
ARTHUR ANDERSEN 8c Co. 

HARVEY KAPNICX 
CHAIRMAN 

69 WEST WA~HINGTON STREET 

CHICAGO, IUINOIS 60602 

June 28, 1973 
- 

F i n a n c i a l  Accounting S tandards  Board 
High Ridge Park 
Stanford., Connecticut 06905 

Gentlemen: . 

We r e s p e c t f u l l y  p e t i t i o n  t h e  F inanc ia l  Accounting. 
S tandards  BQard t o  undertake a r e c h n s i d e r a t i o n  of APB Opinions 
No. 1 6  and No. 17 i n  t h e  near  f u t u r e ,  c_ 

no s u b j e c t  t h a t  you c o u l d y o n s i d e r  t h a t  i s  any more i m p o r t a t  
t o  t h e  long-range nelfare of t h e  bus iness  commuaity and t h e  
i n t e r e s t s  of i n v e s t o r s  end o t h e r  u se r s  of f i n a n c i a l  s ta te -  
ments t h a n  proper  accounting f o r  bus iness  combinations. 

I n  our view, theEe i s  

Vie have reached t h e  p o i n t  i n  time \?hen t h e  a p p l i -  
c a t i o n  of t he  p r o v i s i o n s  of these Opinions by sur c l i e n t s  
r e s u l t s  i n  an i n p o s s i b l e  and i n t o l e r a b l e  s i t u a t i o n  and one 
t h a t  i s  unsupportable  on sny s e n s i b l e  b a s i s .  

The q u e s t i o n  is n o t  whether Opinions No. 1 6  and 
No. 17 are popxlar  i n  t h e  bus iness  communfty b u t  whether 
t h e  r e s u l t s  from the  a p p l i c a t i o n  of those  Opinions p r o p e r l y  
r e f l e c t  t h e  f a c t s  and can be supported a s  a f a i r  p re sen ta -  
t i o n  of what a c t u a l l y  has  occurred i n  a bus iness  combination. 

We b e l i e v e  t h a t  t h e  a p p l i c a t i o n  of  t hese  Opinions 
i n  many cases  h a s  been inequ i t ab le  and d i s c r - h l n a t o r y  a s  
betvreen companies, has h-ad an -adverse e f f e c t  on our  n a t i o n a l  
economy as wel l  a s  on i n d i v i d u a l  coapanies,  has  been damaging 
t o  i n v e s t o r s ,  and h a s  produced misleading r e s u l t s  f o r  t h e  
u s e r s  of f inancl’al-  s ta tements .  

- ---- 

\ 

Examples of t h e  i n e q u i t i e s  and r i d i c u l o u s  r e s u l t s  
a r i s i n g  f rom these Opinions a r e  v i r t u a l l y  l i m i t l e s s .  Our 
f i r m  i n  1972 pre9ared an 83-page p r i n t e d  book of i n t e r p r e t a -  
t i o n s  of t h e s e  OpiniQrrs f o r  t h e  guidance of our personnel  
i n  our  p r a c t i c e .  S ince  then  hundreds of ques t ions  have been 
r a i s e d ,  many involv ing  m a t t e r s  no t  d e a l t  v i t h  even i n  t h i s  
e x t e n s i v e  s e t  of i n t e r p r e t a t i o n s .  We a r e  novr r e v i s i n g  and 
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expanding t h i s  book, and a second e d i t i o n  i s  about  completed,  
Those who do n o t  have a c c e s s  t o  in fo rma t ion  t h a t  enable's 
thern t o  m a i n t a i n  c o n s t a n t  c o n t a c t  v i t h  developments i n  t h i s  
area are  a t  a d i s t i n c t  d i sadvan tage ,  and t h i s  must i n c l u d e  
many smaller accoun t ing  firms and t h e i r  c l i e n t s .  

Opinions No. 1 6  and No. 17 vere doomed to f a i l u r e  
from t h e  beg inn ing .  They were t he  r e s u l t  of compTamises 
t h a t  v e r e  n o t  based on any sound o b j e c t i v e s ,  s t a n d a r d s  o r  
concep t s .  They mere t h e  p r o d u c t  of an i l l - a d v i s e d  e f f o r t  
t o  p a t c h  u s  , a l leged  abuses  i n  existing p r a c t i c e s  b y  
e s t a b l i s h i n g  a long  l i s t  of  r u l e s  t h a t  a r e  i n c o n s i s t e n t  
and unsuppor t ab le .  T h i s  a r i ses  i n  p a r t  because  an e f f o r t  
was made t o  drav a r b i t r a r y  l i n e s  between forins c>f c m -  
s i d e r a t i o n  i n  t r a n s a c t i o n s  (such a s  cash  v s .  s t o c k )  
when such l i n e s  can have  a huge e f f e c t  on the r e su l t s ,  
Such a r b i t r a r y  l i n e s  can o n l y  b e  en fo rced  by many d e t a i l e d  
r u l e s  t h a t ,  i n  t u r n ,  l e a d  t o  even more such ru les ,  and 
t h i s  goes  on e n d l e s s l y .  

Two examples of areas vhere  Opinion No. 16  has 
proved t o  be  p a r t i c u l a r l y  i n e q u i t a b l e  i n  p r a c t i c e  E r e  the  
tno -yea r  r u l e s  r e l a t i n g  t o  s u b s i d i a r i e s  and t r e a s u r y  s t o c k ,  

- -  . - _. .--, ___ 
c-.+--- ___^ "_-- - - 

I n c r e a s i n g  cogcern  i s  b e i n g  e x p r e s s e d  abou t  
a c q u i s i t i o n s  of b u s i n e s s  e n t i t i e s  i n  t he  United S t a t e s  
and e l sewhere  b y  companies i n  o t h e r  c o u n t r i e s  i n  conpe- 
t i t i o n  with U.S. conpznies .  The accoun t ing  s p e c i f i e d  b y  
Opin ions  No. 16 a2d No. 17 is n o t  a p g l i c a b l e  t o  an a c q u i r i n g  
conpany i f  it i s  based  i n  a coun t ry  o t h e r  t h a n  t h e  United 
States.. Of t en  t h e  r e s u l t  i s  t o  p rov ide  a company o u t s i d e  
t h e  Un i t e3  S ta t e s  with &n--advan-i?age vhen it i s  competing - 
w i t h  a U.S. conpany f o r  a c q u i s i t i o n  of a n o t h e r  company, A 
d i s a d v a n t a g e  t o  a U.S. company could p o s s i b l y  occur ,  even 
if a p p r o p r i a t e  accoun t ing  s t a n d a r d s  i n  t h e  area of b u s i n e s s  
combina t ions  e x i s t e d  i n  t h e  United S t a t e s .  Homever, rrhat 
i s  s i g n i f i c a n t  i s  t h a t  t h e  U.S. s t a n d a r d s  are wrong as 
well as d i sadvan tageous .  Improved ____. -- s t a n d a r d s  -- -. - - would- p l a c e  . 
U . S .  b u s i n e s s  i n  8 b e t t e r  p o s i t i o n  because  a p r o p e r  r e f l e c -  
t i o n  of t h e  economic f a c t s  i s  c e r t a i n  t o  be p r e f e r a b l e  f o r  " 

everyone c3ncerned i n  t he  long run, 

- _ _ _  -I_,-- 

Yie do n o t  see horn it m i l l  be  p o s s i b l e  f o r  some- 
of t h e  F e d e r a l  r e g u l a t o r y  agenc ie s  t o  p e r m i t  t he  a d v e r s e  _- 
e f f e c t s  of t h e s e  two Opinions t o  con t inue  v e r y  l o n g ,  
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O~r-f.Lnn--i.s-. gr,ep.ared ._to documen%_. our c9n.cern.s _ _ _  and 

The tine-..- a v a i l a b l e -  t o  ' c o r r e c t  t h i s  s i t u a t i , o n  h a s  
been growing s h o r t e r  f o r  sone.- t ime,  and p r e s e n t  cond i t ions  
can be desc r ibed  .as' urgent .  : Ye r e a l i z e  . t h a t  you: a r e ,  n o t  
respcmsib le  f o r .  what has . .occur red  i n  t h e  p a s t .  Hovever, 
s ince .  you non have . - : j u r i sd i c t ion  --._..______.I __ -.-_ w e r  ~ t h i s  s u h j e c t  - i n s Q f a r  - ..-- __ 
__-...-- as  t h e  --.-.--_--.-".----._.-- accoun tTnFpro fes s ion  .is- concerned,. ve a r e  r e q u e s t i n g  
t h a t  --you cons ider - . - th i s  matter and . . l e t  >>%.> .- .., us . .. .. .? know - vhat  'your 
d e c i s i o n  i s  as..:.-to?.:the. 'course --of a c t i o n .  you propose t o  f oilom, 

0. 
our  views. on t h i s  s u b j e c t  i n  yha-tever . d e t a i l  may. be des-irable 

. . , , . . ,. - . . .. .- *.- ... ." - .. . 
. .  

. .  

. .  ---..---, . - .... . . . . . .  . . .  . .  . .: - . . .: ... 
. .  . 

. ... . 

Very t r u l y  yours ,  &E* 


