




restructuring process and share the timetable. Allow
them to understand the situation, your needs, and your
course of action.

Clearly your employees are among your key
stakeholders. You need to develop a process that not
only informs them of the status of the company but also
empowers them to help implement a restructuring plan.
Although it is not always feasible to communicate all the
details of the restructuring to your employees, it is
important to keep your key people informed and
communicate to them what their new roles will be.
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5 steps for managing, continued from page 1

No matter which strategies are appropriate, it is vital to
plan and act aggressively to anticipate and address
issues before they get out of hand. As you look at your
budgets and projections, stress test them severely. What
happens if sales that you anticipate to be flat are actually
off by 10 percent? By 20 percent? Having a plan in place
in advance to deal with each eventuality will enable you
to react in real time to your circumstances in an
environment where the ability to move quickly is vital.

As a result of a recently issued standard by the
Financial Accounting Standards Board (FASB)—FASB
Statement No. 141 (revised 2007), Business
Combinations—a number of changes may give
acquiring businesses more than they bargained for, 
if they close the deal in 2009 or later. While the
modifications to business combination accounting are
signs of the industry’s move toward increasing the
usage of a fair value model, as well as further
alignment with International Financial Reporting
Standards, some of the revisions are significant and
are considered by some to be controversial.

These are a few of the most significant changes created
by Statement 141R, but the standard’s many revisions
will affect business combinations in different ways.

• All assets and liabilities of the target are required to
be recognized and measured—even those in a
partial acquisition.

• The use of a “fair value” model, rather than a “cost
allocation” model will be used to measure assets
acquired and liabilities assumed. Further,
Statement 141R uses the fair value model rather
than a “carryover basis” or “book value” model to
determine the non-acquired (or non-controlling)
interest in the target.

• Deal costs incurred by the buyer are no longer
included in the purchase price of the target when
accounting for a business combination. 

• The new guidance now distinguishes between
contingencies of the target that are contractual 
and non-contractual.

• The recognition of the fair value of earn-outs (i.e.,
contingent consideration) in the initial accounting
for the acquisition.

• The elimination of the recognition of liabilities for
restructuring costs expected to be incurred since
they do not represent a liability as defined in
Concepts Statement 6.

• The reduction of the valuation allowance in
income tax expense, if a buyer determines some 
or all of its previously recognized valuation
allowance is no longer needed as a result of the
business combination.

• The recognition of a gain from a bargain
purchase—if applying Statement 141R results 
in negative goodwill, the buyer is required to
perform a review of the factors; if negative
goodwill still exists, the buyer recognizes a gain
from a bargain purchase.

The new standard is effective for business
combinations with acquisition dates that occur on or
after the beginning of the first annual reporting
period of the fiscal year beginning on or after
December 15, 2008. For calendar year companies, the
standard is applicable to business combinations with
acquisition dates of January 1, 2009, or later. 

Significant changes created by Statement 141R



Perspective
Inside this issue:

• 5 steps for managing your company
during turbulent economic times

• 401(k) Challenges in Troubled
Economic Times

• Significant changes created by
Statement 141R

Information provided in this publication has been obtained by Keegan, 
Linscott & Kenon, P.C. from sources believed to be reliable. However,  
Keegan, Linscott & Kenon, P.C. guarantees neither the accuracy nor  
completeness of any information and is not responsible for any errors or 
omissions or for results obtained by others as a result of reliance upon  
such information. This publication does not, and is not intended to, provide 
legal, tax, or accounting advice.

For additional information or change of address, contact Carolyn Mallonee at 
(520) 884-0176, fax (520) 884-8767, or e-mail cmallonee@klkcpa.com.

Visit our Web site at www.klkcpa.com.
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