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The F i n a n c i a l  Accoun t ing  Standards Board a p p r e c i a t e s  t h i s  o p p o r t u n i t y  t o  

submi t  t h i s  s ta tement  t o  t h e  Subcommittee. The Board has n o t  p r e v i o u s l y  

t e s t i f i e d  b e f o r e  t h i s  Subcommittee b u t  has t w i c e  t e s t i f i e d  b e f o r e  Senate 

subcommittees on s i m i l a r  i ssues .  

We unders tand t h a t  t h e  f o c u s  o f  t h e  Subcommit tee 's  hea r ings  w i l l  be t h e  

o v e r s i g h t  e x e r c i s e d  by t h e  S e c u r i t i e s  and Exchange Commission (SEC)  o v e r  t h e  

p u b l i c  accoun t ing  p r o f e s s i o n .  S ince  1973, t h e  F i n a n c i a l  Accoun t ing  

Standards Board (FASB) has been t h e  design.ated o r g a n i z a t i o n  i n  t h e  p r i v a t e  

s e c t o r  for  e s t a b  

s u b j e c t  to  ove rs  

p r e p a r a t i o n  o f  f 

e n t i  t i e s .  

i s h i n g  s tandards  o f  f i n a n c i a l  accoun t ing  and r e p o r t i n g ,  

g h t  by  t h e  SEC. Those s tandards ,  i n  e f f e c t ,  govern t h e  

n a n c i a l  r e p o r t s  by bus iness  e n t e r p r i s e s  and n o n p r o f i t  

T h i s  s ta tement  i s  i n tended  t o  h e l p  t h e  Subcommittee i n  i t s  t a s k  by  

d i s c u s s i n g  t h e  r o l e  o f  t h e  FASB i n  f i n a n c i a l  r e p o r t i n g .  T h i s  document 

d e s c r i b e s  t h e  F A S B ' s  o p e r a t i n g  s t r u c t u r e ,  i t s  m i s s i o n ,  i t s  due process  

procedures  for  i s s u i n g  s tandards ,  t h e  e v o l u t i o n  of these procedures  i n  

response t o  seve ra l  s e l f - i n i t i a t e d  rev iews ,  and i t s  con t i nued  a t tempts  t o  

assure  i t s  independence, o b j e c t i v i t y ,  a'nd openness t o  a d i v e r s i t y  o f  v iews 

i n  s e t t i n g  s tandards .  The. ljbcument a l s o  d e s c r i b e s  t h e  Board ' s  r e l a t i o n s h i p s  
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w i t h  i t s  many c o n s t i t u e n c i e s ,  as w e l l  as wi - th  f.edera1 agencies such as t h e  

SEC, and i t s  r e c e n t  a c t i v i t i e s  i n  a t t e m p t i n g  t o  enhance c o m p a r a b i l i t y  i n  

f i n a n c i a l  r e p o r t i n g ,  c o n s i d e r  t h e  needs of smal l  bus inesses ,  and p r o v i d e  

t i m e l y  gu idance on emerging i ssues  of f i n a n c i a l  accoun t ing  and r e p o r t i n g .  

An examinat ion  of these d i f f e r e n t  areas of t h e  B o a r d ' s  a c t i v i t i e s  r e v e a l s  

t h a t ,  d e s p i t e  t h e  c o n t r o v e r s y  t h a t  f r e q u e n t l y  accompanies s t a n d a r d - s e t t i n g  

a c t i v i t y ,  t h e  Board has s e t  s tandards  i n  an independent ,  d e l i b e r a t e ,  and 

open manner. 

STRUCTURE OF THE FASB 

I n  i s s u i n g  s tandards ,  t h e  FASB opera tes  w i t h i n  a s t r u c t u r e  and w i t h  

p rocedures  t h a t  promote independence, o b j e c t i v i t y ,  and openness and ensure  

t h a t  no i n t e r e s t  i s  p u t  b e f o r e  t h e  p u b l i c  i n t e r e s t  i n  c r e d i b l e ,  c o n c i s e ,  and 

unders tandab le  f i  nanc i 'a l  i n f o r m a t i o n .  

The FASB i s  t h e  o p e r a t i n g  p a r t  o f  a s t r u c t u r e  t h a t  i s  independent  o f  a l l  

o t h e r  bus iness  and p r o f e s s i o n a l  o r g a n i z a t i o n s .  Be fo re  t h e  p r e s e n t  s t r u c t u r e  

was c rea ted ,  f i n a n c i a l  accoun t ing  and r e p o r t i n g  s tandards  were  e s t a b l i s h e d  

f i r s t  (1936-1959) by t h e  Committee on Accoun t ing  Procedure o f  t h e  American 

I n s t i t u t e  o f  C e r i f i e d  P u b l i c  Accountants  ( A I C P A )  and then  (1959-19731 by  t h e  

Accoun t ing  P r i n c i p l e s  Board, a l s o  an arm o f  t h e  A I C P A .  I n  1972, a s t u d y  

group o f  eminent  persons  c h a i r e d  by a fo rmer  commissioner o f  t h e  SEC 

concluded t h a t  t h e  need f o r  complete independence and o b j e c t i v i t y  i n  s e t t i n g  

accoun t ing  s tandards  r e q u i r e d  t h a t  t h e  s t a n d a r d - s e t t i  ng body be independent  

o f  any p a r t i c u l a r  p r o f e s s i o n a l  o rgan iza t i , on .  

p redecessor  bod ies  remain  i n  force un less  amended or superseded by t h e  FASB. 

Pronouncements o f  those  

The seven members. o f  t h e  FASB serve  f u l l  t i m e  and a re  r e q u i r e d  t o  sever  

a l l  connec t ions  w i t h  t h e  f i r m s  or i n s t i t u t i o n s  t h e y  served p r i o r  t o  j o i n i n g  

t h e  Board. They have d i v e r s e  backgrounds, b u t  t h e y  must possess "knowledge 
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of  account ing ,  f inance, and business, and a concern f o r  the  p u b l i c  i n t e r e s t  

i n  ma t te rs  o f  f i n a n c i a l  accoun t ing  and r e p o r t i n g . "  Board members a re  

appo in ted  for  f i ve-year  terms and a re  e l i g i b l e  for  reappo in tment  t o  one 

a d d i t i o n a l  f i v e - y e a r  term. 

o f  the  Board members. 

Appendix A p rov ides  a b r i e f  background on each 

The Board i s  a s s i s t e d  by a t e c h n i c a l  s t a f f  o f  45 p r o f e s s i o n a l s  drawn 

from p u b l i c  account ing ,  i n d u s t r y ,  academe, and government, p l u s  suppor t  

personne l .  

conducts research ,  p a r t i c i p a t e s  i n  p u b l i c  hear ings ,  ana lyzes  o r a l  and 

The s t a f f  works d i r e c t l y  w i t h  t h e  Board and t a s k  forces, 

w r i t t e n  comments r e c e i v e d  from t h e  pub1 i.c, and prepares recommendations and 

d r a f t s  o f  documents fo r  c o n s i d e r a t i o n  by t h e  Board. 

exper ienced p ro fess iona ls  on leaves  of absence from t h e i r  f i r m s  or 

u n i v e r s i t i e s  serve as p r o j e c t  managers or c o n s u l t a n t s  on a v a r i e t y  o f  

projects and are an integral part of  the research and technical activities 

s t a f f .  

FASB Fe l lows who a r e  

The f e l l o w s h i p  program g i v e s  t h e  Board t h e  b e n e f i t  of c u r r e n t  

exper ience i n  i n d u s t r y ,  academe, and p u b l i c  account ing  and i s  s i m i l a r  to  

programs sponsored by t h e  SEC and o t h e r  government agencies.  

F i n a n c i a l  Account ing  Foundat ion 

The F i n a n c i a l  Account ing  Foundat ion,  which i s  i n c o r p o r a t e d  t o  opera te  

e x c l u s i v e l y  for c h a r i t a b l e ,  e d u c a t i o n a l ,  s c i e n t i f i c ,  and 1 i t e r a r y  purposes 

w i t h i n  the  meaning of  Sec t ion  501(c>(3> o f  the  I n t e r n a l  Revenue Code, i s  

r e s p o n s i b l e  f o r  s e l e c t i n g  t h e  members o f  t h e  FASB and i t s  Adv i so ry  C o u n c i l ,  

fo r  f u n d i n g  t h e i r  a c t i v i t i e s ,  and for e x e r c i s i n g  genera l  o v e r s i g h t ,  except  

w i t h  rega rd  t o  the  F A S B ' s  r e s o l u t i o n  o f  t e c h n i c a l  I ssues .  (The Foundat ion 

performs s i m i l a r  f u n c t i o n s  w i t h  r e s p e c t  t o  t h e  Governmental Account ing 

.Standards Board and the  Governmental Account! ng Standards Advi sory  Counci' l  . 

These two o r g a n i z a t i o n s  s t a r t e d  o p e r a t i n g  i n  1984. The GASB develops 
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s tandards  for f i n a n c i a l  accoun t ing  and r e p o r t i n g  by s t a t e  and l o c a l  

government un t s . )  

from i n t e r f e r  ng i n  any way w i t h  t h e  F A S B ' s  s t a n d a r d - s e t t i n g  work. 

The t r u s t e e s  of t h e  Foundat ion  a r e  e x p r e s s l y  f o r b i d d e n  

The Foundat ion  a1 so r e c e i v e s  c o n t r i b u t i o n s  and approves t h e  FASB 

budget .  The Board ' s  1985 budget  i s  $9.9 m i l l i o n .  C o n t r i b u t i o n s  and s a l e s  

o f  p u b l i c a t i o n s  each p r o v i d e  about  h a l f  t h e  Board ' s  suppor t .  More t h a n  h a l f  

t h e  c o n t r i b u t i o n s  r e c e i v e d  a r e  from i n d u s t r y  and t h e  f i n a n c i a l  community, 

w i t h  t h e  remainder  coming l a r g e l y  from t h e  p u b l i c  accoun t ing  p r o f e s s i o n .  

The Foundat ion  i s  governed by  a sixteen-member board o f  t r u s t e e s ,  

t h i r t e e n  of whom a r e  e l e c t e d  for th ree -yea r  terms by " E l e c t o r s "  appo in ted  by 

t h e  F o u n d a t i o n ' s  sponsor ing  o r g a n i z a t i o n s ,  as follows: f o u r  t r u s t e e s  a r e  

c e r t i f i e d  p u b l i c  accoun tan ts  i n  p u b l i c  p r a c t i c e  a t  t h e  t i m e  o f  t h e i r  

e l e c t i o n  and a r e  nominated by  t h e  A I C P A ;  t h r e e  have e x t e n s i v e  exper ience  as 

f i n a n c i a l  e x e c u t i v e s ,  two o f  whom a r e  nominated by t h e  F i n a n c i a l  E x e c u t i v e s  

I n s t i t u t e  and t h e  o t h e r  by  t h e  N a t i o n a l  A s s o c i a t i o n  o f  Accountan ts ;  one has 

e x t e n s i v e  exper ience  as a f i n a n c i a l  a n a l y s t  and i s  nominated by t h e  

F i n a n c i a l  A n a l y s t s  F e d e r a t i o n ;  one has e x t e n s i v e  exper ience as an a c c o u n t i n g  

educa to r  and i s  nominated by t h e  American Accoun t ing  A s s o c i a t i o n ;  one has 

e x t e n s i v e  exper ience  as an i nves tmen t  banker  and i s  nominated by t h e  

S e c u r i t i e s  I n d u s t r y  A s s o c i a t i o n ;  and t h r e e  have e x t e n s i v e  exper ience  as 

f i n a n c i a l  o f f i c e r s  or as e l e c t e d  o f f i c i a l s  o f  s t a t e  or l o c a l  governmenta l  

e n t i  t i e s  and a r e  nominated by t h e  Government F inance O f f i c e r s  A s s o c i a t i o n ,  

t h e  N a t i o n a l  A s s o c i a t i o n  o f  S t a t e  A u d i t o r s ,  C o m p t r o l l e r s  and T reasu re rs ,  t h e  

Counci 1 o f  S t a t e  Governments, t h e  I n t e r n a t i o n a l  C i t y  Management A s s o c i a t i o n ,  

t h e  N a t i o n a l  A s s o c i a t i o n  o f  Coun t ies ,  t h e  N a t i o n a l  Conference o f  S t a t e  

L e g i s l a t u r e s ,  t h e  N a t i o n a l  Governors A s s o c i a t i o n ,  t h e  N a t i o n a l  League o f  

C i t i e s ,  and t h e  U.S. Conference o f  Mayors. Two members o f  t h e  board of 

t r u s t e e s  a r e  members a t  l a r g e ,  and a re  e l e c t e d  f o r  th ree -yea r  t e r m s  as 

fol lows: one has e x t e n s i v e  exper ience  as a commercial banker ,  and t h e  o t h e r  
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i n d i v i d u a l  w i t h  bus iness ,  p r o f e s s i o n a l ,  government or o t h e r  

ence. (The second p o s i t i o n  has n o t  been f i l l e d . )  The rema n i  ng 

member o f  t h e  f u l l  Board o f  Trus tees  i s  t h e  s e n i o r  e l e c t e d  o f f i c e r  o f  t h e  

American I n s t i t u t e  o f  C e r t i f i e d  Pub1 i c  Accountants  who serves,  e x  o f f i c i o ,  

as a T rus tee  d u r i n g  h i s  te rm i n  such c a p a c i t y  w i t h  t h e  A I C P A .  The t r u s t e e s  

o f  t h e  Foundat ion  a r e  l i s t e d  i n  Appendix A .  

The Foundat ion  ensures t h a t  t h e  Board, as an e n t i t y ,  i s  independent  of 

The By-Laws o f  t h e  Foundat ion  were adopted any p a r t i c u l a r  i n t e r e s t  group. 

t o  ensure t h e  independence of t h e  members o f  t h e  Board i n -  t h e i r  

s t a n d a r d - s e t t i n g  r e s p o n s i b i l i t i e s .  I n  f u l f i l l i n g  i t s  o v e r s i g h t  

respons i  b i  1 i t i e s ,  t h e  Foundat ion  has conducted seve ra l  rev iews  of t h e  

B o a r d ' s  p rocedures ,  s t r u c t u r e ,  and o p e r a t i o n s .  Recommendations made as a 

r e s u l t  of those rev iews  have r e s u l t e d  i n  numerous changes i n  t h e  B o a r d ' s  

procedures. 

d e t a i l  l a t e r  i n  t h i s  document. 

The reviews and the resulting changes are described in greater 

F i n a n c i a l  Account ing  Standards A d v i s o r y  Counc i l  

The F 

respons i  b 

q u e s t i o n s  

n a n c i a l  Accoun t ing  Standards Adv iso ry  Counc i l  (FASAC) has 

l i t y  for  c o n s u l t i n g  w i t h  t h e  Standards Board on major  p o l i c y  

t e c h n i c a l  i ssues  on t h e  B o a r d ' s  agenda, p r o j e c t  p r i o r i t i e s ,  

m a t t e r s  l i k e l y  to  r e q u i r e  t h e  a t t e n t i o n  o f  t h e  FASB, s e l e c t i o n  and 

o r g a n i z a t i o n  o f  t a s k  f o r c e s ,  and such o t h e r  m a t t e r s  as may be reques ted  by  

t h e  FASB or i t s  chai rman.  

FASAC members a r e  appo in ted  by t h e  t r u s t e e s  of t h e  Foundat ion  f o r  

They s e r v e  w i t h o u t  compensation and a r e  e l  i g i  b l e  f o r  one-year t e r m s .  

reappo in tment  f o r  t h r e e  a d d i t i o n a l  t e r m s .  A t  p r e s e n t ,  t h e  Counc i l  has 38 

members who a r e  b r o a d l y  r e p r e s e n t a t i v e  o f  t h e  F A S B ' s  c o n s t i t u e n c i e s ,  

i n c l u d i n g  l a r g e  and smal l  bus inesses and accoun t ing  f i r m s ,  i n v e s t o r s ,  c r e d i t  
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g r a n t o r s ,  government, law,  academe, and o t h e r  use rs  o f  f i n a n c i a l  

i n fo rma t ion .  FASAC has b o t h  a s a l a r i e d  chai rman and an e x e c u t i v e  d i r e c t o r .  

Members o f  FASAC a r e  l i s t e d  i n  Appendix A. 

FASAC meets q u a r t e r l y  as a body w i t h  t h e  members o f  t h e  FASB. The C h i e f  

Between meet ings ,  he SEC i s  a p a r t i c i p a n t  i n  these  meet ings .  

v i a  commit tees,  s p e c i a l  q u e s t i o n n a i r e s ,  and correspondence.  

ude t h e  (a )  s t e e r i n g  committee, (b )  s p e c i a l  p rocess  

smal 1 bus iness  adv i  sory commi t t e e ,  (d )  commit tee on 

nonbusiness e n t i t i e s ,  ( e >  c o m m i t t e e  on FASAC'S f u t u r e  r o l e ,  ( f )  p u b l i c  f o r u m  

committee, and (g )  a d v i s o r y  committee on FASB agenda. I n d i v i d u a l  members 

t t e e s  and t i e s  w i t h  those comm 
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MISSION OF THE FASB 

The m iss ion  o f  t h e  FASB i s  t o  e s t a b l i s h  and improve standards o f  

f i n a n c i a l  account ing  and r e p o r t i n g  f o r  t h e  guidance and educat ion  o f  the  

p u b l i c ,  i n c l u d i n g  i s s u e r s ,  a u d i t o r s ,  and users o f  f i n a n c i a l  i n fo rma t ion .  

Standards i ssued  by t h e  FASB a r e  o f f i c i a l l y  recogn ized as a u t h o r i t a t i v e  

by t h e  SEC ( F i n a n c i a l  Repor t i ng  Release No. 1 ,  Sec t i on  101) and t h e  A I C P A  

(Rules o f  Conduct, as amended May 1973 and May 1979). The SEC has s t a t u t o r y  

a u t h o r i t y  t o  e s t a b l i s h  f i n a n c i a l  accoun t ing  and r e p o r t i n g  standards f o r  

p u b l i c l y  h e l d  companies under t h e  S e c u r i t i e s  Exchange Ac t  o f  1934. 

Throughout i t s  h i s t o r y ,  however, t h e  Commission's p o l i c y  has been t o  r e l y  on 

the  p r i v a t e  s e c t o r  for t h i s  f u n c t i o n  t o  the  e x t e n t  t h a t  the  p r i v a t e  s e c t o r  

demonstrates ab1 1 i t y  t o  f u l f i  1 1  t he  respons i  b i  1 i t y  i n  the  publ  i c  i n t e r e s t .  

' 

FASB standards a r e  a l s o  recogn ized as a u t h o r i t a t i v e  under t h e  e t h i c s  

r u l e s  o f  t h e  A I C P A ,  which p r o h i b i t  CPAs who a u d i t  a company's f i n a n c i a l  

statements from express ing  an o p i n i o n  t h a t  those f i n a n c i a l  statements 

conform t o  g e n e r a l l y  accepted accoun t ing  p r i n c i p l e s  (GAAP) i f  they  c o n t a i n  

any m a t e r i a l  depar tu re  from an accoun t ing  p r i n c i p l e  promulgated by the  

FASB. The f i n a n c i a l  statements of  v i r t u a l l y  a l l  p u b l i c l y  owned companies 

a r e  a u d i t e d ,  as a r e  those o f  thousands o f  p r i v a t e l y  owned f i r m s .  The 

f i n a n c i a l  statements o f  many o t h e r  p r i v a t e l y  owned f i r m s  a re  reviewed or . 
compi led by CPAs, and' t he  C P A ' s  rev iew  r e p o r t  on those statements has to  

i n d i c a t e  whether t h e  CPA i s  aware o f  any m a t e r i a l  m o d i f i c a t i o n s  t h a t  need to  

be made t o  the  f i n a n c i a l  statements for them to comply w i t h  GAAP. .Known 

depar tu res  from GAAP a r e  a l s o  i d e n t i f i e d  i n  the  C P A ' s  c o m p i l a t i o n  r e p o r t .  

A u t h o r i t y  f o r  FASB pronouncements a1 so comes from the  s t a t e  pub l  i c  

accountancy l i c e n s i n g  laws. A l though the  mechanisms d i f f e r .among  t h e  50 

s t a t e s  and the  D i s t r i c t  o f  Columbia, ' i n  each o f  those j u r i s d i c t i o n s . ,  i n  one 

way o r  ano the r ,  a CPA would be s u b j e c t  t o  d i s c i p l i n a r y  a c t i o n ,  i n c l u d i n g  



a 
loss o f  l i c e n s e  to  p r a c t i c e ,  for n o t  mod i f y ing  h i s  r e p o r t  on a c l i e n t ' s  

f i n a n c i a l  s ta tements t h a t  c o n t a i n  a m a t e r i a l  depar tu re  from an FASB 

pronouncement. 

Accoun t ing  s tandards  a r e  e s s e n t i a l  t o  t h e  e f f i c i e n t  f u n c t i o n i n g  of t h e  

economy because d e c i s i o n s  about  t h e  a l l o c a t i o n  o f  resources  r e l y  h e a v i l y  on 

c r e d i b l e ,  conc i se ,  and unders tandab le  f i n a n c i a l  i n f o r m a t i o n .  F i n a n c i a l  

i n f o r m a t i o n  about  t h e  o p e r a t i o n s  and f i n a n c i a l  p o s i t i o n  o f  i n d i v i d u a l  

e n t i t i e s  a l s o  i s  used by  t h e  p u b l i c  i n  making v a r i o u s  o t h e r  k i n d s  of 

d e c i s i o n s .  

To accompl ish  i t s  m i s s i o n ,  t h e  FASB a c t s  to: 

1 .  

2 .  

3 .  

4 .  

Improve t h e  u s e f u l n e s s  of  f i n a n c i a l  r e p o r t i n g  by  f o c u s i n g  on  t h e  

p r i m a r y  c h a r a c t e r i s t i c s  o f  r e l e v a n c e  and r e l i a b i l i t y  and on t h e  

q u a l i t i e s  o f  c o m p a r a b i l i t y  and c o n s i s t e n c y  

Keep s tandards  c u r r e n t  t o  r e f l e c t  changes i n  methods o f  d o i n g  

bus iness  and changes i n  t h e  economic env i ronment  

Cons ider  p r o m p t l y  any s i g n i f i c a n t  areas o f  d e f i c i e n c y  i n  f i n a n c i a l  

r e p o r t i n g  t h a t  m i g h t  be improved th rough  t h e  s t a n d a r d - s e t t i n g  

process  

Improve t h e  common unders tand ing  o f  t h e  n a t u r e  and purposes of 

i n f o r m a t i o n  c o n t a i n e d  i n  f i n a n c i a l  r e p o r t s .  

The FASB deve lops  broad accoun t ing  concepts  

f i n a n c i a l  r e p o r t i n g .  I t  a l s o  p r o v i d e s  gu idance 

s tandards .  

Concepts a r e  u s e f u l  i n  g u i d i n g  t h e  Board i n  

i n  p r o v i d i n g  a f rame o f  r e f e r e n c e ,  or conceptua 

as w e l l  as s tandards  f o r  

on imp lemen ta t i on  o f  

e s t a b l i s h i n g  s tandards  

framework, for  r e s o l v  

The f ramework h e l p s  t o  e s t a b l i s h  reasonab le  bounds a c c o u n t i n g  i s s u e s .  

and 

ng 

f o r  

judgment  i n  p r e p a r i n g  f i n a n c i a l  i n f o r m a t i o n  and t o  inc rease  unders tand ing  
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o f ,  and con f idence  i n ,  f i n a n c i a l  i n f o r m a t i o n  on t h e  p a r t  o f  use rs  o f  

f i n a n c i a l  r e p o r t s .  I t  a l s o  h e l p s  t h e  p u b l i c  to  unders tand t h e  n a t u r e  and 

l i m i t a t i o n s  o f  i n f o r m a t i o n  s u p p l i e d  by f i n a n c i a l  r e p o r t i n g .  

The Board ' s  work on b o t h  concepts  and s tandards  i s  based on r e s e a r c h  

conducted by  t h e  FASB s t a f f  and by  o t h e r s .  

t o  p u b l i c  p a r t i c i p a t i o n  and o b s e r v a t i o n  under t h e  due process  mandated by 

f o r m a l  Rules o f  Procedure .  

v a r i o u s  c o n s t i t u e n c i e s  on a c c o u n t i n g  i ssues .  

The Board ' s  a c t i v i t i e s  a r e  open 

The FASB a c t i v e l y  s o l i c i t s  t h e  v iews o f  i t s  

The Board follows c e r t a i n  p r e c e p t s  i n  t h e  conduct  o f  i t s  a c t i v i t i e s .  

They a r e :  

To be o b j e c t i v e  i n  i t s  d e c i s i o n  making and t o  ensure,  i n s o f a r  as p o s s i b l e ,  

t h e . n e u t r a l i t y  o f  i n f o r m a t i o n  r e s u l t i n g  from i t s  s tandards .  To be n e u t r a l ,  

i n f o r m a t i o n  must r e p o r t  economic a c t i v i t y  as f a i t h f u l l y  as p o s s i b l e  w i t h o u t  

c o l o r i n g  t h e  image i t  communicates f o r  t h e  purpose o f  i n f l u e n c i n g  b e h a v i o r  

i n  any p a r t i c u l a r  d i r e c t i o n .  

To weigh c a r e f u l l y  t h e  v iews o f  i t s  c o n s t i t u e n t s  i n  deve lop ing  concepts  and 

s tandards .  The u l t i m a t e  d e t e r m i n a n t  o f  concepts  and s tandards ,  however, 

must be t h e  Board ' s  judgment ,  based on research ,  p u b l i c  i n p u t ,  and c a r e f u l  

d e l i b e r a t i o n  about  t h e  u s e f u l n e s s  o f  t h e  r e s u l t i n g  i n f o r m a t i o n .  

To promulgate s tandards  o n l y  when t h e  expec ted  b e n e f i t s  exceed t h e  p e r c e i v e d  

c o s t s .  

p o s s i b l e ,  t h e  Board s t r ' i v e s  t o  de termine t h a t  a proposed s tandard  w i l l  f i l l  

a s i g n i f i c a n t  need and t h a t  t h e  c o s t s  i t  imposes, compared w i t h  p o s s i b l e  

a l t e r n a t i v e s ,  a r e  j u s t i f i e d  i n  r e l a t i o n  t o  t h e  over811 b e n e f i t s .  

Whi le  r e l i a b l e  q u a n t i t a t i v e  c o s t - b e n e f i t  c a l c u l a t i o n s  a r e  seldom 
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To bring about needed changes in ways that minimize disruption to the 

continuity of reporting practice. Reasonable effective dates and transition 

provisions are established when new standards are introduced. 

considers it desirable that change be evolutionary to the extent that can be 

accommodated by the need for relevance, reliability, comparability, and 

The Board 

consistency. 

To review the effects of past decisions and interpret 

standards in a timely fashion when such action is ind 

The FASB is committed to following an open, order 

amend, or replace 

cated. 

y process for standard 

setting that precludes placing any particular interest above the interests 

of the many who rely on financial information. .The Board believes that this 

broad public interest i s  best served by developing neutral standards that 

result in accounting for similar transactions and' circumstances similarly 

and for different transactions and circumstances differently. 

Agenda Decisions 

The FASB receives many requests for action on various financial 

accounting and reporting topics from a1 1 segments of a diverse constituency, 

including the Securities and Exchange Commission. 

is sensitive to emerging trends in practice, and consequently it is a 

frequent source of requests. 

topics and suggested review or reconsideration of existing pronouncements. 

. The FASB is alert to trends in financial reporting through observation 

The auditing profession 

Overall, requests for action include both new 

of published reports and liaison with interested organizations. 

Emerging Issues Task Force is helpful in identifying areas where diversity 

in practice may potentially exist. 

The Board's 

. 

The staff of the FASB receives many 

technical inquiries by letter and by telephone, which may provide evidence 
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t h a t  a p a r t i c u l a r  t o p i c ,  or aspec t  of an e x i s t i n g  pronouncement, has c r e a t e d  

c o n f u s i o n  or t h a t  d i v e r s i t y  i n  p r a c t i c e  has developed.  

a l e r t  t o  changes i n  t h e  f i n a n c i a l  r e p o r t i n g  env i ronment  such as may be 

b rough t  about  by new l e g i s l a t i o n  or r e g u l a t o r y  d e c i s i o n s .  

t h e  Board ' s  r e c e n t  pronouncements on t h e  a c c o u n t i n g  by  Domestic 

The FASB a l s o  i s  

Examples i n c l u d e  

I n t e r n a t i o n a l  Sa les  C o r p o r a t i o n s  and s t o c k  1 i f e  i nsu rance  companies a f f e c t e d  

by t h e  passage o f  t h e  D e f i c i t  Reduct ion  A c t  o f  1984. 

The Board t u r n s  t o  many o t h e r  o r g a n i z a t i o n s  and groups fo r  a d v i c e  and 

i n f o r m a t i o n  on v a r i o u s  m a t t e r s  i n c l u d i n g  i t s  agenda. I I n  a d d i t i o n  t o  t h e  

FASAC and t h e  C o u n c i l ' s  A d v i s o r y  Committee on t h e  B o a r d ' s  Agenda, l i a i s o n  i s  

ma in ta ined  w i t h  t h e  Accoun t ing  Standards Execu t i ve  C o m m i t t e e  and A u d i t i n g  

Standards Board of t h e  AICPA,  and t h e  a p p r o p r i a t e  committees o f  such 

o r g a n i z a t i o n s  as t h e  F i n a n c i a l  .Ana lys ts  F e d e r a t i o n ,  F i n a n c i a l  Execu t i ves  

I n s t i t u t e ,  N a t i o n a l  A s s o c i a t i o n  of Accountan ts ,  and Rober t  Morris 
. .  

Assoc ia tes .  The Board has made s p e c i a l  e f f o r t s  t o  be s e n s i t i v e  t o  t h e  vie'ws 

of smal l  .businesses th rough  c o n t a c t  w i t h  v a r i o u s  smal l  bus iness  

o r g a n i z a t i o n s .  

A l though  i n p u t  from t h e  c o n s t i t u e n c y  i s  e s s e n t i a l ,  t h e  Board must make 

i t s  own d e c i s i o n s  r e g a r d i n g  i t s  t e c h n i c a l  agenda. To a i d  i n  t h e  

dec is ion-mak ing  process ,  t h e  Board has developed a l i s t  of f a c t o r s  t o  wh ich  

i t  r e f e r s . i n  e v a l u a t i n g  proposed agenda t o p i c s .  Those f a c t o r s  i n c l u d e  

c o n s i d e r a t i o n  o f :  

1 .  Pervas iveness o f  t h e  problem: t h e  e x t e n t  to  which an i s s u e  i s  

t roublesome t o  use rs ,  p r e p a r e r s ,  a u d i t o r s ,  or o t h e r s ;  t h e  e x t e n t  t o  

'which t h e r e  i s  d i v e r s i t y  o f  p r a c t i c e ;  and t h e  l i k e l y  d u r a t i o n  o f  

t h e  prob lem 

2 .  A l t e r n a t i v e  so l .u t ions :  t h e  e x t e n t  t o  which one or more a l t e r n a t i v e  

s o l u t i o n s  t h a t  w i l l  improve f i n a n c i a l  r e p o r t i n g  i n  terms o f  



12 . 

relevance, re1 iabi 1 i ty, and comparabi 1 i ty are 1 ikely t o  be developed 

3. Technical feasibility: the extent t o  which a technically sound 

solution can be developed or whether the project under 

consideration should await completion o f  other projects 

4. Practical consequences: the extent t o  which an improved accounting 

solution i s  likely t o  be acceptable generally and the extent t o  

which addressing a particular subject (or not addressing it) might 

cause others to act. 

The evaluation o f  these factors may vary from one situation to another, 

but the regular consideration of each of them helps t o  ensure that the 

Board's technical agenda addresses issues o f  importance where significant 

improvements in financial accounting and reporting are feasible. 
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MAJOR PROJECTS 

advisory task force of outside experts, stud 

subject and conducts or commissions such add 

necessary, pub1 ishes a Discussion Memorandum 

For each major project on its technical agenda, the Board appoints an 

es existing literature on the 

tional research as may be 

setting forth the issues and 

possible solutions as the basis for public comment, conducts a public 

hearing, and gives broad distribution to an Exposure Draft of the proposed 

Statement for public comment. 

Actions of the FASB have an impact on many organizations within the 

Board's large and diverse constituency. It is essential that the Board's 

es of Procedure 

s open to public 

the Federal 

deci sion-making process be ev-enhanded. Accordingly, 

require the FASB to follow an extensive "due process'' 

observation and participation. This process was mode 

Admi n i strati ve Procedure Act . 

ts Ru 

that 

ed on 

Significant steps in the process are announced publicly. 

meetings are open to public observation and a public record 

The Board's 

is maintained. 

The Task Force 

Soon after a major project is placed on the Board's technical agenda, a 

task force of approximately 15 persons is appointed, including preparers, 

auditors, and users of financial information who are knowledgeable about the 

subject matter. Care 

is taken to select task force members who represent various points of view 

on the issues involved. 

Experts from other disciplines also may be appointed. 

The task force meets with and advises the Board and staff on the 

definition and scope of the project, the nature and extent of any additional 

research that may be needed, and the preparation o f  a Discussion Memorandum 
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and related material as a basis for public comment. 

open t o  public observers. 

Task force meetings are 

Task forces play an important role in the standard-setting process by 

providing expertise, a diversity of viewpoints, and a mechanism for 

communication with those who may be af.fected by proposed standards. 

Board and the staff also meet with other noted experts from public 

The 

are not,serving on the task force t o  

ized aspects of certain projects. 

accounting 

seek addit 

industry, and academe who 

onal information o n  specia 

Research 

Most of the research necessary for a project is conducted by the FASB 

At times, the FASB commissions studies by academic researchers o r  staff. 

others on specific topics. The staff also makes use of research conducted 

independently by individuals o r  commissioned by groups such as the AICPA, 

the Financial Executives Research Foundation, the National Association o f  

'Accountants, industry associations., and accounting firms. 

The Discussion Memorandum 

As a basis for both written comment and oral presentations at a public 

hearing, a Discussion Memorandum is prepared by the FASB staff with the 

advice and-assistance of the task force. The Discussion Memorandum 

generally sets forth the definition of the problem, the scope of the 

project, and the financial accounting and reporting issues. It also 

discusses research findings and relevant 1 i terature and presents a1 ternative 

solutions to the issues under consideration (and the arguments and 

implications relative t o  each). 
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A D iscuss ion  Memorandum s p e c i f i e s  a dead l i ne  f o r  w r i t t e n  comments, 

con ta ins  a N o t i c e  of P u b l i c  Hear ing w i t h  s p e c i f i c  i n f o r m a t i o n  as t o  da tes ,  

l o c a t i o n ,  and format, and i s  d i s t r i b u t e d  b road ly  t o  i n t e r e s t e d  p a r t i e s .  

I n v i t a t i o n s  t o  Comment a re  sometimes issued i n s t e a d  o f  D iscuss ion  

Memorandums. 

i ssues  p r i o r  t o  issuance of an Exposure D r a f t ,  an I n v i t a t i o n  t o  Comment i s  

g e n e r a l l y  more l i m i t e d  i n  the  scope of t h e  issues  addressed, u s u a l l y  i s  an 

a d a p t a t i o n  of m a t e r i a l  prepared by o t h e r s ,  such as an A I C P A  Issues  Paper, 

and i s  used t o  o n l y  s o l i c i t  w r i t t e n  comments w h i l e  a D iscuss ion  Memorandum 

serves as t h e  b a s i s  for a p u b l i c  hea r ing .  

Whi le t h e  two-documents a r e  s i m i l a r  i n  t h a t  they  i d e n t i f y  

The P u b l i c  Hear ing  

A p u b l i c  h e a r i n g  i s  h e l d  t o  p r o v i d e  an oppor tun i ty  for  i n t e r e s t e d  

p a r t i e s  t o  emphasize impor tan t  i ssues  and cons ide ra t i ons  and f o r  t he  Board 

and s t a f f  t o  ask ques t i ons  about i n f o r m a t i o n  and p o i n t s  o f  v i e w  o f f e r e d  by 

respondents.  The Board p u b l i c l y  announces i t s  i n t e n t  t o  h o l d  a p u b l i c  

hea r ing ,  g e n e r a l l y  60 days or more b e f o r e  the  e a r l i e s t  hea r ing  da te  and 

never l e s s  t han  30 days . .  I n  some ins tances ,  t he  Board pub l i shes  i t s  

p r e l i m i n a r y  views on an i ssue  i n  o r d e r  t o  focus  the  comments a t  t h e  hear ings .  

Any i n d i v i d u a l  or o r g a n i z a t i o n  may reques t  t o  be heard a t  a p u b l i c  

hea r ing ,  and t h e  FASB a t tempts  t o  accommodate such reques ts .  Hear ings a re  

conducted by t h e  Board p l u s  the s t a f f  p r o j e c t  manager and o t h e r  s t a f f  

personnel  assigned t o  t h e  p r o j e c t .  P u b l i c  observers  a re  welcome; seve ra l  

hundred a r e  o f t e n  i n  at tendance. 

Most o r a l  p r e s e n t a t i o n  t ime i s  reserved for q u e s t i o n s . f r o m  Board and 

s t a f f  members. Quest ions  are  based on w r i t t e n  m a t e r i a l  submi t ted  p r i o r  t o  

t h e  h e a r i n g  as w e l l  as on o r a l  comments. The hear ing  t r a n s c r i p t  and w r i t t e n  

comments, i n c l u d i n g  those f rom persons who do n o t  choose. to  make o r a l  

p r e s e n t a t i o n s ,  become p a r t  o f  t h e  pub1 i c reco rd .  
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A n a l y s i s  of Ora l  and W r i t t e n  Comments 

The s ta f f  makes a thorough a n a l y s i s  o f  a l l  comments, bo th  o r a l  and 

w r i t t e n .  

r e g a r d i n g  the  i ssues ;  i t  i s  n o t  in tended t o  be s imp ly  a "nose count"  of how 

many suppor t  or oppose a g i ven  p o i n t  of v iew. I n  a d d i t i o n  t o  s tudy ing  t h i s  

a n a l y s i s ,  Board members read  t h e  comment l e t t e r s  t o  h e l p  them i n  reach ing  

conc lus ions .  A f t e r  a v a i l a b l e  i n p u t  i s  absorbed, fo rmal  Board d e l i b e r a t i o n s  

beg in .  

Th is  i s  a search f o r  i n f o r m a t i o n  and persuas ive  arguments 

Meet ings of the  Board 

The Board meets as many t imes as necessary t o  r e s o l v e  the  issues. A l l  

' meet ings a re  open t o  p u b l i c  observers ,  a l t hough  observers  do n o t  p a r t i c i p a t e  

i n  the  d i scuss ions .  The agenda fo r  each meet ing i s  announced i n  advance. 

The s t a f f  p resen ts  w r i t t e n  m a t e r i a l ,  i n c l u d i n g  a n a l y s i s  and 

recommendations, t o  the  Board members i n  advance as the  b a s i s  for  d i s c u s s i o n  

i n  a Board meet ing.  A t y p i c a l  meet ing i n v o l v e s  o r a l  p r e s e n t a t i o n  o f  a 

summary o f  the  w r i t t e n  m a t e r i a l s  by the  s t a f f ,  fo l l 'owed by Board d i s c u s s i o n  

of each i ssue  presented ,  and q u e s t i o n i n g  o f  the  s t a f f  on t h e . p o i n t s  r a i s e d .  

Ou ts ide  e x p e r t s  a re  f r e q u e n t l y  i n v i t e d  t o  p a r t i c i p a t e  i n  Board meetings t o  

a s s i s t  t he  Board and t h e  s t a f f  i n  deve lop ing  an unders tand ing  o f  an i s s u e .  

When the  Board has reached conc lus ions  on the  issues ,  t h e  s t a f f  i s  d i r e c t e d  

t o  prepare  a proposed Exposure D r a f t  for  c o n s i d e r a t i o n  by the  Board. A f t e r  

f u r t h e r  d i s c u s s i o n  and r e v i s i o n ,  a vo te  i s  taken. A m a j o r i t y  o f  the  

seven-member Board i s  r e q u i r e d  t o  approve issuance of an Exposure D r a f t  o f  a 

proposed Standard.  
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The Exposure D r a f t  

The Exposure D r a f t  s e t s  f o r t h  t h e  proposed s tandards  o f  f i n a n c i a l  

a c c o u n t i n g  and r e p o r t i n g ,  t h e  proposed e f f e c t i v e  d a t e  and method o f  

t r a n s i t i o n ,  background i n f o r m a t i o n ,  and an e x p l a n a t i o n  o f  t h e  b a s i s  for t h e  

Board ' s  c o n c l u s i o n s .  The Board r e q u e s t s  w r i t t e n  comments on t h e  proposed 

s tandard .  

a d d i t i o n a l  p u b l i c  h e a r i n g s  a f t e r  i s s u i n g  an Exposure D r a f t .  

I n  some i n s t a n c e s ,  t h e  Board has de termined i t  necessary t o  h o l d  

A t  t h e  end o f  t h e  exposure p e r i o d ,  g e n e r a l l y  60 days or more and never  

l e s s  t h a n  30 days,  a l l  comment l e t t e r s  and p o s i t i o n  papers a g a i n  a r e  

ana lyzed by  t h e  s t a f f ,  and a g a i n  Board members r e a d  or r e f e r  to  them. When 

a n a l y s i s  and r e v i e w  a r e  completed,  t h e  Board i s  ready  to  resume 

d e l i b e r a t i o n s  l e a d i n g  t o  issuance o f  a f i n a l  Statement .  

F u r t h e r  D e l i b e r a t i o n  of  t h e  Board 

A s  i n  e a r l i e r  s tages  o f  t h e  process ,  a l l  Board meet ings a r e  open t o  

p u b l i c  o b s e r v a t i o n .  The Board c o n s i d e r s  comments r e c e i v e d  on t h e  Exposure 

D r a f t  and dec ides  what, i f  any, changes shou ld  be made i n  t h e  f i n a l  

S ta tement .  I f  t h e  Board shou ld  conc lude t h a t  s u b s t a n t i a l  m o d i f i c a t i o n s  a r e  

necessary,  i t  may dec ide  to  i s s u e  a r e v i s e d  Exposure D r a f t  f o r  a d d i t i o n a l  

p u b l i c  comment. I n  r a r e  i ns tances  t h e  Board a l s o  may de termine t h a t  another  

p u b l i c  h e a r i n g  i s  necessary.  A f t e r  c o n s i d e r i n g  t h e  i n f o r m a t i o n  i n  t h e  

exposure process  and making any necessary  changes, a v,ote i s  t aken  on  t h e  

f i n a l  S ta tement .  A major i ty i s  r e q u i r e d  f o r  a d o p t i o n  o f  a pronouncement. 
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Statements of F i n a n c i a l  Account ing  Standards 

L i k e  t h e  Exposure D r a f t ,  t h e  Statement s*ets f o r t h  the  a c t u a l  s tandards ,  

t h e  e f f e c t i v e  da te  and method of t r a n s i t i o n ,  background i n f o r m a t i o n ,  a b r i e f  

summary of research  done on the  p r o j e c t ,  and the  b a s i s  fo r  the  Board 's  

conc lus ions ,  i n c l u d i n g  t h e  reasons f o r  r e j e c t i n g  s i g n i f i c a n t  a l t e r n a t i v e  

s o l u t i o n s .  I t  a l s o  i d e n t i f i e s  members o f  t h e  Board v o t i n g  for  and a g a i n s t  

i t s  i ssuance and inc ludes  comments o f  d i s s e n t i n g  members i n  suppor t  of t h e i r  

m i n o r i t y  .v iews. 

Statements o f  F i n a n c i a l  Account ing  Concepts 

Statements o f  Concepts do n o t  e s t a b l i s h  new standards or r e q u i r e  any 

change i n  t h e  a p p l i c a t i o n  o f  e x i s t i n g  accoun t ing  p r i n c i p l e s  b u t  a re  i n tended  

t o  p r o v i d e  guidance i n  s o l v i n g  problems. Statements o f  Concepts a r e  

developed under the  same e x t e n s i v e  due process the  FASB must fo l low i n  

deve lop ing  Statements of F i n a n c i a l  Account ing  Standards on major t o p i c s .  

Statements of Concepts a re  p a r t s  o f  the  Board ' s  conceptual  framework and 

r e p r e s e n t  t h e  t h e o r e t i c a l  underp inn ings  o f  t h e  d e t a i l e d  standards and o t h e r  

pronouncements t h a t  t he  Board i ssues .  

Post- Issuance Review 

The Board has procedures t h a t  ach ieve  t h e  o b j e c t i v e s  o f  a fo rmal  rev iew  

program: reques ts  r e c e i v e d  by the  Board t o  i n t e r p r e t ,  amend, or r e p l a c e  an 

e s t a b l i s h e d  s tandard  a re  analyzed by the  s t a f f  and brought  be fo re  the  Board 

for c o n s i d e r a t i o n .  The Board. c o n s t a n t l y  seeks t o  determine whether new 

i n f o r m a t i o n  a f f e c t i n g  the  r a t i o n a l e  and e f f e c t s  of the  o r i g i n a l  d e c i s i o n  has 

become a v a i l a b l e .  A s  a r e s u l t  o f  such rev iews  FASB Statement No. 52 ,  
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Fore ign  Currency T r a n s l a t i o n ,  was i ssued  i n  1981 t o  rep lace  FASB Statement 

No. 8 ,  Account ing for  the  T r a n s l a t i o n  of Fore ign  Currency Transac t ions  and 

F o r e i g n  Currency F i n a n c i a l  Statements.  I n  the  case o f  t h e  Board 's  

pronouncement on account ing  for changing p r i c e s ,  t he  Board committed 1 t s e l f  

to  a r e v i e w  o f  t h a t  pronouncement a f t e r  f i v e  years .  

The FASB a l s o  funds research  t o  m o n i t o r  t h e  e f f e c t s  o f  i t s  s tandards .  Such 

research  has been conducted w i t h  r e s p e c t  t o  the  Board's pronouncements on 

con t ingenc ies ,  f o r e i g n  cu r rency  t r a n s l a t i o n ,  o i l  and gas account ing ,  leases, 

and accoun t ing  f o r  changing p r i c e s .  

conferences on t o p i c s  such as t h e  economic consequences o f  accoun t ing  

s tandards  and accoun t ing  f o r  changing p r i c e s .  

The Board has a l s o  sponsored 

The maintenance o f  a p u b l i c  r e c o r d  by the  Board has proven t o  be a 

v a l u a b l e  resource  t o  researchers  i n v e s t i g a t i n g  the  economic consequences of 

s tandards .  The Board has a l s o  subs id i zed  t h e  c r e a t i o n  o f  computer ized d a t a  

banks on changing p r i c e s  and on pensions t o  a s s i s t  research  e f f o r t s .  
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IMPLEMENTATION AND PRACTICE PROB L EMS 

In addition to broad issues of financial accounting and reporting, the 

Board considers certain issues related to implementation of existing 

standards and other problems arising in practice. 

process" required to be followed on such projects is not as extensive as 

that for projects deal i ng with major issues. Depending on. their nature, 

implementation and practice problems may be dealt with by the Board in 

Statements or Interpretations, or by the staff in Technical Bulletins. 

Though rigorous, the "due 

When a Statement is to be developed to amend an existing standard or 

establish a new standard on a relatively narrow subject, the Board may 

determine that it is appropriate.to proceed without appointing a task force, 

n Memorandum, or holding a public hearing. However, the 

require that an Exposure Draft of the proposed Statement 

c comment, generally for at least 60 days but a minimum 

issuing a Discussi 

Rules of Procedure 

be issued for pub1 

of 30 days. 

Written comments are analyzed and considered to the same extent as on a 

major project. 

public record is maintained. 

Board deliberations are open to public observation and a 

In terpre ta t i on s 

The Board issues Interpretations to clarify, explain, or elaborate on 

existing FASB Statements of Financial Accounting Standards or the effective 

pronouncements o f  its predecessors, the Accounting Principles Board and the 

. Committee on AICPA. 

Under the Rules of Procedure, proposed Interpretations must be submitted 

to the members of the FASAC and other interested parties for comment for a 

period of not less than 15 days. Generally, however, proposed 



Interpretations are made available to all interested parties for a 30-day 

period or longer and may be exposed broadly. 

Written comments on proposed Interpretations constitute a part of the 

FASB' s publ i c record. 

Technical Bulletins 

Technical Bulletins are issued to provide guidance on certain financial 

accounting and reporting problems on a timely basis. 

clarify an underlying standard, specify applications in a particular 

They are used to 

situation, or address areas not directly covered by existing standards. 

guidance in a Technical Bulletin is expected to not cause a major change in 

accounting practice for a significant number of entities, to not involve 

significant costs in implementation, and t o  not conflict with a fundamental 

The 

principle or create a new or novel accounting 

Proposed Technical Bulletins are released 

not less than 15 days t o  selected knowledgeab 

availability to interested parties is public 

proposed Technical Bulletins constitute part 

All Technical Bulletins are .discussed by the 

pract i ce. 

for comment for a period o f  

groups, and the e, persons or 

zed. Written 

of the FASB's 

Board at publ 

to release for comment and prior to final issuance. A Bul 

issued if a majority of the Board members object either to 

it or to communicating that guidance in a Technical Bullet 

comments on 

public record 

c meetings pr or 

etin is not : 

the guidance in 

n. 

r 
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AVAILABILTY OF DOCUMENTS 

T r a n s c r i p t s  o f  pub l  i c  hear  

r e s e a r c h  r e p o r t s ,  and o t h e r  r e  

ngs, l e t t e r s  of comment and p o s i t i o n  papers ,  

evan t  m a t e r i a l s  on  p r o j e c t s  l e a d i n g  t o  

issuance o f  pronouncements become p a r t  of t h e  Board ' s  p u b l i c  r e c o r d .  

p u b l i c  r e c o r d  on  a l l  p r o j e c t s  i s  a v a i l a b l e  for i n s p e c t i o n  i n  t h e  P u b l i c  

Reference Room a t  FASB headquar te rs  i n  Stamford,  C o n n e c t i c u t .  Copies o f  

p u b l i c  r e c o r d  a l s o  may be purchased a t  p r i c e s  t h a t  v a r y  a c c o r d i n g  t o  t h e  

volume o f  m a t e r i  a1 reques ted .  

The 

To encourage pub l  i c comment, D i s c u s s i o n  Memorandums, I n v i t a t i o n s  t o  

Comment, and Exposure D r a f t s  a r e  d i s t r i b u t e d  w i d e l y  th rough  t h e  FASB's 

e s t a b l i s h e d  m a i l i n g  p l a n s .  Approx ima te l y  25,000 cop ies  o f  each D i s c u s s i o n  

Memorandum and I n v i t a t i o n  to  Comment and 35,000 cop ies  of each Exposure 

D r a f t  a r e  d i s t r i b u t e d .  I n  a d d i t i o n ,  s i n g l e  c o p i e s  of those documents and 

proposed I n t e r p r e t a t i o n s  and proposed Techn ica l  B u l l e t i n s  a r e  a v a i l a b l e  

w i t h o u t  charge d u r i n g  t h e  comment p e r i o d  to  a l l  who r e q u e s t  them. 

Statements o f  Standards,  Statements o f  Concepts, I n t e r p r e t a t i o n s ,  and 

Techn ica l  B u l l e t i n s  a l s o  a r e  d i s t r i b u t e d  b r o a d l y  when p u b l i s h e d  th rough  FASB 

s u b s c r i p t i o n  p l a n s  and may be purchased s e p a r a t e l y .  

cop ies  o f  each f i n a l  pronouncement a r e  d i s t r i b u t e d .  

Approx ima te l y  100,000 

The FASB s t r i v e s  t o  keep t h e  p u b l i c  i n fo rmed  of developments on i t s  

p r o j e c t s  th rough  a n e w s l e t t e r ,  STATUS REPORT, t h a t  i s  p u b l i s h e d  a t  l e a s t  

m o n t h l y  ( d i s t r i b u t i o n  o f  66,000), and a weekly  n o t i c e ,  ACTION ALERT 

( d i s t r i b u t i o n  o f  2,200>, o f  upcoming Board meet ings  and t h e i r  agendas w i t h  

b r i e f  summaries o f  a c t i o n s  taken a t  p r e v i o u s  mee t ings .  

p u b l i c  meet ings a r e  a l s o  announced i n  advance. Each q u a r t e r ,  t h e  Board 

p u b l i s h e s  i t s  c u r r e n t  p l a n s  fo r  a l l  t e c h n i c a l  p r o j e c t s  on i t s  agenda i n  

STATUS REPORT. 

B o a r d ' s  t e c h n i c a l  p l a n  i s  a t t a c h e d  as Appendix 6.  

pronouncements i s p r o v i d e d  i n  Appendi x C. 

Task Force and o t h e r  

A copy o f  t h e  most r e c e n t  STATUS REPORT c o n t a i n i n g  t h e  

A summary o f  FASB 
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FOUNDATION OVERSIGHT 

The FASB recognizes its pub1 ic responsi bi 1 i ties and responds to 

criticisms and suggestions. Under the By-Laws of the Financial Accounting 

Foundation, the Foundation's trustees have a responsi bi 1 i ty to oversee the 

structure and operations of the FASB and its Advisory Council. 

connection with that responsibi 1 1  ty, the trustees undertook comprehensive 

reviews of the FASB and FASAC starting in 1976. 

conducted personal interviews with about 100 individuals representing groups 

affected by the Board's activities and also devoted about 600 hours to a 

review of the Board's internal organization and operations. The April 1977 

Structure Review report included 17 recommendations for improving the 

structure for establishing financial accounting and reporting standards. 

Basically, those recommendations suggested ( 1 )  more participation o f  the 

Board's constituents in the standard-setting process, ( 2 )  more openness of 

In 

The Structure Committee 

the Board's operations and (3) greater efficiency in fulfilling the Board's 

mi s s  i on. 

In its November 1977 report entitled "Improving the Accountability of  

Pub1 icly Owned Corporations and 

Affairs Subcommittee on Reports, 

support for the recommendations 

heir Auditors," the Senate Governmental 

Accounting, and Management expressed 

n the trustees' structure review report: 

The Financial Accounting Foundation (FAF>--the private 
organization which sponsors FASB--has demonstrated a 
wi 1 1  ingness to respond to cri tici sm with constructive 
changes intended to correct deficiencies in the 
standard-setting process. 
issued a report in the spring o f  1977 listing several 
recommendations for improving the responsiveness o f  the 
FASB to the public. The Subcommittee supports such 
initiat ve, and looks for further acti-dn by the FAF and 
the SEC to fully implement the goals set forth in this 
Subcomm ttee's report. 

The FAF Structure Committee 
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A joint committee of FAF trustees and FASB Board members was established 

to consider how best to implement the structure review recommendations, and 

within two years after the report was published, the recommendations were 

adopted and in effect. 

Some of the more significant changes made as a result of the 1977 

Structure Review are: 

o Greater involvement o f  the Board's publics via expanded use of task 

forces, drawing more heavily on outside experts and available 

resources; public hearings outside New York City; layman's language 

communications; greater consultation with FASAC by the Board; program 

of informal meetings with constituent groups; broadened membership of 

Foundation, FASAC, and FASB; sharing of authority to appoint 

Foundation trustees among all sponsoring organizations; special steps 

to focus on the needs of small business 

o @eater efficiency via expanded staff size and increased staff 

responsibilities; publication of short and long range plans; changed 

FASB voting requ 

relatively minor 

o Openness via pub 

rements; and stream1 ined procedures for issuing 

pronouncements 

ic di scussion of i ssues being del i berated; expanded 

public announcements of Board actions; expanded public speaking 

program by Board and staff members; and meetings with interested 

consti tuents. 

Also, since January 1978 the Board has operated "in the sunshine" and all 

meetings of the Board and its task forces have been open to public obser-vation. 
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I n  May 1979 t h e  t r u s t e e s  completed an " I n t e r i m  Review o f  t h e  FASB and 

FASAC" t o  m o n i t o r  t h e  progress  of t h e  two groups .  

w i t h  each p r e s e n t  and severa l  p a s t  members o f  t h e  Board, r e p r e s e n t a t i v e s  of 

t h e  s i x  sponsor ing  o r g a n i z a t i o n s ,  and a number o f  f i n a n c i a l  e x e c u t i v e s ,  among 

o t h e r s .  

I n t e r v i e w s  w e r e  conducted 

The r e p o r t  o f  t h a t  i n t e r i m  r e v i e w  conc luded:  

I n  t h e ' t i m e  t h a t  has passed s i n c e  t h e  A p r i l  1977 r e p o r t ,  
t h e  Board and FASAC have shown s i g n i f i c a n t  improvement i n  
t h e  e f f i c i e n c y  and openness of t h e i r  o p e r a t i o n s  and t h e i r  
respons iveness  t o  t h e  c o n s t i t u e n c y .  
m a i n t a i n i n g  t h e  s t a n d a r d - s e t t i n g  process  i n  t h e  p r i v a t e  
s e c t o r  n o t  o n l y  con t inues  b u t  has i nc reased .  
We a r e  p leased t o  no te  t h a t  t h e  Board i s  w e l l  aware t h a t  
t h e  process  r e q u i r e s  c o n t i n u i n g  r e v i e w  and e f f o r t s  toward  
se l f - improvement  and t h a t  b o t h  i t  and FASAC have i n i t i a t e d  
d e s i r a b l e  changes go ing  beyond o u r  o r i g i n a l  r e p o r t .  The 
M e t c a l f  Subcommittee Repor t  and t h e  J u l y  1978 O v e r s i g h t  
Repor t  o f  t h e  SEC a r e  i n  genera l  agreement w i t h  t h i s  
o b s e r v a t i o n  and a r e  s u p p o r t i v e  of t h e  s teps  taken as a 
r e s u l t  o f  1977's  congress iona l  and S t r u c t u r e  C o m m i t t e e  
i n q u i r i e s .  We agree t h a t  c o n t i n u i n g  e f f o r t s  t o  improve 
t h e  process  a r e  an ongo ing  r e s p o n s i b i l i t y .  

Suppor t  for  

The May 1979 i n t e r i m  r e v i e w  a l s o  i d e n t i ' f i e d  a number o f  f u r t h e r  i deas  

fo r  s t r e n g t h e n i n g  . the FASB and FASAC. Recommendations i n c l u d e d  t h e  need t o  

a t t r a c t  a d d i t i o n a l  h igh-qual  i t y  s t a f f ,  to  i n c r e a s e  pub1 i c  awareness o f  t h e  

Board and i t s  a c t i v i t i e s ,  and t o  i n c r e a s e  t h e  i nvo l vemen t  of FASAC and t a s k  

forces i n  t h e  B o a r d ' s  p r o j e c t s .  The r e v i e w  commit tee suppor ted  enhanc ing  

t h e  B o a r d ' s  r o l e  as t h e  s o l e  a c c o u n t i n g  s t a n d a r d - s e t t i n g  body by u r g i n g  i t  

t o  dea l  w i t h  t h e  k i n d s  o f  i ssues  t h a t  p r e v i o u s l y  had been t h e  s u b j e c t  o f  

AcSEC Statements o f  P o s i t i o n  and A I C P A  I n d u s t r y  A u d i t  and Acc0untin.g 

Guides.  A s  a r e s u l t  o f  t h i s  recommendation t h e  Board i ssued  Statement  32, 

S p e c i a l i z e d  Accoun t ing  and R e p o r t i n g  P r i n c i p l e s  and P r a c t i c e s  in,AICPA 

Statements o f  P o s i t i o n  and Guides on Account ing  and A u d i t i n g  M a t t e r s ,  and 

took o v e r  t h e  r e s p o n s i b i l i t y  for s p e c i a l i z e d  i n d u s t r y  accoun t ing  p r i n c i p l e s  

from t h e  A I C P A .  

The p rog ress  made by t h e  Board i n  imp lement ing  t h e  recommendations o f  



the 1977 and 1979 reviews was reported to the Senate subcommittee with 

oversight responsibilities. ' 

In 1980, the Foundation commissioned a compj-ehensive study by Louis 

Harris and Associates, Inc. of attitudes toward the FASB. In connection 

with the study, 415 leaders from among the Board's constituencies were 

interviewed. They included chief financial officers from the Fortune 1250 

list, chief executive officers from the Fortune 500 list, top officers of 

investment and brokerage firms, leading scholars in accounting from U.S.  

universities, key government officials,,representatives of the financial 

media, top officials of large, medium, and small sized accounting firms, and 

both chief executive officers and financial officers of medium and smaller 

sized business corporations. The overall assessment of the 1980 Harris 

survey was that "there is a distinct sense that progress is being registered 

and things are on the right course." 

In January 1982 the trustees of the Foundation ssked the Structure 

Committee to undertake a review that would focus primarily on the operating 

efficiency of the Board. 

particularly at the effectiveness of the Board's due process procedures, the 

The trustees asked the committee to look 

F A S B ' s  workload and output, and cost-saving opportunities. 

The review by teams directed by individual trustees was undertaken in 

two parts--an internal review to assess the efficiency and effectiveness of 

the F A S B ' s  operations given the projects with which the Board had determined 

to deal and an external review to assess the perceptions of knowledgeable 

individuals regarding the 'FASB's operating efficiency and effectiveness, 

including their perceptions regarding whether the Board was dealing with the 

right issues. 

The major sources o f  information for the internal segment o f  the review . 

were interviews, observation of work performance and the work environment, 

and examination of internal procedures documentation, budgetary and 
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accounting records, and time reports, among 

interviewees included all Board members, the 

Accounting Standards Advisory Counci 1 ,  the 

technical activities, the director of admin 

members, key staff members, and independent 

consultants. 

the 

f am 

and 

the 

In the external segment of the review, 

other documents. The 

chairman of the Financial 

rec t 

strat 

audit 

r of research and 

on, selected task force 

personnel and EDP 

he Structure Committee sol ici ted 

views o f  individuals and representatives of organizations who are 

liar with the operations of the FASB. These included representatives 

members of the FASAC, the Accounting Standards Executive Committee of 

American Institute of Certified Public Accountants, the Committee on 

Corporate Reporting of the Financial Executives Institute, the Management 

Accounting. Practices Committee of the National Association of Accountants, 

the Financial Accounting Policy Committee o f  the Financial Analysts 

Federation, the Securities and Exchange Commission, the AICPA Special 

Committee on Accounting Standards Overload, and the six sponsoring 

organizations of the Financial Accounting Foundation. 

In developing the conclusions and recommendations in its 1982 review, 

the Structure Committee also considered the findings of the 1980 Harris 

survey. The Structure Committee concluded that: 

The principal overall findings resulting from the 

The due 

Structure Committee's review is that the FASB is operating 
eff i ci ently and effectively. Appropriate standard-setti ng 
systems are in place and functioning well. 
process mechanisms are well designed and followed 
conscientious 1.y; the professional staff develops drafts 
efficiently; input from outside parties is carefully 
considered; and the Board's decision making is supported 
by research on significant issues. The staff at all 
levels i s  dedicated, concerned, and competent, and the 
office environment is conducive to productivity. The 
res0urce.s currently devoted to support services are used 
efficiently and effectively. 



28 

Ma jo r  recommendations of t h e  S t r u c t u r e  Committee i n c l u d e d :  

o P r o v i d i n g  more t i m e l y  gu idance f o r  imp lemen ta t i on  q u e s t i o n s  and 

emerging i s s u e s  

Broadening t h e  p u b l i c ' s  unders tand ing  o f  t h e  Board ' s  work and 

achievements and b e t t e r  communicating t h e  process  by which a 

s u b j e c t  i s  cons ide red  for a d d i t i o n  t o  t h e  FASB agenda. 

o 

The f i r s t  recommendation was in tended  t o  m a i n t a i n  t h e  Board as t h e  s o l e  

f i n a n c i a l  accoun t ing  s t a n d a r d - s e t t i n g  body by h a v i n g  i t  dea l  w i t h  a l l  

emerg ing i ssues  w i t h  i m p o r t a n t  f i n a n c i a l  r e p o r t i n g  i m p l i c a t i o n s  on a t imely 

b a s i s .  

H a r r i s  survey  t h a t  when peop le  were in fo rmed about  t h e  Board t h e y  were much 

more unders tand ing  and p o s i t i v e  about  i t s  work and t h a t  t h e  " b i g g e s t  s i n g l e  

p rob lem fo r  t h e  FASB i s  t h e  u n c e r t a i n t y  t h a t  i s  genera ted  th rough  l a c k  of 

The second recommendation was based upon a f i n d i n g  o f  t h e  1980 

i mfo rmat ion  r a t h e r  than  t h e  substance or procedures  t h e  Board fo l  lows . ' I  A s  

a r e s u l t  o f  t h e  recommendations o f  t h e  S t r u c t u r e  Committee and o f  t h e  

Board ' s  t a s k  f o r c e  on t i m e l y  gu idance,  t h e  Board i n s t i t u t e d  i t s  Emerging 

I s s u e s  Task Force, changed i t s  p rocedures  f o r  i s s u i n g  Techn ica l  B u l l e t i n s ,  

and i s s u e d  a M i s s i o n  Statement  t h a t  s e t s  f o r t h  t h e  m i s s i o n  o f  t he  Board and 

e x p l a i n s  i t s  p rocedures .  I n  a t t e m p t i n g  to  improve communications w i t h  t h e  

p r e p a r e r s  o f  f i n a n c i a l  s ta tements  t h e  Board m a i l s  i t s  STATUS REPORT t o  t h e  

c h i e f  e x e c u t i v e  o f f i c e r s  o f  t h e  1500 l a r g e s t  c o r p o r a t i o n s  and t o  t h e  a u d i t  

commit tees o f  400 o f  those c o r p o r a t i o n s .  

A t  t h e  t ime  o f  t h e  Board ' s  f o r m a t i o n ,  and a l s o  as a p a r t  o f  t h e  1977 and 

1982 r e v i e w s ,  i t  had been suggested t h a t  t h e  t r u s t e e s  shou ld  r e v i e w  t h e  s i z e  

o f  t h e  Board a f t e r  a p e r i o d  o f  exper ience  w i t h  a seven-member body. 

1983, t h e  S t r u c t u r e  C o m m i t t e e  conducted a s tudy  of whether t h e  s i z e  o f  t h e  

I n  

FASB shou ld  be reduced from seven members t o  f i v e .  The commit tee de.ve1oped ' 
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an issues paper, that was sent to over 100 individuals familiar with the 

operations of the FASB. A substantial majority of respondents favored 

retaining the seven-member size. 

greater diversity and balance of viewpoints and expertise on a seven-member 

Board. 

unchanged. 

Frequently cited reasons included the 

The committee unanimously concluded that the size should remain 

When the FASB was organized in 1973, a 5-2 vote was required to adopt a 

standard or interpretation. 

majority as one result of the review of FASB operations by the Foundation's 

Structure Committee in 1977. That committee was asked by the trustees to 

restudy the v.oting requirement in 1981 following a formal request that the 

5-2 requirement be reinstated. The board of  trustees voted unanimously to 

The requirement was changed to a simple 

retain the requirement of a simple majority vote of the seven-member FASB t o  

adopt standards for financial reporting and interpretations of existing 

standards. The committee noted that the courts and government commissions, 

including the SEC, can act on a simple majority and that a more stringent 

requirement for the FASB could result in fewer pronouncements, affect the 

quality of the Board's work, and leave more issues unresolved. 

In January 1985, the trustees appointed a special review committee of 6 

trustees to update the 1980 Harris survey of the Board's constituencies as 

well as to examine the composition of the Board and the criteria for 

selecting Board members. The committee will also examine whether a 

comprehensive structure review of the Board should be conducted prior to the 

review presently scheduled for 1988-1989, and, i f  so, what direction should 

be taken by the trustees in conducting it. 

complete its review and present its report in 1985. 

This committee is expected to 
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RELATIONSHIPS WITH FEDERAL AGENCIES 

Because of the public implications of its work, the Board recognizes an 

obligation to maintain effective liaison with the federal government. The 

purpose is not to seek advantages, but to fulfill a public responsibility. 

Liaison is most active with, but not limited to, the Securities and Exchange 

Commi s s i on. 

The FASB and the SEC 

Interaction between the FASB and government began in the Board's first 

year. The SEC has statutory authority under the Securities Act of 1933 and 

the other securities laws to develop financial accounting and reporting 

standards, but in its Accounting Series Release 150 (December 1973)  the SEC 

recognized FASB pronouncements as authoritative accounting and reporting 

standards and announced that it would look to the FASB for leadership in 

establishing and improving standards. In ASR 150, the Commission reaffirmed 

its decision in ASR 4 ,  issued in 1938, that financial statements filed with 

the Commission should be prepared in accordance with principles for which 

there is substantial authoritative support. In April 1982, ASR 150 was 

codified in SEC Financial Reporting Release No. 1 ,  Section 101. Since 1978, 

the SEC has reported annually to Congress on the performance of the FASB. 

The general tenor of these reports has been that the FHSB has performed 

satisfactori ly. The 1984 report concluded that "a1 though general ly 

satisfied with the FASB's performance, the Commission believes that there is 

need for more timely guidance on emerging issues." 

address the Commission's concern are discussed later in this document. 1 

(The Board's actions to 

The Standards Board and the Commission maintain a close working 

relationship to foster cooperation and a climate that a former SEC chief 
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accountant described as one of "mutual nonsurpri se." The Board members and 

the commissioners meet together on a regular basis to discuss matters that 

are of concern to both bodies. The chief accountant of the SEC participates 

as an observer, but with the privilege of the floor, in quarterly meetings 

of the FASAC and reports on current SEC developments related to Board 

activities. The chief accountant also attends meetings of the FASB's 

Emerging Issues Task Force and FASAC's Advisory Committee on the FASB agenda 

as an observer with the privilege of the floor. Members of the chief 

accountant's staff are assigned to follow the development of specific FASB 

technical projects. They participate in meetings of advisory,task forces on 

those projects and frequently observe meetings of the Board. 

the FASB meets regularly with the Commission staff and the commissioners to 

The staff of 

di-scuss progress on, and concerns about, accounting issues. 'For the past 

three years an FASB representative has served on the Executive Committee and 

Securities Task Force of the SEC Government-Business Forum on Small Business 

Capital Formation. 

The Commission often refers financial reporting problems to the Board 

for solution. When appropriate, the SEC has withdrawn its own rules after 

the Board has acted; for example, FASB Statements on accounting for changing 

prices, disclosures of segment information, and accounting for leases 

replaced the Commission's rules on those issues. 

In 1978, however, the Commission decided not to require all registrants 

t o  adopt the FASB standard for reporting by oil-and gas-producing companies 

for financial statements filed with it. This was a special situation in 

which Congress (in the Energy Policy and Conservation Act of 1975) directed 

the SEC to develop a reporting system for oil and gas producers and 

explicitly permitte.d the Commission to rely on the FASB for accounting and 

reporting standards. 

timeframe specified in the Act. After extensive consid.eration, including 

The FASB issued such standards in 1977, within the 
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its own public hearings and those conducted by the Department o f  Energy, the 

SEC concluded in 1978 that existing accounting practices, including the one 

favored by the FASB, were inadequate. The Board in 1979, suspended the 

effective date of its requirements. The Commission set out to develop a new 

system of "reserve recognition accounting," but in 1981 announced that it no 

longer considered reserve recognition accounting to be a potential method of 

accounting in the primary financial statements and that it would support an 

FASB effort to develop disclosure requirements for oil and gas producers. 

An FASB Statement specifying those disclosures was issued in November 1982. 

Other issues on which the Board has been responsive to SEC concerns 

include troubled debt restructurings, prior period adjustments, reporting 

the effects o f  changing prices, capitalization o f  interest cost, research 

and development arrangements, acquisitions of banking and thr,ift 

institutions, in-substance defeasance, junior stock, and computer software. 

The SEC has continually stressed the importance of the Board's 

conceptual framework project as an aid to the FASB and others in reaching 

decisions and in better understanding the F A S B ' s  decision-making process. 

In December 1984 the Board issued Concepts Statement No. 5 ,  Recognition and 

Measurement in Financial Statements of Business Enterprises, the last 

scheduled document in the conceptual framework for business enterprises. 

FASB and GAO 

The General Accounting Office is another federal agency with which the 

Board interacts. 

Accounting Standards Advisory Council., and GAO staff provide input to Board 

projects and participate 'in task force meetings. 

The Comptroller General i s  a member of the Financial 
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Other  R e l a t i o n s h i p s  

The p a t t e r n  o f  FASB r e l a t i o n s h i p s  w i t h  t h e  f e d e r a l  government changes 

c o n s t a n t l y ,  r e f l e c t i n g  t h e  i s s u e s  t h a t  a r e  o f  g r e a t e s t  u rgency  and i n t e r e s t  

a t  any t ime .  Agencies t h a t  have been i n t e r e s t e d  i n  one or more o f  t h e  

B o a r d ' s  p r o j e c t s  i n c l u d e  t h e  Federa l  Home Loan Bank Board, t h e  Federa l  

D e p o s i t  I nsu rance  C o r p o r a t i o n ,  t h e  Federa l  Reserve Board, t h e  C o m p t r o l l e r  o f  

t h e  Currency,  t h e  Pension B e n e f i t  Guaranty  C o r p o r a t i o n ,  t h e  Department o f  

Labor ,  t h e  Department o f  Energy, and t h e  T r e a s u r i  Depar tment .  

a p p r o p r i a t e ,  t h e  Board conducts  b r i e f i n g  sess ions  i n  Washington to  i n f o r m  

those i n  government about  s p e c i f i c  agenda p r o j e c t s  or o t h e r  a c t i v i t i e s .  

When 

The 

chai rman o f  t h e  FASB has t e s t i f i e d  b e f o r e  congress iona l  commit tees i n  

response t o  i ssues  o f  o v e r s i g h t  as w e l l  as o f  c a p i t a l  f o r m a t i o n .  .The Board 

i s  respons ive  t o  reques ts  from Congress for  m a t e r i a l  and t h e  F A S B ' s  I n t e r n a l  

Pol icy B u l l e t i n  4.02, Responding t o  Requests from Congress, s t a t e s  t h a t :  

Because o f  t h e  p u b l i c  i m p l i c a t i o n s  o f  i t s  work t h e  
Board must be i m p a r t i a l  i n  d e a l i n g  w i t h  Congress. The 
Board must n o t  appear t o  be an advocate o f  any 
p o l i t i c a l  v i e w p o i n t .  T h i s  p a r t i c u l a r l y  a p p l i e s  to  
v iews on l e g i s l a t i o n .  There fo re ,  responses shou ld  be 
p r o v i d e d  t o  b o t h  the  m a j o r i t y  and m i n o r i t y  s i d e s ,  
un less  t h e  Chairman f i n d s  some c o m p e l l i n g  reason fo r  
respond ing  o n l y  t o  t h e  person making t h e  r e q u e s t .  
person making t h e  r e q u e s t  must be adv i sed  t h a t  t h e  
same m a t e r i a l  w i l l  be g i v e n  t o  t h e  o t h e r  s i d e .  

The 

The F A S B ' S  Washington O f f i c e  

To improve communication w i t h  government, t h e  Board, i n  1978, began t o  

s t a f f  a Washington o f f i c e  and appo in ted  a government r e l a t i o n s  manager. The 

Washington o f f i c e  i s  a b l e  t o  p r o v i d e  FASB documents and o t h e r  i n f o r m a t i o n  t o  

t h e  Congress, e x e c u t i v e  depar tments,  independent  f e d e r a l  agenc ies ,  and o t h e r  

i n t e r e s t e d  p a r t i e s  on r e q u e s t .  The o f f i c e  a l s o  i s ' p r e p a r e d  t o  a r range  f o r  
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t h e  FASB t o  p r o v i d e  i n p u t  to f e d e r a l  o f f i c i a l s  on  s p e c i f i c  s u b j e c t s  abou t  

which ' t he  FASB has s p e c i a l  knowledge.  The o f f i c e  a l s o  m o n i t o r s  l e g i s l a t i v e  

and r e g u l a t o r y  a c t i v i t y  t o  i d e n t i f y  p o t e n t i a l  f i n a n c i a l  r e p o r t i n g  i s s u e s  t h a t  

may r e q u i r e  FASB a c t i o n .  
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COMPARABILITY OF ACCOUNTING INFORMATION 

I n  t h e  B o a r d ' s  judgment, a c c o u n t i n g  f o r  s i m i l a r  t r a n s a c t i o n s  and 

c i rcumstances  s i m i l a r l y  and fo r  d i f f e r e n t  t r a n s a c t i o n s  and c i rcumstances  

d i f f e r e n t l y  i s  a d e s i r a b l e  o b j e c t i v e  i n  e s t a b l i s h i n g  s tandards  o f  f i n a n c i a l  

a c c o u n t i n g  and r e p o r t i n g .  When t h e  same or s i m i l a r  f a c t s  and c i rcumstances  

ex is t . ,  in te rcompany c o m p a r a b i l i t y  r e q u i r e s  a s i n g l e  method o f  accoun t ing .  

Comparable r e p o r t i n g  by companies compet ing for c a p i t a l  i s  c l e a r l y  i n  t h e  

p u b l i c  i n t e r e s t .  The Board 's  r e c o r d ,  as ev denced i n  t h e  pronouncements i t  

has i ssued ,  has been one o f  c o n s i s t e n t l y  e l  m i n a t i n g  o p t i o n a l  a c c o u n t i n g  

a l t e r n a t i v e s  and e s t a b l i s h i n g  mechanisms t o  a v o i d  a p r o l i f e r a t i o n  o f  

a d d i t i o n a l  a l t e r n a t i v e s .  

However, sometimes s i g n i f i c a n t  o p e r a t i o n a l  and env i ronmenta l  d i f f e r e n c e s  

among companies i n  d i f f e r e n t  i n d u s t r i e s ,  among companies w i t h i n  a p a r t i c u l a r  

i n d u s t r y ,  or even w i t h i n  a s i n g l e  company make d i f f e r e n t  accoun t ing  

a p p r o p r i a t e  i n  o r d e r  t o  r e f l e c t  t h e  substance o f  d i f f e r e n t  c i rcumstances .  

When t h e  FASB b e l i e v e s  d i f f e r e n t  account ing.  i s  r e q u i r e d  to  r e f l e c t  d i f f e r e n t  

f a c t s  and c i rcumstances ,  t h e  B o a r d ' s  pronouncements s p e c i f y  those 

d i f f e r e n c e s .  

The B o a r d ' s  approach to  a c h i e v i n g  c o m p a r a b i l i t y  has been gu ided by t h e  

p h i l o s o p h y  expressed i n  i t s  Concepts S ta tement  No. 2 ,  Q u a l i t a t i v e  . 
C h a r a c t e r i s t i c s  o f  Account ing  I n f o r m a t i o n :  

C o m p a r a b i l i t y  shou ld  n o t  be confused w i t h  i d e n t i t y ,  and 
sometimes more can be l e a r n e d  from d i f f e r e n c e s  than  from 
s i m i l a r i t i e s  i f  t h e  d i f f e r e n c e s  can be e x p l a i n e d .  The 
a b i  1 i t y  t o  e x p l a i n  phenomena o f t e n  depends on t h e  
d i a g n o s i s  o f  t h e  u n d e r l y i n g  causes of d i f f e r e n c e s  or t h e  
d i s c o v e r y  t h a t  apparent  d i f f e r e n c e s  a re  w i t h o u t  
s i g n i f i c a n c e .  Much i n s i g h t  i n t o  t h e  f u n c t i o n i n g  o f  t h e  
c a p i t a l  marke t ,  for  example, has been o b t a i n e d  f r o m  
o b s e r v i n g  how market  forces a f f e c t  d i f f e r e n t  stocks 
d i f f e r e n t l y .  Something has been l e a r n e d ,  too, f r o m  
o b s e r v i n g  t h a t  t h e  marke t  g e n e r a l l y  i g n o r e s  apparent  
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( cosmet i c )  d i f f e r e n c e s  among stocks t h a t  were f o r m e r l y  
t h o u g h t  t o  be s i g n i f i c a n t .  G r e a t e r  c o m p a r a b i l i t y  o f  
a c c o u n t i n g  i n f o r m a t i o n ,  which most peop le  agree i s  a 
w o r t h w h i l e  aim, i s  n o t  t o  be a t t a i n e d  by making u n l i k e  

a l i k e  any more than  by making l i k e  t h i n g s  look 
The moral i s  t h a t  i n  seek ing  c o m p a r a b i l i t y  
must n o t  d i s q u i s e  r e a l  d i f f e rences  nor  c r e a t e  

t h i n g s  look 
d i f f e r e n t .  
accoun tan ts  
f a l s e  d i f f e  

I n  an a t t e m p t  t o  

r e s o l u t i o n  o f  f i n a n c  

concept  ua 1 f rame work 

ences. [paragraph 1 1  91  

f a c i l i t a t e  a n a l y s i s  and p r o v i d e  a bas i s  f o r  c o n s i s t e n t  

a1 accoun t ing  i ssues ,  t h e  Board has developed a 

for f i n a n c i a l  a c c o u n t i n g  and r e p o r t i n g .  I t  r e c e n t l y  

completed a 10-year e f f o r t  d u r f n g  which t h e  f o l l o w i n g  FASB Statements o f  

Concepts were i ssued :  

a. 

b .  

C .  

No. 1 ,  O b j e c t i v e s  o f  F i n a n c i a l  R e p o r t i n g  by  Business E n t e r p r i s e s  

(November 1978) 

T h i s  Statement  emphasizes t h a t  f i n a n c i a l  r epo r t i ng  shou ld  p r o v i d e  

i n f o r m a t i o n  t h a t  i s  use fu l  t o  p r e s e n t  and p o t e n t i a l  i n v e s t o r s ,  

c r e d i t o r s  and o t h e r  use rs  i n  making r a t i o n a l  inves tment ,  c r e d i t ,  

and s i m i l a r  d e c i s i o n s .  

No. 2 ,  Q u a l i t a t i v e  C h a r a c t e r i s t i c s  o f  Accoun t ing  I n f o r m a t i o n  (May 

1980) 

T h i s  s ta tement  examines t h e  c h a r a c t e r i s t i c s ,  such as re levance ,  

r e l i a b i l i t y ,  and c o m p a r a b i l i t y  ( i n c l u d i n g  cons is tency )  t h a t  make 

a c c o u n t i n g  i n f o r m a t i o n  u s e f u l .  I t  a l s o  s t r e s s e s  t h a t  t h e  Board 

shou ld  a lways be concerned about  t h e  unders tandab i  1 i t y  and t h e  

c o s t - e f f e c t i v e n e s s  o f  i t s  s tandards .  

No. 3, Elements o f  F i n a n c i a l  Statements o f  Business E n t e r p r i s e s  

(December 1980) 

T h i s  Statement  d e f i n e s  t h e  10 b u i l d i n g  b l o c k s  o f  f i n a n c i a l  

s ta tements - -assets ,  l i a b i l i t i e s ,  e q u i t y ,  inves tments  by owners, 

d i s t r i b u t i o n  t o  owners, comprehensive income, revenues, expenses, 

g a i n s ,  and l o s s e s .  
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No. 4 ,  O b j e c t i v e s  of F i n a n c i a l  R e p o r t i n g  by  Nonbusiness 

O r g a n i z a t i o n s  (December 1980) 

T h i s  Statement  e s t a b l i s h e s  t h e  o b j e c t i v e s  o f  genera l  purpose 

f i nanc i a1 r e p o r t  i ng by nonbus i ness o r g a n i  z a t  i ons . 
No. 5, R e c o g n i t i o n  and Measurement i n  F i n a n c i a l  Statements o f  

Business E n t e r p r i s e s  (December 1984) 

T h i s  S ta tement  s e t s  f o r t h  r e c o g n i t i o n  c r i t e r i a  and guidance on what 

i n f o r m a t i o n  shou ld  be i n c o r p o r a t e d  i n t o  f i n a n c i a l  s ta tements  and 

when. 

The Board has r e f e r r e d  to  these concepts as a s t a r t i n g  p o i n t  fo r  

r e s o l v i n g  many s i g n i f i c a n t  and long -s tand ing  i s s u e s  o f  f i n a n c i a l  a c c o u n t i n g  

and r e p o r t i n g .  A l t e r n a t i v e s  have been e l i m i n a t e d  i n  seve ra l  areas,  such as 

research  and development c o s t s ;  loss c o n t i n g e n c i e s ;  r e p o r t i n g  by  development 

s tage companies; a c c o u n t i n g  fo r  leases.; segment r e p o r t i n g ;  accoun t ing  by  

d e b t o r s  and c r e d i t o r s  f o r  t r o u b l e d  deb t  r e s t r u c t u r i n g s ;  p r i o r  p e r i o d  

ad jus tmen ts ;  c a p i t a l i z a t i o n  o f  i n t e r e s t  c o s t s ;  d e f i n e d  bene f i ’ t  pens ion  

p l a n s ;  compensated absences; p r o d u c t  f i n a n c i n g  arrangements;  revenue 

r e c o g n i t i o n  by f r a n c h i s o r s  and when r i g h t  o f  r e t u r n  e x i s t s ;  f o r e i g n  c u r r e n c y  

t r a n s l a t i o n ;  t h e  e f f e c t s  o f  r a t e  r e g u l a t i o n  on  account i -ng for  r e g u l a t e d  

e n t e r p r i s e s ;  s p e c i a l  t e r m i n a t i o n  b e n e f i t s  p a i d  t o  employees; mergers o f  

f i n a n c i a l  i n s t i t u t i o n s ;  ex t i ngu ishmen t  o f  deb t ;  t r a n s f e r s  o f  r e c e i v a b l e s ;  

and accoun t ing  for f u t u r e s  c o n t r a c t s .  

Wi th  t h e  issuance o f  FASB Statement  No. 32,  S p e c i a l i z e d  Account ing  and 

R e p o r t i n g  P r i n c i p l e s  and P r a c t i c e s  i n  A I C P A  S ta tements  o f  P o s i t i o n  and 

Guides on Account ing  and A u d i t i n g  M a t t e r s ,  i n  1979, took ove r  r e s p o n s i b i l i t y  

f o r  s p e c i a l i z e d  i n d u s t r y  a c c o u n t i n g  p r i n c i p q e s  from t h e  A I C P A .  FASB 

s tandards  now address a c c o u n t i n g  i ssues  i n  t h e  f o l l o w i n g  i n d u s t r i e s :  

mortgage bank ing ;  b r o a d c a s t i n g ;  r e a l  e s t a t e ;  r e c o r d  and music ;  i nsu rance ;  
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f r a n c h i s i n g ;  mot ion  p i c t u r e  p roduc t i on  and d i s t r i b u t i o n ;  t i t l e  insurance;  

and cab le  t e l e v i s i o n .  

Some impor tan t  p r o j e c t s  now on t h e  Board ' s  agenda i n v o l v e  cases where 

a l t e r n a t i v e s  for  accoun t ing  for  s i m i l a r  f a c t s  and circumstances e x i s t .  

These i n c l u d e  account ing  by  employers fo r  pensions, accoun t ing  for  computer 

so f tware ,  and account ing  f o r  conso l i da ted  f i n a n c i a l  statements.  I t  i s  

expected t h a t  pronouncements i n  these areas w i l l  l e a d  t o  a s i g n i f i c a n t  

nar rowing  o f  a1 t e r n a t i v e  account ing  and r e p o r t i n g  t rea tments  p r e s e n t l y  

a v a i l a b l e .  

I n  o n l y  a v e r y  few s i t u a t i o n s  i n  f i n a n c i a l  r e p o r t i n g  are  two or more 

methods o f  accoun t ing  e q u a l l y  acceptab le  fo r  i d e n t i c a l  s i t u a t i o n s .  When 

such a l t e r n a t i v e s  e x i s t ,  f o r  example w i t h  c o s t  methods f o r  i n v e n t o r y ,  t h e r e  

a r e  p r a c t i c a l  reasons why the  a l t e r n a t i v e s  con t inue .  
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NEUTRALITY IN STANDARD SETTING 

Neutrality in setting standards is of great importance to the FASB. 

Neutrality means that either in formulating or implementing standards, the 

primary concern of the FASB is the relevance and reliability of the 

information that results, not the effect that the new rule may have on a 

particular interest. 

Neutrality in accounting would be negated by the predetermination of a 

desired result and the selection of information to induce that result. To 

be neutral, accounting information must report economic activity as 

faithfully as possible, without coloring the image it communicates for the 

purpose of influencing behavior in some particular direction. Accounting 

information cannot avoid affecting behavior, nor should it. If it were 

otherwise, the information would be valueless--by definition, 
. .  

irrelevant--and the effort to produce it would be futile. Behavior i s  

influenced by financial information just as it is influenced and changed by 

the results o f  elections, college examinations, and sweepstakes. Elections, 

examinations, and sweepstakes are not unfai r--nonneutral --merely because 

some people win and others lose. 

While rejecting the view that financial accounting standards should be 

slanted to favor one economic interest or another, the Board recognizes that 

it must be alert t o  the economic impact of the standards that it 

promulgates. 

isolate from the effects of other economic events, and they are even harder 

to predict with confidence when a new standard is under consideration but 

before it has gone into effect. Nevertheless, the Board considers the 

probable economic impact of its standards as best it can and monitors that 

impact after a .standard goes into effect. For one thing, a markedly 

unexpected effect on business behavior may point to an unforeseen deficiency 

The consequences of those standards are usually not easy to 
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in a standard in the sense that it does not result in 'the faithful 

representation of economic .phenomena that was intended. 

necessary for the standard t o  be revised. 

bad for some interests. 

misleading information is, in the long run, bad for all interests. The 

It would then be 

The consequences may indeed be 

But the dissemination of unreliable and potentially 

Board's responsibility is to the integrity of the financial reporting 

system, which it regards as its paramount concern. 
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SMALL BUSINESS 

The c h a l l e n g e  t o  pay s p e c i a l  a t t e n t i o n  t o  t h e  needs o f  smal l  bus inesses ,  

o f  t h e  use rs  o f  t h e i r  f i n a n c i a l  s ta tements ,  and o f  t h e  accountan ts  who serve  

them c o n s t a n t l y  c o n f r o n t s  t h e  FASB. I n  1978, t h e  Board adapted i t s  

conceptua l  f ramework p r o j e c t  t o  address s 

1. 

2 .  

Th 

r e p o r t  

A s  

Board, 

What t ypes  of i n f o r m a t i o n  shou ld  

r e p o r t i n g ,  and how much o f  t h a t  

p a r a t e l y  two qu 

be d i s c i o s e d  i n  

n f o r m a t i o n  shou 

s t  i ons : 

f i n a n c i a l  

d .be r e p o r t e d  

w i t h i n  t h e  f i n a n c i a l  s ta tements  themselves? 

What t ypes  of i n f o r m a t i o n  shou ld  

r e q u i r e d  to d i s c l o s e ,  and what t ypes  o f  i n f o r m a t i o n  shou ld  o n l y  

c e r t a i n  t ypes  of e n t e r p r i s e s  be r e q u i r e d  t o  d i s c l o s e ?  

t ypes  o f  e n t e r p r i s e s  be 

s second q u e s t i o n  would s p e c i f i c a l l y  address un ique smal l  bus iness  

ng c o n s i d e r a t i o n s .  

t h e  f i r s t  s t e p  i n  add ress ing  t h e  concerns o f  s m a l l e r  bus inesses  t h e  

i n  A p r i l  1978, i s sued  FASB Statement  No. 21 ,  Suspension of t h e  

R e p o r t i n g  o f  Earn ings  pe r  Share and Segment I n f o r m a t i o n  by Nonpub l ic  

E n t e r p r i s e s .  T h i s  was t h e  f i rst  i n  a s e r i e s  o f  pronouncements i ssued  by  t h e  

FASB t h a t  s p e c i f i c a l l y  exempt smal l  bus inesses  from compl iance w i t h  c e r t a i n  

f i n a n c i a l  s ta temen t  d i s c l o s u r e  requ i remen ts  based on an a n a l y s i s  and 

c o n c l u s i o n  by  t h e  Board t h a t  t h e  costs o f  compl iance w i t h  t h a t  requ i remen t  

exceed t h e  b e n e f i t s  t o  t h e  users  o f  t h e  f i n a n c i a l  s ta tements  o f  smal l  

bus inesses .  O the r  FASB Statements t h a t  p r o v i d e  exempt ions for  smal 1 
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business include: 

o FASB Statement No. 33, Financial 'Reporting and Changing Prices 

o FASB Statement No. 69, Disclosures about Oil and Gas Producing 

Activities 

o FASB Statement No. 79, Elimination of Certain Disclosures for 

Business Combinations by Nonpubl ic Enterprises. 

Providing differences in reporting for small business through exemptions 

is not without controversy. Some of the FASB's. constituents believe that 

GAAP should be the same for all entities, thus enhancing uniformity and 

comparability in financial reporting. Wherever possible, the Board attempts 

to keep financial reporting.requirements simple and understandable for 

enterprises and considers special exemptions for small businesses as a less 

preferable, second choice. If the Board tentatively decides to provide an 

. exemption for small businesses, that proposal is subjected to the same due 

process (including a public comment period) that is required for the 

imposition of any financial reporting requirement. 

To understand better the relative costs and benefits of financial 

reporting requirements for small business, the FASB initiated a major 

research effort in 1981. That research included issuance of an Invitation 

to Comment, Financial Reporting by Private and Small Public Companies, in 

November of that year. More than 800 responses to the Invitation to Comment 

were received from small business owners and managers, users of small 

business financial statements (primarily bankers), and pub1 ic accountants .. 

In February 1983 the FASB published the results of that effort in a Special 

Report, Financial Reporting by Privately Owned Companies: Summary of 

Responses to FASB Invitation to Comment. During this same period the FASB 

and the National Association of Accountants jointly sponsored research by 
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Professor A. Rashad Abde l - kha l i k  o f  the  U n i v e r s i t y  o f  F l o r i d a .  

1983 the  r e s u l t s  were pub l i shed  i n  a Research Repor t ,  F i n a n c i a l  R e p o r t i n g  by 

P r i v a t e  Companies: A n a l y s i s  and D iagnos is .  I n  a d d i t i o n  to  the  F A S B ' s  

research  e f f o r t s  d u r i n g  the  p e r i o d  from 1981 t o  1984, two o t h e r  groups 

conducted research  e f f o r t s  d i r e c t e d  a t  s p e c i f i c  i ssues  a f f e c t i n g  smal l  

bus iness .  

f i n a n c i a l  statements o f  smal l  businesses d i d  n o t  want a d i f f e r e n t  s e t  o f  

accoun t ing  p r i n c i p l e s  t o  be a p p l i e d  i n  those s ta tements .  

I n  August 

The major f i n d i n g  of the  researchers  was t h a t  t he  users  o f  t h e  

A f t e r  a two-year e f f o r t ,  t h e  A I C P A ' s  Spec ia l  C o m m i t t e e  on Account ing  

Standards Over load pub l i shed  a r e p o r t  i n  February 1983. 

t h a t  r e p o r t  w i t h  bo th  t h e  Spec ia l  Committee and t h e  Board o f  D i r e c t o r s  o f  

t h e  AICPA,  and i n  November 1983 pub l i shed  a fo rma l  response. 

The FASB d iscussed 

Meanwhile, t he  F i n a n c i a l  Execut ives  Research Foundat ion o f  t h e  F i n a n c i a l  

Execut ives  I n s t i t u t e  conducted a s tudy  o f  the  f i n a n c i a l  r e p o r t i n g  needs o f  

smal l  p u b l i c  companies, p u b l i s h i n g  a r e p o r t  i n  November 1983. The FASB 

d iscussed the r e p o r t  w i t h  the  Foundat ion on severa l  occas ions ,  b o t h  p r i o r  t o  

i t s  issuance and a t  a p u b l i c  meet ing i n  A p r i l  1984. 

I n  1984 t h e  FASB l a r g e l y  completed i t s  own research  e f fo r ts  as w e l l  as 

i t s  e v a l u a t i o n s  o f  the  research  of o t h e r s .  

Business Adv iso ry  Group i n  August 1984 whose members i n c l u d e  smal l  bus iness  

managers and owners, bankers who work c l o s e l y  w i t h  smal l  businesses, and 

CPAs w i t h  smal l  business p r a c t i c e s .  The FASB uses the  Small Business 

Adv iso ry  Group as a sounding board f o r  i ssues  o f  p a r t i c u l a r  concern t o  smal l  

bus iness .  Each q u a r t e r ,  as the  FASB updates i t s  t e c h n i c a l  p l a n  o f  agenda 

p r o j e c t s ,  a summary o f  the  p r o j e c t s  and r e l a t e d  smal l  business issues  and 

developments i s  prepared by the  FASB s t a f f  and p rov ided  t o  the  a d v i s o r y  

group f o r  comment. I n d i v i d u a l  FASB p r o j e c t  teams a l s o  c o n s u l t  w i t h  the  

a d v i s o r y  group as each p r o j e c t  p rogresses .  The Small Business Adv iso ry  

Group a l s o  i s  consu l ted  on a l l  i ssues  t o  be d iscussed by the  FASB Emerging 

The Board appo in ted  a Small 



44 

I ssues  Task Force. 

One p r o j e c t  c u r r e n t l y  on t h e  Board 's  agenda and o f  p a r t i c u l a r  i n t e r e s t  

t o  smal l  bus iness i s  t h e  p r o j e c t  t o  recons ide r  t h e  account ing  fo r  income 

taxes .  

response to concerns expressed by the  small  bus iness c o n s t i t u e n c y  about t h e  

comp lex i t y  and u n d e r s t a n d a b i l i t y  o f  e x i s t i n g  requ i rements .  Due t o  t h e  v i t a l  

impor tance o f  t h i s  i ssue  t o  smal l  businesses and t h e i r  accountants ,  t h e  FASB 

has taken some s p e c i a l  s teps  to o b t a i n  t h e i r  v iews.  

Th is  p r o j e c t  was added t o  t h e  agenda i n  January 1982 p a r t l y  i n  

A Discuss ion  Memorandum was pub l i shed  i n  August 1983, d e s c r i b i n g  t h e  

accoun t ing  issues  and s o l i c i t i n g  comments p r i o r  t o  t h e  Board 's  beg inn ing  

d e l i b e r a t i o n s .  That D iscuss ion  Memorandum i n c l u d e d  a spec ia l  chapter  

add ress ing  issues  o f  p a r t i c u l a r  concern t o  smal l  bus iness  and s o l i c i t i n g  

comment. I n  a d d i t i o n  t o  the  normal d i s t r i b u t i o n ,  a d d i t i o n a l  cop ies  w e r e  

m a i l e d  w i t h o u t  charge t o  smal l  bus iness owners, managers, bankers, and 

accountan ts  i d e n t i f i e d  from the  F A S B ' s  m a i l i n g  l i s t ,  as w e l l  as those of 

o t h e r  o r g a n i z a t i o n s .  Two groups a l s o  conducted surveys o f  the  issues  i n  t h e  

D iscuss ion  Memorandum and p rov ided  t h e  r e s u l t s  t o  t h e  Board. The Na t iona l  

A s s o c i a t i o n  of 

membership and 

P r i v a t e  Compan 

i t s  membership 

Accountants  surveyed a1 1 o f  t h e  company c o n t r o l l e r s  i n  i t s  

was a b l e  t o  s t r a t i f y  t he  r e s u l t s  by s i z e  o f  company. 

e s  P r a c t i c e  S e c t i o n  of  the  A I C P A  a l s o  completed a survey o f  

The 

which was r e c e n t l y  p rov ided  t o  t h e  FASB. 

P u b l i c  hear ings  on income t a x  account ing  were h e l d  i n  A p r i l  1984 i n  New 

York C i t y .  Because f e w  smal l  bus iness r e p r e s e n t a t i v e s  p a r t i c i p a t e d  i n  those 

hear ings ,  spec ia l  meetings on smal l  bus iness issues  were  sponsored by t h e  

FASB i n  San F ranc i sco ,  . D a l l a s ,  and Chicago, where smal l  bus iness 

c o n s t i t u e n t s  had the  o p p o r t u n i t y  t o  express t h e i r  views t o  members of t h e  

Board and the  s t a f f .  

Other  c u r r e n t  p r o j e c t s  of '  t h e  FASB, i n c l u d i n g  the  pensions p r o j e c t ,  a l s o  

a r e  g i v i n g  s p e c i a l  a t t e n t i o n  t o  smal l  bus iness concerns. .Beyond those 
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e f fo r t s  t o  address small business concerns on new p r o j e c t s ,  however, a 

s i g n i f i c a n t l y  l a rge r  aniount o f  the F A S B ' s  resources are dsvoted t o  making 

e x i s t i n g  pronouncements eas ie r  t o  understand and apply.  for  example, one 

major ongoing commitment i s  the maintenance o f  the Current T e x t  of 

a u t h o r i t a t i v e  accounting l i t e r a t u r e ,  a commitment f i r s t  undertaken i n  1982, 

w i t h  annual updates s ince. The Current T e x t  i n t e g r a t e s  the requirements o f  

past  pronouncements by t o p i c  area, organized a lphabe t i ca l  l y ,  w i t h  superseded 

mate r ia l  de leted and amended mate r ia l  changed. 

The FASB has a l s o  taken steps t o  augment i t s  s t a f f  by the a d d i t i o n  of 

persons w i t h  d i r e c t  small business experience. The present d i r e c t o r  o f  

research and technica l  a c t i v i t i e s ,  a p o s i t i o n  considered equal to  t h a t  o f  a 

Board member, i s  an i n d l v i d u a l  whose background i n  p u b l i c  accounting 

p r a c t i c e  was e x c l u s l v e l y  w i t h  a small f i r m .  I n  1983, the Board brought a 

manager o f  the small business department o f  a l a rge  accounting f i r m  i n t o  i t s  

p r a c t i c e  f e l l o w  program. I n  1984 another p r a c t i c e  fe l l ow ,  t h i s  t i m e  f rom a 

smal ler  f i r m  t h a t  has predominantly small business p r a c t i c e  j o i n e d  the 

' program. Also du r ing  1984, the FASB a t t r a c t e d  a f a c u l t y  fe l l ow  whose 

p r i n c i p a l  area o f  research i s  small business r e p o r t i n g .  

Much o f  the Board's e f f o r t  t o  reach small  business comes as p a r t  of an 

organized communications program. 

members have addressed approximately 170 audiences i n  which the m a j o r i t y  was 

made up o f  small business cons t i t uen ts .  

w i t h  small business rep resen ta t i ve  groups. Dur ing the past 12 months the 

FASB has met  w i t h  the Nat ional  Counci l  o f  CPA P r a c t i t i o n e r s ,  the Nat ional  

Society  o f  Pub1 i c  Accountants, the A I C P A ' s  Standards Overload Committee, and 

During the past 5 years,  Board and s t a f f  

The FASB a l s o  arranges meetings 

the Small Business Admin i s t ra t i on  and the SEC Of f ice o f  Small Business 

P o l i c y .  I n  1985 the FASB has scheduled meetings w i t h  the chairmen o f  s t a t e  

CPA s o c i e t i e s '  account ing committees and w i l l  conduct reg iona l  meetings of 

general i n t e r e s t  t o  small business t h i s  spr ing.  
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In addition t o  addressing small business groups, Board and staff members 

sometimes have shared their small business experiences with broader 

audiences through publications. Articles addressing small business issues 

have been published by current and former members of the Board and the staff. 

Finally, a t  the beginning of 1984, the FASB initiated a new publication 

t o  help small businesses and their accountants keep abreast of new 

developments a t  the FASB. 

of charge t o  state CPA societies, associations o f  small accounting firms, 

accounting journals, and any requesting party, includes a one-paragraph 

synopsis of new projects, final pronouncements issued, and other events of 

interest t o  small business. 

News Notes, an informal publication provided free 

Efforts t o  address separately small business concerns and t o  keep the 

small business community informed about the activities of the FASB have 

involved a significant expenditure of resources of the Board. 
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TIMELY GUIDANCE 

A c o n t i n u i n g  cha l l enge  for t h e  FASB i s  t h e  a b i l i t y  t o  p r o v i d e  t i m e l y  

s o l u t i o n s  to new account1 ng problems w i  t h o u t  compromi s i n g  due process.  A 

s i g n i f i c a n t  d e l a y  between t h e  emergence o f  a new accoun t ing  i s s u e  and t h e  

issuance o f  r e p o r t i n g  guidance can lead  t o  d i v e r s e  accoun t ing  p r a c t i c e s  fo r  

s i m i l a r  t r a n s a c t i o n s  and o f t e n  to  t h e  entrenchment o f  l e s s  d e s i r a b l e  

a l t e r n a t i v e s .  To p r o v i d e  prompt s o l u t i o n s ,  t h e  Board must shor ten  i t s  

normal due process procedures,  r u n n i n g  t h e  r i s k  t h a t  some c o n s t i t u e n t s '  

views w i l l  n o t  be heard before t h e  Board dec ides an i s s u e  or even b e f o r e  a 

pronouncement i s  issued.  

Recogniz ing t h e  need to  respond q u i c k l y  to  new ques t ions ,  the  FASB s t a f f  

f r e q u e n t l y  responds t o  s p e c i f i c  i n q u i r i e s  on accoun t ing  issues .  I n i t i a l l y  

these responses were documented by l e t t e r  t o  t h e  i n q u i r e r ,  w i t h  a synops is  

o f  the  q u e s t i o n  and response p u b l i s h e d  i n  S ta tus  Report and cop ies  o f  t h e  

correspondence made a v a i l a b l e '  to. i n t e r e s t e d  p a r t i e s .  I n  an e f f o r t  t o  

fo rmal  i z e  t h e  

ques t i ons ,  i n  

Technica l  Bul 

responses to  

d i s c u s s i o n  o f  

and cou ld  o b j  

I n  August 

procedures for  respond ing  t o  i n q u i r i e s  on s p e c i f i c  accoun t ing  

1979 t h e  FASB s t a f f  began i s s u i n g  Techn ica l  B u l l e t i n s .  

e t i n s  p rov ided  a meam for i n d e x i n g  and d i ssemina t ing  

n q u i r i e s  o f  the  FASB s t a f f .  

t h e  s u b j e c t  o f  a Techn ica l  B u l l e t i n  a t  a p u b l i c  Board meet ing  

c t  to  issuance o f  a Techn ica l  B u l i e t i n .  

1982, a f t e r  r e c e i v i n g  t h e  Repor t  o f  the  F i n a n c i a l  Account ing  

Board members c o u l d  r e q u i r e  

Founda t ion ' s  S t r u c t u r e  Commi t tee ,  t h e  Board reexamined i t s  procedures for  

p r o v i d i n g  t i m e l y  guidance, i n c l u d i n g  the  procedures for t h e  issuance o f  

Technjca l  B u l l e t i n s .  One o f  t h e  obse rva t i ons  i n  t h e  S t r u c t u r e  Committee 

Repor t  was t h a t ,  w h i l e  t h e  Board ' s  due process procedures a re  appropr i ,a te ,  

'I. . . more t i m e l y  gu idance on imp lementa t ion  ques t i ons  and emerging i ssues  

i s  needed , . . .'I The r e p o r t  recommended t h a t  t h e  Board develop a p l a n  t o  
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.provide more timely guidance. 

In response t o  that recommendation, the Board appointed the FASB Task 

Its mission Force o n  Timely Financial Reporting Guidance in October 1982. 

was t o  study the Structure Committee's recommendation and t o  advise the 

Board o n  how best t o  respond. In December 1982, the timely guidance task 

force published an Invitation t o  Comment, soliciting public views o n  

approaches t o  providing timely guidance, and in March 1983 the task force 

held a public hearing. 

In July 1983, the task force submitted its final report t o  the Board. 

That report included t w o  recommendations: 

1 .  The scope of FASB Technical Bulletins should be broadened, allowing 

them t o  address emerging and implementation issues as well as 

specialized industry issues of the type that the Board has 

previously addressed in FASB Statements and Interpretations. 

2 .  An advisory group should be established t o  assist the Board 'and 

FASB staff in identifying and defining financial reporting issues 

and t o  suggest solutions if possible 

In December 1983, the Board issued an Inv tation t o  Comment, Proposed 

Procedures for Implementing Recommendations o f  the FASB Task Force on Timely 

- Financial Reporting Guidance, describing the proposed changes t o  implement 

those t w o  recommendations. Most of the responses t o  the Invitation to 

Comment were supportive of the proposed changes. O n  May 9, 1984 the Board, 

in a public meeting, agreed t o  adopt changes t o  its procedures to implement 

the recommendations of the timely guidance task force. 

Under the new procedures, FASB Technical Bulletins can address broader 

issues tClan previously possible, and they require more significant due 
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process prccedures commensurate w i t h  t h e i r  broadened scope. 

the  s u b j e c t  o f  each Techn ica l  B u l l e t i n  must be d iscussed a t  a p u b l i c  Board 

meet ing  p r i o r  t o  r e l e a s e  o f  a proposed Technnica l  B u l l e t i n  for  comment. A 

mimimum 15-day comment p e r i o d  i s  r e q u i r e d ,  w i t h  announcement o f  t h e  

ava i  l a b i  1 i t y  o f  t h e  proposed Techn ica l  B u l l e t i n .  Genera l l y ,  proposed 

B u l l e t i n s  a re  made a v a i l a b l e  for  30-60 days to  a l l  i n t e r e s t e d  p a r t i e s  and 

may be exposed b road ly .  

t o  t h e  proposed B u l l e t i n  must be d iscussed a t  a p u b l i c  Board meet ing  p r i o r  

to  the  issuance o f  a f i n a l  Techn ica l  B u l l e t i n .  

For example, 

A summary o f ' t h e  comments r e c e i v e d  and any changes 

These new procedures were f i rst used i n  response t o  some ques t ions  

r a i s e d  by t h e  D e f i c i t  Reduct ion  A c t  o f  1984. 

a r i s e n  w i t h  respec t  t o ' t h e  accoun t ing  by Domestic I n t e r n a t i o n a l  Sales 

S i g n i f i c a n t  u n c e r t a i n t i e s  had 

Corpo ra t i ons  ( D I S C S )  and s tock  l i f e  insurance companies. On J u l y  18, 1984, 

t h e  day t h e  p r e s i d e n t  s igned t h e  D e f i c i t  Reduct ion A c t  i n t o  law, t h e  Board 

met to  cons ider  two proposed Techn ica l  B u l l e t i n s  c l a r i f y i n g  the  accoun t ing  

i ssues .  F i v e  days l a t e r ,  cop ies  o f  t h e  proposed Techn ica l  B u l l e t i n s  were 

re leased  fo r  comment f o r  a 30-day p e r i o d .  The comments rece ived  were 

d iscussed a t  a p u b l i c  meet ing  on September 5, and, a f t e r  r e v i s i o n s  were 

made, t h e  f i n a l  Techn ica l  B u l l e t i n s  were issued on September 18, 1984. 

Because o f  the  a b i l i t y  t o  deal  w i t h  t h e  issues  e x p e d i t i o u s l y  th rough 

Techn ica l  B u l l e t i n s ,  t h e  needed account ing  guidance was issued l n  t h e  same 

ca lendar  q u a r t e r  as t h e  new t a x  law was enacted. 

I n  response t o  the  second recommendation o f  t h e  FASB Task Force on , 

T ime ly  F i n a n c i a l  Repor t i ng  Guidance, t h e  FASB e s t a b l i s h e d  the  Emerging 

Issues  Task Force on an exper imenta l  b a s i s  i n  June 1984. The t a s k  f o r c e  

h e l d  i t s  f irst meet ing on J u l y  24, 1984, and has met s i x  t imes s i n c e .  (The 

most r e c e n t  meet ing was h e l d  February 14, ,19851.. 

The t a s k  force has 16 members i n c  ud ing  1 1  p r a c t i c i n g  CPAs and 4 

i n d u s t r y  r e p r e s e n t a t i v e s .  The FASB d r e c t o r  o f  research  and t e c h n i c a l  
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activities serves as chairman. The chief accountant of the SEC also 

participates as an observer in the meetings of the Emerging Issues Task 

Force and has the privilege of the floor. 

Board members also has attended each meeting. 

A t  least one of the seven FASB 

All meetings of the task force are open t o  public observation. The 

agenda for each meeting is announced in advance (in the FASB's weekly 

publication, ACTION ALERT). 

copies of background materials o n  the issues t o  be discussed. Minutes o f  

each meeting of the task force are available by calling o r  writing t o  the 

FASB. In addition, when task force members believe that a particular group 

can aid their understanding of an issue, a representative of that group may 

be invited t o  participate in the meeting. This has occurred several times. 

When financial institution issues were discussed, representatives of the 

Federal Home Loan Bank Board, Federal Deposit Insurance Corporation, and 

Office of the Comptroller of the Currency participated in the discussions. 

Additionally, the views of knowledgeable industry officials and AICPA 

industry committees were solicited znd discussed. Further, all materials 

considered by the task force are sent t o  a separate FASB advisory group o n  

smal 1 bus i nes s i s sues . 

Interested parties may obtain from the FASB 

Thus the mission o f  the task force is two-fold. O n  issues the FASB 

needs t o  address with its full due process, the task force can bring the 

issue t o  the Board's attention more quickly, so that guidance can be issued 

before there is widespread diversity in practice. 

of its mission, though, is t o  encourage consensus among practitioners o n  

issues not addressed by the FASB. I f  the task force reaches a consensus 

that one method of accounting for a new transaction is particularly 

compelling, usually based o n  the accounting requirement; for a similar 

The more challenging part 

transaction covered in an existing pronouncement, that consensus 

likely t o  be generally applied in practice, eliminating the need 

solution is 

f o r  an FASB 
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pronouncement on the  i ssue. 

I n  a f o o t n o t e  t o  Staf f  Account ing B u l l e t i n  No. 57, t he  SEC s t ressed  t h e  

importance o f  t h e  Emerging Issues  Task Force f o r  p u b l i c  companies: 

The a u t h o r i t a t i v e  account ing  1 i t e r a t u r e  cannot 
s p e c i f i c a l l y  address a1 1 t h e  novel  and complex bus iness 
t r a n s a c t i o n s  i n t o  which r e g i s t r a n t s  m igh t  e n t e r .  
A c c o r d i n g l y  r e g i s t r a n t s  and t h e i r  independent  accountants  
must determi  ne t h e  a p p r o p r i a t e  accoun t ing  for  such 
t r a n s a c t i o n s  based on some pe rvas i ve ,  fundamental 
p r i n c i p l e  or on an analogy t o  t r a n s a c t i o n s  w i t h  s i m i l a r  
economic substance f o r  which t h e  accoun t ing  1 i t e r a t u r e  
does p r o v i d e  s p e c i f i c  guidance. . . . 

. . . I t  i s  in tended t h a t  [ t h e  Emerging Issues  Task 
Force1 a s s i s t  t h e  FASB s t a f f  i n  i d e n t i f y i n g ,  and i n  some 
cases r e s o l v i n g ,  emerging issues  for which s p e c i f i c  
accoun t ing  guidance does n o t  e x i s t .  The CSECl s t a f f  
i n t e n d s  t o  p a r t i c i p a t e  i n  t h e  a c t i v i t i e s  o f  t h i s  group and 
b e l i e v e s  t h a t  t he  g roup ' s  e f f o r t s  w i l l  be m o s t  e f f e c t i v e  
i f  p repare rs  o f  f i n a n c i a l  s ta tements and /o r  t h e i r  
independent accountants  app r i se  the  group o f  in tended 
accoun t ing  f o r  new business t r a n s a c t i o n s .  

To da te  t h e  

than h a l f  have 

by d e r e g u l a t i o n  

issues  r e l a t i n g  

response to  t h e  

t a s k  f o r c e  have 

group has addressed more than 40 account ing  issues .  More 

nvo lved f i n a n c i a l  i n s t i t u t i o n s  and have been issues  caused 

r e r e g u l a t i o n ,  and v o l a t i l e  i n t e r e s t  r a t e s ,  as w e l l  as 

to t h e  new f i n a n c i a l  i ns t rumen ts  they  have developed i n  

changing env i ronment .  Many o f  t h e  issues  addressed by t he  

i n v o l v e d  ques t ions  r e l a t i n g  t o  c o n s o l i d a t i o n ,  the  use o f  

"off-balance sheet"  f i n a n c i n g ,  t he  a b i l i t y  to  o f f s e t  assets  and l i a b i l i t i e s ,  

and wr.ite-downs t o  recogn ize  impai rment  o f  asse ts .  Severa l  a c q u i s i t i o n  and 

merger i ssues  a l s o  have been d iscussed.  

by i n d i v i d u a l  t a s k  f o r c e  members who present  background m a t e r i a l s  f o r  

d i s c u s s i o n  by t h e  t a s k  f o r c e ,  though o c c a s i o n a l l y  t h e  FASB o r  SEC has added 

a t o p i c  to  the  agenda. 

Most o f  t h e  issues  have been r a i s e d  

The Emerging Issues  Task Force has-a l ready  b rough t  severa l  new issues  

q u i c k l y  t o  t h e  a t t e n t i o n  o f  t he  FASB fo r  e x p e d i t i o u s  r e s o l u t i o n .  

I n d i c a t i o n s  a r e  t h a t  a consensus o f  t h e  Emerging Issues  Task Force w i l l  be 
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a p p l i e d  i n  p r a c t i c e .  

meetings has inc reased,  as have requests  f o r  cop ies  o f  the  minutes o f  t a s k  

fo rce  meet ings.  On one r e c e n t  occas ion,  t h e  presence o f  the  task  f o r c e  and 

the  expanded scope o f  Techn ica l  B u l l e t i n s  p e r m i t t e d  p a r t i c u l a r l y  prompt 

d i s p a t c h  o f  an i ssue  a r i s i n g  from a c t i o n s  taken by the  Federal Home Loan 

Mortgage Corpo ra t i on .  

The number of i n d i v i d u a l s  obse rv ing  the  p u b l i c  

I n t e r e s t  i n  t h e  t r a n s a c t i o n .  was widespread and inc luded  an i n q u i r y  from 

the  Of f i ce  of Management and Budget. The i s s u e  concerned the  proposed 

t h e  account ing  f o r  a d i s t r i b u t i o n  o f  a new i s s u e  o f  p r e f e r r e d  s tock  o f  

Federal Home Loan Mortgage Corpo ra t i on  to  sav ings  and loan  i n s t i t u  

th roughout  t h e  coun t ry .  Because the  d i s t r i b u t i o n  had a l ready  been 

( e f f e c t i v e  December 31, 1984), i t  was i m p o r t a n t  t h a t  guidance be g 

before i n s t i t u t i o n s  had t o  r e p o r t  t h e i r  1984 ea rn ings .  On January 

the  FASB c a l l e d  a j o i n t  meet ing between t h e  B0ar.d and the  Emerging 

i o n s  

made 

ven 

14, 985 

I ssues  

Task Force f o r  January 17. Representa t ives  o f  t h e  O f f i c e  o f  Management and 

Budget, Federa l ’  Home Loan Mortgage Corp., Federa l  Home Loan Bank Board, and 

o t h e r  i n t e r e s t e d  p a r t i e s  met f o r  two days i n  p u b l i c  sess ion .  

f o l l o w i n g  Wednesday, January 23, 1985, t h e  Board met aga in  and announced i t s  

t e n t a t i v e  d e c i s i o n .  The s t a f f  o f  t h e  FASB was d i r e c t e d  t o  communicate t h a t  

d e c i s i o n  i n  a proposed Technica l  B u l l e t i n ,  which was re leased f o r  a 15-day 

comment p e r i o d  on January 2 5 ,  1985. The f i n a l  Techn ica i  B u l l e t i n  i s  

expected t o  be issued s h o r t l y .  

On t h e  

I n  t h e  Emerging Issues  Task Force and t h e  expanded scope o f  Techn ica l  

B u l l e t i n s ,  t h e  FASB has two new t o o l s  to  h e l p  i t  t o  p r o v i d e  prompt gu idance 

on new accoun t ing  i ssues .  
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CONCLUSIONS 

Most of the questions facing the Board have no easy answers. The Board 

is an agent of change in financial reporting and is therefore always at the 

center of controversy. 

acceptable to all affected parties never reach the Board. Matters that the 

Board is asked to deal with are typically those on which reasonable and 

informed people differ. 

Problems amenable to clear-cut solutions that are 

In reaching their decisions, Board members balance several conflicting 

factors. The need for stability has to be balanced against the desirability 

of change, while the benefits derived from a standard have to be weighed 

against the costs involved. 

a.few-broad and general standards on the one hand and many detailed and 

A balance has also to be struck between having 

complex standards on the other. The need to maintain comparability across 

all companies through uniformity has to be tempered by management's need to . 

innovate and experiment. 

individual Board members necessarily requires subjective judgments. Even 

with agreement on the overall mission of the FASB, those decisions 

inevitably arouse controversy, as many'among the Board's constituency reach 

a different balance of the various conflicting factors. However, the Board 

has not hesitated in its duty to set standards and has done so within a 

framework and with procedures that ensure its independence, objectivity, and 

exposure to the full range of diverse opinions. 

The balancing of these conflicting demands by 


