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FASB Statement No. 141R,

Business Combinations

The new M&A landscape:

a spotlight on change

The following article examines the guidance
surrounding FASB Statement No. 141R and its
impact on and implications for future business
combinations.

By Mark Edwards, Partner, Economic Advisory
Services — Valuation Services group

Acquusition Date vs.
Measurement Date

Concept

Statement 141R, issued in December
2007 and effective for the calendar

years beginning after December 15,

2008, requires the use of the acquisition
date as the date of measurement and
recognition of a business combination.
The acquisition date is defined as the date
on which the acquirer obtains control of
the acquired business.

Superseded guidance and reasoning
EITF No. 99-12, “Determination of

the Measurement Date for the Market
Price of Acquirer Securities Issued in

a Purchase Business Combination,”
required that the value of the acquirer’s
marketable equity securities issued

to effect a business combination be
determined based on the market price of
the securities over a reasonable period
of time before and after the terms of

the acquisition were agreed to and
announced. In deliberations regarding
SFAS 141R, the FASB considered the
arguments for the guidance developed by
the EITF. These arguments included:
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Business Combinations (continued)

* The announcement of a transaction
and related agreements normally
binds the parties to the transaction
such that the acquirer is obligated
at that point to issue the equity
securities at the closing date, and thus
the arrangement has characteristics of
an equity forward contract.

o If the parties are bound to the
transaction at the announcement
date, the value of the underlying
securities on that date best reflects
the value of the bargained exchange.

However, the FASB did not find
these arguments compelling; rather,
the FASB observed that making a
recommended transaction binding
generally requires shareholders’
authorization or another binding event,
which then gives rise to the change in
control of the acquiree. Therefore, the
FASB decided to use the acquisition date.

In addition, the FASB noted that
the EITF’s guidance resulted in a mixed
measurement basis because it required
the measurement of equity securities
on the announcement date although all
other forms of consideration transferred
were measured at the acquisition date.
The FASB decided that all forms of
consideration transferred should be
valued on the same date — the date on
which the assets acquired and liabilities
assumed are valued.
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Impact and implications

The value of equity securities issued

as part of the purchase price will

be measured on the closing date of

the transaction rather than on the
announcement date. Fluctuations in the
acquirer’s stock after the announcement
date and before the closing date will
therefore affect the amount of the
purchase price for accounting and
reporting purposes. Companies may feel
pressure to compress the period between
the announcement date and the closing
date to limit the risk of major variation
in the stock price. In addition, most
deal structures include price protections
in the event of wide swings in stock
price, and management may want to
consider including negotiation features
in the acquisition agreement to narrow
the range of stock price variability that
would trigger the protection provisions.

With the change of the measurement
date from the announcement date to
the acquisition date, the value of the
marketable equities tendered in the
transaction will potentially be affected
by both the reaction of the market to the
dissemination of information regarding
the transaction and movements in the
broad market that are unrelated to the
transaction announcement.

This pronouncement eliminates the
use of the announcement date, or a date
between the announcement date and the
closing date, as the measurement date
of the purchase price in the business
combination and of the assets acquired
and liabilities assumed. In addition, an
acquirer will not be able to designate a
date of convenience, such as the end of
an accounting period, to conduct the
measurement and recognition of assets
acquired and liabilities assumed.
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About this newsletter

BusinessValuation Monitor is published by
Grant Thornton LLP. Grant Thornton LLP

is the U.S. member firm of Grant Thornton
International Ltd, one of the six global audit,
tax and advisory organizations. Grant Thornton
International Ltd and its member firms are not
a worldwide partnership, as each member
firm is a separate and distinct legal entity.

We hope that you will find this newsletter
informative and that you look to Grant Thornton
LLP's professionals as reliable and valuable
resources for your valuation solutions.

If your company is looking for valuation
solutions that add value instead of just
determining it, call Grant Thornton LLP.

For further information regarding our services
or issues discussed in this newsletter, please
contact one of our valuation professionals. You
may also visit us at www.GrantThornton.com/
valuation.

SFAS 141R will allow the acquirer a
measurement period of up to one year to
finalize fair values of assets acquired and
liabilities assumed as of the acquisition
date. However, adjustments to initially
reported provisional amounts will
be reflected in restated comparative
statements as if the revised amounts had
been known at the acquisition date.

The change in measurement date
applies both to business combinations
involving the acquisition of 100 percent
of the target business and to step

acquisitions. ®
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