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DONALD J .  KIRK, Chairman of the Board 

June 7, 7985 

The Honorable John D. Dingell 
Chairman 
Subcommittee on Oversight and Investigations 
Committee on Energy and Commerce 
U.S. House of Representatives 
Room 2125 
Rayburn House Off ice Building 
Washington, D.C. 20515 

Dear Chairman Dingel?: 

Recently, staff of the Subcommfttee on Oversfght and Investfgatfons 
requested certain information about Statements of Financial 
Accounting Standards issued by the Financial Accounting Standards 
Board that either had not been submitted in response to your letter 
of February T T  or was submftted in a form dffferent from what was 
specified. Our written submission to the subcommittee was 
completed before we recefved that letter because we understood that 
the deadline for written material was February 14. We are pleased 
to provide the requested information as attachments to this letter. 

With respect to your request for a layman's language summary of 
FASB standards, we previously submitted a genera? description of 
our pronouncements, grouped by general subject areas. In response 
to the subcommittee staff's recent request, we now have prepared a 
one-page summary of each of the 85 Statements of Financial 
Accounting Standards issued to date. We have tried to keep the 
summaries as simple as possible, which is not easily done for those 
Statements that address very complex issues. Members of our staff 
met wfth subcommittee staff on May 3, 7985 to ensure that the 
format of the information being provided would meet your needs. 
Rather than repeat certain common information on every summary, we 
also have provfded a summary of common themes underlying all 
Statements of Financial Accounting Standards, which should be read 
in conjunction with the summaries of individual Statements. 
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With respect to your request that we identify problem areas where 
new or improved accounting standards are needed, our written 
submission to the subcommittee dated February 20, 1985 included (in 
Appendix B) a copy of our January 1, 1985 Plan for Technical 
Projects, Research, and other Technical Activities. Accompanying 
this letter we are submittlng an updated copy of that Technical 
Plan and other materials identifyfng areas where new or improved 
accounting standards may be needed. 

If the FASB can be o f  further assistance to you fn these or other 
matters, we will be pleased to do so. 

Very truly yours, 

Donald J. &k 
DJK/ 1791 W 

Enclosures 



F I N A N C I A L  ACCOUNTING STANDARDS BOARD 

SUMMARY OF STATEMENTS OF F I N A N C I A L  ACCOUNTING STANDARDS 

N o s .  1 t o  85 

s u b m i t t e d  t o  t h e  
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS 

COMMITTEE ON ENERGY AND COMMERCE 
U. S .  HOUSE OF REPRE'SENTATIVES 

J u n e  7 ,  1985 

[ T h e  a t t a c h e d  i n d i v i d u a l  s u m m a r i e s  o f  FASB S t a t e m e n t s  N o s .  1 - 8 5  s h o u l d  b e  
r e a d  i n  c o n j u n c t i o n  w i t h  t h e  a t t a c h e d  Summary  o f  Common Themes  U n d e r l y i n g  
t h e  A d o p t i o n  o f  FASB S t a n d a r d s . ]  



SUMMARY OF COMMON THEMES UNDERLYING THE ADOPTION OF FASB STANDARDS 

REASONS FOR ADOPTION : 

Most FASB Statements of Financi a1 Accounting Standards are adopted to 
specify the approach to accounting for a particular business activity or 
type o f  transaction. However, sometimes standards are adopted to extract 
preexisting guidance from a source other than an FASB pronouncement or to 
update a previously issued pronouncement to reflect factors not present at 
the time it originally was issued. 

REMAINING ALTERNATIVES, I F  ANY: 

It is unusual for any pronouncement to specify that a variety of practices 
should continue to be acceptable alternatives--most standards are issued for 
the purpose of specifying one acceptable method of accounting for a given 
set of circumstances. Therefore, most of the summaries indicate that no 
alternatives remain relating to the area addressed by the standard.. How- 
ever, on occasion the Board will limit the scope of a project to specific 
issues if timely resolution of those issues i s  needed, and may not address 
in that pronouncement a related accounting alternative o f  which the Board is 
aware if that approach will expedite resolution of more pressing issues. 

CRITICISMS OF THE STANDARD: 

Many new FASB Statements are criticized by some of our constituents as con- 
tributing to "accounting standards overload." Some believe that the FASB 
should issue only broad, general standards, leaving the resolution of 
specific accounting questions to the judgment of preparers of financial 
statements and their auditors; they view virtually any new rule as an un- 
desirable infringment on their ability to apply judgment in selecting the 
most appropriate accounting in the circumstances. 

During the due process leading to the issuance of a final pronouncement, 
various' a1 ternative solutions usually are suggested by interested parties 
and the standard, when issued, often is criticized initially by those who 
offered solutions that were not adopted. If a member of the FASB disagrees 
with a standard, he may dissent to its issuance, and the reasons for his 
dissent are set forth. This expression of differing views is an inherent 
part of the Board's open process leading to the issuance of FASB pronounce- 
ments. For a few pronouncements, the initial criticisms continue to be 
voiced for some time after the Statement is issued. for the vast majority 
of Statements, however, debate generally ends shortly after issuance. 
Though some may disagree with the conclusions in a Statement, compliance is 
required nonetheless. Additionally, after a Statement has been effective 
for a period of time, many of those who disagreed may prefer to retain its 
provisions rather than open the subject for Board reconsideration. 

The attached summaries reflect the criticisms of the Statements that 
were voiced during the deliberations leading to their issuance, including 
those criticisms voiced by members of the FASB who dissented. In most 
cases, those criticisms generally are not being echoed by users, preparers, 
or auditors of financial statements. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN: 

Accounting or implementation problems may arise as companies apply new 
accounting standards for the first time. Therefore, the Board monitors the 
implementation of its standards, and the FASB issues clarifying or amending 
guidance when needed. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 1 

TITLE: D i s c l o s u r e  o f  F o r e i g n  Cur rency  T r a n s l a t i o n  I n f o r m a t i o n  

KEY DATES: Added t o  Board agenda A p r i l  1973 
Exposure f o r  pub1 i c comment 
F i n a l  Statement  i s s u e d  December 1973 

Oc tober  1973 

ISSUE(S> ADDRESSED: Many companies have o p e r a t i o n s  i n  f o r e i g n  c o u n t r i e s  
t h a t  conduct  t h e i r  bus iness  i n  a c u r r e n c y  o t h e r  t h a n  t h e  U.S. d o l l a r .  Also, 
many U.S. companies engage i n  t r a n s a c t i o n s  denominated i n  f o r e i g n  c u r r e n -  
c i e s ,  such as e x p o r t  s a l e s  or i m p o r t  purchases.  Both  f o r e i g n  o p e r a t i o n s  and 
f o r e i g n  cu r rency  t r a n s a c t i o n s  r a i s e  i ssues  c o n c e r n i n g  exchange r a t e s  to  be 
used t o  t r a n s l a t e  a s s e t s ,  l i a b i l i t i e s ,  and income s ta temen t  i t e m s  and when 
t o  r e c o g n i z e  i n  income t h e  ga ins  and losses  t h a t  r e s u l t  when exchange r a t e s  
change. 

SUMMARY OF STANDARD: The s tandard  r e q u i r e d  companies t o  d i s c l o s e  ( a )  i n f o r -  
m a t i o n  about  wh ich  accounts were t r a n s l a t e d  a t  c u r r e n t  r a t e s  and wh ich  a t  
h i s t o r i c a l  r a t e s  and ( b >  t h e i r  method o f  a c c o u n t i n g  f o r  exchange a d j u s t -  
ments, i . e . ,  whether  those ga ins  and losses  were r e c o g n i z e d  i n  income i n  t h e  
p e r i o d  i n  which exchange r a t e s  changed or whether  t h e y  were d e f e r r e d  f o r  
l a t e r  r e c o g n i t i o n .  D i s c l o s u r e s  about  t o t a l  amounts o f  g a i n s  and l o s s e s  
e i t h e r  recogn ized  c u r r e n t l y  or d e f e r r e d  a l s o  w e r e  r e q u i r e d .  

REASONS FOR ADOPTION: The a c c o u n t i n g  methods b e i n g  used i n  1 9 7 3  p e r m i t t e d  
e x t e n s i v e  f l e x i b i l i t y  i n  a c c o u n t i n g  for  f o r e i g n  o p e r a t i o n s  and f o r e i g n  
c u r r e n c y  t r a n s a c t i o n s ,  and many companies d i d  not f u l l y  d i s c l o s e  what 
methods t h e y  used. Many companies f o l l o w e d  an Exposure D r a f t  ( a  p roposed 
s tandard )  i s s u e d  by  t h e  Accoun t ing  P r i n c i p l e s  Board,  which had SEC a p p r o v a l  
even though a f i n a l  s tandard  was never  i s s u e d .  S ince  t h e  t i m e  t h e  Exposure 
D r a f t  was i ssued ,  t h e  i n t e r n a t i o n a l  o p e r a t i o n s  of U . S .  compdnies had 
expanded g r e a t l y ,  and t h e  w o r l d  monetary  system had changed from f i x e d  
exchange r a t e s  t o  f l o a t i n g  r a t e s  fo r  most i m p o r t a n t  c u r r e n c i e s .  Foreign 
c u r r e n c y  t r a n s l a t i o n  was t h e r e f o r e  i n c l u d e d  on  t h e  F A S S ' s  f i rst agenda. 
Because i t  was a major  and complex p r o j e c t ,  t h e  FASB recogn ized  t h a t  i t  
c o u l d  n o t  be completed f o r  a t  l e a s t  2 y e a r s .  S ta tement  1 was i s s u e d  t o  
p r o v i d e  f i n a n c i a l  s ta tement  u s e r s  w i t h  b e t t e r  d i s c l o s u r e s  w h i l e  t h e  FASB 
completed t h e  ma jo r  p r o j e c t .  

HOW THE STANDARD IMPROVED PREVIOUS PRACTICE:  The s tandard  was a tempora ry  
d i s c l o s u r e  measure des igned t o  p r o v i d e  u s e r s  w i t h  i n f o r m a t i o n  t h a t  wou ld  
a l l o w  them t o  e v a l u a t e  t h e  e f f e c t s  o f  d i f f e r i n g  a c c o u n t i n g  p r a c t i c e s  on  t h e  
f i n a n c i a l  s ta tements  o f  m u l t i n a t i o n a l  companies w h i l e  t h e  FASB under took  a 
comprehensi v e  c o n s i d e r a t i o n  o f  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 .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: A l l  e x i s t i n g  a c c o u n t i n g  a l t e r n a t i v e s  were 
unaf fec ted  by Sta tement  1 (See  summary of S ta tement  8 ) .  

C R I T I C I S M S  OF THE STANDARD: None 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. The Sta tement  was 
superseded by Sta tement  8 and Sta tement  5 2 .  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 2 

TITLE: Accoun t ing  f o r  Research and Development C o s t s  

KEY DATES: Added t o  Board agenda A p r i l  1973 
D i s c u s s i o n  Memorandum i ssued December 1973 
P u b l i c  Hear ing  h e l d  March 1974 
Exposure fo r  pub1 i c comment 
F i n a l  S ta tement  i ssued  October  1974 

June 1974 

I S S U E ( S >  ADDRESSED: Many companies a t t e m p t  t o  d i s c o v e r  new knowledge i n  t h e  
hope o f  d e v e l o p i n g  a new o r  improved p r o d u c t  t h a t  w i l l  be o f f e r e d  f o r  s a l e .  
The c o s t s  i n c u r r e d  t o  d i s c o v e r  new knowledge and t o  t r a n s l a t e  t h a t  knowledge 
i n t o  t h e  des ign  f o r  a new or improved p roduc t  a r e  r e f e r r e d  t o  as " r e s e a r c h  
and development"  or  "R&D. "  

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  t h a t  R&D costs be charged t o  e x -  
pense when i n c u r r e d .  I t  a l s o  r e q u i r e s  a company t o  d i s c l o s e  i n  i t s  f i n a n -  
c i a l  s ta tements  t h e  amount o f  R&D t h a t  i t  charges t o  expense. 

REASONS FOR ADOPTION: I n  the  e a r l y  1970s, R&D e x p e n d i t u r e s  were r a p i d l y  
becoming a v e r y  s i g n i f i c a n t  element o f  the  U.S. economy, and t h e  amounts 
t h a t  companies w e r e  spending f o r  R&D were i n c r e a s i n g .  Some companies were 
a c c o u n t i n g  fo r  R&D c o s t s  as asse ts  and w e r e  w r i t i n g  them o f f  o v e r  a p e r i o d  
o f  s e v e r a l  yea rs .  O the r  companies were accoun t ing  for R&D c o s t s  as expenses 
and w e r e  t h e r e f o r e  d e d u c t i n g  them from t h e  c u r r e n t  y e a r ' s  income. I t  was 
d i f f i c u l t  t o  compare companies' f i n a n c i a l  s ta tements .  I n  a d d i t i o n ,  com- 
pan ies  t h a t  reco rded  R&D costs as asse ts  had t o  w r i t e  o f f  t h e  p r o j e c t ' s  
costs i n  one lump sum i f  and when t h e  p r o j e c t  p roved unsuccess fu l .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  enhances com- 
p a r a b i l i t y  by d e f i n i n g  R&D costs and by p r o v i d i n g  a s i n g l e  method of ac- 
c o u n t i n g  for  them. 

R E M A I N I N G  ALTERNATIVES, I F  ANY: None. 

C R I T I C I S M S  OF THE STANDARD: The s tandard  t r e a t s  a l l  R&D costs i n  t h e  same 
manner fo r  a c c o u n t i n g  purposes,  even though some costs r e s u l t  i n  p r o d u c t s  
w i t h  p r o b a b l e  f u t u r e  economic b e n e f i t  ( a l t h o u g h  most R&D c o s t s  r e s u l t  i n  un- 
success fu l  p r o j e c t s ) .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  Some companies c a p i t -  
a l i z e  some costs o f  p roduc ing  computer sof tware t h a t  i s  t o  be s o l d  because 
t h e y  b e l i e v e  t h e  a c t i v i t i e s  a re  n o t  R&D as de f i ned  i n  t h i s  S ta temen t .  
O the rs  b e l i e v e  t h a t  t h e  costs a re  R&D and shou ld  t h e r e f o r e  be expensed as 
i n c u r r e d .  The Board c u r r e n t l y  has a p r o j e c t  on i t s  agenda t o  address  t h i s  
i s s u e .  



STATEMENTS OF FINANCIAL ACCOUNTING STANDARDS NO. '3  

TITLE: R e p o r t i n g  Account ing  Changes i n  I n t e r i m  F i n a n c i a l  S ta tements  

KEY DATES: Added t o  Board agenda November 1974 
Exposure f o r  pub1 i c comment November 1974 
F i n a l  Statement  i s s u e d  December 1974 

ISSUE(S> ADDRESSED: T h i s  Statement  p r o v i d e s  guidance r e g a r d i n g  i n t e r i m  f i n -  
a n c i a l  r e p o r t i n g  ( q u a r t e r l y  r e p o r t i n g )  o f  c e r t a i n  types  o f  changes i n  ac- 
c o u n t i n g  methods. 

SUMMARY OF STANDARD: The s tandard  s p e c i f i e s  t h a t  c e r t a i n  changes i n  ac-  
c o u n t i n g  p r inc ip les - - te rmed  " c u m u l a t i v e  e f f e c t  t ype"  a c c o u n t i n g  changes-- 
made i n  o t h e r  than  t h e  first i n t e r i m  p e r i o d  o f  the  yea r  w i l l  r e s u l t  i n  t h e  
r e s t a t e m e n t  o f  f i n a n c i a l  i n f o r m a t i o n  f o r  t h e  e a r l i e r  i n t e r i m  p e r i o d s  o f  t h a t  
y e a r .  I t  a l s o  r e q u i r e s  c e r t a i n  f i n a n c i a l  s ta tement  d i s c l o s u r e s  fo r  s i t -  
u a t i o n s  i n  wh ich  a company changes t o  t h e  L a s t - I n ,  F i r s t - O u t  (LIFO) method 
o f  i n v e n t o r y  p r i c i n g  b u t  i s  unab le  to de te rm ine  t h e  c u m u l a t i v e  e f f e c t  o f  
t h a t  change. 

REASONS FOR ADOPTION: The s tandard  was i s s u e d  i n  response t o  numerous i n -  
q u i r i e s  c o n c e r n i n g  the  a p p r o p r i a t e  p rocedures  f o r  r e p o r t i n g  a change t o  t h e  
LIFO method o f  i n v e n t o r y  p r i c i n g  and o t h e r  c u m u l a t i v e  e f f e c t  t ype  a c c o u n t i n g  
changes i n  i n t e r i m  p e r i o d  f i n a n c i a l  s ta temen ts .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  e l i m i n a t e s  a l -  
t e r n a t i v e s  and enhances c o m p a r a b i l i t y .  

R E M A I N I N G  ALTERNATIVES, I F  ANY:  None. 

C R I T I C I S M S  OF THE STANDARD: I t  has been c r i t i c i z e d  f o r  p romot ing  r e s t a t e -  
ment o f  i n t e r i m  p e r i o d  f i n a n c i a l  i n f o r m a t i o n ,  which m i g h t  be c o n f u s i n g  to 
some f i n a n c i a l  s ta tement  use rs .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. However ,  t h e  p ro -  
v i s i o n s  o f  t h i s  Statement  may be r e c o n s i d e r e d  i n  c o n n e c t i o n  w i t h  c u r r e n t  
s t a f f  work on Statement  1 6 .  



STATEMENTS OF FINANCIAL ACCOUNTING STANDARDS NO. 4 

TITLE: R e p o r t i n g  Gains and Losses from Ex t ingu ishmen t  of Debt  

KEY DATES: Added t o  Board agenda January  1975 
January  1975 Exposure f o r  pub1 i c comment 

F i n a l  S ta tement  i ssued March 1975 

ISSUE(S> ADDRESSED: Companies can e x t i n g u i s h  (pay  o f f )  d e b t  i s s u e s  b e f o r e  
t h e i r  schedu led  m a t u r i t y  d a t e ,  a t  m a t u r i t y ,  and a f t e r  t h e  schedu led  m a t u r i t y  
d a t e .  The key  a c c o u n t i n g  i s s u e  i s  whether  t o  c l a s s i f y  g a i n s  and l o s s e s  on  
such ex t i ngu ishmen ts  as o r d i n a r y  or e x t r a o r d i n a r y  i t e m s  fo r  income s ta temen t  
p r e s e n t a t i o n .  

SUMMARY OF STANDARD: The s tandard  s p e c i f i e s  t h a t  ga ins  and l o s s e s  i n  t h e  c u r -  
r e n t  y e a r  from ex t ingu ishmen ts  o f  deb t ,  o t h e r  than  to  meet s i n k i n g  fund r e -  
qu i remen ts ,  s h a l l  be aggregated  and, i f  m a t e r i a l ,  c l a s s i f i e d  as an e x t r a o r d -  
i n a r y  i t e m ,  n e t  o f  t h e  r e l a t e d  income t a x  e f f e c t .  The s t a n d a r d  a l s o  p r o v i d e s  
t h a t  a d e s c r i p t i o n  o f  t h e  e x t i n g u i s h m e n t  t r a n s a c t i o n ,  t h e  income t a x  e f f e c t ,  
and t h e  p e r  share amount o f  t h e  aggregate  g a i n  o r  loss n e t  of t h e  t a x  e f f e c t  
be d i s c l o s e d  i n  t h e  f i n a n c i a l  s ta temen ts .  

REASONS FOR ADOPTION: Pr ior  t o  t h e  issuance o f  t h i s  S ta tement ,  APB O p i n i o n  30 
p r e c l u d e d  c l a s s i f y i n g  most ga ins  and l o s s e s  f r o m  e a r l y  e x t i n g u i s h m e n t s  of deb t  
as e x t r a o r d i n a r y  i t ems .  F u r t h e r ,  no a u t h o r i t a t i v e  a c c o u n t i n g  pronouncements 
e x i s t i n g  p r i o r  t o  t h i s  S ta tement  addressed a c c o u n t i n g  f o r  e x t i n g u i s h  ? n t s  of 
d e b t  a t  m a t u r i t y  d a t e  or l a t e r .  The SEC and o t h e r  e n t i t i e s  had expressed con- 
c e r n  t o  t h e  FASB t h a t  g a i n s  and losses  from d e b t  e x t i n g u i s h m e n t s  w e r e  b e i n g  
i n c l u d e d  i n  t h e  c a l c u l a t i o n  o f  income b e f o r e  e x t r a o r d i n a r y  i t e m s  i n  t h e  income 
s t a t e m e n t .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  e l i m i n a t e s  t h e  
c l a s s i f i c a t i o n  o f  ga ins  and l o s s e s  on  e x t i n g u i s h m e n t s  o f  d e b t  as income from 
c o n t i  n u i  ng o p e r a t i o n s .  A1  so, add i  t i o n a l  d i s c l o s u r e s  o f  t h e  e f f e c t  o f  such 
deb t  e x t i n g u i s h m e n t s  on p r o f i t a b i l i t y  a r e  p r o v i d e d .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: The a p p r o p r i a t e  a p p l i c a t i o n  o f  t h e  above c r i -  
t e r i a  s h o u l d  r e s u l t  i n  s i m i l a r  t r a n s a c t i o n s  b e i n g  t r e a t e d  s i m i l a r l y ,  and thus  
a l t e r n a t i v e  t rea tmen ts  f o r  t h e  same u n d e r l y i n g  c i rcumstances  do  n o t  e x i s t .  

C R I T I C I S M S  OF THE STANDARD: Some argue t h a t  e x t i n g u i s h m e n t s  o f  deb t  a re  
n e i t h e r  unusual  nor  i n f r e q u e n t  and thus  do n o t  m e e t  t h e  d e f i n i t i o n  of e x t r a -  
o r d i n a r y  i t ems  under O p i n i o n  30. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENTS OF FINANCIAL ACCOUNTING STANDARDS NO. 5 

TITLE: Account1 ng fo r  Con t ingenc ies  

KEY DATES: Added t o  Board agenda A p r i l  1973 
D i s c u s s i o n  Memorandum i s s u e d  March 1974 
P u b l i c  Hear ing  h e l d  May 1974 
Exposure fo r  pub1 i c  comment Oc tober  1974 
F i n a l  Statement  i ssued March 1975 

ISSUE(S1 ADDRESSED: Sometimes a company mus t  account  f o r  a c o n t i n g e n c y .  A 
con t i ngency  i s  d e f i n e d  as an e x i s t i n g  c o n d i t i o n ,  s i t u a t i o n ,  or s e t  o f  c i r -  
cumstances i n v o l v i n g  u n c e r t a i n t y  as t o  p o s s i b l e  g a i n  or loss t o  a company 
t h a t  w i l l  u l t i m a t e l y  be r e s o l v e d  when one or more f u t u r e  even ts  o c c u r  or 
f a i l  t o  o c c u r .  

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  a c c r u a l  by  a charge t o  income 
(and d i s c l o s u r e )  fo r  an es t ima ted  loss from a loss c o n t i n g e n c y  i f  two con- 
d i t i o n s  a r e  met: ( a >  i n f o r m a t i o n  a v a i l a b l e  p r i o r  t o  issuance o f  t h e  f i n a n -  
c i a l  s ta tements  i n d i c a t e s  t h a t  i t  i s  p r o b a b l e  t h a t  an a s s e t  had been i m -  
p a i r e d  o r  a l i a b i l i t y  had been i n c u r r e d  a t  t h e  d a t e  o f  t h e  f i n a n c i a l  s t a t e -  
ments,  and ( b )  t h e  amount o f  loss can be r e a s o n a b l y  e s t i m a t e d .  A c c r u a l s  f o r  
genera l  o r  u n s p e c i f i e d  bus iness  r isks ( " r e s e r v e s  fo r  genera l  c o n t i n g e n c i e s " )  
a r e  no l o n g e r  p e r m i t t e d .  Accoun t ing  f o r  g a i n  c o n t i n g e n c i e s  under ARB 50 
remains unchanged; they  a r e  recogn ized  when r e a l i z e d .  

REASONS FOR ADOPTION:  The Board added t h e  p r o j e c t  t o  i t s  agenda because 
some companies were a c c r u i n g  c e r t a i n  f u t u r e  l o s s e s  w h i l e  o t h e r  companies 
w e r e  cha rg ing  those losses  t o  expense i n  t h e  y e a r  o f  occu r rence .  I n  January  
1973 ,  the  SEC i s s u e d  Account ing  S e r i e s  Release ( A S R )  134, wh ich  p u b l i c i z e d  
seve ra l  p r o p e r t y  and c a s u a l t y  i nsu rance  companies' a c c o u n t i n g  p o l  i c y  o f  ac-  
c r u i n g  for  expec ted  l o s s e s  from f u t u r e  c a t a s t r o p h e s .  I n  August  1973 t h e  SEC 
announced i n  ASR 145 t h a t  p r o p e r t y  and c a s u a l t y  i n s u r a n c e  companies s h o u l d  
n o t  change t h e i r  method o f  accoun t ing  f o r  c a t a s t r o p h e  l o s s e s  pend ing  FASB 
a c t i o n .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s t a n d a r d  e l i m i n a t e s  a l -  
t e r n a t i v e s  and enhances c o m p a r a b i l i t y .  P r e v i o u s l y ,  some companies acc rued  
e s t i m a t e d  l o s s e s  from some types  of c o n t i n g e n c i e s  by  a charge t o  income 
p r i o r  t o  occu r rence  o f  t h e  e v e n t ( s 1  expec ted  to  r e s o l v e  t h e  u n c e r t a i n t i e s ,  
w h i l e  under s i m i l a r  c i rcumstances  o t h e r  companies accounted  fo r  those  l o s s e s  
o n l y  when t h e  c o n f i r m i n g  even t (s>  had o c c u r r e d .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: None. 

C R I T I C I S M S  OF THE STyNDARD: Some s a i d  t h e  s tandard  shou ld  be na r rower  i n  
f o c u s  and deal  o n l y  w i t h  t h r e e  s p e c i f i c  m a t t e r s :  " s e l f - i n s u r a n c e , "  r i s k s  o f  
l o s s e s  from c a t a s t r o p h e s ,  and t h r e a t  o f  e x p r o p r i a t i o n .  D e c i s i o n  u s e f u l n e s s ,  
t h e  match ing  concept ,  c o m p a r a b i l i t y ,  and c o n s e r v a t i s m  w e r e  c i t e d  as reasons  
fo r  p e r m i t t i n g  loss a c c r u a l s  i n  an a c c o u n t i n g  p e r i o d  even i f  n o t  d i r e c t l y  
r e l a t e d  t o  events  or a c t i v i t i e s  o f  t h e  p e r i o d .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 6 

TITLE: C l a s s i f i c a t i o n  o f  Short-Term O b l i g a t i o n s  Expected t o  Be Re f inanced  

KEY DATES: Added t o  Board agenda November 1974 
November 1974 Exposure fo r  pub1 i c comment 

F i n a l  S ta tement  i ssued May 1975 

ISSUE(S1 ADDRESSED: The ba lance sheets  o f  most companies show s e p a r a t e  
c l a s s i f i c a t i o n s  o f  c u r r e n t  asse ts  and c u r r e n t  ( s h o r t - t e r m )  l i a b i l i t i e s  (corn- 
monly r e f e r r e d  t o  as c l a s s i f i e d  ba lance shee ts )  p e r m i t t i n g  ready  d e t e r m i n -  
a t i o n  o f  w o r k i n g  c a p i t a l  ( t h e  d i f f e r e n c e  between c u r r e n t  a s s e t s  and c u r r e n t  
l i a b i l i t i e s ) .  However, some c u r r e n t  o b l i g a t i o n s ,  such as commerc ia l  paper ,  
a r e  expected t o  be r e f i n a n c e d  on a l ong - te rm b a s i s  and, t h e r e f o r e ,  a r e  n o t  
expected to  r e q u i r e  t h e  use o f  work ing  c a p i t a l  d u r i n g  t h e  ensu ing  f i s c a l  
y e a r .  Th i s  S ta tement  e s t a b l i s h e s  c r i t e r i a  f o r  ba lance  sheet  c l a s s i f i c a t i o n  
o f  such s h o r t - t e r m  ob1 i g a t i o n s .  

SUMMARY OF STANDARD: The s tandard  s p e c i f i e s  t h a t  s h o r t - t e r m  o b l i g a t i o n s  
a r i s i n g  from t r a n s a c t i o n s  i n  t h e  normal course  of bus iness  t h a t  a r e  due i n  
customary terms s h a l l  be c l a s s i f i e d  as c u r r e n t  l i a b i l i t i e s .  O t h e r  s h o r t -  
t e r m  o b l i g a t i o n s  s h a l l  be exc luded from c u r r e n t  l i a b i l i t i e s  o n l y  i f  t h e  corn- 
pany has t h e  i n t e n t  and demonstrated a b i l i t y  t o  r e f i n a n c e  t h e  o b l i g a t i o n  o n  
a long- term b a s i s .  

REASONS FOR ADOPTION: Shor t - te rm o b l i g a t i o n s  expec ted  t o  be r e f i n a n c e d  o n  a 
long- te rm b a s i s  had been p resen ted  i n  ba lance  sheets  i n  a number of  ways, 
i n c l u d i n g  ( a )  c l a s s i f i c a t i o n  as c u r r e n t  1 i a b i  1 i t i e s ,  ( b )  c l a s s i f i c a t i o n  as 
long- te rm l i a b i l i t i e s ,  and ( c )  p r e s e n t a t i o n  as a c l a s s  of l i a b i l i t i e s  d i s -  
t i n c t  f rom b o t h  c u r r e n t  l i a b i l i t i e s  and long - te rm l i a b i l i t i e s .  

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  The s tandard  e l i m i n a t e s  a l -  
t e r n a t i v e s  and enhances comparabi l i t y .  

REMAINING ALTERNATIVES, I F  ANY:  None. 

C R I T I C I S M S  OF THE STANDARD: Some b e l i e v e d  t h a t  i n f o r m a t i o n  c o n c e r n i n g  
management's a b i l i t y  and i n t e n t  t o  r e f i n a n c e  c e r t a i n  o f  i t s  o b l i g a t i o n s  
c o u l d  bes t  be communicated i n  f i n a n c i a l  s ta temen ts  b y  f o o t n o t e  d i s c l o s u r e s .  
They suppor ted more r e s t r i c t i v e  c r i t e r i a  for ba lance  sheet  c l a s s i f i c a t i o n  
than those mandated by t h e  s tandard .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 7 

TITLE: Accoun t ing  and Repor t i ng  by  Development Stage E n t e r p r i s e s  

KEY DATES: Added t o  Board agenda A p r i  1 .1973 
D i s c u s s i o n  Memorandum i s s u e d  December 1973 
P u b l i c  Hear ing  h e l d  March 1974 
Exposure fo r  pub1 i c  comment J u l y  1974 
F i n a l  Statement i ssued June 1975 

I S S U E ( S >  ADDRESSED: Th i s  Statement  addresses how development  s tage  com- 
pan ies  shou ld  do t h e i r  accoun t ing  and f i n a n c i a l  r e p o r t i n g .  A "deve lopment  
s tage e n t e r p r i s e "  i s  a company t h a t  i s  e s t a b l i s h i n g  a new b u s i n e s s  and 
e i t h e r  has n o t  begun i t s  p lanned p r i n c i p a l  o p e r a t i o n s  or  has n o t  g e n e r a t e d  
revenue from i t s  p lanned p r i n c i p a l  o p e r a t i o n s .  

SUMMARY OF STANDARD: The Statement  r e q u i r e s  development  s tage  companies t o  
do t h e i r  a c c o u n t i n g  and t o  p repare  t h e i r  f i n a n c i a l  s ta temen ts  u s i n g  t h e  same 
accoun t ing  p r i n c i p l e s  as e s t a b l i s h e d  o p e r a t i n g  companies. 

REASONS FOR ADOPTION: Some development  s tage companies used s p e c i a l  ac- 
c o u n t i n g  and f i n a n c i a l  r e p o r t i n g  p r a c t i c e s .  These i n c l u d e d  d e f e r r i n g  and 
a m o r t i z i n g  costs as asse ts  when, under  s i m i l a r  c i r cums tances ,  an e s t a b l i s h e d  
company would have recorded those  costs as an expense when i n c u r r e d .  Some 
development s tage companies a l s o  p repared  f i n a n c i a l  s ta temen ts  t h a t  were i n  
d i f f e r e n t  fo rmats  than  those p repared  by  e s t a b l i s h e d  o p e r a t i n g  companies. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s t a n d a r d  enhances com- 
p a r a b i l i t y  by r e q u i r i n g  development s tage companies t o  fo l low t h e  same ac- 
c o u n t i n g  and f i n a n c i a l  r e p o r t i n g  g u i d e l i n e s  as e s t a b l i s h e d  o p e r a t i n g  corn- 
pan ies .  

R E M A I N I N G  ALTERNATIVES, I F  ANY:  None. 

C R I T I C I S M S  OF THE STANDARD: None. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 8 

TITLE: Accoun t ing  for t h e  T r a n s l a t i o n  o f  F o r e i g n  Cur rency  T r a n s a c t i o n s  and 
F o r e i g n  Cur rency  F i n a n c i a l  Statements 

KEY DATES: Added t o  Board agenda A p r i l  1973 
D i s c u s s i o n  Memorandum i ssued  Februa ry  1974 
P u b l i c  Hear ing  h e l d  June 1974 
Exposure f o r  pub1 i c  comment December 1974 
F i n a l  S ta tement  i s s u e d  Oc tober  1975 

ISSUE(S) ADDRESSED: Many companies have o p e r a t i o n s  i n  f o r e i g n  c o u n t r i e s  
t h a t  conduct  t h e i r  bus iness  i n  c u r r e n c i e s  o t h e r  t h a n  t h e  U .S .  d o l l a r .  Also, 
many U.S. companies engage i n  t r a n s a c t i o n s  denominated i n  f o r e i g n  c u r -  
r e n c i e s ,  such as e x p o r t  s a l e s  or i m p o r t  purchases .  Bo th  f o r e i g n  o p e r a t i o n s  
and f o r e i g n  c u r r e n c y  t r a n s a c t i o n s  r a i s e  i ssues  c o n c e r n i n g  t h e  exchange r a t e s  
( c u r r e n t  or h i s t o r i c a l )  t o  be used t o  t r a n s l a t e  a s s e t s ,  l i a b i l i t i e s ,  and 
income s ta temen t  i tems and when to  r e c o g n i z e  i n  income t h e  g a i n s  and l o s s e s  
t h a t  r e s u l t  when exchange r a t e s  change. 

SUMMARY OF STANDARD: The s t a n d a r d  r e q u i r e d  t h a t  a l l  amounts measured i n  a 
f o r e i g n  c u r r e n c y  be t r a n s l a t e d  a t  t h e  exchange r a t e  i n  e f f e c t  a t  t h e  d a t e  a t  
wh ich  t h e  f o r e i g n  c u r r e n c y  t r a n s a c t i o n  was measured. For example, an a s s e t  
a c q u i r e d  for Canadian d o l l a r s  on  12-31-70 and c a r r i e d  i n  t h e  f i n a n c i a l  
s ta tements  a t  i t s  cost was t r a n s l a t e d  a t  t h e  exchange r a t e  i n  e f f e c t  on  
12-31-70; an a s s e t  c a r r i e d  a t  i t s  marke t  v a l u e  on 12-31-75 was t r a n s l a t e d  a t  
t h e  r a t e  on 12-31-75. The o b j e c t i v e  was t o  measure a l l  amounts as though 
t h e  t r a n s a c t i o n  had been i n  U.S. d o l l a r s .  A l l  exchange g a i n s  and l o s s e s  
were r e q u i r e d  t o  be i n c l u d e d  i n  income i n  t h e  p e r i o d  i n  wh ich  t h e y  a r o s e ,  
i . e . ,  when t h e  r a t e s  changed. 

REASONS FOR ADOPTION: B e f o r e  Sta tement  8 ,  s e v e r a l  methods w e r e  used t o  ac- 
count  f o r  f o r e i g n  o p e r a t i o n s  and fo re i c ;n  c u r r e n c y  t r a n s a c t i o n s .  The i n t e r -  
n a t i o n a l  o p e r a t i o n s  o f  U.S. companies had expanded g r e a t l y ,  and t h e  w o r l d  
monetary  s y s t e m  had changed from f i x e d  exchange r a t e s  t o  f l o a t i n g  r a t e s  f o r  
most i m p o r t a n t  c u r r e n c i e s ,  w i t h  t h e  r e s u l t  t h a t  t h e  a c c o u n t i n g  method chosen 
by a company c o u l d  s i g n i f i c a n t l y  a f f e c t  i t s  f i n a n c i a l  s t a t e m e n 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  was t h e r e f o r e  i n c l u d e d  on  t h e  FASB's agenda when t h e  
FASB was e s t a b l i s h e d  i n  1973. 

HOW THE STANDARD IMPROVED PREVIOUS P R A C T I C E :  .The s t a n d a r d  e l i m i n a t e d  a l -  
t e r n a t i v e s  and p rov ided  gu idance on  seve ra l  complex i s s u e s .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: None. 

C R I T I C I S M S  OF THE STANDARD: 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  c o n t i n u e d  t o  be 
c o n t r o v e r s i a l  as l a r g e  f l u c t u a t i o n s  i n  exchange r a t e s  s i g n i f i c a n t l y  a f f e c t e d  
r e p o r t e d  ea rn ings  o f  many companies. Some b e l i e v e d  t h a t  t h e  r e s u l t i n g  v o l -  
a t i l i t y  o f  r e p o r t e d  ea rn ings  o f t e n  d i d  n o t  r e f l e c t  u n d e r l y i n g  economic r e a l -  
i t y .  The FASB e v e n t u a l l y  dec ided  t o  r e c o n s i d e r  S ta tement  8 ( see  summary o f  
Statement  52 ) .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. The Statement  was 
superseded by Statement  52. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 9 

TITLE: Accoun t ing  fo r  Income Taxes--0i 1 and Gas Produc ing  Companies 

KEY DATES: Added t o  Board agenda A p r i l  1975 
Exposure f o r  pub1 i c comment A p r i l  1975 
Pub1 i c Hear ing  
F i n a l  S ta tement  i ssued October  1975 

September 1975 

ISSUE(S> ADDRESSED: T h i s  Statement addresses a1 l o c a t i o n  o f  income taxes  
r e l a t e d  t o  i n t a n g i b l e  d r i  1 1  i n g  and development costs ( I D 0  t h a t  a r e  deduc t -  
i b l e  i n  d e t e r m i n a t i o n  o f  t a x a b l e  income, b u t  a r e  c a p i t a l i z e d  and a m o r t i z e d  
i n  t h e  d e t e r m i n a t i o n  o f  p r e t a x  accoun t ing  income. 

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  companies t o  a l l o c a t e  t h e  t a x  
e f f e c t  o f  I D C  t h a t  e n t e r s  i n t o  the  d e t e r m i n a t i o n  o f  t a x a b l e  income and p r e -  
t a x  accoun t ing  income i n  d i f f e r e n t  p e r i o d s .  The s tandard  a l s o  p r o v i d e s  
gu idance f o r  companies t h a t  e l e c t  t o  i n c l u d e  excess s t a t u t o r y  d e p l e t i o n  i n  a 
compu ta t i on  o f  i n t e r p e r i o d  t a x  a1 l o c a t i o n .  

REASONS FOR ADOPTION: APE? Op in ion  1 1  exempted I D C  from t h e  t a x  a l l o c a t i o n  
r e q u i r e d  o f  o t h e r  t a x / a c c o u n t i n g  t i m i n g  d i f f e r e n c e s  because some q u e s t i o n  
e x i s t e d  as t o  how t h e  i n t e r a c t i o n  between I D C  and t h e  a l lowance o f  s t a t u t o r y  
d e p l e t i o n  shou ld  be computed. While most agreed t h a t  t h e  t i m i n g  d i f f e r e n c e  
f o r  I D C  would i n  f a c t  r e v e r s e ,  many p o i n t e d  o u t  t h a t  t h e  a l l owance  g r a n t e d  
f o r  s t a t u t o r y  d e p l e t i o n  c o u l d  be expected i n  many cases t o  negate  any t a x  
e f f e c t  o f  t h e  r e v e r s a l .  A f t e r  the  Tax Reform A c t  o f  1975  s u b s t a n t i a l l y  r e -  
duced or e l i m i n a t e d  t h e  percentage d e p l e t i o n  d e d u c t i o n  for many o i l -  and 
gas-produc ing  companies, t h e  Board concluded t h a t  t he  exempt ion o f  I D C  from 
t h e  p r o v i s i o n s  o f  O p i n i o n  1 1  was no longer- a p p r o p r i a t e .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  e l i m i n a t e s  t h e  
a1 t e r n a t i v e  t r e a t m e n t  o f  t h e  t a x  a f f e c t s  o f  I D C ,  enhances comparabi 1 i ty ,  and 
p r o v i d e s  guidance i n  t h e  computat ion of amounts o f  income t a x  t o  be a l l o -  
c a t e d  among p e r i o d s .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: None now, b u t  a t  i n i t i a l  a p p l i c a t i o n  o f  t h e  
s tandard ,  companies were a l l owed  a cho ice  i n  measur ing the  i n t e r a c t i o n  be- 
tween excess s t a t u t o r y  d e p l e t i o n  and t h e  r e v e r s a l  o f  t a x  a c c o u n t i n g  t i m i n g  
d i f f e r e n c e s  c r e a t e d  by  I D C .  

C R I T I C I S M S  OF THE STANDARD: The s tandard  was c r i t i c i z e d  fo r  a l l o w i n g  a 
c h o i c e  between two s i g n i f i c a n t l y  d i f f e r e n t  methods o f  imp lemen ta t i on  and f o r  
a l l o w i n g  t h e  o f f s e t  o f  a r e v e r s i n g  t i m i n g  d i f f e r e n c e  ( I D 0  and a permanent 
t i m i n g  d i f f e r e n c e  (excess s t a t u t o r y  dep le t i on ) :  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 10 

TITLE: Extension of "Grandfather" Provisions for Business Combinations 

KEY DATES: Added to Board agenda November 1973 
Exposure for pub1 ic comment September 1975 
Final Statement issued October 1975 

ISSUE(S) ADDRESSED: Companies enter into business combinations effected as 
poolings of interests. The key accounting issue centers around the criteria 
in APB Opinion 16 that must be met by combining companies in order to ac- 
count for a business combination as a pooling of interests. APB 16 provided 
a five year "grandfather" exemption from certain of the criteria for inter- 
corporate investments existing at the effective date of APB 16. 

SUMMARY OF STANDARD: The standard eliminates the five-year limitation in 
the grandfather provisions of Opinion 16 and in AICPA Accounting Interpret- 
ations 15, 16, 17, and 26 of Opinion 16 that allow an exemption from certain 
criteria for applying pooling of interests accounting to business combin- 
ations, 

REASONS FOR ADOPTION: When this Statement was issued, the FASB had a pro- 
ject on its agenda entitled, "Accounting for Business Combinations and Pur- 
chased Intangibles," that involved a reconsideration of APB 16. The Board 
believed that due to that project, the grandfather provisions of Opinion 16 
and the related AICPA Accounting Interpretations should continue in effect 
pending completion of that project. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE: Upon expiration o f  the five- 
year grandfather provisions, practice for accounting for business combin- 
ations would change. Subsequent completion o f  the FASB's project on "Ac- 
counting for Business Combinations and Purchased Intangibles" could once 
again a1 ter accounting practice. This Statement eliminates the possi bi 1 i ty 
that accounting practice i n  this area would change twice in a shor t  period 
of time and thus eli'minates the reduced comparability of financial inform- 
ation and confusion that could result. 

REMAINING ALTERNATIVES, IF ANY: None. 

CRITICISMS OF THE STANDARD: None 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN: None with respect to 
this issue, although the staff has work in progress on several other busi- 
ness combination issues. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 1 1  

TITLE: A c c o u n t i n g  for  Cont ingenc ies- -Trans i  t i o n  Method 

KEY DATES:  Added t o  Board agenda October  1975 
October  1975 Exposure f o r  pub1 i c comment 

F i n a l  Statement  i s s u e d  December 1975 

ISSUE(S> ADDRESSED: Paragraph 20 o f  Statement  5,  "Accoun t ing  for  C o n t i  n- 
genc ies , "  d e a l i n g  w i t h  t h a t  S t a t e m e n t ' s  e f f e c t i v e  d a t e  and t r a n s i t i o n ,  r e -  
q u i r e d  t h a t  t h e  c u m u l a t i v e  e f f e c t  o f  a change i n  a c c o u n t i n g  p r i n c i p l e  r e -  
s u l t i n g  from i n i t i a l  a p p l i c a t i o n  o f  Statement  5 be r e p o r t e d  as an a d j u s t m e n t  
of r e t a i n e d  e a r n i n g s  a t  t h e  b e g i n n i n g  o f  t h e  yea r  i n  wh ich  t h e  change was 
made. 

SUMMARY OF STANDARD: The s tandard  changed paragraph 20 o f  Sta tement  5 t o  
r e q u i r e  t h a t  a company r e s t a t e  i t s  f i n a n c i a l  s ta tements  fo r  as many p r e -  
ced ing  p e r i o d s  as was p r a c t i c a b l e  t o  conform t o  the  p r o v i s i o n s  o f  S ta tement  
5 .  The e f f e c t  on  income o f  a p p l y i n g  Statement  5 i n  a p e r i o d  i n  which a cum- 
u l a t i v e  e f f e c t  was i n c l u d e d  i n  d e t e r m i n i n g  n e t  income was r e q u i r e d  i s  to be 
d i s c l o s e d  f o r  t h a t  p e r i o d ,  and t h e  reason for  n o t  r e s t a t i n g  a l l  p r i o r  p e r -  
i o d s  p resen ted  had t o  be e x p l a i n e d .  

REASONS FOR ADOPTION: I n  i s s u i n g  Statement  8 ( F o r e i g n  Cur rency  T r a n s l a t i o n )  
i n  October  1975,  t h e  Board conc luded t h a t  p r i o r  p e r i o d  r e s t a t e m e n t  was t h e  
p r e f e r a b l e  method t o  p r o v i d e  u s e f u l  i n f o r m a t i o n  about  f o r e i g n  c u r r e n c y  
t r a n s a c t i o n s  and f o r e i g n  o p e r a t i o n s  f o r  comparing f i n a n c i a l  d a t a  f o r  a num- 
be r  o f  p e r i o d s .  I n  r e c o n s i d e r i n g  t h e  d i f f e r e n c e s  i n  t h e  t r a n s i t i o n  methods 
r e q u i r e d  by  Statements 5 and 8 and t h e  f a c t o r s  t h a t  l e d  t h e  Board to  r e a c h  
d i f f e r e n t  c o n c l u s i o n s  on t r a n s i t i o n  i n  those two Sta tements ,  t h e  Board con- 
c luded  t h a t  t h e  c u m u l a t i v e  e f f e c t  method r e q u i r e d  by Statement  5 shou ld  n o t  
be p e r m i t t e d  i n  those cases i n  wh ich  r e s t a t e m e n t  o f  p r i o r  y e a r s '  f i n a n c i a l  
s t a t  erne n t s was pos s i b 1 e .  

HOW THE STANDARD IMPROVED PREVIOUS PRACTICE:  The s tandard  enhanced con- 
s i s t e n c y  o f . t r e a t m e n t  as t o  how c e r t a i n  changes i n  a c c o u n t i n g  s tandards  w e r e  
r e f l e c t e d  i n  f i n a n c i a l  s ta tements .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: None now, b u t  companies t h a t  e l e c t e d  e a r l y  
a p p l i c a t i o n  o f  Statement  5 ( p r i o r  t o  i t s  e f f e c t i v e  d a t e )  and t h a t  i s s u e d  
f i n a n c i a l  s ta temen ts  or o t h e r  f i n a n c i a l  d a t a  u s i n g  t h e  c u m u l a t i v e  e f f e c t  
method o f  t r a n s i t i o n  w e r e  s t r o n g l y  encouraged, b u t  were n o t  r e q u i r e d ,  t o  
r e s t a t e  t h e i r  f i n a n c i a l  s ta temen ts .  

C R I T I C I S M S  OF THE STANDARD: See rema in ing  a l t e r n a t i v e s  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 12 

TITLE: A c c o u n t i n g  fo r  C e r t a i n  M a r k e t a b l e  S e c u r i t i e s  

KEY DATES: Added t o  Board agenda September 1975 
Exposure f o r  p u b l i c  comment November 1975 
F i n a l  S t a t e m e n t  i ssued December 1975 

ISSUE(S> ADDRESSED: ( a )  When s h o u l d  m a r k e t a b l e  e q u i t y  s e c u r i t i e s  (common 
and p r e f e r r e d  s t o c k )  be w r i t t e n  down b e l o w  c o s t ;  ( b )  s h o u l d  m a r k e t a b l e  
e q u i t i e s  t h a t  have been w r i t t e n  down be w r i t t e n  back  up i f  m a r k e t  p r i c e s  
i n c r e a s e ;  ( c )  how s h o u l d  s u b s i d i a r i e s  t h a t  use d i f f e r e n t  methods o f  a c c o u n t -  
i n g  f o r  m a r k e t a b l e  s e c u r i t i e s  ( m a r k e t  or l o w e r  o f  c o s t  or m a r k e t )  be c o n s o l -  
i d a t e d ?  

SUMMARY OF STANDARD: The S t a t e m e n t  r e q u i r e s  most  b u s i n e s s e s  t o  c a r r y  mar- 
k e t a b l e  e q u i t i e s  a t  l o w e r  o f  p o r t f o l i o  c o s t  or m a r k e t  v a l u e .  A company has 
two p o r t f o l i o  c l a s s i f i c a t i o n s  f o r  t h i s  p u r p o s e ,  c u r r e n t  and n o n c u r r e n t .  F o r  
t h e  n o n c u r r e n t  a s s e t  p o r t f o l i o ,  w r i t e d o w n s  f o r  m a r k e t - v a l u e  . d e c l i n e s  ( a n d  
w r i t e u p s  f o r  r e c o v e r i e s )  n o t  y e t  r e a l i z e d  b y  s a l e  a r e  made t o  a s e p a r a t e  
component of  e q u i t y  and n o t  t o  n e t  income. F o r  a c u r r e n t  p o r t f o l i o ,  w r i t e -  
downs and r e c o v e r i e s  a r e  i n c l u d e d  i n  n e t  income. R e a l i z e d  g a i n s  and l o s s e s  
o n  b o t h  c u r r e n t  and n o n c u r r e n t  p o r t f o l i o s  a r e  i n c l u d e d  i n  n e t  income.  
Mutua l  f u n d s ,  b r o k e r - d e a l e r s ,  i n s u r a n c e  companies,  and banks r e t a i n  t h e i r  
s p e c i a l  a c c o u n t i n g  methods, w i t h  some improvements .  R e s u l t s  o f  d i f f e r e n t  
methods used b y  s u b s i d i a r i e s  i n  t h o s e  i n d u s t r i e s  a r e  r e t a i n e d  i n  c o n s o l i d a -  
t i o n .  

REASONS FOR ADOPTION: The A I C P A  and o t h e r s  u r g e d  t h e  Board  t o  t a k e  q u i c k  
a c t i o n  i n  l i g h t  of t h e  s u b s t a n t i a l  e f f e c t s  on many companies o f  t h e  m a j o r  
s t o c k  m a r k e t  d e c l i n e s  i n  1973-74 and t h e  p a r t i a l  r e c o v e r y  i n  19!5. 

HOW THE STANDARD I M P R O V E S  PREVIOUS PRACTICE:  P r e v i o u s  p r a c t i c e  i n c l u d e d  
s e v e r a l  a l t e r n a t i v e s :  some c a r r i e d  m a r k e t a b l e  e q u i t y  s e c u r i t i e s  a t  c o s t ,  
some a t  m a r k e t  o r  v a r i a t i o n s  of m a r k e t ,  some a t  l o w e r  o f  p o r t f o l i o  c o s t  or 
m a r k e t ,  and some a t  l o w e r  o f  i n d i v i d u a l  s e c u r i t y  c o s t  or m a r k e t .  Many r e -  
c o r d e d  only m a r k e t  d e c l i n e s  j u d g e d  t o  be " o t h e r  t h a n  t e m p o r a r y . "  I n  p e r i o d s  
o f  m a j o r  m a r k e t  p r i c e  movement, i d e n t i c a l  p o r t f o l i o s  c o u l d  p r o d u c e  a v a r i e t y  
o f  n e t  income f i g u r e s .  Under S t a t e m e n t  12 n o  company has a c h o i c e  of 
methods, a l t h o u g h  some i n d u s t r i e s  use d i f f e r e n t  methods.  

R E M A I N I N G  ALTERNATIVES, I F  ANY: The d e s i g n a t i o n  o f  c e r t a i n  s e c u r i t i e s  as 
c u r r e n t  or n o n c u r r e n t  r e q u i r e s  judgment  t h a t  can a f f e c t  subsequent  a c c o u n t -  
i n g .  

C R I T I C I S M S  OF THE STANDARD: Some b e l i e v e  a l l  m a r k e t a b l e  s e c u r i t i e s  s h o u l d  
be accounted  for  i n  t h e  same way. Some recommend m a r k e t  v a l u e ,  w i t h  u n r e a l -  
i z e d  and r e a l i z e d  g a i n s  and l o s s e s  i n  n e t  income, s a y i n g  t h a t  f o r  a r e a d i l y  
m a r k e t a b l e  s e c u r i t y ,  r e a l i z a t i o n  i s  n o t  t h e  c r i t i c a l  e v e n t .  Some b e l i e v e  
S t a t e m e n t  12 makes a c c o u n t i n g  for m a r k e t a b l e  s e c u r i t i e s  n e e d l e s s l y  complex.  
Some a1 so c r i t i c i z e  S t a t e m e n t  12 because t h e y  b e l i e v e  i t  i n a p p r o p r i a t e l y  
c r e a t e s  d i r e c t  e n t r i e s  t o  s h a r e h o l d e r s '  e q u i t y .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 13 

TITLE: Account ing  fo r  Leases 

K E Y  DATES: Added to  Board agenda A p r i l  1973 
D i s c u s s i o n  Memorandum i s s u e d  Ju l y  1974 
P u b l i c  Hear ing  h e l d  November 1974 
F i r s t  exposure for  p u b l i c  comment August 1975 
Second exposure f o r  pub1 i c  comment Ju ly  1976 
F i n a l  S ta tement  i s s u e d  November 1976 

ISSUE(S> ADDRESSED: T h i s  Statement  addresses t h e  a c c o u n t i n g  f o r  l eases  b y  
lessees  and l e s s o r s .  The key a c c o u n t i n g  i s s u e  i s  t h e  d e t e r m i n a t i o n  o f  whether  
a l ease  i s  i n  substance a f i n a n c i n g  t r a n s a c t i o n  ( e s s e n t i a l l y  an a s s e t  p u r -  
chase) or a r e n t a l  agreement (an  o p e r a t i n g  l e a s e ) .  

SUMMARY OF STANDARD: The Sta tement  e s t a b l i s h e s  s tandards  o f  f i n a n c i a l  ac- 
c o u n t i n g  and r e p o r t i n g  fo r  l eases  by l essees  and l e s s o r s .  F o r  l essees ,  a 
l ease  i s  a f i n a n c i n g  t r a n s a c t i o n  c a l l e d  a c a p i t a l  l e a s e  i f  i t  meets any one of 
f o u r  s p e c i f i c  c r i t e r i a ;  i f  n o t ,  i t  i s  an o p e r a t i n g  l e a s e .  C a p i t a l  l eases  a r e  
t r e a t e d  as t h e  a c q u i s i t i o n  o f  a s s e t s  and t h e  i n c u r r e n c e  o f  o b l i g a t i o n s  by  t h e  
l e s s e e .  O p e r a t i n g  l eases  a r e  t r e a t e d  as c u r r e n t  o p e r a t i n g  expenses.  For  l e s -  
sors, a f i n a n c i n g  t r a n s a c t i o n  l e a s e  i s  c l a s s i f i e d  as a s a l e s - t y p e ,  d i r e c t  
f i n a n c i n g ,  or l eve raged  lease.  To be a s a l e s - t y p e ,  d i r e c t  f i n a n c i n g ,  or  
l eve raged  lease ,  t h e  l ease  must m e e t  one o f  t h e  same c r i t e r i a  used f o r  l e s s e e s  
t o  c l a s s i f y  a l ease  as a c a p i t a l  l e a s e ,  i n  a d d i t i o n  t o  two c r i t e r i a  d e a l i n g  
w i t h  f u t u r e  u n c e r t a i n t i e s .  Leveraged leases  a l s o  have t o  meet f u r t h e r  c r i -  
t e r i a .  These t ypes  o f  leases  a r e  reco rded  as i nves tmen ts  under  d i f f e r e n t  
s p e c i f i c a t i o n s  for each t ype  o f  l e a s e .  Leases n o t  mee t ing  t h e  c r i t e r i a  a r e  
cons ide red  o p e r a t i n g  l eases  and a r e  accounted f o r  l i k e  r e n t a l  p r o p e r t y .  

REASONS FOR ADOPTION: P rev ious  pronouncements p r o v i d e d  o n l y  g e n e r a l  gu idance 
on accoun t ing  f o r  l eases  o r  d e a l t  o n l y  w i t h  d i s c l o s u r e  r e q u i r e m e n t s .  I ncon -  
s i s t e n c i e s  remained i n  a c c o u n t i n g  p r a c t i c e s ,  as w e l l  as d i f f e r e n c e s  o f  o p i n i o n  
as t o  how t o  r e s o l v e  t h e  i ssue .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  S ta tement  1 3  improves t h e  q u a l -  
i t y  o f  d i s c l o s u r e ,  enhances c o m p a r a b i l i t y  by  e l  i m i n a t i n g  a1 t e r n a t i v e s ,  and 
p r o v i d e s  guidance i n  accoun t ing  f o r  t h e  substance o f  a l ease  t r a n s a c t i o n ,  n o t  
t h e  form. 

R E M A I N I N G  ALTERNATIVES, I F  A N Y :  None. 

C R I T I C I S M S  OF THE STANDARD: S ta tement  13 has been c r i t i c i z e d  because i t  i s  
too complex to  a p p l y  and i s  e s p e c i a l l y  d i f f i c u l t  f o r  smal l  bus inesses  to i m -  
p lement .  Some have s t a t e d  t h a t  t h e  c r i t e r i a  i n c l u d e d  i n  t h e  s t a n d a r d  a r e  a r -  
b i t r a r y ,  e l i m i n a t e  judgment ,  and a l l o w  t h e  a c c o u n t i n g  t o  i n f l u e n c e  t h e  t e r m s  
o f  a t r a n s a c t i o n .  Some a l s o  have c r i t i c i z e d  Sta tement  13 fo r  n o t  a c h i e v i n g  
i t s  o b j e c t i v e  t h a t  a1 1 s u b s t a n t i v e  purchases and ob1 i g a t i o n s  be recogn ize 'd  as 
asse ts  and l i a b i l i t i e s .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  Smal l  bus inesses  a r e  s t i l l  
opposed t o  Statement  13 ,  c o n s i d e r i n g  i t  t o  be t h e  most i m p o r t a n t  " s tandards  
o v e r l o a d "  i s s u e .  Fur thermore ,  FASB r e s e a r c h  i n d i c a t e s  t h a t  many lessee  com- 
pan ies  s t r u c t u r e  new leases  and r e n e g o t i a t e  o l d  l eases  s p e c i f i c a l l y  t o  a v o i d  
or  reduce c a p i t a l i z a t i o n .  The FASB has cons ide red  r e a d d r e s s i n g  l e a s e  account -  
i n g  b u t  t o  da te  has concluded t h a t  any s o l u t i o n  t h a t  t r i e s  to  s o l v e  t h e  l a t t e r  
p rob lem may compound t h e  former prob lem.  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 14 

TITLE: F i n a n c i a l  R e p o r t i n g  f o r  Segments o f  a Business E n t e r p r i s e  

KEY DATES: Added to Board agenda A p r i l  1973 
D i  scuss ion  Memorandum i s s u e d  
P u b l i c  Hear ing  h e l d  August 1974 
Exposure f o r  pub1 i c  comment 
F i n a l  Statement  i ssued December 1976 

May 1974 

September 1975 

ISSUE(S> ADDRESSED: The s tandard  addresses d i s c l o s u r e  of i n f o r m a t i o n  r e l a t -  
i n g  t o  a company's i n d u s t r y  segments, f o r e i g n  o p e r a t i o n s ,  e x p o r t  s a l e s ,  and 
ma jo r  customers.  

SUMMARY OF STANDARD: T h i s  Statement r e q u i r e s  a p u b l i c l y  h e l d  bus iness  com- 
pany t o  p r e s e n t ,  f o r  each segment o f  i t s  o p e r a t i o n s  q u a l i f y i n g  as a r e p o r t -  
a b l e  segment, i n f o r m a t i o n  on revenues,  p r o f  i t a b i  1 i ty,  i d e n t i f i a b l e  a s s e t s ,  
and o t h e r  r e l a t e d  d i s c l o s u r e s  (such as t h e  aggregate  amount o f  a segmen t ' s  
d e p r e c i a t i o n ,  d e p l e t i o n ,  and a m o r t i z a t i o n .  expense). S i m i l a r  i n f o r m a t i o n  i s  
r e q u i r e d  t o  be r e p o r t e d  on a geograph ic  b a s i s  for those companyies h a v i n g  
f o r e i g n  o p e r a t i o n s  and e x p o r t  s a l e s .  If 10 p e r c e n t  or more o f  t h e  revenue  
o f  a company i s  d e r i v e d  from sa les  t o  any s i n g l e  customer,  t h a t  f a c t  and t h e  
amount o f  revenue from each customer must a l s o  be d i s c l o s e d .  F i n a l l y ,  t h e  
s tandard  r e q u i r e s  t h a t  a company o p e r a t i n g  p redominan t l y  o r  e x c l u s i v e l y  i n  a 
s i n g l e  i n d u s t r y  i d e n t i f y  t h a t  i n d u s t r y .  

REASONS FOR ADOPTION: The conglomerate movement and broaden ing  o f  t h e  ac- 
t i v i t i e s  o f  many companies i n t o  d i f f e r e n t  i n d u s t r i e s ,  f o r e i g n  c o u n t r i e s ,  and 
marke ts  comp l i ca ted  t h e  a n a l y s i s  o f  c o n d i t i o n s ,  t r e n d s ,  and r a t i o s  and t h e  
a b i l i t y  t o  p r e d i c t  cash flows f o r  f i n a n c i a l  s ta tement  use rs .  

HOW THE STANDARD. IMPROVES PREVIOUS P R A C T I C E :  The s tandard  enhances a n a l y s i s  
and unders tand ing  o f  t h e  f i n a n c i a l  s ta tements  by p r o v i d i n g  i n f o r m a t i o n  on  a 
company's o p e r a t i o n s  i n  d i f f e r e n t  i n d u s t r i e s ,  i t s  f o r e i g n  o p e r a t i o n s  and 
e x p o r t  s a l e s ,  and i t s  ma jo r  customers. 

R E M A I N I N G  ALTERNATIVES, I F  ANY: None. 

C R I T I C I S M S  OF THE STANDARD: Some have c r i t i c i z e d  t h i s  s tandard  f o r  r e q u i r -  
i n g  i n f o r m a t i o n  t h a t  i s  n o t  u s e f u l  t o  i n v e s t o r s  and c r e d i t o r s  because i t  i s  
t o o  a n a l y t i c a l  or i n t e r p r e t i v e  and i s  n o t  s u s c e p t i b l e  to. the  same degree o f  
v e r i f i a b i l i t y  as c o n s o l i d a t e d  i n f o r m a t i o n .  Others  have c r i t i c i z e d  t h i s  
s tandard  f o r  n o t  r e q u i r i n g  g r e a t e r  d e t a i l  and for n o t  r e q u i r i n g  p r e s e n t a t i o n  
o f  t h e  i n f o r m a t i o n  i n  q u a r t e r l y  r e p o r t s .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 15 

TITLE: Accoun t ing  by  Debtors  and C r e d i t o r s  f o r  T roub led  Debt  R e s t r u c t u r i n g s  

KEY DATES: Deb to r  a c c o u n t i n g  p r o j e c t  
added t o  Board agenda 

Exposure for  pub l  i c comment 
He ld  p u b l i c  h e a r i n g  
Broadened p r o j e c t  t o  i n c l  ude 

D i s c u s s i o n  Memorandum i s s u e d  
He ld  pub l  i c h e a r i n g  
Exposure f o r  pub l  i c comment 
F i n a l  S ta tement  i ssued  

c r e d i t o r  accoun t ing  

September 1975 
November 1975 
December 1975 

January  1976 
May 1976 
J u l y  1976 
December 1976 
June 1977 

I S S U E ( S )  ADDRESSED: Somet imes when a d e b t o r  i s  i n  f i n a n c i a l  d i f f i c u l t y ,  a 
c r e d i t o r  may make some concess ions to  t h e  d e b t o r  and r e s t r u c t u r e  t e r m s  of t h e  
deb t  (such as i n t e r e s t  r a t e  r e d u c t i o n s ,  payment d e f e r r a l s ,  or r e d u c t i o n s  o f  
p r i n c i p a l )  t o  a v o i d  bank rup tcy  p roceed ings  and o t h e r  consequences o f  d e f a u l t .  
The Statement  addresses t h e  a c c o u n t i n g  by  b o t h  p a r t i e s ,  though i n i t i a l l y  t h e  
FASB p r o j e c t  o n l y  addressed accoun t ing  by t h e  d e b t o r .  

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  ad jus tmen ts  i n  payment' te rms from 
a t r o u b l e d  deb t  r e s t r u c t u r i n g  g e n e r a l l y  t o  be cons ide red  ad jus tmen ts  of t h e  
y i e l d  ( e f f e c t i v e  i n t e r e s t  r a t e )  of t h e  l o a n .  So l o n g  as t h e  aggrega te  pay- 
ments ( b o t h  p r i n c i p a l  and i n t e r e s t )  t o  be r e c e i v e d  by t h e  c r e d i t o r  a r e  n o t  
l e s s  than the  c r e d i t o r ' s  c a r r y i n g  amount o f  t h e  l oan ,  t h e  c r e d i t o r  r e c o g n i z e s  
no loss,  o n l y  a l ower  y i e l d  ove r  t h e  t e r m  o f  t h e  r e s t r u c t u r e d  deb t .  S i m i l -  
a r l y ,  t he  d e b t o r  r e c o g n i z e s  no g a i n  u n l e s s  t h e  aggregate  f u t u r e  payments ( i n -  
c l u d i n g  amounts c o n t i n g e n t l y  payab le )  a r e  l e s s  than t h e  d e b t o r ' s  r e c o r d e d  
1 i a b i  1 i t y .  

REASONS FOR ADOPTION: A u t h o r i t a t i v e  l i t e r a t u r e  i n  1975 addressed e a r l y  e x -  
t i ngu ishmen ts  ( r e t i r e m e n t s )  o f  deb t  by d e b t o r s  b u t  n o t  t r o u b l e d  d e b t  r e s t r u c -  
t u r i n g s  or a c c o u n t i n g  by  c r e d i t o r s .  D i v e r s i t y  i n  p r a c t i c e  e x i s t e d ,  i n c l u d i n g  
t h e  t rea tmen t  o f  amounts c o n t i n g e n t l y  payab le .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  e l i m i n a t e s  a l t e r n a -  
t i v e s  and enhances c o m p a r a b i l i t y .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: None. 

C R I T I C I S M S  OF THE STANDARD: The r e s t r u c t u r i n g  acknowledges a loss i n  economic 
t e r m s  (such as a g r e e i n g  t o  earn  a lower  i n t e r e s t  r a t e  o v e r  an ex tended t e r m ) ,  
b u t  the  a c c o u n t i n g  recogn izes  the  e f f e c t  o f .  t h e  r e s t r u c t u r i n g  o v e r  f u t u r e  
y e a r s .  Some d i s a g r e e  w i t h  t h a t  r e s u l t  and advocate  t h a t  a loss ( t h a t  i s ,  t h e  
r e d u c t i o n  i n  t h e  p r e s e n t  v a l u e  of payments t o  be r e c e i v e d )  be r e c o g n i z e d  when 
t h e  debt  i s  r e s t r u c t u r e d  and t h a t  a marke t  y i e l d  be r e c o g n i z e d  on t h e  deb t  
t h e r e a f t e r .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 16 

TITLE: Prior P e r i o d  Ad jus tments  

KEY DATES: Added t o  Board agenda J u l y  1976 
Exposure f o r  p u b l i c  comment J u l y  1976 
Pub1 i c Hear ing  h e l d  Oc tober  1976 
F i n a l  Statement  i s s u e d  June 1977 

ISSUE(S> ADDRESSED: The Sta tement  s p e c i f i e s  when i t  i s  a p p r o p r i a t e  for a 
cornpsqy t o  make accoun t ing  ad jus tmen ts  t o  p r e v i o u s l y  i s s u e d  annual  or i n -  
t e r i m  p e r i o d  ( q u a r t e r l y )  f i n a n c i a l  s t a t e m s n t s .  

SUMMARY OF STANDARD: The s tandard  l i m i t s  ad jus tmen ts  o f  p r e v  o u s l y  i s s u e d  
annual f i n a n c i a l  s ta tements  t o  c o r r e c t i o n  of a m a t e r i a l  error and r e c o g n i -  
t i o n  o f  c e r t a i n  income t a x  b e n e f i t s  r e l a t i n g  t o  p r e a c q u i s i t i o r  loss  c a r r y -  
f o rwards  o f  a purchased s u b s i d i a r y .  I t  r e s t r i c t s  ad jus tmen ts  o f  p r i o r  i n -  
t e r i m  p e r i o d  ( q u a r t e r l y )  f i n a n c i a l  s ta temen ts  o f  t h e  c u r r e n t  f i s c a l  y e a r  t o  
t h e  s e t t l e m e n t  of c e r t a i n  t r a n s a c t i o n s  t h a t  a r e  m a t e r i a l  i n  amount, t h a t  can 
be s p e c i f i c a l l y  i d e n t i f i e d  w i t h  bus iness  a c t i v i t i e s  o f  a p r i o r  i n t e r i m  pe r -  
i o d ,  and t h a t  c o u l d  n o t  be e s t i m a t e d  p r i o r  t o  t h e  c u r r e n t  i n t e r i m  p e r i o d .  
The method o f  a l l o c a t i n g  i n t e r i m  p e r i o d  ad jus tmen ts  i s  a l s o  d e s c r i b e d  i n  t h e  
s tandard .  

REASONS FOR ADOPTION: I t  was i s s u e d  i n  response t o  SEC S t a f f  A c c o u n t i n g  
B u l l e t i n  8, which ques t i oned  t h e  a p p l i c a b i l i t y  o f  c e r t a i n  p r o v i s i o n s  o f  APB 
O p i n i o n  9 r e g a r d i n g  p r i o r  p e r i o d  a d j u s t m e n t s .  Those p r o v i s i o n s  were super -  
seded by t h i s  s tandard .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s t a n d a r d  e l i m i n a t e s  a l -  
t e r n a t i v e s ,  r e s t r i c t s  p r i o r  p e r i o d  ad jus tmen ts  to  a f e w  i s o l a t e d  s i t u a t i o n s ,  
and enhances c o m p a r a b i l i t y .  

R E M A I N I N G  ALTERNATIVES, I F  ANY:  None. 

C R I T I C I S M S  OF THE STANDARD: The s t a n d a r d  has been c r i t i c i z e d  f o r  b e i n g  too 
r e s t r i c t i v e  r e g a r d i n g  ad jus tmen t  o f  p r i o r  p e r i o d s .  The c r i t e r i a  p r o v i d e d  
fo r  i n t e r i m  p e r i o d  f i n a n c i a l  s ta temen ts  has been c r i t i c i z e d  as b e i n g  i n c o n -  
s i s t e n t  w i t h  t h e  c r i t e r i a  r e g a r d i n g  annual  f i n a n c i a l  s ta temen ts .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  The- FASB s t a f f  i s  c u r -  
r e n t l y  r e v i e w i n g  t h e  guidance r e g a r d i n g  r e s t a t e m e n t  o f  i n t e r i m  p e r i o d  f i n a n -  
c i a l  s ta tements  due to  comments i t  r e c e i v e d  r e l a t i n g  t o  i t s  gu idance on  t h e  
accoun t ing  f o r  t h e  e f f e c t s  of t h e  Tax Reform A c t  o f  1984.  C e r t a i n  p ro -  
v i s i o n s  of t h i s  Statement  a r e  b e i n g  cons ide red  i n  t h a t  r e v i e w .  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 17 

TITLE: Account ing  f o r  Leases--1ni t i a l  D i r e c t  Costs 

KEY DATES: Added t o  Board agenda June 1977 
Exposure fo r  pub1 i c comment 
F i n a l  Statement  i ssued November 1977 

August 1977 

ISSUE(S) ADDRESSED: T h i s  Statement  m o d i f i e s  t h e  d e f i n i t i o n  o f  " i n i t i a l  d i r e c t  
c o s t s "  f ound  i n  paragraph 5 ( m >  o f  Statement  13, "Account ing  f o r  Leases."  Gen- 
e r a l l y ,  for  l e s s o r s ,  i n i t i a l  d i r e c t  c o s t s  a r e  charged a g a i n s t  income when i n -  
c u r r e d  f o r  d i r e c t  f i n a n c i n g  l eases ,  charged a g a i n s t  income when t h e  s a l e  i s  
r e c o r d e d  fo r  sa les - t ype  leases ,  and d e f e r r e d  and a1 l o c a t e d  o v e r  t h e  l e a s e  t e r m  
f o r  o p e r a t i n g  l e a s e s .  (For genera l  lease accoun t ing ,  see t h e  summary f o r  
Sta tement  13. )  

SUMMARY OF STANDARD: T h i s  Statement  changed t h e  d e f i n i t i o n  o f  i n i t i a l  d i r e c t  
c o s t s  t o  be c o s t s  i n c u r r e d  by t h e  lessor d i r e c t l y  a s s o c i a t e d  w i t h  n e g o t i a t i n g  
and consummating a completed lease t r a n s a c t i o n .  Examples o f  these  c o s t s  i n -  
c l u d e  commiss ions. lega1 f e e s ,  and p r o c e s s i n g  c o s t s .  

REASONS FOR ADOPTION: A f t e r  t he  issuance o f  Statement  13, t h e  Board r e c e i v e d  
a number o f  reques ts  t o  i n t e r p r e t  t h e  d e f i n i t i o n  o f  i n i t i a l  d i r e c t  costs ,  spe- 
c i f i c a l l y  t o  c l a r i f y  t h e  meaning o f  " i nc remen ta l  d i r e c t  costs . "  

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  The s tandard  c l a r i f i e s  t h e  ap- 
p l i c a t i o n  o f  Statement  13 f o r  l e a s i n g  companies. 

R E M A I N I N G  ALTERNATIVES, I F  ANY: None. 

C R I T I C I S M S  OF THE STANDARD: Some s t a t e d  t h a t  a f e w  o f  t h e  costs i n c l u d e d  i n  
i n i t i a l  d i r e c t  c o s t s  would be d i f f i c u l t  t o  a s c e r t a i n .  O the rs  s a i d  t h a t  d i r e c t  
and i n d i r e c t  a c q u i s i t i o n  c o s t s  shou ld  be charged to  income as i n c u r r e d .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 18 

TITLE: F inanc i ’a l  R e p o r t i n g  for  Segments o f  a Business E n t e r p r i  s e - - I n t e r i m  
F i n a n c i a l  Statements 

KEY DATES: Added t o  Board agenda A p r i l  1977 
Exposure f o r  pub1 i c comment 
F i n a l  Statement  i ssued November 1977 

September 1977 

ISSUE(S> ADDRESSED: T h i s  Statement  addresses whether segment i n f o r m a t i o n  as 
r e q u i r e d  .by Statement  14 shou ld  be  i n c l u d e d  i n  i n t e r i m  ( q u a r t e r l y )  f i n a n c i a l  
s ta temen ts .  

SUMMARY OF STANDARD: The s tandard  e l i m i n a t e s  t h e  requ i remen t  o f  Sta tement  
14  t o  r e p o r t  segment i n f o r m a t i o n  i n  f i n a n c i a l  s ta tements  for  i n t e r i m  p e r -  
i o d s .  However, i f  a company chooses t o  p r e s e n t  i n t e r i m  p e r i o d  segment i n -  
f o r m a t i o n ,  i t s  f i n a n c i a l  s ta tements must comply w i t h  Statement  14. 

. REASONS FOR ADOPTION: Statement  18 was i ssued  because o f  d i f f i c u l t i e s  i n  
i n t e r p r e t i n g  the  p r o v i s i o n s  o f  Statement  14 t h a t  s p e c i f y  t h e  l i m i t e d  c i r -  
cumstances i n  which segment i n f c r - m a t i o n  was r e q u i r e d  i n  i n t e r i m  f i n a n c i a l  
s ta temen ts .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  e l i m i n a t e s  t h e  
c o n f u s i o n  about  t h e  l i m i t e d  c i rcumstances  i n  which a company i s s u i n g  i n t e r i m  
p e r i o d  f i n a n c i a l  s ta tements  should p r e s e n t  segment i n f o r m a t i o n .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: None. 

CRITICISMS OF THE STANDARD: Some b e l i e v e  t h a t  segment i n f o r m a t i o n  shou ld  be 
i n c l u d e d  i n  i n t e r i m  r e p o r t s .  They contend t h a t  segment i n f o r m a t i o n  i s  need- 
ed on a more t ime ly  b a s i s  than a n n u a l l y  and t h a t  t h e  d i f f i c u l t i e s  i n  dec id -  
i n g  whether t o  prepare  i t  on an i n t e r i m  b a s i s  can be overcome. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 19 

TITLE: F i n a n c i a l  Accoun t ing  and R e p o r t i n g  by  O i l  and Gas Produc ing  Companies 

KEY DATES: Added to  Board agenda October  1975 
D i  scuss ion  Memorandum i ssued  December 1976 
Pub1 i c Hear ing  he1 d March and A p r i l  1977 
Exposure fo r  pub1 i c comment 
F i n a l  Statement  i ssued December 1977 

J u l y  1977 

ISSUE(S1 ADDRESSED: Th i s  Statement  addresses a c c o u n t i n g  fo r  t h e  c o s t  i n -  
cu r red  t o  a c q u i r e  m i n e r a l  i n t e r e s t s  and t o  deve lop  and produce c rude  o i l  and 
n a t u r a l  gas. One method, "success fu l  e f f o r t s , "  charges t h e  cost o f  unsuc- 
c e s s f u l  e x p l o r a t i o n  e f for ts  a g a i n s t  income i n  t h e  y e a r  i n  wh ich  t h e  e f f o r t  i s  
deemed t o  be u n s u c c e s s f u l .  The second method, " f u l l  c o s t , "  t r e a t s  a l l  o f  t h e  
costs i n c u r r e d  as t h e  c o s t  o f  t h e  o i l  and n a t u r a l  gas d i s c o v e r e d  (unsuccess-  
f u l  e f for ts  a r e  n o t  immed ia te l y  w r i t t e n  o f f ) .  V a r i a t i o n s  o f  those  methods 
a r e  a l s o  used i n  p r a c t i c e .  

SUMMARY OF STANDARD: The s tandard  s p e c i f i e s  t h a t  companies shou ld  fo l low t h e  
success fu l  e f f o r t s  method o f  a c c o u n t i n g  f o r  t h e  c o s t s  o f  a c q u i r i n g ,  e x p l o r -  
i ng ,  and d e v e l o p i n g  m i n e r a l  resources .  The s tandard  a l s o  s p e c i f i e s  t h e  means 
by  which c a p i t a l i z e d  c o s t  shou ld  be a m o r t i z e d  and addresses t h e  a c c o u n t i n g  
for  m i n e r a l  p r o p e r t y  conveyances, t h e  d i s c l o s u r e  to  be i n c l u d e d  i n  t h e  f i n a n -  
c i a l  s ta temen ts ,  and t h e  a c c o u n t i n g  for income t a x e s .  

REASONS FOR ADOPTION: Two a l t e r n a t i v e  b a s i c  methods o f  a c c o u n t i n g  had e v o l v -  
ed i n  p r a c t i c e .  The need t o  e l i m i n a t e  one a l t e r n a t i v e  and t o  adop t  a method 
o f  accoun t ing  became u r g e n t  i n  December 1975, when Congress enac ted  t h e  Ener- 
gy P o l i c y  and Conserva t i on  A c t .  T i t l e  5 of t h e  A c t  d i r e c t e d  t h e  SEC e i t h e r  
t o  p r e s c r i b e  r u l e s  or t o  r e l y  upon a c c o u n t i n g  p r a c t i c e s  deve loped by  t h e  FASB 
t o  be f o l l o w e d  by  persons engaged i n  t h e  p r o d u c t i o n  o f  c rude o i l  and n a t u r a l  
gas. The p r i n c i p a l -  o b j e c t i v e  of S e c t i o n  503 was t o  make p o s s i b l e  t h e  com- 
p i l a t i o n  o f  a N a t i o n a l  Energy Data Base o f  i n f o r m a t i o n  r e l a t e d  t o  t h e  dom- 
e s t i c  and f o r e i g n  o p e r a t i o n  o f  U . S .  o i l -  and gas-produc ing  companies. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  p r o v i d e s  c o n s i s t e n t  
p r i n c i p l e s  f o r  t h e  ( a )  c l a s s i f i c a t i o n  of cost i n c u r r e d  t o  deve lop  and produce 
o i l  and gas r e s o u r c e s ,  ( b )  a c c o u n t i n g  for  m i n e r a l  p r o p e r t y  conveyances,  ( c )  
computa t ion  o f  a m o r t i z a t i o n ,  ( d )  d i s p o s i t i o n  o f  c a p i t a l i z e d  c o s t s ,  and ( e )  
i n t e r p e r i o d  t a x  a l l o c a t i o n  r e l a t e d  t o  t a x  a c c o u n t i n g  t i m i n g  d i f f e r e n c e s .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: I n  ASRs  257 and 258, t h e  SEC s t a t e d  t h a t  pub- 
l i c  o i l  companies would c o n t i n u e  t o  be p e r m i t t e d  t o  use t h e  f u l l  c o s t  method 
o f  accoun t ing .  Th is  e f f e c t i v e l y  o v e r r u l e d  t h e  B o a r d ' s  d e c i s i o n  t o  a d o p t  a 
s i n g l e  method o f  accoun t ing  ( s u c c e s s f u l  ef for ts)  f o r  a l l  o i l  companies. To 
avo id  f o r c i n g  p r i v a t e  companies t o  make a change i n  a c c o u n t i n g  t h a t  p u b l i c  
companies were n o t  r e q u i r e d  t o  make, S ta tement  25 suspended t h e  r e q u i r e m e n t  
t h a t  a l l  companies adopt  success fu l  e f f o r t s  a c c o u n t i n g .  

C R I T I C I S M S  OF THE STANDARD: Commentators c r i t i c i z e d  t h e  s tandard  as u n f a i r l y  
l i m i t i n g  t h e  a c c o u n t i n g  a l t e r n a t i v e s  o f  o i l  p r o d u c i n g  companies. Smal l  o i l -  
and gas-produc ing  companies s t a t e d  t h a t  t h e  s tandard  imposed an u n f a i r  com- 
p e t i t i v e  d i sadvan tage  on them and t h a t  t h e  f u l l  cost method was b e t t e r  meas- 
u r e  o f  t h e  c o s t s  o f  o i l  and gas resources .  Those c r i t i c i s m s  were e l i m i n a t e d  
w i t h  t h e  a d o p t i o n  o f  Statement  25. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  See r e m a i n i n g  a l t e r n a t -  
i v e s .  S ince  t h e  FASB was requ1r in .g  a l l  companies t o  adopt  s u c c e s s f u l  e f f o r t s  
account ing ,  t h e r e  a re  no r u l e s  f o r  t h e  a p p l i c a t i o n  o f  f u l l  c o s t  a c c o u n t i n g  
except  those i s s u e d  by t h e  SEC. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 20 

TITLE: A c c o u n t i n g  for  Forward Exchange C o n t r a c t s  

KEY DATES: Added t o  Board agenda September 1977 
Exposure for  pub1 i c  comment November 1977 
F i n a l  Statement  i ssued  December 1977 

ISSUE(S) ADDRESSED: Statement  8 s p e c i f i e d  c o n d i t i o n s  t h a t  must be m e t  for  a 
company t o  d e f e r  ( n o t  recogn ize  i n  c u r r e n t  e a r n i n g s )  t h e  g a i n  or loss on  a 
fo rward  exchange c o n t r a c t  used t o  hedge a f o r e i g n  c u r r e n c y  commitment. For 
example, a U.S. company m igh t  o r d e r  equipment from a S w i s s  firm t o  be de- 
l i v e r e d  i n  s i x  months w i t h  t h e  purchase p r i c e  denominated i n  S w i s s  f r a n c s .  
The equipment wou ld  be reco rded  by  t h e  pu rchaser  a t  t h e  d o l l a r  e q u i v a l e n t  o f  
t h e  S F r  ? r i c e  on d e l i v e r y  d a t e .  F e a r i n g  t h e  t h e  SFr  m i g h t  r i s e  i n  v a l u e  
b e f o r e  d e l i v e r y ,  t h e  purchaser  m i g h t  e n t e r  i n t o  a f o r w a r d  c o n t r a c t  fo r  S F r  
t o  be d e l i v e r e d  on t h e  da te  t h e  equipment would be d e l i v e r e d .  Statement  8 
p e r m i t t e d  t h e  g a i n  or loss on t h e  c o n t r a c t  t o  be d e f e r r e d  and i n c l u d e d  i n  
t h e  c o s t  o f  t h e  equipment under s p e c i f i e d  c o n d i t i o n s .  

SUMMARY OF STANDARD: The s tandard  amended Statement  8 t o  p e r m i t  companies 
t o  d e f e r  amounts a r i s i n g  from f o r w a r d  c o n t r a c t s  i n  e x c e s s  of the  r e l a t e d  
commitment t o  t h e  e x t e n t  t h a t  t h e  f o r w a r d  c o n t r a c t  was i n t e n d e d  t o  p r o v i d e  a 
hedge on an a f t e r - t a x  b a s i s .  For example, i f  t h e  SFr  commitment ment ioned 
above i s  S F r 1 , O O O  and a 50 p e r c e n t  income t a x  r a t e  a p p l i e s  t o  ga ins  and 
losses  on f o r w a r d  c o n t r a c t s ,  t h e  company would need t o  buy fo rward  SFr2,OOO 
t o  have a n e t  a f t e r - t a x  g a i n  or  loss t h a t  would f u l l y  hedge i t s  commitment. 

REASONS FOR ADOPTION: Statement  8 d i d  n o t  e x p l i c i t l y  saddress a f t e r - t a x  
hedg ing ,  b u t  r e a d  l i t e r a l l y ,  paragraph 2 7  seemed t o  p r e c l u d e  i t ,  a l t h o u g h  
a f t e r - t a x  hedg ing  was c o n s i s t e n t  w i t h  t h e  u n d e r l y i n g  t h e o r y  of Statement  8. 
T h i s  was a h i g h l y  t e c h n i c a l  p o i n t  t h a t  was n o t  b rough t  up d u r i n g  t h e  de- 
l i b e r a t i o n s  t h a t  l e d  t o  Statement  8 .  

HOW THE STANDARD IMPROVED PREVIOUS P R A C T I C E :  The s tandard  c l a r i f i e d  a corn- 
p l e x  p o i n t  and p resen ted  a d e t a i l e d  example t o  p r o v i d e  f u r t h e r  gu idance o n  
t h e  a c c o u n t i n g  f o r  hedges o f  f o r e i g n  c u r r e n c y  commitments. 

R E M A I N I N G  ALTERNATIVES, I F  ANY: None. 

C R I T I C I S M S  OF THE STANDARD: None. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. The Statement was 
superseded by Sta tement  5 2 ,  a l t h o u g h  t h e  p r o v i s i o n s  of Statement  20 were 
r e t a i n e d  i n  S ta tement  5 2 .  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 21 

TITLE: Suspension o f  the  R e p o r t i n g  o f  Earn ings  p e r  Share and Segment In fo rm-  
a t i o n  by Nonpubl i c E n t e r p r i  ses 

KEY DATES: Added t o  Board agenda February  1978 
February  1978 Exposure for  p u b l i c  comment 

F i n a l  Statement  i s s u e d  A p r i l  1978 

ISSUE(S> ADDRESSED: APB O p i n i o n  15 r e q u i r e s  t h a t  ea rn ings  p e r  share  d a t a  be 
p r e s e n t e d  on t h e  f a c e  o f  a company's income s ta temen t  and r e q u i r e s  c e r t a i n  
o t h e r  d i s c l o s u r e s  i n  s p e c i f i e d  s i t u a t i o n s .  S ta tement  14 r e q u i r e s  d i s c l o s u r e  
of  c e r t a i n  i n f o r m a t i o n  r e l a t i n g  t o  ( a >  t h e  o p e r a t i o n s  o f  a company i n  d i f f e r -  
e n t  i n d u s t r i e s ,  ( b >  i t s  f o r e i g n  o p e r a t i o n s  and e x p o r t  s a l e s ,  and ( c >  i t s  ma jo r  
cus tomers .  

SUMMARY OF STANDARD: The s t a n d a r d  suspends t h e  requ i remen ts  o f  APB 15 and 
Sta tement  14 i n  t h e  f i n a n c i a l  s ta tements  o f  n o n p u b l i c  e n t e r p r i s e s .  A non- 
p u b l i c  e n t e r p r i s e  i s  a company o t h e r  than one whose deb t  or e q u i t y  s e c u r i t i e s  
t r a d e  i n  a p u b l i c  marke t  or i n  t h e  over - the-counter  marke t  or  t h a t  i s  r e q u i r e d  
t o  f i l e  f i n a n c i a l  s ta tements  w i t h  t h e  S e c u r i t i e s  and Exchange Commission. 

REASONS FOR ADOPTION: The s t a n d a r d  was cons ide red  p r i m a r i l y  because of t h e  
recommendations o f  t h e  A I C P A ' s  r e p o r t  on smal l  or c l o s e l y  h e l d  companies and 
t h e  recommendations o f  t h e  B o a r d ' s  A d v i s o r y  C o u n c i l ,  as w e l l  as p u b l i c  concern  
abou t  smal 1 bus iness  "s tandards  o v e r l o a d . "  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  T h i s  s tandard  r e l i e v e s  sma l l  or 
c l o s e l y  h e l d  companies o f  some o f  t h e  burden o f  compl iance w i t h  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 .  . 

R E M A I N I N G  ALTERNATIVES, I F  ANY: None. 

C R I T I C I S M S  OF THE STANDARD: Some have i n d i c a t e d  t h a t  the d e f i n i t i o n  o f  a 
" n o n p u b l i c  e n t e r p r i s e "  i s  too b road  and a l l o w s  many compan e s  t h a t  do n o t  m e e t  
reasonab le  t e s t s  o f  " s m a l l "  or "c lose ly  h e l d "  t o  n o t  d s c l o s e  t h e  i n fo rma-  
t i o n .  O the rs  b e l i e v e  t h a t  t h e r e  shou ld  be f e w  or  no d i f f e r e n c e s  between r e -  
p o r t i n g  s tandards  for pub1 i c  and p r i v a t e  companies. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 22 

TITLE: Changes i n  t h e  P r o v i s i o n s  o f  Lease Agreements R e s u l t i n g  from Re- 
f u n d i n g s  o f  Tax-Exempt Debt 

KEY DATES: Added t o  Board agenda December 1977 
Exposure f o r  pub1 i c  comment December 1977 
F i n a l  Statement  i ssued  June 1978 

ISSUE(S) ADDRESSED: A r e f u n d i n g  i n v o l v e s  t h e  use o f  t h e  proceeds from i s s u -  
i n g  new deb t  to  r e t i r e  e x i s t i n g  deb t .  Some i s s u e r s  of tax-exempt d e b t  e n t e r  
i n t o  such r e f u n d i n g s  and, c o n c u r r e n t l y ,  t h e  t e r m s  o f  a r e l a t e d  l e a s e  or  
mortgage n o t e  a r e  changed t o  conform w i t h  t h e  te rms of t h e  r e f u n d i n g  i s s u e .  
I f  a r e f u n d i n g  o f  tax-exempt debt  r e s u l t e d  i n  a change i n  t h e  p r o v i s i o n s  of 
a lease  and t h e  r e v i s e d  lease  was c l a s s i f i e d  as a c a p i t a l  l e a s e  by  a l e s s e e  
o r  as a d i r e c t  f i n a n c i n g  lease by a lessor ,  g a i n  or  loss was n o t  r e c o g n i z e d  
under Statement  1 3 .  However, i f  a r e f u n d i n g  of tax-exempt d e b t  r e s u l t e d  i n  
a change i n  t h e  terms o f  a mortgage n o t e ,  any g a i n  or  loss a r i s i n g  from t h e  
change would be recogn ized  c u r r e n t l y  under APB O p i n i o n  26,  " E a r l y  E x t i n -  
guishment o f  Deb t . "  Thus, f o r  a s p e c i f i c  complex t r a n s a c t i o n ,  two account -  
i n g  s tandards  were  a p p a r e n t l y  c o n t r a d i c t o r y .  

SUMMARY OF STANDARD: The s tandard  s p e c i f i e s  t h a t ,  i f  a change i n  t h e  p ro -  
v i s i o n s  of a lease r e s u l t s  f rom a r e f u n d i n g  by t h e  lessor o f  tax-exempt  d e b t  
t h a t  i s  accounted for  as an e a r l y  e x t i n g u i s h m e n t  ( r e t i r e m e n t )  o f  d e b t ,  any 
r e s u l t i n g  g a i n  or l o s s  from the  ad jus tment  must be recogn ized  c u r r e n t l y .  

REASONS FOR ADOPTION: The s tandard  was adopted  t o  r e c o n c i l e  t h e  i n c o n s i s t -  
ency between Statement  13 and Op in ion  26 ,  as h i g h l i g h t e d  above. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  To enhance c o m p a r a b i l i t y ,  t h e  
s tandard  c l a r i f i e s  t h e  accoun t ing  f o r  re fund ings  o f  tax-exempt d e b t  i f  
changes i n  t h e  p r o v i s i o n s  o f  r e l a t e d  l ease  agreements a r e  i n v o l v e d .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: None 

C R I T I C I S M S  OF THE STANDARD: Some have s t a t e d  t h a t  t h e  s tandard  s h o u l d  a p p l y  
to  a l l  t ypes  o f  r e f u n d i n g s  and n o t  be l i m i t e d  t o  r e f u n d i n g s  i n v o l v i n g  o n l y  
tax-exempt d e b t .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 23 

TITLE: I n c e p t i o n  o f  t h e  Lease 

KEY DATES: Added t o  Board agenda December 1977 
Exposure fo r  pub1 i c comment December 1977 
F i n a l  Statement  i ssued August  1978 

I S S U E ( S >  ADDRESSED: Th i s  S ta tement  changes t h e  d e f i n i t i o n  o f  " i n c e p t i o n  o f  
t h e  l ease"  found i n  paragraph 5(b)  o f  S ta tement  13, " A c c o u n t i n g  f o r  
Leases."  A l e a s e  i s  recorded a t  t h e  b e g i n n i n g  o f  t h e  l e a s e  t e r m  u s i n g  t h e  
c l a s s i f i c a t i o n  t h a t  i s  de termined a t  t h e  d a t e  o f  t h e  i n c e p t i o n  o f  t h e  l e a s e .  
(For  genera l  l e a s e  accoun t ing ,  s e e  t h e  summary o f  Statement  13. )  

SUMMARY OF STANDARD: The s tandard  s p e c i f i e s  t h a t  t h e  i n c e p t i o n  o f  t h e  l e a s e  
i s '  t h e  da te  o f  t h e  lease agreement or commitment, i f  e a r l i e r .  A commitment 
s h a l l  be i n  w r i t i n g ,  s h a l l  be s igned,  and s h a l l  s e t  f o r t h  t h e  p r i n c i p a l  
p r o v i s i o n s  o f  t h e  t r a n s a c t i o n .  T h i s  d e f i n i t i o n  e l i m i n a t e d  t h e  p r o v i s i o n  i n  
Statement  13 t h a t ,  if a lease  was f o r  p r o p e r t y  t o  be c o n s t r u c t e d  or t o  be 
a c q u i r e d  by t h e  l e s s o r ,  t h e  i n c e p t i o n  o f  t h e  l ease  was t h e  d a t e  t h a t  con- 
s t r u c t i o n  w a s  completed or the  p r o p e r t y  was a c q u i r e d  by t h e  lessor .  S t a t e -  
ment 23 a l s o  amends two paragraphs o f  S ta tement  13 t o  p r o v i d e  t h a t ,  i f  a 
lease has an e s c a l a t i o n  c lause ,  " f a i r  v a l u e  a t  i n c e p t i o n  o f  t h e  1eas2" i s  
e s c a l a t e d  t o  r e f  1 e c t  any i nc reases .  

REASONS FOR ADOPTION: Under S ta tement  13, for some l e a s i n g  t r a n s a c t i o n s  i n  
which t h e  l e s s o r  and l e s s e e  agree on l e a s e  . t e r m s  p r i o r  t o  a c q u i s i t i o n  or 
c o n s t r u c t i o n  o f  t h e  asse t  to  be leased,  t h e  l i t e r a l  a p p l i c a t i o n  o f  
Statement  13 r e s u l t e d  i n  a l e a s e  c l a s s i f i c a t i o n  t h a t  d i d  n o t  r e f l e c t  t h e  
economic c o n s i d e r a t i o n s  t h a t  e n t e r e d  i n t o  t h e  agreements. 

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  The s tandard  p r o v i d e s  a de f i n - '  
i t i o n  o f  t h e  i n c e p t i o n  o f  t h e  l e a s e  t h a t  b e t t e r  r e f l e c t s  t h e  f i n a n c i a l  a r -  
rangements between l e s s o r s  and lessees  who reach  a l ease  agreement p r i o r  t o  
a c q u i s i t i o n  o r  c o n s t r u c t i o n  of t h e  a s s e t  t o  be leased.  

R E M A I N I N G  ALTERNATIVES. I F  ANY: None. 

C R I T I C I S M S  OF THE STANDARD: None. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 24 

TITLE: R e p o r t i n g  Segment I n f o r m a t i o n  i n  F i n a n c i a l  S ta tements  That  A re  
Presented  i n  Another  E n t e r p r i s e ' s  F i n a n c i a l  Repor t  

KEY DATES: Added t o  Board agenda March 1978 
Exposure f o r  pub1 i c comment 
F i n a l  Statement  i ssued December 1978 

J u l y  1978 

ISSUE(S> ADDRESSED: T h i s  Statement  addresses whether  segment i n f o r m a t i o n  
r e q u i r e d  t o  be d i s c l o s e d  by Statement  14 shou ld  be d i s c l o s e d  i n  f i n a n c i a l  
s ta tements  t h a t  a r e  p resen ted  w i t h  t h e  c o n s o l i d a t e d  f i n a n c i a l  s ta temen ts  o f  
a company. 

SUMMARY OF STANDARD: I f  c o n s o l i d a t e d  or combined f i n a n c i a l  s ta temen ts  a r e  
accompanied by  a complete s e t  o f  separa te  p a r e n t  company, s u b s i d i a r y ,  c o r -  
p o r a t e  j o i n t  v e n t u r e ,  or i nvestee company f i n a n c i a l  s ta temen ts ,  t h e  s t a n d a r d  
e l i m i n a t e s  t h e  requ i remen t  t o  d i s c l o s e  segment i n f o r m a t i o n  i n  t h e  separa te  
f i n a n c i a l  s ta tements  of any e n t i t y  i n c l u d e d  i n  t h e  c o n s o l i d a t e d  or combined 
s ta temen ts ,  o f  c e r t a i n  f o r e i g n  i n v e s t e e  companies, and o f  c e r t a i n  n o n p u b l i c  
i n v e s t e e  companies accounted fo r  by t h e  cost o r  e q u i t y  method. 

REASONS FOR ADOPTION: The s tandard  was adopted  t o  r e s o l v e  t h e  u n c e r t a i n t i e s  
about  when segment i n f o r m a t i o n  i s  r e q u i r e d  t o  be r e p o r t e d  and when i t  i s  n o t .  

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  The s tandard  reduces  t h e  c o s t s  
o f  comply ing  w i t h  Statement  14 by n o t  r e q u i r i n g  segment d i s c l o s u r e s  for b o t h  
t h e  p r i m a r y  r e p o r t i n g  e n t i t y  and components of t h a t  e n t i t y .  

R E M A I N I N G  A L T E R N A T I V E S ,  I F  ANY: None. 

C R I T I C I S M S  OF THE STANDARD: Some s a i d  t h a t  t h e  exempt ion  o f  c e r t a i n  com- 
pan ies  i n  t h e  s tandard  was based on f a c t o r s ,  such as t h e  e x t e n t  o f  o u t s i d e  
ownersh ip ,  l o c a t i o n  o f  i n c o r p o r a t i o n ,  and t h e  d o m i c i l e  o f  a company and i t s  
sha reho lde rs ,  t h a t  a re  n o t  r e l e v a n t  i n  assess ing  t h e  u s e f u l n e s s  o f  t h e  i n -  
f o r m a t  i on. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 25 

TITLE: Suspension o f  C e r t a i n  Accoun t ing  Requirements for O i l  and Gas Produc-  
i n g  Companies 

KEY DATES: Added t o  Board agenda September 1978 
Exposure f o r  p u b l i c  comment November 1978 
F i n a l  Statement  i s s u e d  February  1979 

ISSUE(S> ADDRESSED: Fol l o w i n g  t h e  c o n t r o v e r s y  t h a t  sur rounded t h e  i ssuance o f  
Statement  19, t h e  SEC c . - , i t inued t o  p e r m i t ,  as an a c c e p t a b l e  a l t e r n a t i v e  f o r  
i t s  r e p o r t i n g  purposes,  the use o f  an SEC-prescribed f o r m  o f  t h e  f u l l  c o s t  
method o f  accoun t ing .  I n  v iew o f  t h e  c o n f l i c t  between Sta tement  19 and SEC 
r e g u l a t i o n s ,  t h i s  Statement  suspended t h e  e f f e c t i v e  da te  fo r  a p p l y i n g  c e r t a i n  
requ i rements  o f  Statement  19 r e l a t e d  t o  t h e  success fu l  e f f o r t s  method o f  ac- 
count  i ng . 

SUMMARY OF STANDARD: I n  suspending those p r o v i s i o n s  o f  Statement  19, t h e  
Board a l l o w e d  o i l  and gas p roduc ing  companies n o t  s u b j e c t  t o  SEC r e p o r t i n g  
requ i remen ts  t o  c o n t i n u e  t h e i r  p r e s e n t  method of a c c o u n t i n g .  The s tandard ,  
however, r e t a i n e d  those p r o v i s i o n s  of Statement  19 t h a t  d e a l t  w i t h  t h e  ac- 
c o u n t i n g  f o r  income taxes ,  t he  t r e a t m e n t  o f  m i n e r a l  p r o p e r t y  conveyances , t h e  
c l a s s i f i c a t i o n  o f  p r o d u c t i o n  as payments o f  deb t ,  and d i s c l o s u r e  r e q u i r e m e n t s  
mandated by Statement  19. 

REASONS FOR ADOPTION: The Board recogn ized  t h a t  t h e  f u l l  cost method as 
adopted by t h e  SEC as an accep tab le  a l t e r n a t i v e  shou ld  be p r o v i d e d  t o  compan- 
i e s  n o t  s u b j e c t  to  SEC r e p o r t i n g  requ i remen ts .  

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  Not applicable. 

R E M A I N I N G  ALTERNATIVES, I F  ANY:  Companies can c o n t i n u e  t o  choose between t h e  
success fu l  e f fo r ts  and f u l l  cost methods of a c c o u n t i n g  for t h e  costs o f  e x -  
p l o r a t i o n  and development of o i l  and n a t u r a l  gas. 

C R I T I C I S M S  OF THE STANDARD: Some have c r i t i c i z e d  SEC Accoun t ing  S e r i e s  Re- 
leases  ( A S R s )  257 and 258 for  p e r m i t t i n g  t h e  two b a s i c  methods o f  a c c o u n t i n g  
t o  c o n t i n u e  to  e x i s t  f o r  p u b l i c  companies. S ince  Statement  25 e s s e n t i a l l y  
made t h e  p r o v i s i o n s  o f  ASRs 257 and 258 a p p l i c a b l e  to  n o n p r i v a t e  companies 
a l s o ,  Statement  25 r e c e i v e s  s i m i l a r  c r i t i c i s m .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  See rema in ing  a l t e r n a t i v e s .  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 26 

TITLE: P r o f i t  R e c o g n i t i o n  on Sales-Type Leases o f  Real E s t a t e  

KEY DATES: Added t o  Board agenda June 1978 
Exposure for  pub1 i c comment December 1978 
F i n a l  Statement  i ssued A p r i l  1979 

ISSUE(S1 ADDRESSED: The Statement  amends t h e  c l a s s i f i c a t i o n  o f  s a l e s - t y p e  
leases  o f  rea l  e s t a t e  t h a t  g i v e  r i s e  t o  a " s a l e s - t y p e "  p r o f i t  d e s c r i b e d  i n  
paragraph 8 of  Statement  13, "Accoun t ing  fo r  Leases."  A sa les - t ype  l e a s e  ( a  
c l a s s i f i c a t i o n  a p p l i c a b l e  o n l y  t o  l e s s o r s )  i s  a l ease  t h a t  i s  i n  subs tance a 
s a l e  g i v e s  r i s e  to a p r o f i t  or loss on t h e  t r a n s a c t i o n .  (For g e n e r a l  
l ease  accoun t ing ,  see t h e  summary of Statement  13 . )  

SUMMARY OF STANDARD: The s tandard  s p e c i f i e s  t h a t  a l ease  o f  r e a l  e s t a t e  
t h a t  would o t h e r w i s e  be c l a s s i f i e d  as a sa les - t ype  lease  s h a l l  be c l a s s i f i e d  
as an o p e r a t i n g  l ease  by the  l e s s o r  i f  t h e  l ease  r e s u l t s  i n  a " s a l e s - t y p e "  
p r o f i t ,  un less  i t  a l s o  meets t h e  c o n d i t i o n s  for f u l l  and immediate p r o f i t  
r ecogn i t i on  as d e s c r i b e d  i n  t h e  A I C P A  I n d u s t r y  Accoun t ing  Guide,  " A c c o u n t i n g  
f o r  Prof i t  R e c o g n i t i o n  on Sales o f  Real E s t a t e "  ( subsequen t l y  e x t r a c t e d  i n  
Statement  6 6 ) .  

REASONS FOR ADOPTION: Under S ta tement  13, t h e  c l a s s i f i c a t i o n  c r i t e r i a  o f  
:a les- type leases  was d i f f e r e n t  from and n o t  as s p e c i f i c  as those t h a t  r e -  
l a t e  to t h e  r e c o g n i t i o n  o f  p r o f i t s  on s a l e s  o f  r e a l  e s t a t e  under  t h e  A I C P A  
Accoun t ing  Guide.  

HOW THE STANDARD I M P R O V E S  PREVIOUS P R A C T I C E :  The s tandard  e l  i m i n a t e s  t h e  
i n c o n s i s t e n c y  i n  p r o f i t  r e c o g n i t i o n  for r e a l  e s t a t e  s a l e s  be tween  Sta tement  
13 and t h e  A I C P A  Account ing  Guide.  

R E M A I N I N G  ALTERNATIVES, I F  A N Y :  None. 

C R I T I C I S M S  OF THE STANDARD: One c r i t i c i s m  was t h a t  t h e  A I C P A  A c c o u n t i n g  
Guide ( subsequen t l y  e x t r a c t e d  i n  S ta tement  6 6 )  shou ld  govern  j u s t  t h e  p r o f i t  
r e c o g n i t i o n  on sa les - t ype  leases  o f  r e a l  e s t a t e  and n o t  t h e  a c t u a l  c l a s s i f i -  
c a t i o n  o f  t h e  l ease .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 27 

TITLE: C l a s s i f i c a t i o n  o f  Renewals or Ex tens ions  o f  E x i s t i n g  Sales-Type or 
D i r e c t  F i  nanc i  ng Leases 

KEY DATES: Added to  Board agenda January  1979 
Exposure for  pub1 i c comment 
F i n a l  S ta tement  i ssued May 1979 

Februa ry  1979 

ISSUE(S> ADDRESSED: T h i s  Statement  m o d i f i e s  t h e  c l a s s i f i c a t i o n  r e q u i r e m e n t s  
f o r  a renewal  o r  an e x t e n s i o n  o f  a sa les - t ype  or d i r e c t  f i n a n c i n g  l e a s e  
con ta ined  i n  Statement  13,  "Accoun t ing  f o r  Leases."  (For g e n e r a l  l ease  
accoun t ing ,  see t h e  summary o f  S ta tement  1 3 . )  

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  a -  lessor  t o  c l a s s i f y  a renewal  
or an e x t e n s i o n  o f  a sa les - t ype  lease  or d i r e c t  f i n a n c i n g  l e a s e  ( l e a s e s  t h a t  
a r e  i n  substance s a l e s )  as a sa les - t ype  lease  i f  t h e  l ease  wou ld  o t h e r w i s e  
q u a l i f y  as a sa les - t ype  l e a s e  and t h e  renewal  or e x t e n s i o n  o c c u r s  a t  or near  
t h e  end o f  t h e  lease t e r m .  Under S ta temen t  13, a renewal  or  e x t e n s i o n  c o u l d  
n o t  be c l a s s i f i e d  as a sa les - t ype  l e a s e .  The s t a n d a r d  does n o t ,  however, 
a f f e c t  renewals  or e x t e n s i o n s  o c c u r r i n g  a t  o t h e r  t imes  d u r i n g  t h e  l e a s e  t e r m  
or changes i n  t h e  p r o v i s i o n s  o f  e x i s t i n g  l e a s e  t e r m s .  

REASONS FOR ADOPTION: Under Statement  13, i t  was p o s s i b l e  fo r  l eases  t h a t  
had t h e  same c h a r a c t e r i s t i c s  t o  be c l a s s i f i e d  and accounted  f o r  d i f f e r e n t -  
l y .  S p e c i f i c a l l y ,  renewals  o r  e x t e n s i o n s  o f  o p e r a t i n g  leases  and s a l e s - t y p e  
o r  d i r e c t  f i n a n c i n g  leases  c o u l d  p roduce s i m i l a r  l e a s e  s i t u a t i o n s ,  b u t  t h e  
accoun t ing  fo r  each would be d i f f e r e n t ,  based upon t h e - c l a s s i f i c a t i o n  o f  t h e  
o r i g i n a l  l ease .  

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  The s t a n d a r d  e l i m i n a t e s  t h e  
i n c o n s i s t e n c y  no ted  above. 

R E M A I N I N G  ALTERNATIVES, I F  ANY:  None. 

C R I T I C I S M S  OF THE STANDARD: One c r i t i c i s m  o f  t h e  s tandard  was t h a t  t h e  
t i m i n g  o f  a renewal or e x t e n s i o n  shou ld  n o t  a f f e c t  t h e  a c c o u n t i n g  f o r  a 
1 ease. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 28 

TITLE: Accoun t ing  fo r  Sa les  w i t h  Leasebacks 

KEY DATES: Added t o  Board agenda June 1978 
Exposure for  pub1 i c comment 
F i n a l  Statement  i ssued May 1979 

December 1978 

ISSUE(S> ADDRESSED: Th is  S ta tement  amends t h e  a c c o u n t i n g  f o r  a sa le - l ease -  
back t r a n s a c t i o n  by  the  s e l l e r - l e s s e e  c o n t a i n e d  i n  S ta tement  13, "Accoun t ing  
f o r  Leases." A sa le - leaseback  t r a n s a c t i o n  i n v o l v e s  a s a l e  o f  p r o p e r t y  by  
t h e  owner and a l ease  o f  t h e  p r o p e r t y  back t o  t h e  s e l l e r .  (For genera l  
l ease  accoun t ing ,  see the  summary o f  S ta tement  13. )  

SUMMARY OF STANDARD: Under S ta tement  13, a sa le - l easeback  i s  g e n e r a l l y  
t r e a t e d  as a s i n g l e  f i n a n c i n g  t r a n s a c t i o n ,  w i t h  any p r o f i t  or loss on t h e  
s a l e  d e f e r r e d  and amor t i zed  by t h e  s e l l e r - l e s s e e .  The s e l l e r - l e s s e e  recog-  
n i z e s  some p r o f i t  or loss under  S ta tement  28, however, i n  these c i rcum-  
s tances :  ( a >  i f  t h e  s e l l e r - l e s s e e  r e t a i n s  t h e  use o f  o n l y  a m ino r  p a r t  o f  
t h e  p r o p e r t y  or a minor  p a r t  o f  i t s  r e m a i n i n g  u s e f u l  l i f e  t h r o u g h  the  l e a s e -  
back or ( b >  i f  t h e  s e l l e r  r e t a i n s  more than  a m ino r  p a r t  b u t  l e s s  t han  sub- 
s t a n t i a l l y  a l l  o f  t h e  use o f  t h e  p r o p e r t y  and t h e  p r o f i t  on t h e  s a l e  i s  
g r e a t e r  t han  t h e  p resen t  v a l u e  o f  t h e  leaseback  r e n t a l s  and t h e r e f o r e  c o u l d  
n o t  r e p r e s e n t  b o r r o w i  ngs t o  be r e p a i d .  

REASONS FOR ADOPTION: Under Statement  13, w i t h  one e x c e p t i o n ,  any p r o f i t  or 
loss on t h e  s a l e  i n  a sa le - leaseback  would a lways  be d e f e r r e d  and a m o r t i z e d ,  
even i f  t h e  leaseback  o n l y  covered a smal l  p a r t  o f  t h e  p r o p e r t y  sold or a 
r e l a t i v e l y  s h o r t  p e r i o d  o f  t i m e .  I n  some cases ,  t h e  p r o f i t  on t h e  s a l e  
exceeded t h e  t o t a l  r e n t a l s  under t h e  leaseback ,  r e s u l t i n g  i n  a n e g a t i v e  
r e n t a l .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  a l l o w s  for  immed- 
i a t e  r e c o g n i t i o n  on  c e r t a i n  sa les- leasebacks  t h a t  a r e  c l e a r l y  n o t  s t r i c t l y  
f i n a n c i n g  arrangements.  

R E M A I N I N G  ALTERNATIVES, I F  ANY:  None 

C R I T I C I S M S  OF THE STANDARD: No s i g n i f i c a n t  c r i t i c i s m s  have been r a i s e d  t h a t  
a r e  n o t  addressed i n  the  s tandard .  However, c o n f u s i o n  e x i s t s  as t o  t h e  
i s s u e  d i scussed  be low.  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  The FASB s t a f f  i s  i n -  
v e s t i g a t i n g  whether  i t  i s  a p p r o p r i a t e  f o r  a s e l l e r - l e s s e e  t o  r e p o r t  a r e a l  
e s t a t e  sa le - l easeback  t r a n s a c t i o n  as a s a l e  when the  agreement c o n t a i n s  a 
repurchase o p t i o n  or requ i remen t .  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 29 

TITLE: De te rm in ing  Con t ingen t  R e n t a l s  

KEY DATES: Added t o  Board agenda October  1978 
Exposure fo r  pub1 i c comment 
F i n a l  Statement  i ssued June 1979 

December 1978 

I S S U E ( S )  ADDRESSED: T h i s  S ta tement  c l a r i f i e s  t h e  d e f i n i t i o n  o f  c o n t i n g e n t  
r e n t a l s  i n  Statement  13. C o n t i n g e n t  r e n t a l s  a r e  exc luded from minimum l e a s e  
payments and a f f e c t  b o t h  t h e  c l a s s i f i c a t i o n  o f  and ongo ing  a c c o u n t i n g  f o r  
l eases .  (For genera l  l ease  a c c o u n t i n g ,  see  t h e  summary fo r  S ta temen t  13 . )  

SUMMARY OF STANDARD: The s tandard  d e f i n e s  c o n t i n g e n t  r e n t a l s  as t h e  i n -  
c reases  or decreases i n  l ease  payments t h a t  r e s u l t  from changes i n  f a c t o r s  
t h a t  do  n o t  e x i s t  or are  n o t  measurable a t  t h e  i n c e p t i o n  o f  t h e  l e a s e  ( e . g . ,  
r e n t a l s  based on f u t u r e  changes i n  marke t  indexes  such as t h e  Consumer P r i c e  
I n d e x ) .  S ta tement  13 p r e v i o u s l y  d e s c r i b e d  c o n t i n g e n t  r e n t a l s  as r e n t a l s  on 
which t h e  amounts a r e  dependent on some f a c t o r  o t h e r  than  t h e  passage of 
t i m e .  

REASONS FOR ADOPTION: The d e f i n i t i o n  was c l a r i f i e d  because, under  S ta tement  
13, a d i v e r s i t y  i n  p r a c t i c e  had developed o v e r  t h e  d e t e r m i n a t i o n  o f  con- 
t i n g e n t  r e n t a l s .  

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  The s tandard  e l i m i n a t e s  con- 
f u s i o n  o v e r  how t o  de termine c o n t i n g e n t  r e n t a l s .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: None. 

C R I T I C I S M S  OF THE STANDARD: Some argued t h a t  c o n t i n g e n t  r e n t a l s  t h a t  were 
judged to  b e ' p r o b a b l e  o f  payment shou ld  be t r e a t e d  as a component o f  minimum 
lease  payments. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  None 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 30 

TITLE: D i s c l o s u r e  o f  I n f o r m a t i o n  about  Ma jo r  Customers 

KEY DATES: Added t o  Board agenda November 1978 
Exposure for pub1 i c comment 
F i n a l  S ta tement  i ssued August 1979 

ISSUE(S> ADDRESSED: T h i s  Statement  addresses t h e  d i s c l o s u r e  o f  i n f o r m a t i o n  
about  a company's m a j o r  customers, s p e c i f i c a l l y  those customers t h a t  a r e  
domest ic  governmental agencies or  f o r e i g n  governments.  

March 1979 

SUMMARY OF STANDARD: The s tandard  supersedes paragraph 39 o f  S ta temen t  14 
t o  r e q u i r e  d i s c l o s u r e  o f  the  amount o f  revenue d e r i v e d  f rom s a l e s  t o  u- 
v i d u a l  domestic or  f o r e i g n  governments when those  revenues equa l  or exceed 
10 p e r c e n t  o f  t h e  company's revenue.  P r e v i o u s l y ,  d i s c l o s u r e  o f  t h e  amount 
o f  revenue d e r i v e d  from sa les  t o  domest ic  governments i n  the  aggrega te  or t o  
f o r e i g n  governments i n  t h e  aggregate was r e q u i r e d  when those revenues m e t  or 
exceeded t h e  10 p e r c e n t  t e s t .  

REASONS FOR ADOPTION: Ques t ions  arose as t o  t h e  use fu lness  o f  d i s c l o s i n g  
aggregate  amounts, such as revenue d e r i v e d  from s a l e s  t o  f e d e r a l ,  s t a t e ,  and 
coun ty  agencies or from sa les  t o  f o r e i g n  governments, when no apparen t  r e l a -  
t i o n s h i p  e x i s t e d  among t h e  domest ic  agencies or  among the  f o r e i g n  govern-  
ments be ing  aggregated.  Some contended they  would have t o  change t h e i r  
record-keep ing  s y s t e m s  a t  cons ide rab le  cost t o  o b t a i n  t h e  i n f o r m a t i o n .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  improves t h e  
i n f o r m a t i o n  a v a i l a b l e  t o  f i n a n c i a l  s ta tement  u s e r s  about  t h e  e x t e n t  o f  an 
company's r e l i a n c e  on a s i n g l e  customer and e l i m i n a t e s  a r e q u i r e m e n t  t h a t  
would have been cos t l y  t o  some companies t o  implement .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: The a p p r o p r i a t e  a p p l i c a t i o n  o f  t h e  above 
guidance should r e s u l t  i n  s i m i l a r  t r e a t m e n t  o f  i n f o r m a t i o n  abou t  m a j o r  
customers and, t h u s ,  a1 t e r n a t i v e  t rea tmen ts  f o r  t h e  same u n d e r l y i n g  c i r cum-  
s tances  do n o t  e x i s t .  

C R I T I C I S M S  OF THE STANDARD: None. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS 

TITLE: Accoun t ing  f o r  Tax B e n e f i t s  R e l a t e d  t o  U.K. 

KEY DATES: Added t o  Board agenda J u l y  
ExDosure for  Dub1 i c comment J u l y  

c e r n i  ng S t o c k  Re1 i e f  

NO. 31 

ax Leg s l a t i o n  con- 

1979 
1979 

September 1979 F i n a l  S ta tement  i ssued 

ISSUE(S> ADDRESSED: Th i s  Statement  s p e c i f i e s  how a company s u b j e c t  t o  U.S.  
g e n e r a l l y  accepted  a c c o u n t i n g  p r i n c i p l e s  shou ld  account  f o r  p r e v i o u s l y  d e f e r -  
r e d  income taxes  t h a t  w i l l  n o t  become payab le  because o f  a change i n  the  
U.K.'s t a x  law t o  l i m i t  t h e  t i m i n g  and t h e  amount o f  t a x  t h a t  can be r e c a p t u r -  
ed f r o m  "stock r e l i e f "  t a x  deduc t ions .  (U.K. t a x  law p e r m i t s  an income t a x  
deduc t ion  for i n c r e a s e s  i n  t h e  c a r r y i n g  amount o f  i n v e n t o r i e s  or "s tock,"  as 
i t  i s  known i n  t h e  U . K . ) .  

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  t h a t  t h e  t a x  b e n e f i t s  from " s t o c k  
r e l i e f "  be de fe r red  un less  i t  i s  p r o b a b l e  t h a t  t h e  t a x  b e n e f i t  w i l l  n o t  be 
r e c a p t u r e d  p r i o r  t o  t h e  end o f  t h e  r e c a p t u r e  p e r i o d .  I f  i t  i s  de te rm ined  t h a t  
t h e  t a x  b e n e f i t  w i l l  n o t  be r e c a p t u r e d  p r i o r  to  t h e  end o f  t h e  r e c a p t u r e  pe r -  
i o d ,  t h e  t a x  b e n e f i t  p r e v i o u s l y  d e f e r r e d  s h a l l  be recogn ized  by a r e d u c t i o n  o f  
income t a x  expense i n  t h e  p e r i o d  i n  wh ich  t h a t  assessment i s  made. I f  t h e  t a x  
b e n e f i t s  from " s t o c k  r e l i e f "  have n o t  been d e f e r r e d  and c i r cums tances  subse- 
q u e n t l y  change, t h e  t a x  t h a t  w i l l  be i n c u r r e d  s h a l l  be  acc rued  and charged t o  
income t a x  expense i n  t h e  p e r i o d  i n  wh ich  c i rcumstances  change. 

REASONS FOR ADOPTION: I n  J u l y  1979, t h e  U.K. adopted l e g i s l a t i o n  t o  l i m i t  t h e  
t i m i n g  and t h e  amount o f  t a x  t h a t  c o u l d  be r e c a p t u r e d  from " s t o c k  r e l i e f "  t a x  
deduc t ions .  The FASB was asked t o  c l a r i f y  t h e  a c c o u n t i n g  fo r  income taxes  
r e l a t e d  t o  t h e  changes i n  t h e  U.K. t a x  law.  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE : The s tandard  p r o v i  des gu i dance 
r e g a r d i n g  t h e  a c c o u n t i n g  fo r  those p r e v i o u s l y  d e f e r r e d  income taxes  and, 
t h e r e f o r e ,  e l i m i n a t e s  a1 t e r n a t i v e  approaches.  

R E M A I N I N G  ALTERNATIVES, I F  ANY: None. 

C R I T I C I S M S  OF THE STANDARD: Some p r e f e r r e d  n o t  t o  r e c o g n i z e  t h e  d e f e r r e d  tax  
b e n e f i t s  u n t i l  t h e  r e c a p t u r e  p e r i o d  had passed. They v iewed t h e  " s t o c k  r e -  
l i e f "  d e d u c t i o n  as a t i m i n g  d i f f e r e n c e *  t h a t  would r e v e r s e  on r e c a p t u r e  or 
become a permanent d i f f e r e n c e  a f t e r  t h e  r e c a p t u r e  p e r i o d .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 

*T iming  d i f f e r e n c e s  a r e  d i f f e r e n c e s  between t h e  p e r i o d s  i n  wh ich  
t r a n s a c t i o n s  a f f e c t  t a x a b l e  income and t h e  p e r i o d s  i n  which t h e y  e n t e r  i n t o  
the  d e t e r m i n a t i o n  o f  p r e t a x  a c c o u n t i n g  income. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 32 

TITLE: 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  i n  
AICPA Statements of P o s i t i o n  and Guides on Accoun t ing  and A u d i t i n g  
M a t t e r s  

KEY DATES: Added t o  Board agenda September 
Exposure for p u b l i c  comment June 1979 
F i n a l  Statement  i s s u e d  September 

ISSUE(S> ADDRESSED: T h i s  S ta tement  addresses p r e f e r a b i  1 i t y  

978 

979 

o f  a c c o u n t i n g  
s p e c i f i e d  i n  c e r t a i n  A I C P A  pronouncements f o r  j u s t i f y i n g  a change i n  accoun t -  
i n g  p r i n c i p l e s  as r e q u i r e d  by APB O p i n i o n  20, "Accoun t ing  Changes." 

SUMMARY OF STANDARD: T h i s  s t a n d a r d  s p e c i f i e s  t h a t  s p e c i a l i z e d  a c c o u n t i n g  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  c o n t a i n e d  i n  t h e  A I C P A  Statements of Posi- 
t i o n  and Guides on  accoun t ing  and a u d i t i n g  m a t t e r s  d e s i g n a t e d  i n  S ta tement  32 
and i t s  amendments a r e  p r e f e r a b l e  a c c o u n t i n g  p r i n c i p l e s  for  purposes of j u s t i -  
f y i n g  a change i n  a c c o u n t i n g  p r i n c i p l e s  as r e q u i r e d  by O p i n i o n  20. 

REASONS FOR ADOPTION: A f t e r  t h e  Board agreed t o  e x e r c i s 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  p r i n c i p l e s  and p r a c t i c e s ,  t h e r e  was u n c e r t a i n t y  i n  p r a c t i c e  abou t  
t h e  ongo ing  s t a t u s  of t h e  s p e c i a l i z e d  a c c o u n t i n g  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  c o n t a i n e d  i n  t h e  A I C P A  Sta tements  o f  Pos i - t ion  and I n d u s t r y  Guides on 
accoun t ing  and a u d i t i n g  m a t t e r s .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  p r o v i d e d  a u t h o r i -  
t a t i v e  gu idance t o  companies i n  t h e i r  i n i t i a l  s e l e c t i o n  o f  a c c o u n t i n g  p r i n -  
c i p l e s  and changes i n  a c c o u n t i n g  p r i n c i p l e s .  

R E M A I N I N G  ALTERNATIVES, I F  ANY:  None. 

C R I T I C I S M S  OF THE STANDARD: A s  p a r t  o f  S ta tement  32 t h e  Board commit ted i t -  
s e l f  t o  a d d r e s s i n g  c e r t a i n  d e t a i l e d  i n d u s t r y - s p e c i f i c  issue's t h a t  w e r e  p r e -  
v i o u s l y  addressed by  A I C P A  pronouncements. The p ro1  i f e r a t i o n  o f  FASB s tand-  
a rds  t h a t  have been i ssued  as a r e s u l t  o f  e x e r c i s i n g  r e s p o n s i b i l i t y  f o r  spec- 
i a l i z e d  a c c o u n t i n g  i ssues  has c r e a t e d  a p e r c e p t i o n  o f  s tandards  o v e r l o a d .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENT O f  FINANCIAL ACCOUNTING STANDARDS NO. 33 

TITLE: f i n a n c i a l  R e p o r t i n g  and Changing P r i c e s  

KEY DATES: Added t o  Board agenda 
D i s c u s s i o n  Memorandum i ssued  
F i r s t  P u b l i c  Hear ing  h e l d  
f i r s t  exposure f o r  p u b l i c  comment 
Second exposure f o r  p u b l i c  comment 
T h i r d  exposure fo r  p u b l i c  comment 
Second P u b l i c  Hear ing  h e l d  
F i n a l  S ta tement  i s s u e d  

January 1974 
February  1974 
A p r i l  1974 
December 1974 
December 1978 
March 1979 
June 1979 
September 1979 

ISSUE(S1 ADDRESSED: T h i s  S ta tement  i s  a response to  concern about  t r a d i -  
t i o n a l  f i n a n c i a l  r e p o r T i n g  i n  t imes  o f  i n f l a t i o n .  f i n a n c i a l  s ta tements  a r e  
p repared  u s i n g  t h e  h i s t o r i c a l  cost b a s i s  o f  accoun t ing ,  wh ich  i n c l u d e s  
asse'ts a t  t h e i r  o r i g i n a l  purchase p r i c e  w i t h  no ad jus tment  f o r  asse t  v a l u e  
i n c r e a s e s . '  I n f l a t i o n  r a i s e s  q u e s t i o n s  about  how w e l l  h i s t o r i c a l  c o s t  f i n a n -  
c i a l  s ta tements  p o r t r a y  t h e  u n d e r l y i n g  economic even ts .  

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  l a r g e  p u b l i c l y  h e l d  companies t o  
supplement t h e i r  h i s t o r i c a l  c o s t  f i n a n c i a l  s ta temen ts  w i t h  ( a )  c e r t a i n  i n -  
f o r m a t i o n  r e s t a t e d  based on  changes i n  t h e  Consumer P r i c e  I ndex  and ( b )  
i n f o r m a t i o n  about  t h e  c u r r e n t  cost o f  s e l e c t e d  asse ts  ( i n v e n t o r y  and prop-  
e r t y ,  p l a n t ,  and equipment)  and o t h e r  i n f o r m a t i o n .  Some o f  t h e  i n f o r m a t i o n  
i s  r e q u i r e d  t o  be shown o n l y  fo r  t h e  c u r r e n t  y e a r  and o t h e r  i n f o r m a t i o n  for 
each of t he  p a s t  f i v e  y e a r s .  

REASONS FOR ADOPTION: The d o u b l e - d i g i t  i n f l a t i o n  o f  t h e  mid  1970s produced 
upward p r i c e  t r e n d s  t h a t  caused t h e  unad jus ted  p a s t  p r i c e s  r e p o r t e d  i n  t h e  
f i n a n c i a l  s ta tements  t o  be s i g n i f i c a n t l y  d i f f e r e n t  from t h e  c u r r e n t  p r i c e s  
of those  same a s s e t s .  T h i s  s i t u a t i o n  was t h e  impetus f o r  t h e  FASB p r o j e c t  
t h a t  r e s u l t e d  i n  S ta tement  33. 

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  The s tandard  r e p r e s e n t s  an 
exper imen t  conducted t o  improve r e p o r t i n g  o f  t h e  e f f e c t s  o f  i n f l a t i o n .  A s  
an exper iment ,  d i s c l o s u r e s  under two methods w e r e  r e q u i r e d  and g r e a t e r  f l e x -  
i b i l i t y  and judgment  than  a r e  t y p i c a l l y  found i n  FASB Statements w e r e  a l -  
lowed. Wi th exper ience ,  t h e  f l e x i b . i l i t y  and judgment  shou ld  r e s u l t  i n  b e t -  
t e r  i n f l a t i o n - o r i e n t e d  r e p o r t i n g .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: The major  a l t e r n a t i v e s  t h a t  remain  r e l a t e  
t o  r e f i n i n g  t h e  methodology and t a i l o r i n g  i t  f o r  companies w i t h  h i g h l y  spec- 
i a l i z e d  asse ts .  A number o f  t h e  amendments t o  Sta tement  33 dea l  w i t h  spec- 
i a l i z e d  i n d u s t r y  i s s u e s .  

C R I T I C I S M S  O f  THE STANDARD: S ta tement  33 has been c r i t i c i z e d  because i t  
p e r m i t s  t o o  many o p t i o n s  and t h e  i n f o r m a t i o n  has n o t  been w i d e l y  used.  
Reasons o f f e r e d  fo r  t h i s  l a c k  o f  use i n c l u d e  t h e  c o m p l e x i t y  o f  the  .method- 
o l o g y ,  d u p l i c a t i o n  ( b o t h  genera l  and s p e c i f i c  p r i c e  change methods a r e  em- 
p l o y e d ) ,  and t h e  l a t i t u d e  a l l o w e d  p r e p a r e r s  i n  measur ing  the  c u r r e n t  c o s t  of 
a s s e t s .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  A t  p r e s e n t ,  a r e v i e w  of 
Sta tement  33 i s  underway. I n  a d d i t i o n  t o  Sta tement  82, which e l i m i n a t e s  
c e r t a i n  d i s c l o s u r e  requ i remen ts ,  an Exposure D r a f t  was i ssued  i n  December 
1984 t h a t  combines Statement  33 and i t s  subsequent amendments and proposes 
some changes t o  improve t h e  u s e f u l n e s s  o f  t h e  i n f o r m a t i o n .  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 34 

TITLE: C a p i t a l i z a t i o n  o f  I n t e r e s t  Cost 

KEY DATES: Added to  Board agenda November 1974 
D i s c u s s i o n  Memorandum i ssued  December 1977 
P u b l i c  Hear ing  h e l d  A p r i l  1978 
Exposure f o r  p u b l i c  comment December 1978 
F i n a l  Statement  i ssued  October  1979 

ISSUE(S) ADDRESSED: Thi s Statement  addresses t h e  c i r cums tances  under  wh ich  
i n t e r e s t  c o s t  shou ld  be cons ide red  t o  be p a r t  o f  t h e  h i s t o r i c a l  c o s t  o f  
a c q u i r i n g  an a s s e t  ( i . e . ,  t o  be c a p i t a l i z e d )  and t h e  amount and t i m i n g  o f  
i n t e r e s t  cost t o  be c a p i t a l i z e d .  

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  t h e  c a p i t a l i z a t i o n  o f  i n t e r e s t  
costs a s s o c i a t e d  w i t h  t h e  a c q u i s i t i o n  of asse ts  r e q u i r i n g  a p e r i o d  o f  t i m e  
t o  prepare  them fo r  t h e i r  i n tended  use. The amount c a p i t a l i z e d  i s  an a l l o -  
c a t i o n  o f  t h e  i n t e r e s t  cost i n c u r r e d  d u r i n g  t h e  p e r i o d  r e q u i r e d  t o  comple te  
t h e  asse t  and i s  based on r a t e s  a s s o c i a t e d  w i t h  t h e  company's o u t s t a n d i n g  
bor rowings .  The c a p i t a l i z a t i o n  p e r i o d  beg ins  when e x p e n d i t u r e s  fo r  t h e  
asse t  have been made, development o f  t h e  a s s e t  has begun, and i n t e r e s t  cost 
i s  b e i n g  i n c u r r e d .  I n t e r e s t  may not be c a p i t a l i z e d  on  i n v e n t o r y  i t e m s  t h a t  
a r e  r o u t i n e l y  manufactured or a r e  r e p e a t e d l y  produced i n  l a r g e  q u a n t i t i e s ,  
on assets  t h a t  a r e  ready  for use though n o t  b e i n g  used, or  on a s s e t s  whose 
c o n s t r u c t i o n  has been stopped. 

REASONS FOR ADOPTION: The sharp r i s e  i n  i n t e r e s t  r a t e s  and t h e  i n c r e a s e d  
use o f  borrowed funds  i n  the  1970s sparked much i n t e r e s t  i n  t h e  a c c o u n t i n g  
f o r  i n t e r e s t  c o s t s .  I n  1971, a committee of t h e  Accoun t ing  P r i n c i p l e s  6oard  
(APE)  p repared a paper add ress ing  t h e  p r i n c i p a l  i s s u e s  o f  i n t e r e s t  cost 
accoun t ing .  I n  1974,  t h e  SEC became concerned when i t  n o t e d  an i n c r e a s e  i n  
t h e  number o f  n o n u t i l i t y  r e g i s t r a n t s  t h a t  w e r e  a d o p t i n g  a p o l i c y  o f  c a p i t -  
a l i z i n g  i n t e r e s t  as p a r t  of the  c o s t  o f  c e r t a i n  a s s e t s .  

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  The Sta tement  enhances compar- 
a b i l i t y  by p r o v i d i n g  s p e c i f i c  g u i d e l i n e s  for t h e  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 .  

R E M A I N I N G  ALTERNATIVES, I F  ANY:  None. 

C R I T I C I S M S  OF THE STANDARD: Some b e l i e v e  t h a t  i n t e r e s t  costs shou ld  neve r  
be i n c l u d e d  i n  t h e  cost of an asse t  or shou ld  o n l y  be i n c l u d e d  i n  t h e  cost 
o f  asse ts  t h a t  a r e  s p e c i f i c a l l y  debt - f inanced.  Some smal l  bus inesses  c r i t i -  
c i z e  the  s tandard  for  r e q u i r i n g  complex c a l c u l a t i o n s .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  The Sta tement  i n c l u d e d  a 
r e f e r e n c e  t o  m a t e r i a l i t y ,  which i s  n o t  u s u a l l y  done. T h i s  r a i s e d  q u e s t i o n s  
t h a t  were r e s o l v e d  when Statement  42 amended Sta tement  34 t o  d e l e t e  t h e  
r e f e r e n c e .  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 35 

TITLE: Accoun t ing  and R e p o r t i n g  by D e f i n e d  B e n e f i t  Pension P lans  

KEY DATES: .Added t o  Board agenda November 1974 

February  1976 
D i s c u s s i o n  Memorandum i ssued  October  1975 
Pub1 i c  Hear ing  h e l d  
F i r s t  exposure fo r  p u b l i c  comment A p r i  1 1977 
Second exposure for  pub1 i c comment J u l y  1979 
F i n a l  Statement  i ssued  March 1980 

I S S U E ( S )  ADDRESSED: Th i  s Statement  addresses t h e  a c c o u n t i n g  and r e p o r t i n g  
by d e f i n e d  b e n e f i t  pens ion  p l a n s .  

SUMMARY OF STANDARD: The s tandard  s p e c i f i e s  t h e  i n f o r m a r  on t h a t  t h e  f i n a n -  
c i a l  s ta tements  o f  a p l a n  s h a l l  i n c l u d e  r e g a r d i n g  ( a )  t h e  n e t  a s s e t s  a v a i l -  
a b l e  to  pay b e n e f i t s ,  (b) t h e  changes i n  n e t  a s s e t s  d u r i n g  t h e  p e r i o d ,  ( c )  
t he  a c t u a r i a l  p r e s e n t  v a l u e  of accumulated p l a n  b e n e f i t s ,  and ( d )  t h e  e f -  
f e c t s  o f  f a c t o r s  such as p l a n  amendments and changes i n  a c t u a r i a l  assump- 
t i o n s  on t h e  accumulated p l a n  b e n e f i t s .  The Sta tement  a l s o  r e q u i r e s  d i s -  
c l o s u r e  o f  t h e  p l a n ' s  a c c o u n t i n g  p o l i c i e s .  

REASONS FOR ADOPTION: F i n a n c i a l  r e p o r t i n g  by d e f i n e d  b e n e f i t  pens ion  p l a n s  
i n  the  p r i v a t e  s e c t o r  was g e n e r a l l y  q u i t e  l i m i t e d  b e f o r e  1976. The Employee 
Re t i remen t  Income S e c u r i t y  A c t  o f  1974 ( E R I S A )  r e q u i r e d  annual r e p o r t i n g  o f  
c e r t a i n  i n f o r m a t i o n  t o  p a r t i c u l a r  government agenc ies  and p l a n  p a r t i c i -  
pan ts .  E R I S A  a l s o  r e q u i r e d  t h a t  t he  pens ion  p l a n  f i n a n c i a l  s ta temen ts  be 
a u d i t e d  t o  ensure t h a t  t h e y  comply w i t h  g e n e r a l l y  accepted  a c c o u n t i n g  p r i n -  
c i p l e s .  Pr ior  t o  t h i s  Statement ,  no a u t h o r i t a t i v e  a c c o u n t i n g  pronouncement 
addressed f i n a n c i a l  accoun t ing  and r e p o r t i n g  s tandards  s p e c i f i c a l l y  f o r  
d e f i n e d  b e n e f i t  pens ion  p l a n s .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s t a n d a r d  r e q u i r e s  p l a n s  t o  
p r o v i d e  i n f o r m a t i o n  u s e f u l  i n  assess ing  the  p l a n ' s  p r e s e n t  and f u t u r e  a b i l -  
i t y  t o  pay b e n e f i t s  when due and the  performance of pens ion  p l a n  a d m i n i s t r a -  
t o r s  and o t h e r  f i d u c i a r i e s  i n  managing the  asse ts  t h e y  c o n t r o l .  M a j o r  i m -  
provements i n c l u d e d  ( a >  c o n s i s t e n t  da tes  for v a l u i n g  asse ts  and measur ing  
b e n e f i t s ,  ( b )  u n i f o r m  a c t u a r i a l  method f o r  measur ing  b e n e f i t s ,  ( c >  a d d i -  
t i o n a l  i n f o r m a t i o n  r e g a r d i n g  ves ted  and nonvested b e n e f i t s ,  and ( d )  gu idance 
f o r  d e f i n i n g  how p l a n  asse ts  shou ld  be measured. 

R E M A I N I N G  ALTERNATIVES, I F  ANY: Some f l e x i b i l i t y  i s  s t i l l  p e r m i t t e d  i n  t h e  
fo rma t  f o r  p r e s e n t i n g  t h e  o b l i g a t i o n  t o  p r o v i d e  promised b e n e f i t s .  

C R I T I C I S M S  OF THE STANDARD: C r i t i c s  c la imed t h e  s tandard  p r e s c r i b e s  d e t a i l -  
ed r e p o r t i n g  beyond reasonab le  use fu lness  t o  p l a n  p a r t i c i p a n t s .  Also, some 
s a i d  t h a t  by i n c o r p o r a t i n g  c e r t a i n  i n f o r m a t i o n  i n  t h e  p l a n ' s  f i n a n c i a l  
s ta temen ts ,  t h e  s tandard  lends  an u n j u s t i f i e d  au ra  o f  r e l i a b i l i t y  t o  e s t i -  
mates o f  t h e  f u t u r e .  Others  c r i t i c i z e d  t h e  e x c l u s i o n  from p l a n  f i n a n c i a l  
s ta tements  o f  o b l i g a t i o n s  t o  p a r t i c i p a n t s .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 36 

TITLE: D i s c l o s u r e  o f  Pension I n f o r m a t i o n  

KEY DATES: Added t o  Board agenda May 1979 
Exposure f o r  pub1 i c comment 
F i n a l  Statement  i s s u e d  May 1980 

I S S U E ( S >  ADDRESSED: T h i s  Statement  addresses t h e  d i s c l o s u r e  i n  emp loye rs '  
f i n a n c i a l  s ta tements  about  t h e  f i n a n c i a l  s t a t u s  o f  t h e i r  pens ion  p l a n s .  

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  r e v i s e d  d i s c l o s u r e s  a b o u t  
de f ined b e n e f i t  pens ion  p l a n s  i n  emp loye rs '  f i n a n c i a l  s ta temen ts .  The 
r e v i s e d  d i s c l o s u r e s  i n c '  Jde t h e  a c t u a r i a l  p r e s e n t  v a l u e  o f  accumula ted  p l a n  
b e n e f i t s  and t h e  pens ion  p l a n  asse ts  a v a i l a b l e  t o  pay those b e n e f i t s .  The 
s tandard  i s  an i n t e r i m  s t e p  i n  t h e  B o a r d ' s  p r o j e c t  on emp loye rs '  a c c o u n t i n g  
f o r  pens ions .  

REASONS FOR ADOPTION: The pens ion  env i ronment  had changed s i n c e  APB O p i n i o n  
8, "Accoun t ing  f o r  t h e  Cost  o f  Pens ion  P lans , ' '  was i s s u e d  i n  1966. The 
number o f  pens ion  p l a n s  and t h e  amount o f  b e n e f i t s  p r o v i d e d  had grown 
enormously. Also, t h e r e  had ,been s i g n i f i c a n t  changes i n  laws and r e g u l a -  
t i o n s ,  i n c l u d i n g  t h e  i n t r o d u c t i o n  o f  t h e  Employee Re t i remen t  Income S e c u r i t y  
A c t  o f  1974. The f l e x i b i l i t y  p e r m i t t e d  under  p r e v i o u s  a c c o u n t i n g  r u l e s  
r e s u l t e d  i n  a l a c k  o f  comparable r e p o r t i n g  among employers.  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  enhances compar- 

J u l y  1979 

a b i l i t y  among employers who have de f i ned  b e n e f i t  pens ion  p l a n s  b, 
c e r t a i n  d a t a  t h a t  must be d i s c l o s e d  i n  t h e  notes t o  t h e  employer  
s ta tements .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: None. 

CR,ITICISMS OF THE STANDARD: Some b e l i e v e  t h a t  t h e  Board shou 

spec i  f y i  ng  
s f i n a n c i a l  

d n o t  have 
on p e n d i n g  changed r u l e s  concern ing  d i s c l o s u r e  o f  pens ion  p l a n  i n f o r m a t  

comp le t i on  o f  t h e  Board ' s  pens ion  p r o j e c t .  Also, some b e l i e v e  t h a t  t h e  
cos ts  o f  p r o v i d i n g  and a s s i m i l a t i n g  t h e  r e q u i r e d  d i s c l o s u r e s  exceeds t h e  
b e n e f i t  t o  use rs  t h a t  a r e  expec ted  t o  r e s u l t  from p r o v i d i n g  t h e  i n f o r m a -  
t i o n .  Others  have s t a t e d  t h a t  t h e  measurement approach f o r  t h e  a c t u a r i a l  
n r n c o n t  ! / a 1  IIP nf a r r i i m i i l  a t n d  n l  a n  h n n n f  i t c  i c p n n r n n t i i a  1 1  !/ f 1  a w n r i  2 n d  yo F - I F I I C  " U I U L  V I  UCLUIIIUIULLU p'u" V L I I L I  I L - l  4 . l  LV l ILGyLUUI  ' J  I lU l lFU UllU 

r 2 s u l t s  i n  s i g n i f i c a n t  unders ta tement  o f  such b e n e f i t s .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  Q u e s t i o n s  o f  t h e  ade- 
quacy o f  t h e  l e v e l s  o f  d i s c l o s u r e  r e q u i r e d  i n  t h i s  S ta tement  have a r i s e n  i n  
r e c e n t  yea rs  and a r e  c u r r e n t l y  b e i n g  addresse.d i n  t h e  B o a r d ' s  p r o j e c t  o n  
employers '  a c c o u n t i n g  f o r  pens ions .  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 37 

TITLE: Balance Sheet C l a s s i f i c a t i o n  o f  D e f e r r e d  Income Taxes 

KEY DATES: Added t o  Board agenda A p r i l  1979 
Proposed I n t e r p r e t a t i o n  f o r  pub l  i c  comment June 1979 
Second exposure f o r  pub l  i c comment March 1980 
F i n a l  Statement  i ssued  J u l y  1980 

ISSUE(S> ADDRESSED: T h i s  Statement  addresses t h e  b a s i s  f o r  c l a s s i f y i n g  
d e f e r r e d  income taxes  i n  a c l a s s i f i e d  ba lance sheet .  D e f e r r e d  income taxes  
can be c l a s s i f i e d  as c u r r e n t ,  or  n o n c u r r e n t ,  or a l l o c a t e d  between c u r r e n t  
and n o n c u r r e n t  depending upon t h e  c i rcumstances .  

SUMMARY OF STANDARD: The s tandard  s p e c i f i e s  t h a t  d e f e r r e d  income taxes  
r e l a t e d  t o  an asse t  o r  l i a b i l i t y  a r e  t o  be c l a s s i f i e d  t h e  same as t h e  
r e l a t e d  a s s e t  or l i a b i l i t y .  D e f e r r e d  income taxes  t h a t  a r e  n o t  r e l a t e d  t o  
an a s s e t  or l i a b i l i t y  a re  c l a s s i f i e d  acco rd ing  t o  t h e  expec ted  r e v e r s a l  d a t e  
o f  t h e  t i m i n g  d i f f e r e n c e .  (T im ing  d i f f e r e n c e s  a r e  d i f f e r e n c e s  between t h e  
p e r i o d s  i n  which t r a n s a c t i o n s  a f f e c t  t a x a b l e  income and t h e  p e r i o d s  i n  which 
they  e n t e r  i n t o  t h e  d e t e r m i n a t i o n  o f  p r e t a x  accoun t ing  income.) 

REASONS FOR ADOPTION: APB O p i n i o n  1 1  r e q u i r e d  d e f e r r e d  income taxes  t o  be 
c l a s s i f i e d  i n  a ba lance sheet  as c u r r e n t  or noncur ren t  based on t h e  c l a s s i f -  
i c a t i o n  o f  asse ts  o r  l i a b i l i t i e s  r e l a t e d  t o  t h e  t i m i n g  d i f f e r e n c e s .  Some 
t i m i n g  d i f f e r e n c e s ,  however, a r e  n o t  r e l a t e d  t o  an a s s e t  or  l i a b i l i t y .  
S ta tement  37 c l a r i f i e d  t h e  c l a s s i f i c a t i o n  o f  d e f e r r e d  income taxes  when 
t h e r e  i s  no r e l a t e d  asse t  or l i a b i l i t y .  

HOW THE STANDARD I M P R O V E S  PREVIOUS P R A C T I C E :  Op in ion  1 1  d i d  not address  
c l a s s i f i c a t i o n  o f  d e f e r r e d  income taxes  t h a t  a re  n o t  r e l a t e d  t o  an a s s e t  or 
l i a b i l i t y .  The s tandard  p r o v i d e s  guidance on how t o  c l a s s i f y  t hose  d e f e r r e d  
income taxes .  

R E M A I N I N G  ALTERNATIVES, I F  A N Y :  The a p p l i c a t i o n  o f  t h e  gu idance i n  S t a t e -  
ment 37 shou ld  r e s u l t  i n  s i m i l a r  t r a n s a c t i o n s  b e i n g  t r e a t e d  s i m i l a r l y  and 
e l i m i n a t e  a l t e r n a t i v e  t r e a t m e n t s .  

C R I T I C I S M S  OF THE STANDARD: Some would p r e f e r  t o  exc lude d e f e r r e d  income 
taxes  from w o r k i n g  c a p i t a l  ( i t e m s  c l a s s i f i e d  as c u r r e n t )  and p r e s e n t  a l l  
d e f e r r e d  income taxes  i n  one p l a c e  on t h e  ba lance sheet .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS T H A T  R E M A I N :  None a t  t h i s  t i m e . .  
However, a c c o u n t i n g  f o r  income taxes  i s  t he  s u b j e c t  o f  a ma jo r  FASB p r o j e c t  
which i s  r e c o n s i d e r i n g  Op in ion  1 1  and o t h e r  s tandards  ( i n c l u d i n g  t h i s  
S ta tement )  on accoun t ing  f o r  income taxes .  



STATEMENT OF FINANCIAL ACCOUNTING STANDARLjS NO. 38 

TITLE: Account ing  for P r e a c q u i s i  t i o n  Con t ingenc ies  o f  Purchased E n t e r p r i s e s  

KEY DATES: Added t o  Board agenda May 1979 
Exposure for  pub1 i c  comment 
F i n a l  Statement  i s s u e d  September 1980 

December 1979 

ISSUE(S) ADDRE-;ED: A company may purchase a n o t h e r  company when t h e  a c q u i r e d  
company i s  s u b j e c t  t o  s i g n i f i c a n t  c o n t i n g e n c i e s  such as pend ing  l i t i g a t i o n .  
The k e y  accoun t ing  i s s u e  i s  how t h e  a c q u i r i n g  company shou ld  account  f o r  those  
c o n t i n g e n c i e s ,  b o t h  a t  t h e  d a t e  o f  a c q u i s i t i o n  and a t  t h e  d a t e ( s >  when t h e y  
a r e  f i n a l l y  r e s o l v e d .  

SUMMARY OF STANDARD: The s tandard  s p e c i f i e s  t h a t  p r e a c q u i s i t i o n  c o n t i n g e n c i e s  
s h a l l  be e s t i m a t e d  and accrued as .a l i a b i l i t y  a t  t h e  da te  o f  a c q u i s i t i o n ,  
p r o v i d e d  ev idence e x i s t s  t h a t  an asset  has been impa i red  or a l i a b i l i t y  
i n c u r r e d .  For  a reasonab le  p e r i o d  f o l l o w i n g  t h e  a c q u i s i t i o n  ( g e n e r a l l y  one 
y e a r ) ,  ad jus tments  t o  t h e  e s t i m a t e  a re  p e r m i t t e d  and these ad jus tmen ts  do  n o t  
a f f e c t  n e t  income. Subsequent ad jus tments  ( g e n e r a l l y  a f t e r  one y e a r )  must  be 
i n c l u d e d  i n  n e t  income o f  t h e  p e r i o d  i n  which t h e  ad jus tmen ts  a r e  de te rm ined  
t o  be ne.cessary. 

REASONS FOR ADOPTION: Pr ior  t o  t h i s  Statement ,  i t  was n o t  c l e a r  f r o m  e x i s t i n g  
a c c o u n t i n g  l i t e r a t u r e  whether p r e a c q u i s i t i o n  c o n t i n g e n c i e s  o f  an a c q u i r e d  
company shou ld  be accrued by t h e  a c q u i r e r  a t  t h e  a c q u i s i t i o n  d a t e .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  c l a r i f i e s  t h e  
a c c o u n t i n g  to be a p p l i e d  t o  p r e a c q u i s i t i o n  c o n t i n g e n c i e s  and ad jus tmen ts  t h a t  
r e s u l t  from r e s o l u t i o n  o f  those c o n t i n g e n c i e s .  The Board a p p l i e d  t h e  r a t i o n -  
a l e  u n d e r l y i n g  Statement  5 i n  t h i s  Statement ,  t hus  e l i m i n a t i n g  a l t e r n a t i v e  
a c c o u n t i n g  p r a c t i c e s  and the reby  enhancing t h e  c o m p a r a b i l i t y  o f  f i n a n c i a l  
i n f o r m a t i o n .  

R E M A I N I N G  ALTERNATIVES, I F  A N Y :  None. 

C R I T I C I S M S  OF THE STANDARD: Some argued t h a t  subsequent ad jus tments  t o  
a c c r u a l s  f o r  p r e a c q u i s i t i o n  c o n t i n g e n c i e s  shou ld  never  a f f e c t  n e t  income 
t h e  a c q u i r e r ,  r e g a r d l e s s  o f  how much t i m e  had passed b e f o r e  t h e  con t ingenc  
w e r e  r e s o l v e d .  

he 
of 
e s  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 39 

TITLE: F i n a n c i a l  R e p o r t i n g  and Changing P r i c e s :  S p e c i a l i z e d  Asse ts - -M in ing  
and O i l  and Gas 

KEY DATES: S ta temen t  33 added t o  Board agenda January 1974 
S ta temen t  39 added t o  Board agenda 
Exposure f o r  pub1 i c comment A p r i l  1980 
P u b l i c  Hear ing  h e l d  Ju ly  1980 
F i n a l  Statement  i ssued  October  1980 

December 1978 

ISSUE(S1 ADDRESSED: M i n i n g  and o i l  and gas companies a re  i n v o l v e d  i n  d i s c o v -  
e r i n g  and d e v e l o p i n g  m i n e r a l  resource  a s s e t s .  A s  a form o f  i n v e n t o r y ,  m i n e r a l  
resources  asse ts  a r e  q u i t e  d i f f e r e n t  from o t h e r  t ypes  o f  i n v e n t o r y  fo r  wh ich  
c u r r e n t  costs a r e  r e p o r t e d  under S ta tement  33. The s p e c i a l  n a t u r e  o f  t h e  
d i s c o v e r y  and development  process makes i t  d i f f i c u l t  t o  de te rm ine  what i t  
would c u r r e n t l y  c o s t  t o  o b t a i n  m i n e r a l  resource  asse ts  e q u i v a l e n t  t o  those  
p r e s e n t l y  h e l d .  S ta tement  33 recogn ized  t h i s  and exempted m i n e r a l  r e s o u r c e  
asse ts  from the  c u r r e n t  c o s t  d i s c l o s u r e s .  

SUMMARY OF STANDARD: The s tandard  amends Statement  33 to  r e q u i r e  c u r r e n t  .cost 
d i s c l o s u r e  o f  m i n e r a l  resource  a s s e t s ,  and i t  p r o v i d e s  gu idance f o r  t h e  
c a l c u l a t i o n s .  The s tandard  a l l o w s  t h e  h i s t o r i c a l  c o s t  o f  m i n e r a l  r e s o u r c e  
asse ts  (when r e s t a t e d  fo r  pu rchas ing  power changes) t o  be used as a s u r r o g a t e  
f o r  t h e  c u r r e n t  c o s t  amount. I n  a d d i t i o n ,  t h e  s tandard  s e t s  o u t  s e v e r a l  
a d d i t i o n a l  d i s c l o s u r e s  t h a t  must be i n c l u d e d  i n  t h e  f i v e - y e a r  summary s p e c i -  
f i e d  by  Statement  33 by l a r g e  p u b l i c l y  h e l d  companies, namely, q u a n t i t y  and 
p r i c e  i n f o r m a t i o n  abou t  o i l  and gas r e s e r v e s .  

REASONS FOR ADOPTION: When Statement  33 was b e i n g  p repared ,  t h e  i n h e r e n t  
d i f f i c u l t y  i n  c a l c u l a t i n g  mean ing fu l  c u r r e n t  cost amounts f o r  s p e c i a l i z e d  
asse ts  was recogn ized .  Rather  than  d e l a y i n g  Statement  3 3  u n t i l  t h e  s p e c i a l -  
i zed i n d u s t r y  p r o b l  ems w e r e  so lved,  S ta tement  33-  exempted m i  n e r a l  r e s o u r c e  
asse ts  from t h e  c u r r e n t  cost d i s c l o s u r e s .  Companies w i t h  m i n e r a l  r e s o u r c e  
asse ts  were r e q u i r e d  t o  prepare  the  o t h e r  d i s c l o s u r e s  r e q u i r e d  by  Sta tement  3 3  
w i t h  t h e  u n d e r s t a n d i n g  t h a t  the  FASB would c o n t i n u e  t o  work on c u r r e n t  c o s t  
gu idance fo r  s p e c i a l i z e d  a s s e t s .  S ta tement  39 p r o v i d e s  t h e  a d d i t i o n a l  g u i d -  
ance for m i n e r a l  r e s o u r c e  asse ts .  

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  See summary o f  S ta tement  33. 

R E M A I N I N G  ALTERNATIVES, I F  ANY:  Companies may e l e c t  t o  use e s t i m a t e s  o f  
c u r r e n t  cost i n  l i e u  o f  t h e  su r roga te  measure p e r m i t t e d  by t h i s  S ta tement ,  b u t  
a re  u n l i k e l y  to  do so due to  the  i n h i r e n t  d i f f i c u l t i e s  i n  measurement. 

C R I T I C I S M S  OF THE STANDARD:,  C r i t i c s  have ques t i oned  the  a p p r o p r i a t e n e s s  of  
u s i n g  h i s t o r i c a l  cost r e s t a t e d  for  pu rchas ing  power changes as a s u r r o g a t e  for  
c u r r e n t  cost. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  See summary o f  Sta tement  
33. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 40 

TITLE: F i n a n c i a l  R e p o r t i n g  and Changing P r i c e s :  S p e c i a l i z e d  Assets - -  
T imber lands  and Growing Timber 

KEY DATES: Statement  33 added t o  Board agenda January  1974 
Sta tement  40 added t o  Board agenda December 1978 
Exposure for  p u b l i c  comment A p r i l  1980 
P u b l i c  Hear ing  h e l d  J u l y  1980 
F i n a l  S ta tement  i s s u e d  November 1980 

ISSUE(S) ADDRESSED: T imber lands  and g row ing  t i m b e r  have c e r t a i n  s p e c i a l  
f ea tu res - - the  p h y s i c a l  g rowth  o f  t h e  t i m b e r  w h i l e  i t  i s  h e l d  and t h e  l o n g  
t i m e  t h a t  e lapses  between p l a n t i n g  and m a t u r i t y - - t h a t  r a i s e  doubts  about  t h e  
use fu lness  o f  t h e  c u r r e n t  cost measures r e q u i r e d  for o t h e r  i n v e n t o r i e s  under  
Statement  33 by l a r g e  p u b l i c l y  h e l d  companies. S ta tement  33 r e c o g n i z e d  t h i s  
and a l l owed  companies t o  use t h e  h i s t o r i c a l  cost o f  t i m b e r l a n d s  and g row ing  
t imber  when r e s t a t e d  fo r  p u r c h a s i n g  power changes as a s u r r o g a t e  f o r  t h e  
c u r r e n t  cost amount. 

SUMMARY OF STANDARD: The s tandard  c o n t i n u e s  t h e  s p e c i a l  c u r r e n t  c o s t  
measurement requ i remen ts  f o r  t i m b e r l a n d s  and g row ing  t i m b e r  o u t l i n e d  i n  
Statement  33. The word ing  o f  S ta tement  33 made i t  necessary  f o r  t h e  FASB t o  
take  s p e c i f i c  a c t i o n  t o  c o n t i n u e  t h e  s p e c i a l  requ i remen ts  even though no  new 
or r e v i s e d  c u r r e n t  cost c a l c u l a t i o n s  w e r e  deve loped from t h e  a d d i t i o n a l  
c o n s i d e r a t i o n  g i v e n  t o  t h e  n a t u r e  of these s p e c i a l i z e d  a s s e t s .  

REASONS FOR ADOPTION: When Sta tement  33 wa; b e i n g  p r e p a r e d ,  t h e  i n h e r e n t  
d i f f i c u l t y  i n  c a l c u l a t i n g  mean ing fu l  c u r r e n t  c o s t  amounts f o r  s p e c i a l i z e d  
asse ts  was recogn ized .  Rather  than  d e l a y i n g  Sta tement  33 u n t i l  t he  s p e c i a l -  
i z e d  asse t  problems w e r e  so l ved ,  S ta tement  33 was i s s u e d  w i t h  s p e c i a l  
c u r r e n t  cost d i s c l o s u r e  requ i remen ts  f o r  c e r t a i n  s p e c i a l i z e d  asse ts  ( i n -  
c l u d i n g  t i m b e r l a n d s  and growing  t i m b e r ) .  T h i s  S ta tement  was i ssued  a f t e r  
f u r t h e r  c o n s i d e r a t i o n  had been g i v e n  t o  t h e  s p e c i a l  c i r cums tances  found  i n  
the  f o r e s t  p r o d u c t s  i n d u s t r y .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  See summary o f  S ta tement  33 .  

R E M A I N I N G  ALTERNATIVES, I F  A N Y :  Companies may e l e c t  t o  use e s t i m a t e s  of  
c u r r e n t  cost i n  l i e u  o f  t h e  s u r r o g a t e - m e a s u r e  p e r m i t t e d  by  t h i s  S ta tement ,  
b u t  a r e  u n l ' i k e l y  t o  do so due t o  t h e  i n h e r e n t  d i f f i c u l t i e s  i n  measurement. 

C R I T I C I S M S  OF THE STANDARD: C r i t i c s  have ques t i oned  t h e  a p p r o p r i a t e n e s s  o f  
u s i n g  h i s t o r i c a l  cost r e s t a t e d  f o r  p u r c h a s i n g  power changes as a s u r r o g a t e  
for c u r r e n t  c o s t  . 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  See summary o f  S ta tement  
33. 


