned that there is little substantive
discussion regarding how K1TF 07-] has been applied,

Tor example, in Illustration #2, we note that Pharma disaggregates the $13.75 net payable and
applies it to cost of sales (SI 6, 25 million) and development expenses ($2.50 mil l ion) on the basis
that Pharma was separating the payments based upon each activity pursuant to the arrangement.
It is not clear let us how paragraph 1 7 has been applied in th in instance. Is this treatment an
accounting policy election or has it been based on authoritative accounting literature either by
direct application or by analogy? This question is particularly relevant in light of the
introductory paragraph to Appendix A which states "... the example fact patterns are not
intended to represent the only manner in which the guidance in the Issues could be applied." li
would he helpful if the Task Force could indicate how they arrived at the income statement
presentation as indicated in each of the examples by a direct discussion of how EITF 07-1 was
applied.

In paragraph W (e). we are concerned about the intent of this disclosure requirement. While we
agree that the income statement classification and the amount of a settlement payment between
the parties in a collaboration arrangement would be a helpful disclosure, there could in fact be
other transactions between the parties that are included as part of the profit split which arc no!
nearly as relevant. For example, soureing transactions (i.e., movement of product between
entities) between the parties in large, multinational coJlaboraimn could be quite significant in
terms of value, but of l i t t le relevance to investors and other users of the financial statements.

We believe the disclosure requirements in paragraph 19 should be annual. Quarterly disclosures
of items (a) (d) would be overly repetitious. Regarding item £e). once investors and other users
of the financial statements understand where the amounts are recorded in the income statement.
\vv do not believe that the amount of each quarterly settlement payment is relevant in situations
where there are likely to be other disclosures regarding the collaboration products such as
revenues and gross margins. Moreover, quarterly disclosure of the settlement amount due
KVfrom parties in the collaboration could potentially be misleading as it gives prominence to
only one small part of the collaboration (e.g., the settlement or "balancing" payment) and not the
collaboration as a whole.
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Effective Date find Transition

We do not believe thai retrospective application is appropriate, !;or global pharmaceutical
companies, retrospective application will require the collection of information from each foreign
subsidiary and business unit in order to ensure that the entire population of potential
arrangements is captured. While major global collaboration arrangements are easily identified.
there may be smaller arrangements in local markets that would need to be evaluated. In
addition, for public companies that are required to present five-year selected financial data
tables, ibis exercise would need U> be repeated for many years into the past. As such, we believe
that the substantial cost and effort of collecting and evaluating all prior arrangements wil l
outweigh the benefits provided to the users of financial statements.

In this regard, we believe the transition should be similar to the prospective transition
requirements of E1TF 07-3, Accounting for tfonrefumlakk1. Advanced Paymtwtx for Guod\ or
Services Received for L'se in Future Research and Development Activities, Nonetheless, if the
KlTF continues to believe that retrospective- application is appropriate, we believe the effective
date of January 1. 2008 should be reconsidered.

We appreciate the opportunity to express our views and concerns regarding the draft abstract
ItlTF 07-1. We would be pleased to discuss any questions or comments on this letter with ihe
Task Force members or FASB staff at vour convenience.

Sincerely,

"̂

. D'ARKCC'A

l:\ecutive Director & Assistant Controller
Sehering-Flough Corporation


