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September 17, 1997 9 MERCK

The Secretary-General

International Accounting Standards Committee
167 Fleet Street

London EC4A 2ES

United Kingdom

Dear Sir:

Merck and Co., Inc. is a New Jersey Corporation with its principal place of business at One
Merck Drive, P. O. Box 100, Whitehouse Station, NJ, 08889-0100. The Company is a
worldwide research-driven company that discovers, develops, manufactures and markets human
and animal health products and services.

We are pleased to provide you with our comments on the Exposure Draft (“ED”) entitled
Impairment of Assets. We generally support the initiative to provide international guidance for
the recognition of impairment of long-lived assets. We would like to offer the following
comments which we believe will improve consistency in worldwide standards as well as provide
the most meaningful measurement criteria for asset impairments.

The proposed standard indicates that an enterprise measure the impairment of an asset if any of a
list of external or internal indicators are present at the balance sheet date or other indicators, as
appropriate to the enterprise, are present. The U. S. Standard, Statement of Financial Accounting
Standard No. 121, Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to Be Disposed Of (“SFAS 1217), provides a similar list of examples of events or changes
in circumstances that may indicate that an asset is impaired. However, SFAS 121 requires that a
review for impairment be made in the event of such an indicator as a prior step to determining the
actual measurement of the impairment. This review is to consist of an estimate of the expected
net fiture cash flows (undiscounted and without interest charges.) If this amount is less that the
carrying amount of the asset, the impairment loss should be measured.

We support this intermediate step of assessing undiscounted net cash flows (referred to as the
probability criterion) as more practical and more consistent with other accounting principles for
recognizing potential losses. The undiscounted cash flows would indicate if it is probable that the
carrying amount of an asset cannot be fully recovered. In such case, measurement of the
impairment should be made. However, under the JASC ED, market values and discounted cash
flows will need to be assessed unnecessarily in many cases. For example, if a possible change in
the economic or legal environment exists that could create a remote possibility that the carrying
amount of an asset is jeopardized, the recoverable amount will nevertheless need to be
determined.
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We believe that impairment loss should be measured as either the net selling priceor discounted

cash flows, depending on management’s intent with respect to the disposition of the impaired
asset. If the intent is to continge using the asset, net present value of future cash flows expected

-exist, and therefore, measurement will default to the cash flow analysis, Nevertheless, we do not
support the theoretical guidance that would require an attempt to determine g selling price, with
the default to a cash flow analysis, if the asset will not be sold.

TASC presumes that “a rational enterprise will dispose of the asset” when the net selling price is
higher than the net present value of cash flows. We do not believe that this is 2 realistic

that this limitation is to avoid “an over-optimistic estimate of recoverable amount(s).” On the

other hand, the limitation may result in an equally erroneous under-estimate of the recoverable

probability-weighting.

Our few remaining points are as follows: -

* Allocation of central overhead costs should not be included in determining value in use,
The cash flows to be measyred sheuld be limited to those that are avoidable and incrementa]

to the use of the asset over its expected life;

*  We concur with the reversal of previously recognized itmpairment losses on the basis that
asset measurement requires the use of estimates which change as experience develops;

We would be glad to discuss our comments with you at your convenience,

Sincerely,




