
FINANCIAL ACCOUNTING FOUNDATION . 
STRUCTURE COMMITTEE 

Study o f  the Size o f  the FASB 
A p r i l  1983 

The Structure Committee o f  the F inancia l  Accounting Foundation i n v i t e s  your 
comments on the question o f  whether the s ize  o f  the F inancia l  Accounting 
Standards Board should be reduced from seven members t o  f i v e .  

Backqround- 

The FASB's  predecessor, the AICPA Accounting P r inc ip les  Board, was an 18- to  
21-member part- t ime body. 
FAF/FASB/FASAC s t ruc tu re  i n  1972, recommended a seven-member f u l l - t i m e  FASB: 

The Wheat Committee, which proposed the present 

The seven-man Standards Board t h a t  we are recommending seems t o  us t o  be 
small enough t o  be e f f i c i e n t  and la rge  enough t o  provide f o r  a v a r i e t y  
of  views and backgrounds. I f  experience w i th  a seven-man Standards 
Board suggests t h a t  a smaller or 
could be changed under the power 
Trustees of the.Foundatlon. 

I n  1977, the FAF Structure Committee 
FAFIFASBIFASAC s t ructure.  Regarding 
r e p o r t  said: 

a l a rge r  board would be be t te r ,  i t  
o f  review given t o . t h e  Board o f  

conducted a comprehensive review o f  the 
the s ize o f  t h e  Board, t h a t  Committee's 

Recently, the Board has been operat ing w i t h  only.  s i x  members; some Board 
members have commented t h a t  t h i s  had caused no apparent problems and 
t h a t  a smaller Board might be conducive t o  e a r l i e r  dec'isions on the 
substant ive issues. 
be appropr iate t o  look again a t  the composition o f  the Board, 
consider ing a reduct ion i n  s ize.  

When the research a c t i v i t y  i s  f u l  l y  s ta f fed ,  i t  may 

The Foundation's i n i t i a l  By-Laws provided t h a t  f ou r  o f  the seven FASB 
members come from pub l i c  accounting backgrounds and the o ther  three from 
o ther  backgrounds. The three non-pub1 i c-accounti ng members of  the o r i  g i  nal 
FASB 'included a f i n a n c i a l  executive, an academician, and a Federal 
government o f f i c i a l .  

As  o f  January 1,  1978 the requirement tha t  f ou r  members o f  the FASB come 
from pub1 i c  accounting backgrounds was deleted from the Foundation's 
By-Laws. The present requirement i s  t h a t  each Board member sha l l  !'have 
knowledge o f  accounting, f inance, and business and a concern for the p u b l i c  
i n t e r e s t  i n  matters o f  f i n a n c l a l  accounting and repor t ing."  Current ly ,  
th ree  o f  the seven Board members come from pub l i c  accounting backgrounds and 
one each from backgrounds as a f i n a n c i a l  executive, academician, f i n a n c i a l  
analyst ,  and government o f f i c i a l .  
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on au tho r i zed  the  

c u l a r  a1 l o c a t i o n  o f  

The s i z e  quest ion was r a i s e d  by several  persons i n te rv iewed  as p a r t  of the  
1982 rev iew o f  the FASB undertaken by t h e  S t ruc tu re  Committee. Though the  
Committee d i d  n o t  sense s u b s t a n t i a l  p u b l i c  pressure or a c r i t i c a l  need t o  
address the quest ion immediately,  t h e  Commi t t e e  concluded t h a t  t h e  idea 
m e r i t e d  separate study. The Trustees o f  the Foundat 
Committee to study the  ques t i on  i n  1983. 

Composit ion o f  the Board 

Al thouqh the present  By-Laws do n o t  . r e q u i r e  any p a r t  
seats on the  FASB t o  p a r t i c u l a r  backgrounds, the 'Trustees o f  the  Foundation 
do take the  m i x  o f  backgrounds i n t o  cons ide ra t i on  i n  a p p o i n t i n g  Board 
members. With a seven-member Board, t h r e e  or f o u r  members have been from 
p u b l i c  accounting, one from i n d u s t r y ,  one from academe, and one or two from 
o t h e r  d i s c i p l i n e s .  

If t h e  Board were to  be reduced t o  f i v e  members, t he  Trustees a n t i c i p a t e  
t h a t  t h e r e  would no rma l l y  be two from p u b l i c  accounting, one f r o m  i n d u s t r y ,  
one from academe, p l u s  one o t h e r  member. 

FASB Vot i ng Requl rement 

A t  t h e  same t ime as t h e  requi rement  t h a t  f o u r  o f  t h e  seven FASB members come 
from p u b l i c  account ing backgrounds was dropped, the  o r i g i n a l  
f ive-out-of-seven FASB v o t i n g  requirement was changed t o  a s imple m a j o r i  t y .  
The S t r u c t u r e  Commi t t e e '  s reasoning, i n  recommending t h i  s change, was t h a t  
i f  t h e  make-up o f  t h e  Board were broadened so t h a t  no one c o n s t i t u e n t  group 
was by p l a n  committed t o  a m a j o r i t y  o f  seats on the  Board, t h e  p r o t e c t i o n  o f  
t h e  five-of-seven requirement was p robab ly  unnecessary. 

The FASB v o t i n g  requirement was re-examined by the  Trustees a l i t t l e  more 
than  a year  ago and i s  not be ing  reconsidered a t  t h i s  t ime. I f t h e  Board 
were t o  be reduced t o  f i v e  members, t he  present  s imple-major i ty  v o t i n g  

. requi rement  would n o t  be changed. 

Cons i der  a t  i on s 

Those who support reduc ing  the Board to  f i v e  members b e l i e v e  t h a t  a 
p r i n c i p a l  bene f i t  w i l l  be increased e f f i c i e n c y  o f  B o a r d i s t a f f  i n t e r f a c e  and 
Board d e l i b e r a t i o n s  of t e c h n i c a l  issues. They b e l i e v e  t h a t  t he  Board's 
a b i  1 i t y  to  reach ma jo r i  t y  agreement on account ing and r e p o r t i n g  standards 
w i l l  be enhanced and t h a t  t h e r e  w i l l  be f e w e r  v iewpoints  t o  accommodate i n  
d r a f t i n g  standards. 

Those who f a v o r  r e t a i n i n g  the  p resen t  seven-member Board b e l i e v e  t h a t  seven 
members are necessary t o  ensure an' adequate breadth of backgrounds, 
v iewpo in ts ,  and e x p e r t i s e  on the Board. 
persons are n o t  appointed t o  the  Board as rep resen ta t i ves  o f  p a r t i c u l a r  
i n t e r e s t  groups or p o i n t s  of v i e w ,  t h e r e  would be f e w e r  o p p o r t u n i t i e s  for 

Moreover, they p o i n t  o u t  t h a t  w h i l e  
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segments o f  the FASB const i tuency t o  f e e l  t ha t  they are represented on t h e  
Board, w i t h  f i v e  members as ODDOSed t o  seven. The a1 so c i t e  the reduced 
oppor t un 
a r t i c l e s  
t h i s  cou 
the FASB 

A r e s u l t  
costs  of 

t y  f o r  pub l i c  communication by Board members through speeches and 
t h a t  a five-member Board would provide, though they recognize t h a t  
d be o f f s e t  by a l t e r n a t i v e  approaches t o  pub l i c  communication by 
and i t s  s t a f f .  

of  reducing the Board s ize  from seven to  f i v e  would be reduced 
oDeratinq the. FASB. The estimate.d annual savings would be around 

$500,000, which 1; roughly f i v e  percent o f  t o t a l  budget o f  the. FASB and ten 
percent o f  annual con t r i bu t i on  revenues. 
considerat ion,  the Committee bel ieves t h a t  adequate resources w i  11 be 
ava i l ab le  t o  r e t a i n  a seven-member Board and t h a t  the s ize dec is ion  should 
be based p r i m a r i l y  on the o b j e c t i v e  o f  maximizing the Board's ove ra l l  
e f fect iveness.  

Though these cost  savings are a 

T rans i t i on  

The Committee bel ieves t h a t  if the s ize  of the FASB were reduced from seven 
t o  f i ve ,  the changeover could be made i n  such a way as t o  avoid an imbalance 
o f  backgrounds w i th in  the Board. 

Your V i e w s  A r e  I n v i t e d  

The Commi t tee  seeks your response t o  the fo l l ow ing  questions: 

1. What is your view reqardinq reducinq the size of the FASB 
from seven to five members? 

2. What are the key factors on which your view is based? 

Please send your w r i t t e n  response by May 31, 1983 to :  

F inancia l  Accounting Foundation 
Structure Committee 
P.O. Box 3821 
High Ridge Park 
Stamford, CT 06905-0821 

1252P 


