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Abstract: The Financial Accounting Stan-

dards Board and the International

Accounting Standards Board are sched-

uled to release a joint exposure draft pro-

posing significant changes to how busi-

nesses present their financial statements.

Two major objectives of the proposed

financial statements are "disaggrega-

tion" and "cohesiveness."' Disaggrega-

tion means, simply, that information on

the financial statements will be broken

into more detail than is currently done,

Cohesiveness means that financial infor-

mation will be presented so that a reader

will be able to relate specific revenue or

expenses on the income statement to

specific assets or liabilities on the bal-

ance sheet and to specific cash flows on

the statement of cash flows.

Forty years ago, Swedish economist
and politician Staffan Linder gave us
The Harried Leisure Class, a study of the
relationship between money and time.'
The Harried Leisure Class never became
as famous as the Thorstein Veblen classic
its tide was derived from. But its depic-
tion of life as time becomes scarcer than
money describes our 21st century wodd
uncannily well. Two dilemmas that the
accounting profession currently faces
could be taken directly from its pages.

It was Linder who explained the par-
adox of "rational irradonality": the
rational decision maker of economic the-
ory requires time and money to gather
and analyze the information necessary to
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make a rational decision. But the dme

and money required to obtain and ana-

lyze this informadon may be more valu-

able than the benefit of an informed deci-

sion. If it is, then our rational decision

maker is better off making an uninformed

decision than wasdng scarce dme bother-

ing to learn the marginal costs and utility

that classical economic theory would have

him/her base his/her decision on.

Suppose that you are an investor con-

sidering the ptirchase of a corporations

stock. How much dme are you willing to

spend researching the corporation? How

much money would you want the corpo-

ration to spend producing the financial

statements, disclosures, and other informa-

tion you would tise in deciding whether or

not to make the purchase? Money that

the corporadon spends producing finan-

cial informadon is money a corporation

no longer has; the money spent reduces

the value of your investment.

The Cost-Benefit Principle
The Financial Accounting Standards

Board (FASB) has acknowledged this

trade-off between the cost and the value

of information since its inception in

1973. The cost-benefit principle is made

explicit in the FASB s Gînceptual Frame-

work: "Before a decision is made to

develop a standard, the Board needs to

sadsfy itself...that a standard that is prom-

ulgated will not impose costs on the

many for the benefit of a few...the Board

cannot cease to be concerned about the

cost-effectiveness of its standards. To do

so would be a derelicdon of its duty and

a disservice to its constituents."^

The cost-benefit principle is about to

cake on new meaning for all who prepare or

use financial statements. At approximately

the time that this issue of the Journal goes

to press, the FASB and International

Accounting Standards Board (IASB) are

scheduled to release a joint exposure draft

proposing significant changes to how busi-

nesses present their financial statements.

A Draft of a Draft
A "staff draft" of the forthcoming

exposure draft—literally a draft of a

draft—was released to the public on Jtily

1,2010.3 The staff drafi: includes descrip'-

tions of the proposed financial state-

ments, explanadons of the rationale for

the format of the proposed statements,

and two sets of examples of financial

statements—one for a manufacturer and

one for a financial services company

The financial statements proposed

in the staff draft are markedly different

from the financial statements currently

required. The proposed financial state-

ments are even significantly different

from those that were earlier proposed

in a 2008 discussion paper."*

The FASB and L\SB had solicited

comments to the 2008 discussion paper

from the public. They then ran a pilot study

in which 31 companies produced the finan-

cial statements proposed in the discussion

paper. Forty-three analysts reviewed the

financial statements that had been prepared

as proposed in the discussion paper. All

who produced and all who analyzed the

financial statements in the pilot study pro-

vided their analysis of the value of the infor •

madon contained within them.5
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Did the boards consider the com-

ments that they'd received and the results

of the pilot study when they developed

the staff draft? Apparendy so. Much was

changed from the earlier discussion paper.

The staff draft includes 55 pages of expla-

nations of the boards' decisions of what is

to be presented and how it is to be pre-

sented. The explanations refer repeatedly

to the comments of respondents to the

discussion paper and to the observations

of the participants in the pilot study.

What Is Being Proposed?
Two major objectives of the proposed

financial statements are "disaggregation"

and "cohesiveness." D i s a ^ ^ t i o n means,

simply, that information on the financial

statements will be broken into more detail

than is currendy done. Cohesiveness

means that financial information will be

presented so that a reader will be able to

relate specific revenue or expenses on the

income statement to specific assets or lia-

bilities on the balance sheet and to specific

cash flows on the statement of cash flows.

With the new presentation format,

each financial statement will be divided into

a business section and a financing section.

The business section will itself be divided

into operating and investing categories.''

The operating category of the busi-

ness section will include all assets and lia-

bilities that produce revenue or incur

expenses when combined with other

assets and liabilities. The investing cate-

gory will include assets and liabilities that

produce revenue or incur expenses inde-

pendent of other assets and liabilities.''

This distinction between the operat-

ing and investing categories differs fi-om

what was proposed in the 2008 discus-

sion paper. The discussion paper pro-

posed that the operating category would

include all assets and liabilities related to

an entity's "core" business, and the invest-

ing category wotdd include all assets and

liabilities unrelated to the core business.^

When respondents to the discussion

paper requested guidance on how to dis-

tinguish core from noncore businesses,

the FASB and IASB realized that the dis-

tinction would be problematic. They

therefore changed the distinction between

operating and investing to whether assets

and liabilities are combined with other

assets and liabilities in their usage.'

The financing section will include all

debt and eqtiity financing of an entity.'^

Long-term liabilities other than debt, such

as pension liabilities and lease obligations,

will be presented in an "operating finance"

subcategory within the operating section. ' i

Assets that are restricted for the satisfection

of liabilities in the operating finance sub-

cat^ory wiJl also be presented in the oper-

ating finance subcategory'^

Assets and liabilities related to dis-

continued operations will be shown in a

separate section, as will tax-related assets

and liabilities (payables and deferred taxes),

and assets or liabilities that cannot be rea-

sonably categorized into any one of the

other sections. All told, assets and liabilities

v/a be presented in as many as seven sep-

arate sections within the balance sheet.

Within each of these sections, assets

and liabilities will be divided into more sep-

arate line items than they are currently. Assets

or liabilities will be presented separately in the

balance sheet "when the fiancdon, nature,

or measurement basis of an item or a^x^-

tion of similar items is such that separate

presentation is relevant to an understanding

of the endtys financial position."'3This is the

essence of disa^jr^don.

The income statement and the state-

ment of cash flows each should be divided

into comparable sections, categories, and

subcategories as the balance sheet. Rev-

enue and expenses within categories of the

income statement, and cash receipts and

disbursements within categories on the

statement of cash flows, should relate to the

comparable categories of assets and liabili-

des on the statement of financial posidon.

This is the essence of cohesiveness.

Other Proposed Changes
in the Staff Draft

Financial statement preparers and

users will want to be aware of other major

changes that are proposed in the staff draft.

The classification of assets and liabil-

ities as current or noncurrent will be

replaced by short-term and long-term.

This is not a mere renaming. Current

assets and liabilities are presendy defined

as those that.will be realized or satisfied

within one year or one operadng cycle,

whichever is longer. Short-term assets and

liabilides will be those that will be realized

or satisfied within one year, regardless of

the length of the operadng cycle.'''

Cash will always be presented in the

operadng category of the business section

on the balance sheet. This will be done

regardless of whether it is received

through operadng, invesdng, or financing

activities." This is an exception to the

principle of cohesiveness, as it will be pre-

sented in the appropriate category on the

income statement and statement of cash

flows. Cash equivalents will no longer be

presented in the same line item as cash.

The direct method of presendng the

statement of cash flows will be required."'

A reconciliation of operating income to

net cash flows from operating activities,

similar to an indirect method statement

of cash flows, will also be required.'^

Extraordinary items will no longer be

reported.'8 However, it will be required

that "unusual" or "infrequently occur-

ring" items be disclosed in the notes.'^
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How soon will these changes occur?

It will likely take several years. The FASB

and IASB will allow several months for

anyone who wishes to comment on the

exposure drafr, then will take the time to

consider all of the comments that they

receive. When the boards issue a final pro-

nouncement, it will be necessary to allow

reporting entities adequate time to develop

the capability of producing the required

information for two reporting years.

The Dilemmas Facing the
Accounting Profession

The proposed financial statements

will become controversial as more

accountants become aware of them. This

past July, I spoke about the proposed

financial statements at a continuing edu-

cation seminar. The general response from

the audience of CPAs, mosdy private prac-

titioners, was overwhelmingly negative.

The audiences complaints were not

unwarranted. The redesign of financial

statements will necessitate modifications

to accounting systems. Those account-

ing systems that do not capture the

nature, function, and measurement

bases of assets and liabilities will have to

be modified fiirther. Retraining will be

necessary for those who prepare and for

those who use financial statements.

Will there be sufficient benefit to

the users of the new financial statements

to justify the increased costs of producing

and using them? This is the first dilemma

that faces the accounting profession.

Few would argue that financial state-

ments, as they presently exist, adequately

provide the information that investors

should consider before deciding whether or

not to invest in a corporation. But if the

reaction of the seminar attendees is typical,

and I expea that it is, fewer v̂ dsh to incur

the cost in time and effort to develop finan-

cial statements that may provide more (and

presumably better) information.

Fewer yet are willing to express an

opinion on the matter. The FASB received

only 57 responses to the 2008 discussion

paper. Of the 57 responses, 11 were from

academics. Only 25 were firam preparers of

financial statements; 9 were from auditors

and 7 from users of financial statements.^"

There is a significant cost in (scarce)

time and effort to reading the FASB's

proposals and commenting on them. But

the FASB has shown that it considers the

comments that it receives before its pro-

posals become pronouncements. The

stakes in this pronouncement will be

great, as what is being proposed is noth-

ing less than a thorough redefinition of

what must be presented in financial state-

ments and how it must be presented.

This is the second dilemma that the

accounting profession faces. We have the

opportunity to infiuence a decision that

will determine the value of what we do,

and the amount of time and effort that

will be necessary to do it. Is the time

and efiFort required to influence this deci-

sion more valuable than its outcome? I

Note: On November 1, 2010, the

FASB announced, "[A]t their October 2010

joint meeting, the [FASB and LASBj

acknowledged that they do not have the capac-

ity currently to devote the time necessary to

consider the infirmation learned during out-

reach activities.... Consequently, the Boards

decided to not issue an Exposure Draft in the

ftrst quarter 2011 as originally planned

"Board members and staff will meet

with the project working ^oup in Decem-

ber 2010 to discuss the cost and benefrt

information received during outreach

activities and possible ways to move for-

ward. The Boards will return to this proj-

ect when they have the requisite capacity.

This is expected to be after June 2011. "^'

This announcement lends itself toJurther

discussion ofLinder's writing as they relate to

the dilemmas facing the accountingproftssion.
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