
STATEMENT OF FIN; ;IAL ACCOUNTING STANCARDS NO. 41 

TITLE: F i n a n c i a l  R e p o r t i n g  dnd Changing P r i c e s :  S p e c i a l i z e d  Assets - -  
Income-Produci ng Real E s t a t e  

KEY DATES: S ta tement  33 added t o  Board agenda 
Statement  41. added t o  Board agenda 
Exposure fo r  pub1 i c comment 
Pub1 i c  Hear ing  h e l d  
F i n a l  Statement  i ssued 

ISSUE(S> ADDRESSED: Income-produci  nq r e a l  e s t  

January  1974 
December 1978 
A p r i l  1980 
Ju l y  1980 
November 1980 

t e  has c e r t a i n  c i  a1 
f e a t u r e s  t h a t  r a i s e  doubts abou t  t h e  i s e f u l n e s s  o f  t h e  c u r r e n t  c o s t  measures 
r e q u i r e d  by Sta tement  33 f o r  o t h e r  asse ts .  Statement  33 recogn ized  t h i s  and 
a l l o w e d  companies t o  use t h e  h i s t o r i c a l  cost o f  income-producing r e a l  e s t a t e  
when r e s t a t e d  f o r  pu rchas ing  power changes as a s u r r o g a t e  for  t h e  c u r r e n t  
cost amount. 

SUMMARY OF STANDARD: The s tandard  con t inues  t h e  s p e c i a l  requ i remen ts  
o u t l i n e d  i n  S ta tement  33 fo r  t h e  measurement o f  t h e  c u r r e n t  cost o f  income- 
p r o d u c i n g  r e a l  e s t a t e  by l a r g e  p u b l i c l y  h e l d  companies. The word ing  o f  
S ta tement  33 made i t  necessary  fo r  t h e  FASB to  t a k e  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  c o s t  
c a l c u l a t i o n s  were developed from the  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  o f  these s p e c i a l i z e d  a s s e t s .  

REASONS FOR ADOPTION:  When Statement  33 was b e i n g  cons ide red ,  t he  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 for s p e c i a l i z e d  
asse ts  was r e c o g n i z e d .  Rather  than d e l a y i n g  t h e  issuance of Statement  3 3  
u n t i l  t he  s p e c i a l i z e d  asse t  problems were  so lved,  S ta tement  33  was i s s u e d  
w i t h  s p e c i a l  p r o v i s i o n s  f o r  measur ing the  c u r r e n t  c o s t  o f  c e r t a i n  s p e c i a l -  
i z e d  a s s e t s .  T h i s  Statement  was i ssued  a f t e r  f u r t h e r  a t t e n t i o n  had been 
d i r e c t e d  t o  t h e  s p e c i a l  c i rcumstances  a s s o c i a t e d  w i t h  income-producing r e a l  
e s t a t e .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  See summary of Statement  33. 

R E M A I N I N G  ALTERNATIVES, I F  ANY: Companies may e l e c t  to  use es t ima tes  o f  
c u r r e n t  c o s t  i n  l i e u  o f  t h e  s u r r o g a t e  measure p e r m i t t e d  by  t h i s  Statement ,  
b u t  a r e  u n l i k e l y  to  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  approp r ia teness  o f  
u s i n g  h i s t o r i c a l  c o s t  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  
f o r  c u r r e n t  cost. 

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



STATEMENT OF F’INANCIAL ACCOUNTING STANDARDS NO. 42 

TITLE: D e t e r m i n i n g  M a t e r i a l i t y  fo r  C a p i t a l i z a t i o n  of I n t e r e s t  Cost 

KEY DATES: Added t o  Board agenda January  1980 
Exposure fo r  pub1 i c comment A p r i l  1980 
F i n a l  S ta tement  i s s u e d  November 1980 

I S S U E ( S >  ADDRESSED: T h i s  Statement  c l a r i f i e s  how t o  de te rm ine  whether  t h e  
e f f e c t  o f  c a p i t a l i z i n g  i n t e r e s t  i s  m a t e r i a l  when compared t o  t h e  e f f e c t  o f  
c h a r g i n g  i n t e r e s t  t o  expense. 

SUMMARY OF STANDARD: The s tandard  amends paragraphs 8 and 9 o f  S ta tement  34 
t o  ( a >  d e l e t e  language t h a t  some b e l i e v e  a l l o w s  c a p i t a l i z a t i o n  of i n t e r e s t  
t o  be avo ided  under  c e r t a i n  c i rcumstances  and ( b >  make c l e a r  t h a t  S ta tement  
34 does n o t  e s t a b l i s h  new t e s t s  o f  m a t e r i a l i t y .  

REASONS FOR ADOPTION: The Board r e c e i v e d  a number of q u e s t i o n s  concern ing  
how paragraph 8 o f  Statement  34 shou ld  be cons t rued  i n  d e c i d i n g  whether  
c a p i t a l i z a t i o n  o f  i n t e r e s t  i s  r e q u i r e d .  

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  i n t e r p r e t a t i o n s  o f  paragraph 8 o f  S ta tement  34 and t h e r e f o r e  
improves c o m p a r a b i l i t y  and c o n s i s t e n c y  o f  r e p o r t i n g  i n t e r e s t  cost c a p i t a l i z -  
a t i o n .  

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 e  p r o v i s i o n s  o f  paragraphs 8 and 
9 of S ta tement  34 shou ld  n o t  have been amended because t h e y  i n t r o d u c e d  some 
f l e x i b i l i t y  i n  r e p o r t i n g  t h a t  m in im ized  t h e  a d d i t i o n a l  c o s t  o f  imp lement ing  
a new a c c o u n t i n g  procedure  f o r  many companies. 

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



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 43 

TITLE: Accoun t ing  f o r  Compensated Absences 

KEY DATES: Added t o  Board agenda March 1979 
Exposure fo r  pub1 i c comment December 1979 
F i n a l  Statement  i ssued November 1980 

ISSUE(S> ADDRESSED: An employer may compensate i t s  employees f o r  absences, 
such as v a c a t i o n ,  i l l n e s s ,  and h o l i d a y s .  The key  accoun t ing  q u e s t i o n  i s  
whether t h e  employer  shou ld  accrue  t h e  ob1 i g a t i o n  fo r  such compensated 
absences i n  a p e r i o d ( s )  p r i o r  to  payment or  shou ld  r e c o g n i z e  t h e  c o s t  
r e l a t i n g  t o  compensated absences i n  t h e  p e r i o d  o f  payment. 

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  an employer t o  accrue  a l i a b i l -  
i t y  fo r  employees '  compensation fo r  f u t u r e  absences i f  ( a )  t h e  o b l i g a t i o n  
r e l a t e s  t o  s e r v i c e s  a l r e a d y  rendered by employees, ( b )  t h e  o b l i g a t i o n  
r e l a t e s  t o  r i g h t s  t h a t  v e s t  ( i . e . ,  those r i g h t s  fo r  which an employer  has an 
o b l i g a t i o n  t o  pay even i f  an employee t e r m i n a t e s )  or accumulate ( i . e ,  those 
r i g h t s  t h a t  a r e  earned b u t  unused by an employee and, t hus ,  c a r r i e d  f o r w a r d  
t o  subsequent p e r i o d s ) ,  ( c )  payment i s  p robab le ,  and ( d )  t h e  amount can be 
reasonab ly  e s t i m a t e d .  

REASONS FOR ADOPTION: The Accoun t ing  Standards D i v i s i o n  o f  t h e  A I C P A  asked 
t h e  FASB t o  c o n s i d e r  t h e  a l t e r n a t i v e  p r a c t i c e s  used by employers t o  accoun t  
for compensated absences because o f  t h e  p o t e n t i a l  f o r  s i g n i f i c a n t  un reco rded  
or u n d e r s t a t e d  1 i a b i  1 i t i e s  i n  many cases.  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  e l i m i n a t e s  t h e  
a l t e r n a t i v e  p r a c t i c e  o f  r e c o g n i z i n g  t h e  cost o f  compensated absences when 
p a i d ,  e l i m i n a t e s  a p o t e n t i a l  fo r  u n d e r s t a t i n g  l i a b i l i t i e s ,  and enhances 
comparabi 1 i t y  . 

R E M A I N I N G  ALTERNATIVES, I F  A N Y :  C e r t a i n  s i ck -pay  b e n e f i t s  t h a t  a r e  depend- 
e n t  on an employee 's  f u t u r e  i l l n e s s  may be--but a re  n o t  r e q u i r e d  t o  be-- 
accrued because, i n  g e n e r a l ,  t he  o b l i g a t i o n  cannot  be e s t i m a t e d  r e l i a b l y ,  i s  
o f t e n  n o t  a m a t e r i a l  amount, and t h e  cost o f  e s t i m a t i n g  and a c c r u i n g  may n o t  
be j u s t i f i e d .  

C R I T I C I S M S  OF THE STANDARD: Some q u e s t i o n  whether  t h e  i n f o r m a t i o n a l  bene- 
f i t s  o f  a c c r u i n g  any compensated absences j u s t i f y  t h e  - c o s t  o f  d o i n g  so, 
e s p e c i a l l y  fo r  smal l  bus inesses .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 44 

TITLE: . Accounting for Intangible Assets of Motor Carriers 

KEY DATES: Added to Board agenda July 1980 
Exposure for pub1 ic comment October 1980 
Final Statement issued December 1980 

ISSUE(S> ADDRESSED: Motor carriers sometimes have acquired certain operating 
rights such as the right to provide transportation services with limited 
competition and the right to market such services. The key accounting issue 
relates to the treatment of the permanent impairment o f  the value of such 
rights that resulted due to the enactment of the Motor Carrier Act of 1980. 

SUMMARY OF STANDARD: The standard required that the portion o f  intangible 
assets that represented interstate rights to transport goods with 1 imi ted 
competition be separately identified and written off (as extraordinary i tems 
if material 1. 

REASONS FOR ADOPTION: The July 1 ,  1980 enactment of 
1980 deregulated motor carriers and raised questions 
intanqible assets of motor carriers should continue 

the Motor Carrier Act o f  
regarding whether certain 
to be reported as assets 

or charged to income. Further, prior to the Statement, most motor carriers 
had not distinguished between operating rights acquired from the ICC or other 
licensing agencies, from motor carriers, or through business combinations, nor 
had they distinguished operating rights from other purchased intangibles in 
their f inanci a1 statements. 

HOW THE STANDARD IMPROVED PREVIOUS PRACTICE: The standard gave appropriate 
accounting consideration to the loss  of  limited competition that resulted f rom 
the enactment of the Motor Carrier Act o f  1980. 

REMAINING ALTERNATIVES, IF ANY: None. 

CRITICISMS OF THE STANDARD: Some argued that the deregulation ensuing from 
the Motor Carrier Act o f  1980 did not result in a permanent reduction in the 
value o f  interstate operating rights that required recognition of such impair- 
ment. Those parties also argued that differentiation between operating rights 
and other intangible assets of motor carriers had inappropriately placed 
emphasis on the form of such rights over their true substance as assets 
expected to contribute to future net cash inflows. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN: None. 



STATEMENT OF FINANCIAL ACC3UNTING STANDARDS NO. 45 

TITLE: Accoun t ing  fo r  F r a n c h i s e  Fee Revenue 

KEY DATES: Added t o  Board agenda September 1979 
Exposure for  pub1 i c  comment December 1980 
F i n a l  S ta tement  i s s u e d  March 1981 

ISSUE(S) ADDRESSED: Th is  S ta temen t  addresses when t o  r e c o g n i z e  f r a n c h i s e  
f e e  revenue.  A f r a n c h i s e  i s  a c o n t r a c t u a l  agreement i n  w h i c h  one p a r t y  
g r a n t s  bus iness  r i g h t s  t o  a n o t h e r  p a r t y  t o  o p e r a t e  t h e  f r a n c h i s e d  b u s i n e s s .  

SUMMARY OF STANDARD: The s t a n d a r d  r e q u i r e s  t h a t  f r a n c h i s e  f e e  revenue from 
i n d i v i d u a l  and a r e a  f r a n c h i s e  s a l e s  be r e c o g n i z e d  o n l y  when a l l  m a t e r i a l  
s e r v i c e s  or c o n d i t i o n s  r e l a t i n g  t o  t h e '  s a l e  have been s u b s t a n t i a l l y  per fo rm-  
ed or s a t i s f i e d .  

REASONS FOR ADOPTION: The s t a n d a r d  e x t r a c t s  t h e  s p e c i a l i z e d  a c c o u n t i n g  
p r i n c i p l e s  and p r a c t i c e s  from t h e  A I C P A  I n d u s t r y  A c c o u n t i n g  Gu ide ,  "Account -  
i n g  for F r a n c h i s e  Fee Revenue," t o  make . those  p r i n c i p l e s  a p a r t  o f  t h e  
a u t h o r i t a t i v e  l i t e r a t u r e  under  t h e  ausp ices  o f  t h e  FASB. See summary o f  
Statement  32. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s t a n d a r d  r e q u i r e s  a1 1 
companies to  a p p l y  t h e  same p r i n c i p l e s  f o r  these t r a n s a c t i o n s .  

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

CRITICISMS OF THE STANDARD: See summary o f  Sta tement  3 2 .  

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



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 46 

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 :  M o t i o n  P i c t u r e  F i l m s  

KEY DATES: S ta tement  33 added t o  Board agenda January  1974 
Sta tement  46 added t o  Board agenda January  1981 
Exposure f o r  p u b l i c  comment Februa ry  1981 
F i n a l  Statement  i s s u e d  March 1981 

ISSUE(S) ADDRESSED: Mo t ion  p i c t u r e  f i l m s  have c e r t a i n  c h a r a c t e r i s t i c s  t h a t  
make i t  d i f f i c u l t  t o  c a l c u l a t e  t h e  c u r r e n t  cost amounts t o  be i n c l u d e d  i n  
t h e  supplementary d i s c l o s u r e s  r e q u i r e d  by Sta tement  3 3 .  

SUMMARY OF STANDARD: The s t a n d a r d  a l l o w s  t h e  h i s t o r i c a l  cost (when r e s t a t e d  
for pu rchas ing  power changes) t o  be used as a s u r r o g a t e  for t h e  c u r r e n t  cost 
o f  mo t ion  p i c t u r e  f i l m s .  

REASONS FOR ADOPTION: Mo t ion  p i c t u r e  f i l m s  a r e  s p e c i a l i z e d  asse ts  f o r  wh ich  
c u r r e n t  cost e s t i m a t e s  a r e  p a r t i c u l a r l y  d i f f i c u l t  and i n h e r e n t l y -  i m p r e c i s e .  
Mo t ion  p i c t u r e  f i l m s  a r e  s i m i l a r  t o  t h e  o t h e r  s p e c i a l i z e d  asse ts  fo r  wh ich  
t h e  use of t h e  h i s t o r i c a l  c o s t  i s  a l l o w e d  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 d i s c l o s u r e s  r e q u i r e d  by  Sta tement  33. 

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  ANY:  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  of t h e  s u r r o g a t e  measure 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 q u e s t i o n e d  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  c o s t  r e s t a t e d  f o r  pu rchas ing  power changes as a s u r r o g a t e  
f o r  c u r r e n t  c o s t . '  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  
3 3 .  

See summary o f  Staternen t 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 47 

TITLE: D i s c l o s u r e  o f  Long-Term Ob1 i g a t i o n s  

KEY DATES: Added t o  Board agenda December 1979 
F i r s t  exposure for  pub l  i c  comment March 1980 
Second exposure for  pub l  i c  comment November 1980 
F i n a l  Statement  i ssued  March 1981 

ISSUE(S> ADDRESSED: Companies sometimes e n t e r  i n t o  p r o j e c t  f i n a n c i n g  
arrangements i n  which a l ender  looks p r i n c i p a l l y  t o  t h e  cash flows and 
ea rn ings  o f  the  p r o j e c t  as t h e  source o f  funds  for  repayment and t o  t h e  
asse ts  o f  t h e  p r o j e c t  as c o l l a t e r a l  for t h e  l o a n .  Take-or-pay and th rough-  
p u t  c o n t r a c t s  and o t h e r  u n c o n d i t i o n a l  purchase ob1 i g a t i o n s  a r e  usua l  l y  
a s s o c i a t e d  w i t h  p r o j e c t  f i n a n c i n g  arrangements.  

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  d i s c l o s u r e  of commitments under  
u n c o n d i t i o n a l  purchase ob1 i g a t i o n s  t h a t  a r e  a s s o c i a t e d  w i t h  supp l  i e r s '  
f i n a n c i n g  arrangements. The s tandard  a l s o  r e q u i r e s  d i s c l o s u r e  of f u t u r e  
payments on  long- te rm bor rowings  and redeemable stock. 

REASONS FOR ADOPTION: The Board was asked t o  c o n s i d e r  whether  u n c o n d i t i o n a l  
purchase ob1 i g a t i o n s  and i n d i r e c t  guarantees o f  indebtedness  o f  o t h e r s  
r e s u l t  i n  p a r t i c i p a n t s  a c q u i r i n g  ownersh ip  i n t e r e s t s  and o b l i g a t i o n s  t o  make 
f u t u r e  cash payments t h a t  shou ld  be recogn ized  as asse ts  and l i a b i l i t i e s  on  
t h e i r  ba lance sheets .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  r e q u i r e s  d i s c l o s -  
u re  by  a company o f  noncance lab le  commitments. Such d i s c l o s u r e  i s  h e l p f u l  
t o  t h e  users  o f  f i n a n c i a l  s ta tements  i n  assess ing  t h e  f u t u r e  cash f lows and 
r i s k s  of t h e  company. 

R E M A I N I N G  ALTERNATIVES, I F  ANY: The s tandard  r e q u i r e s  d i s c l o s u r e  of uncon- 
d i t i o n a l  purchase ob1 i g a t i o n s  b u t  does n o t  address  t h e  c i r c u m s t a n c e s  i n  
which such o b l i g a t i o n s  shou ld  be r e p o r t e d  as l i a b i l i t i e s  on  t h e  ba lance  
sheet .  

C R I T I C I S M S  OF THE STANDARD: Some c r i t i c i z e d  t h e  s tandard  on t h e  grounds 
t h a t  the requ i remen ts  o f  Statement  5 were s u f f i c i e n t  to  address t h e  d i s c l o s -  
u r e  o f  u n c o n d i t i o n a l  purchase o b l i g a t i o n s  and t h a t  t h i s  Sta.tement was 
unnecessary. Also, some argued t h a t  d i s c l o s u r e  .of such o b l i g a t i o n s  was n o t  
needed when i t  was o n l y  remotely p o s s i b l e  t h a t  payment would be r e q u i r e d  
w i t h o u t  t h e  purchaser  r e c e i v i n g  an asse t  of comparable v a l u e  i n  r e t u r n .  
Some s a i d  t h a t  d i s c l o s u r e  o f  o b l i g a t i o n s  for each o f  t h e  n e x t  f i v e  y e a r s  
m igh t  convey a n o t i o n  o f  a c o n t r a c t u a l  p e r i o d  l o n g e r  than was r e a l i s t i c .  

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



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 48 

TITLE: Reve'nue R e c o g n i t i o n  When R i g h t  o f  Re tu rn  E x i s t s  

KEY DATES: Added t o  Board  agenda September 1979 
1981 Exposure for pub i  i c comment Februa ry  

F i n a l  S ta tement  i s s u e d  June 198 

ISSUE(S> ADDRESSED: T h i s  Statement  s p e c i f i e s  how a company 
fo r  sa les  o f  i t s  p r o d u c t  i n  wh ich  t h e  buyer  has a r i g h t  
p r o d u c t  . 

s h o u l d  accoun t  
to  r e t u r n  t h e  

SUMMARY OF STANDARD: The Statement  r e q u i r e s  a s e l l e r  t o  r e c o g n i z e  revenues 
from sa les  o f  i t s  p r o d u c t ,  for  which t h e  buyer  has a r i g h t  t o  r e t u r n  t h e  
p r o d u c t ,  a t  t h e  t i m e  of s a l e  o n l y  i f  c e r t a i n  c o n d i t i o n s  s p e c i f i e d  i n  t h e  
s tandard  a r e  met .  If those  c o n d i t i o n s  a r e  n o t  met ,  r e c o g n i t i o n  o f  revenue 
i s postponed. 

REASONS FOR ADOPTION: T h i s  S ta tement  e x t r a c t s  t h e  s p e c i a l  i z e d  a c c o u n t i n g  
p r i n c i p l e s  and p r a c t i c e s  from A I C P A  S ta tement  o f  P o s i t i o n  75-1,  "Revenue 
R e c o g n i t i o n  When R i g h t  o f  Return  E x i s t s , "  t o  make those  p r i n c i p l e s  a p a r t  o f  
the  a u t h o r i t a t i v e  l i t e r a t u r e  under  t h e  ausp ices  of t h e  FASB. See summary o f  
Statement  32. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s t a n d a r d  r e q u i r e s  a l l  
companies t o  a p p l y  t h e  same a c c o u n t i n g  p r i n c i p l e s  fo r  these  t r a n s a c t i o n 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: See summary o f  S ta tement  32. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 49 

TITLE: A c c o u n t i n g  fo r  Produc t  F i n a n c i n g  Arrangements 

KEY DATES: Added t o  Board agenda September 1979 
Exposure for  p u b l i c  comment 
F i n a l  Statement  i s s u e d  June 1981 

Februa ry  1981 

ISSUE(S> ADDRESSED: Th is  Statement  addresses an arrangement  i n v o l v i n g  t h e  
sa le  o f  i n v e n t o r y  t h a t  i n  substance i s  a f i n a n c i n g  ar rangement .  A p r o d u c t  
f i n a n c i n g  arrangement  i s  a t r a n s a c t i o n  i n  wh ich  a company s e l l s  and ag rees  
t o  repurchase i n v e n t o r y  w i t h  t h e  repurchase p r i c e  equa l  t o  t h e  o r i g i n a l  s a l e  
p r i c e  p l u s  c a r r y i n g  and f i n a n c i n g  c o s t s .  

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  t h a t  a p r o d u c t  f i n a n c i n g  a r -  
rangement be accounted  f o r  as  a bo r row ing  r a t h e r  than  as a s a l e .  

REASONS FOR ADOPTION: Th is  S ta tement  e x t r a c t s  t h e  spec i  a1 i zed a c c o u n t i  ng  
p r i n c i p l e s  and p r a c t i c e s  from A I C P A  Sta tement  of P o s i t i o n  78-8, " A c c o u n t i n g  
for  Produc t  F i n a n c i n g  Arrangements," t o  make those p r i n c i p l e s  a p a r t  of t h e  
a u t h o r i t a t i v e  l i t e r a t u r e  under t h e  ausp ices  of t h e  FASB. See summary of 
Statement 32. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  r e q u i r e s  a l l  
companies t o  a p p l y  t h e  same a c c o u n t i n g  p r i n c i p l e s  f o r  these t r a n s a c t i o n 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: See summary o f  Statement  32 

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



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 30 

TITLE: F i n a n c i a l  R e p o r t i n g  i n  t h e  Record and Music  I n d u s t r y  

KEY DATES: Added t o  Board agenda September 1979 
Exposure for  pub1 i c  comment June 1981 
F i n a l  Statement  i s s u e d  November 1981 

ISSUE(S1 ADDRESSED: T h i s  S ta tement  addresses revenue and expense r e c o g n i -  
t i o n  i n  l i c e n s i n g  arrangements by l i c e n s o r s  and l i c e n s e e s  i n  t h e  r e c o r d  and 
music i n d u s t r y .  

SUMMARY OF STANDARD: I f  a l i c e n s e  agreement i s ,  i n  subs tance,  an o u t r i g h t  
s a l e  and c o l l e c t i b i l i t y  of t h e  l i c e n s i n g  f e e  i s  r e a s o n a b l y  assu red ,  t h e  
s tandard  r e q u i r e s  the  l i c e n s o r  t o  r e c o g n i z e  t h e  l i c e n s i n g  f e e  as revenue .  
The s tandard  r e q u i r e s  a l i c e n s e e  t o  r e c o r d  minimum guarantees  as asse ts  and 
charge them t o  expense i n  accordance w i t h  t h e  terms of t h e  l i c e n s e  agreement .  

REASONS FOR ADOPTION: T h i s  S ta tement  e x t r a c t s  t h e  s p e c i a l i z e d  a c c o u n t i n g  
p r i n c i p l e s  and p r a c t i c e s  from A I C P A  Statement  o f  P o s i t i o n  76-1, "Accoun t ing  
P r a c t i c e s  i n  t h e  Record and Music  I n d u s t r y , "  t o  make those  p r i n c i p l e s  a p a r t  
o f  t h e  a u t h o r i t a t i v e  l i t e r a t u r e  under. t h e  ausp ices  o f  t h e  FASB. See summary 
o f  Statement  32. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  r e q u i r e s  a1 1 
companies i n  t h e  i n d u s t r y  t o  fo l low t h e  same 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: See summary o f  Statement  3 2 .  

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



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 51 

TITLE: F i n a n c i a l  R e p o r t i n g  by Cable T e l e v i s i o n  Companies 

KEY DATES: Added t o  Board agenda September 1979 
Exposure for  pub1 i c commen-t June 1981 
F i n a l  S ta tement  i ssued November 1981 

I S S U E ( S >  ADDRESSED: T h i s  Statement  addresses t h e  a c c o u n t i n g  fo r  c o s t s ,  
expenses, and revenues by  cab le  t e l e v i s i o n  companies. 

SUMMARY OF STANDARD: D u r i n g  t h e  p e r i o d  a c a b l e  t e l e v i s i o n  s y s t e m  i s  pa r -  
t i a l l y  under c o n s t r u c t i o n  and p a r t i a l l y  i n  s e r v i c e  ( r e f e r r e d  t o  as t h e  
" p r e m a t u r i t y "  p e r i o d ) .  The s tandard  r e q u i r e s  a s p e c i a l  p a t t e r n  o f  d e p r e c i a -  
t i o n  and a m o r t i z a t i o n  o f  t h e  costs o f  t h e  p l a n t  t o  co r respond  t o  t h e  p e r -  
centage o f  t h e  system t h a t  i s  i n  s e r v i c e .  The s t a n d a r d  a l s o  i n c l u d e s  
guidance on t h e  d e f i n i t i o n  o f  t h e  p r e m a t u r i t y  p e r i o d  and t h e  t ypes  o f  c o s t s  
t h a t  must be c a p i t a l i z e d  or charged immed ia te l y  t o  expense. 

REASONS FOR ADOPTION: T h i s  Statement  e x t r a c t s  t h e  spec i  a1 i zed accoun t  i ng 
p r i n c i p l e s  and p r a c t i c e s  from the  A I C P A  Sta tement  o f  P o s i t i o n  79-2,  " A c -  
c o u n t i n g  by Cable T e l e v i s i o n  Companies," t o  make those  p r i n c i p l e s  a p a r t  o f  
t h e  a u t h o r i t a t i v e  l i t e r a t u r e  under t h e  ausp ices  o f  t h e  FASB. See summary o f  
Statement  32. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  r e q u i r e s  a l l  
companies i n  the  i n d u s t r y  t o  a p p l y  t h e  same 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: See summary of S ta tement  3 2 .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 52 

TITLE: F o r e i g n  Cur rency  T r a n s l a t i o n  

KEY DATES: Added t o  Board agenda January  1979 
F i r s t  exposure for p u b l i c  comment August  1980 
P u b l i c  Hear ing  h e l d  December 1980 
Second exposure for p u b l i c  comment June 1981 
F i n a l  S ta tement  i ssued December 198 1 

ISSUE(S) ADDRESSED: Comprehensive r e c o n s i d e r a t i o n  o f  Sta tement  8 

SUMMARY OF STANDARD: I n  c o n t r a s t  t o  Sta tement  8 ,  wh ich  v iewed a l l  f o r e i g n  
o p e r a t i o n s  from a U . S .  d o l l a r  p e r s p e c t i v e ,  Statement  52 takes  a " f u n c t i o n a l  
cu r rency "  p e r s p e c t i v e .  I t  r e c o g n i z e s  two c lasses  o f  f o r e i g n  o p e r a t i o n s :  
those t h a t  a r e  an e x t e n s i o n  o f  t h e  p a r e n t ' s  domest ic  o p e r a t i o n s ,  such as a 
sa les  o f f i c e  t h a t  s e l l s  a p r o d u c t  manu fac tu red  by i t s  U . S .  p a r e n t ,  and those 
t h a t  a r e  r e l a t i v e l y  s e l f - c o n t a i n e d  and i n t e g r a t e d  w i t h i n  t h e  f o r e i g n  coun- 
t r y ,  such as a s u b s i d i a r y  t h a t  manu fac tu res  a p r o d u c t  u s i n g  l o c a l l y  o b t a i n e d  
m a t e r i a l s  and l a b o r  and p r i c e s  and t h a t  s e l l s  t h a t  p r o d u c t  l o c a l l y .  The 
f u n c t i o n a l  c u r r e n c y  o f  t h e  f i rst so r t  o f  f o r e i g n  o p e r a t i o n  i s  t h e  U . S .  
d o l l a r ;  t h e  f u n c t i o n a l  cu r rency  o f  t h e  second i s  t h e  f o r e i g n  c u r r e n c y .  The 
requ i rements  for' U . S .  d o l l a r  o p e r a t i o n s  a r e  e s s e n t i a l l y  t h e  same as S t a t e -  
ment 8 ( ! .e . ,  t r a n s l a t e  u s i n g  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  
which t h e  f o r e i g n  c u r r e n c y  p r i c e  was measured). I f  t h e  f u n c t i o n a l  c u r r e n c y  
i s  a f o r e i g n  c u r r e n c y ,  a l l  f i n a n c i a l  s ta temen t  accounts  o f  t h e  f o r e i g n  
e n t i t y  a r e  t r a n s l a t e d  a t  t he  c u r r e n t  exchange r a t e ,  and t h e  r e s u l t i n g  
t r a n s l a t i o n  ad jus tmen t  i s  r e p o r t e d  s e p a r a t e l y  and accumulated i n  e q u i t y  
w i t h o u t  b e i n g  i n c l u d e d  i n  ea rn ings .  

REASONS FOR ADOPTION: Statement  8 was w i d e l y  c r i t i c i z e d  f o r  i t s  p e r c e i v e d  
f a i l u r e  to  p o r t r a y  t h e  u n d e r l y i n g  economic r e a l i t y  o f  many f o r e i g n  opera-  
t i o n s .  There was a widespread v iew  t h a t  t h e  f i n a n c i a l  s ta temen ts  o f  many 
companies p repared  i n  accordance w i t h  S ta tement  8 m i s r e p r e s e n t e d  t h e i r  r e a l  
per formance.  There a1 so were charges t h a t  Statement  8 encouraged companies 
t o  e n t e r  i n t o  hedges o f  accoun t ing  exposure  t o  o f f s e t  Statement  8 ' s  s i g n i f i -  
can t  e f f e c t s  on e a r n i n g s ,  a l t h o u g h  t h a t  a c c o u n t i n g  exposure d i d  n o t  c o i n c i d e  
w i t h  t h e  company's ec'onomic exposure.  

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  The s tandard  overcomes t h e  
more s e r i o u s  and f r e q u e n t  c r i t i c i s m s  o f  Statement  8 and- p r o v i d e s  a way for  
f i n a n c i a l  s ta tements  t o  r e f l e c t  u n d e r l y i n g  c i r cums tances  of d i f f e r i n g  
f o r e i g n  o p e r a t i o n 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: D u r i n g  t h e  d e l i b e r a t i o n s  l e a d i n g  t o  Sta tement  
52, some d i sag reed  w i t h  t h e  b a s i c  p remise  o f  t h e  Sta tement ,  p r e f e r r i n g  
i n s t e a d  t h e  Statement  8 approach under  wh ich  a1 1 t r a n s l a t i o n  ad jus tmen ts  
would f low th rough  income. S ta tement  52 r e q u i r e s  management t o  use i t s  
judgment t o  de te rm ine  t h e  f u n c t i o n a l  c u r r e n c i e s  o f  i t s  f o r e i g n  o p e r a t i o n s .  
The outcome o f  t h a t  p rocess  s i g n i f i c a n t l y  a f f e c t s  t h e  f i n a n c i a l  s ta temen ts .  
A l though some were concerned t h a t  t h e  s tandard  would p e r m i t  too much f l e x i -  
b i l i t y  t o  choose between methods, t h e r e  has been l i t t l e  c r i t i c i s m  t o  d a t e .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  None. The Sta tement  
supersedes Statement  1 ,  8 and 20. However, w i t h  t h e  s t r e n g t h e n i n g  U . S .  
d o l l a r ,  some r e c e n t  newspaper a r t i c l e s  have c a l l e d  a t t e n t i o n  t o  t h e  g row ing  
accumula t ion  i n  e q u i t y  of t r a n s l a t i o n  ad jus tmen ts  t h a t  have never  .gone 
through t h e  income s ta temen t .  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 53 

TITLE: F i n a n c i a l  R e p o r t i n g  by  Producers  and D i s t r i b u t o r s  o f  M o t i o n  P i c t u r e  
F i l m s  

KEY DATES: Added t o  Board agenda September 1979 
Exposure f o r  pub1 i c comment June 1981 
F i n a l  S ta tement  i ssued December 1981 

ISSUE(S> ADDRESSED: T h i s  S ta tement  addresses r e c o g n i t i o n  o f  revenues and 
expenses b y  p roducers  and d i s t r i b u t o r s  o f  m o t i o n  p i c t u r e  f i  l m s .  

SUMMARY OF STANDARD: The s t a n d a r d  s p e c i f i e s  t h a t  e x h i b i t i o n  r i g h t s  t r a n s -  
f e r r e d  under  l i c e n s e  agreements f o r  t e l e v i s i o n  program m a t e r i a l  s h a l l  be 
accounted f o r  l i k e  s a l e s  by  t h e  l i c e n s o r .  The s a l e  s h a l l  be recogn ized  by 
fhe l i c e n s o r  when the  l i c e n s e  p e r i o d  beg ins  and c e r t a i n  s p e c i f i e d  c o n d i t i o n s  
have been met .  Producers and d i s t r i b u t o r s  t h a t  l i c e n s e  f i l m  e x h i b i t i o n  
r i g h t s  t o  movie t h e a t e r s  g e n e r a l l y  s h a l l  r e c o g n i z e  revenue when t h e  f i l m s  
a re  shown. 

REASONS FOR ADOPTION: T h i s  S ta tement  e x t r a c t s  t h e  s p e c i a l i z e d  a c c o u n t i n g  
p r i n c i p l e s  and p r a c t i c e s  from A I C P A  I n d u s t r y  Accoun t ing  Guide,  "Accoun t ing  
fo r  Mo t ion  o i c t u r e  F i l m s , "  and A I C P A  Sta tement  o f  P o s i t i o n  79-4, "Accoun t ing  
fo r  Mo t ion  ? i c t u r e  F i l m s , "  t o  make those p r i n c i p l e s  a p a r t  o f  t h e  a u t h o r i -  
t a t i v e  l i t e r a t u r e  under t h e  ausp ices  o f  t h e  FASB. See summary o f  S ta tement  
32. 

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  The s t a n d a r d  r e q u i r e s  a1 1 
companies i n  t h e  i n d u s t r y  t o  a p p l y  t h e  same p r i n c i p l e s .  

REMAINING ALTERNATIVES, I F  ANY: None. 

C R I T I C I S M S  OF THE STANDARD: See summary o f  Statement  3 2 .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  The marke ts ,  d i s t r i b u -  
t i o n  channe ls ,  and revenue arrangements r e l a t i n g  to  m o t i o n  p i c t u r e s  have 
changed s i n c e  t h e  o r i g i n a l  A I C P A  I n d u s t r y  Accoun t ing  Guide was i ssued  i n  
1973. The newer t r a n s a c t i o n s  a r e  n o t  addressed i n  S ta tement  5 3 .  The SEC 
s t a f f  has c r i t i c i z e d  t h e  adequacy o f  d i s c l o s u r e s  abou t  unamor t i zed  f i  l m  
costs r e q u i r e d  by t h e  s tandard ,  and i n d u s t r y  has v o l u n t a r i l y  expanded 
d i s c l o s u r e s  i n  response t o  t h e  SEC s t a f f  concern .  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 54 

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 :  I nves tmen t  Companies 

KEY DATES: Statement  33 added t o  Board agenda January  1974 
Sta tement  54 added t o  Board agenda November 1981 
Exposure f o r  pub1 i c comment November 1981 
F i n a l  S ta tement  i ssued  January  1982 

ISSUE(S> ADDRESSED: I nves tmen t  companies t h a t  m e t  t h e  s i z e  t e s t s  o f  S t a t e -  
ment 33 were r e q u i r e d  t o  p r e s e n t  t h e  i n f o r m a t i o n  p r e s c r i b e d  by t h a t  S t a t e -  
ment. However, because inves tmen t  companies use marke t  v a l u e  a c c o u n t i n g ,  
many argued t h a t  t h e  i n f o r m a t i o n  r e q u i r e d  i n  S ta tement  33  was n o t  necessa ry .  

SUMMARY OF STANDARD: The s tandard  exempts i nves tmen t  companies from a1 1 
d i s c l o s u r e  requ i remen ts  found  i n  Statement  33. 

REASONS FOR ADOPTION: I nves tmen t  companies account  f o r  s e c u r i t i e s  a t  
c u r r e n t  v a l u e  and a l r e a d y  p r o v i d e  much o f  t h i s  i n f o r m a t i o n  i n  t h e i r  p r i m a r y  
f i n a n c i a l  s ta temen ts :  t h e  remainder  t h a t  i s  r e l e v a n t  can be r e a d i l y  d e t e r -  
mined by f i n a n c i a l  s ta tement  r e a d e r s .  

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 
requ i remen t  imposed by Sta tement  33 t h a t  t h e  Board conc luded p r o v i d e d  l i ' t t l e  
u s e f u l  i n f o r m a t i o n  fo r  i nves tmen t  companies and was n o t  necessary  to  meet 
t h e  o b j e c t i v e s  of t h a t  S ta tement .  

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: C r i t i c s  have argued t h a t  t h e  r e q u i r e d  d i s c l o s -  
u r e s  a r e  i n a p p r o p r i a t e  f o r  o t h e r  companies bes i : *?s i nves tmen t  companies. 
There fore ,  t h e y  s a i d ,  exempt ions shou ld  have been g r a n t e d  for  these o t h e r  
companies as we1 1 .  

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



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 55 

TITLE: D e t e r m i n i n g  whether a C o n v e r t i b l e  S e c u r i t y  I s  a Common S t o c k  
Equi Val e n t  

KEY DATES: Added t o  Board agenda September 1981 
Exposure f o r  p u b l i c  comment November 1981 
F i n a l  Statement  i s s u e d  Februa ry  1982 

ISSUE(S> ADDRESSED: T h i s  Statement  addresses t h e  d e t e r m i n a t i o n  o f  whether  a 
c o n v e r t i b l e  s e c u r i t y  i s  a common stock e q u i v a l e n t  and t h e r e f o r e  i n c l u d e d  i n  
t h e  computa t ion  of p r i m a r y  ea rn ings  pe r  share .  

SUMMARY OF STANDARD: The s tandard  r e p l a c e s  t h e  "bank p r ime  i n t e r e s t  r a t e "  
benchmark w i t h  an "average Aa c o r p o r a t e  bond y i e l d "  benchmark i n  t h e  common 
s t o c k  e q u i v a l e n c y  t e s t  ( t h e  "cash y i e l d  t e s t " )  i n  APB O p i n i o n  15. 

REASONS FOR ADOPTION: Under t h e  cash y i e l d  t e s t  i n  O p i n i o n  15, a c o n v e r t -  
i b l e  s e c u r i t y  was cons idered a common s t o c k  e q u i v a l e n t  a t  t h e  t i m e  of 
issuance i f ,  based on i t s  marke t  p r i c e ,  i t  had a cash y i e l d  ( r a t i o  of cash 
t o  be r e c e i v e d  a n n u a l l y  t o  t h e  marke t  v a l u e  o f  t h e  s e c u r i t y )  o f  l e s s  t h a n  
66 2 / 3  Y' o f  t h e  t h e n  c u r r e n t  p r ime  i n t e r e s t  r a t e .  The bank p r i m e  i n t e r e s t  
r a t e  was o r i g i n a l l y  adopted fo r  t h i s  t e s t  because i t  was p r a c t i c a b l e  and had 
a h i g h  c o r r e l a t i o n  t o  t h e  r a t e s  o f  r e t u r n  on l ong - te rm deb t  and p r e f e r r e d  
s tock .  However, i n  t h e  f e w  y e a r s  p r e c e d i n g  t h e  issuance o f  S ta tement  5 5 ,  
t h e  bank p r ime  i n t e r e s t  r a t e  became v o l a t i l e  and c e r t a i n  c o u n t r i e s  exper -  
ienced an i n v e r t e d  y i e l d  cu rve ,  i n  wh ich  s h o r t - t e r m  i n t e r e s t  r a t e s  exceed 
long- te rm r a t e s .  D u r i n g  t h i s  p e r i o d ,  t h e  e f f e c t  o f  a p p l y i n g  t h e  cash y i e l d  
t e s t  was t o  c a t e g o r i z e  as common s t o c k  e q u i v a l e n t s  c o n v e r t i b l e  s e c u r i t i e s  
w i t h  cash y i e l d s  t h a t  w e r e  s i m i l a r  t o  those of comparable s e c u r i t i e s  w i t h o u t  
a convers ion  o p t i o n .  The Board b e l i e v e d  t h a t  such a c o n c l u s i o n  was n o t  
i n tended  by O p i n i o n  15 and t h e r e f o r e  dec ided  t o  amend i t  by  s u b s t i t u t i n g  a 
new benchmark i n t e r e s t  r a t e .  

HOW THE STANDARD IMPROVES '  PREVIOUS PRACTICE:  Under p r e s e n t  changed c o n d i -  
t i o n s ,  Statement  55  a l l o w s  O p i n i o n  1 5  t o  c o n t i n u e  t o  o p e r a t e  as i n t e n d e d ,  
which i s  t o  i d e n t i f y  as a common stock e q u i v a l e n t  c o n v e r t i b l e  s e c u r i t i e s  
t h a t  have a y i e l d  t o  t h e  h o l d e r  s i g n i f i c a n t l y  be low t h e  y i e l d  o f  a s i m i l a r  
s e c u r i t y  w i t h o u t  a convers ion  o p t i o n .  

REMAINING ALTERNATIVES, I F  ANY: None. 

C R I T I C I S M S  OF THE STANDARD: C r i t i c s  o f  Statement  55 q u e s t i o n  whether  
i n f o r m a t i o n  about  p r i m a r y  ea rn ings  p e r  share based on  t h e  common stock 
equ iva lency  n o t i o n  of Op in ion  15 i s  u s e f u l .  A c c o r d i n g l y ,  t h e y  b e l i e v e  t h a t  
r a t h e r  than  change t h e  c a l c u l a t i o n ,  t h e  Board shou ld  e l i m i n a t e  t h e  n o t i o n  o f  
common stock e q u i v a l e n c y .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 56  

TITLE: D e s i g n a t i o n  of A I C P A  Guide and Sta tement  of P o s i t i o n  (SOP) 81-1 on 
C o n t r a c t o r  Accoun t ing  and SOP 81-2 c o n c e r n i n g  Hospi t a l - R e l a t e d  
O r g a n i z a t i o n s  as P r e f e r a b l e  for Purposes o f  A p p l y i n g  APB O p i n i o n  20 

KEY DATES: Added t o  Board agenda September 1979 
Exposure f o r  pub1 i c  comment November 1981 
F i n a l  Statement  i ssued Februa ry  1982 

I S S U E ( S >  ADDRESSED: Th i s  S ta tement  addresses t h e  p r e f e r a b i  1 i t y  o f  account -  
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 ing  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, " A c c o u n t i n g  Changes." 

SUMMARY OF STANDARD: The s tandard  s p e c i f i e s  t h a t  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  - " A u d i t  and 
Accoun t ing  Guide for C o n s t r u c t i o n  C o n t r a c t o r s "  and i n  A I C P A  Statements o f  
P o s i t i o n  81-1, "Accoun t ing  fo r  Per formance o f  Cons t ruc t i on -Type  and C e r t a i n  
Product ion-Type C o n t r a c t s  ,I' and 81 -2, " R e p o r t i n g  P r a c t i  ces concern i  ng 
H o s p i t a l - R e l a t e d  O r g a n i z a t i o n s , "  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  f o r  
purposes o f  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  under  O p i n i o n  20. 
See summary o f  Statement  32. 

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  
about  t h e  ongo ing  s t a t u s  o f  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  P o s i t i o n  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 .  The Board addressed 
t h a t  concern  i n  Statement  32. T h i s  Statement  updates  Sta tement  32 fo r  A I C P A  
pronouncements t h a t  were i ssued  a f t e r  Statement  32.  

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  

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

See summary o f  S ta tement  32. 

C R I T I C I S M S  OF THE STANDARD: See summary o f  S ta tement  32 .  

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



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 57 

TITLE: R e l a t e d  P a r t y  D i s c l o s u r e s  

KEY DATES: Added t o  Board  agenda A p r i l  1981 
Exposure for pub1 i c  comment 
F i n a l  S ta temen t  i ssued  March 1982 

November 1981 

ISSUE(S) ADDRESSED: R e l a t i o n s h i p s  between p a r t i e s  may enab le  one of t h e  
p a r t i e s  t o  e x e r c i s e  a degree of i n f l u e n c e  o v e r  t h e  o t h e r  such t h a t  t h e  
i n f  1 uenced p a r t y  may be favored or caused t o  subord i  na te  i t s  i ndependent 
i n t e r e s t s .  The r e s u l t i n g  t r a n s a c t i o n s  may be a f f e c t e d  s i g n i f i c a n t l y  by 
c o n s i d e r a t i o n s  o t h e r  t h a n  those i n  arm'  s - l eng th  t r a n s a c t i o n s  w i t h  u n r e l a t e d  
p a r t i e s .  T h i s  S ta tement  p r o v i d e s  gu idance on d i s c l o s u r e  o f  t r a n s a c t i o n s  
between r e l a t e d  p a r t i e s .  

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  f i n a n c i a l  s ta tements  t o  i n c l u d e  
d i s c l o s u r e  of m a t e r i a l  r e l a t e d  p a r t y  t r a n s a c t i o n s  o t h e r  than compensat ion 
arrangements,  expense a1 lowances, and o t h e r  s i m i  l a r  i t e m s  i n  t h e  o r d i n a r y  
course o f  bus iness .  The d i s c l o s u r e s  i n c l u d e  ( a )  t h e  n a t u r e  o f  t h e  r e l a t i o n -  
s h i p ,  ( b >  a d e s c r i p t i o n  of t h e  t r a n s a c t i o n s ,  ( c )  t h e  d o l l a r  amounts o f  t h e  
t r a n s a c t i o n s ,  and ( d )  amounts due from or to  r e l a t e d  p a r t i e s  and t h e  t e r m s  
and manner of s e t t l e m e n t .  If t h e  r e p o r t i n g  company and one or more o t h e r  
companies a r e  under common ownersh ip  or management c o n t r o l  and t h e  e x i s t e n c e  
o f  t h a t  c o n t r o l  c o u l d  r e s u l t  i n  o p e r a t i n g  r e s u l t s  or  f i n a n c i a l  p o s i t i o n  o f  
t h e  r e p o r t i n g  company s i g n i f i c a n t l y  d i f f e r e n t  from those t h a t  would have 
been o b t a i n e d  i f  t h e  companies were autonomous, t h e  n a t u r e  o f  t h e  c o n t r o l  
r e l a t i o n s h i p  must be d i s c l o s e d  even though t h e r e  a r e  no  t r a n s a c t i o n s  between 
t h e  companies. 

REASONS FOR ADOPTION: A I C P A  Sta tement  on A u d i t i n g  Standards 6 ,  " R e l a t e d  
P a r t y  T ransac t i ons ' '  ( S A S  61, p r o v i d e s  gu idance on r e l a t e d  p a r t y  f i n a n c i a l  
s ta tement  d i s c l o s u r e s .  However, a u t h o r i t a t i v e  aud i  t i n q  pronouncements a r e  
i n tended  t o  d i r e c t  t h e  a c t i v i t i e s  o f  a u d i t o r s ,  n o t  o f  accoun tan ts  who 
prepare  f i n a n c i a l  s ta temen ts .  Because gu idance fo r  r e l a t e d  p a r t y  d i s c l o s -  
u res  was n o t  i n c l u d e d  i n  t h e  a u t h o r i t a t i v e  l i t e r a t u r e  on g e n e r a l l y  accepted  
a c c o u n t i n q  p r i n c i p l e s ,  t h e  A I C P A  asked t h e  FASB to  c o n s i d e r  p r o v i d i n g  such 
guidance i n  a S ta tement  o f  F i n a n c i a l  Accoun t ing  Standards .  The r e l a t e d  
p a r t y  d i s c l o s u r e  requ i remen ts  c o n t a i n e d  i n  S ta tement  57 w e r e  e x t r a c t e d  from 
SAS 6 w i t h o u t  s i g n i f i c a n t  change, e x c e p t  t h a t  t h i s  Statement  does n o t  
address i s s u e s  p e r t a i n i n g  t o  economic dependency ( s e e  accoun t ing  or  imp le -  
men ta t i on  problems t h a t  remain ,  be low) .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  Though t h e  s tandard  r e a f f  i r m s  
e x i s t i n g  gu idance,  i t  now makes t h e  requ i remen ts  p a r t  o f  g e n e r a l l y  accepted  
accoun t ing  p r i n c i p l e s  ( r a t h e r  than g e n e r a l l y  accepted  a u d i t i n g  s tandards )  
and thus a p p l i c a b l e  t o  u n a u d i t e d  f i n a n c i a l  s ta tements  as w e l l .  

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 REMAIN:  T h i s  Statement  does not  
p r o v i d e  guidance for d i s c l o s u r e s  i n  s i t u a t i o n s  i n  wh ich  an e n t i t y  may be 
economica l l y  dependent on  one or more p a r t i e s  w i t h  which i t  t r a n s a c t s  a 
s i g n i f i c a n t  volume of bus iness ,  such as a sole or major  customer,  s u p p l i e r ,  
f r a n c h i s o r ,  f ranch isee ,  d i s t r i b u t o r ,  genera l  agen t ,  bo r rower ,  o r  l e n d e r .  
However, Statement  14 r e q u i r e s  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 jor  c u s t -  
omers. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 58 

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 i n  F i n a n c i a l  S ta tements  T h a t  
I n c l u d e  Inves tmen ts  Accounted f o r  by  t h e  E q u i t y  Method 

KEY DATES: Added t o  Boa,rd agenda December 1980 
September 1981 Exposure fo r  pub1 i c comment 

F i n a l  Statement  i s s u e d  A p r i  1 1982 

ISSUE(S> ADDRESSED: T h i s  Statement  addresses whether  S ta tement  34 d i  s- 
t i n g u i s h e s  q u a l i f y i n g  asse ts  owned by a p a r e n t  and c o n s o l i d a t e d  s u b s i d i a r i e s  
from those  owned by unconsol  i da ted  subs i  d i  a r i  es , j o i  n t  v e n t u r e s ,  and o t h e r  
i nves tees  accounted  fo r  by t h e  e q u i t y  method f o r  purposes o f  d e t e r m i n i n g  t h e  
amount of i n t e r e s t  cost t o  be c a p i t a l i z e d  i n  t h e  i n v e s t o r ' s  ( c o n s o l i d a t e d )  
f i nanc i a1 s t a temen ts  . 
SUMMARY OF STANDARD: The s tandard  1 i m i  t s  t h e  c a p i t a l i z a t i o n  o f  c o n s o l i d a t e d  
i n t e r e s t  cost t o  q u a l i f y i n g  asse ts  o f  t h e  p a r e n t  company and c o n s o l i d a t e d  
s u b s i d i a r i e s .  However, i nves tmen ts  accounted  fo r  by t h e  e q u i t y  method may 
q u a l i f y  fo r  i n t e r e s t  c a p i t a l i z a t i o n  i n  t h e  c o n s o l i d a t e d  s ta temen ts  w h i l e  t h e  
i nves tee  i s  p r e p a r i n g  f o r  t h e  b e g i n n i n g  o f  i t s  p lanned p r i n c i p a l  o p e r a t i o n s .  

REASONS FOR ADOPTION: The s tandard  was i s s u e d  t o  c l a r i f y  t h e  l i m i t a t i o n s  of 
Statement  34 r e l a t i n g  t o  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  cost i n  s i t u a t i o n s  
i n v o l v i n g  i n v e s t e e s  accounted for  by t h e  e q u i t y  method. 

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  
a l t e r n a t i v e  i n t e r p r e t a t i o n s  of paragraphs 9, 10, and 20 of Statement  34 and 
a l s o  e l i m i n a t e s  i n c o n s i s t e n c i e s  between Sta tement  34 and c e r t a i n  p r e v i o u s  
accoun t ing  pronouncements. 

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 d  t h a t ,  s i n c e  an i n v e s t e e  i s  
s u b j e c t  t o  t h e  requ i remen ts  of Statement  34 and t h e r e f o r e  c a p i t a l i z e s  i t s  
own i n t e r e s t  on q u a l i f y i n g  a s s e t s ,  c o n s o l i d a t e d  i n t e r e s t  shou ld  never  be 
c a p i t a l  i zed on  t h e  i n v e s t o r  ' s i nves tment  i n an i nvestee .  

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



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 59 

TITLE: D e f e r r a l  o f  t h e  E f f e c t i v e  Date o f  C e r t a i n  A c c o u n t i n g  Requi rements 
fo r  Pens ion  P lans  o f  S t a t e  and Loca l  Governmental U n i t s  

KEY DATES: 
Added to  Board Agenda 
Exposure for  pub1 i c comment 
F i n a l  S ta tement  i ssued A p r i l  1982 

January  1982 
Februa ry  1982 

ISSUE(S) ADDRESSED: T h i s  S ta tement  addressed d e f i n e d  b e n e f i t  p e n s i o n  p l a n s  
t h a t  a re  sponsored by s t a t e  and l o c a l  governments.  

SUMMARY OF STANDARD: The s tandard  de fe r red  t h e  e f f e c t i v e  d a t e  o f  S ta tement  
35  f o r  18 months for  d e f i n e d  b e n e f i t  pens ion  p l a n s  t h a t  a r e  sponsored by  
s t a t e  and l o c a l  governments. Statement  7 5  was l a t e r  i s s u e d  t o  ex tend  t h a t  
d e f e r r a l  i n d e f i n i t e l y .  

REASONS FOR ADOPTION: The Board r e c e i v e d  a r e q u e s t  from t h e  N a t i o n a l  
Counc i l  on Governmental Accoun t ing  (NCGA) t o  suspend Sta tement  35 as i t  
a p p l i e s  t o  pens ion  p l a n s  sponsored by s t a t e  and l o c a l  governmenta l  u n i t s .  
I n  December 1921, t h e  NCGA i s s u e d  I n t e r p r e t a t i o n  4, "Accoun t ing  and F inan-  
c i a l  R e p o r t i n g  for P u b l i c  Employee Re t i remen t  Systems and Pension T r u s t  
Funds." The I n t e r p r e t a t i o n  d i f f e r e d  from Sta tement  35 i n  c e r t a i n  r e s p e c t s .  
To a v o i d  c o n f l i c t i n g  guidance,  t h e  FASB and i t s  s t a f f  d i scussed  w i t h  NCGA 
r e p r e s e n t a t i v e s  t h e  poss i  b i  1 i t y  o f  d e f e r r i n g  t h e  app l  i c a b i  1 i t y  o f  b o t h  
Statement  35 and NCGA I n t e r p r e t a t i o n  4 u n t i l  a new s t r u c t u r e  f o r  s e t t i n g  
accoun t ing  s tandards  for s t a t e  and l o c a l  governments was e s t a b l i s h e d .  I n  
March 1982, t h e  NCGA v o t e d  to  change t h e  e f f e c t i v e  d a t e  o f  i t s  I n t e r p r e t a -  
t ion.  

HOW THE STANDARD IMPROVED PREVIOUS P R A C T I C E :  D u r i n g  t h e  p e r i o d  s i n c e  Board 
d e l i b e r a t i o n s  on  Statement  35 ,  e f fo r t s  t o  e s t a b l i s h  a new s t r u c t u r e  fo r  
s e t t i n g  a c c o u n t i n g  s tandards  for  s t a t e  and l o c a l  governmenta l  u n i t s  w e r e  
be ing  made. The Board b e l i e v e d  t h a t  those e f f o r t s  would n o t  be f a c i l i t a t e d  
by the  i m p o s i t i o n  o f  new s tandards  or by t h e  e x i s t e n c e  o f  d i f f e r i n g  s tand-  
a rds  i ssued  by d i f f e r e n t  bod ies .  

R E M A I N I N G  ALTERNATIVES, I F  ANY:  T h i s  S ta tement  was adopted  t o  p e r m i t  
a l t e r n a t i v e s  t o  c o n t i n u e  u n t i l  bod ies  d e a l i n g  w i t h  governmenta l  a c c o u n t i n g  
c o u l d  complete t h e i r  work on t h e  i s s u e .  

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

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  Pens ion  p l a n s  o f  s t a t e  
and l o c a l  governmenta l  u n i t s  may c u r r e n t l y  p r o v i d e  i n f o r m a t i o n  on any o f  
seve ra l  d i f f e r e n t  bases. These problems a r e  c u r r e n t l y  b e i n g  addressed i n  
t h e  Governmental Accoun t ing  Standards B o a r d ' s  pens ion  p r o j e c t .  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 60 

TITLE: Accoun t ing  and R e p o r t i n g  by I n s u r a n c e  E n t e r p r i s e s  

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

September 1979 
November 1981 
June 1982 

ISSUE(S> . ADDRESSED: T h i s  Statement  addresses a c c o u n t i n g  and r e p o r t i n g  by  
l i f e  i nsu rance  companies, p r o p e r t y  and l i a b i l i t y  i nsu rance  companies,  and 
t i  t 1 e i nsu rance  compani e s  . 
SUMMARY OF STANDARD: The Statement  r e q u i r e s  t h a t  premiums from s h o r t -  
d u r a t i o n  c o n t r a c t s  o r d i n a r i l y  be recogn ized  as revenue o v e r  t h e  p e r i o d  of 
t h e  c o n t r a c t  i n  p r o p o r t i o n  to  t h e  amount o f  i n s u r a n c e  p r o t e c t i o n  p r o v i d e d .  
Premiums from l o n g - d u r a t i o n  c o n t r a c t s  a r e  r e q u i r e d  t o  be r e c o g n i z e d  as 
revenue when due from p o l i c y h o l d e r s .  Costs t h a t  v a r y  w i t h  and a r e  p r i m a r i l y  
r e l a t e d  t o  t h e  a c q u i s i t i o n  of i nsu rance  c o n t r a c t s  a r e  r e q u i r e d  t o  be c a p i t -  
a l i z e d  and charged t o  expense i n  p r o p o r t i o n  t o  premium revenue r e c o g n i z e d .  

REASONS FOR ADOPTION: T h i s  Statement  e x t r a c t s  t h e  s p e c i a l i z e d  a c c o u n t i n g  
p r i n c i p l e s  and p r a c t i c e s  from A I C P A  I n d u s t r y  A u d i t  Guides, " A u d i t s  o f  S t o c k  
L i f e  Insu rance  Companies," and " A u d i t s  o f  F i r e  and C a s u a l t y  I n s u r a n c e  
Companies" and Sta tements  o f  P o s i t i o n  78-6, 79-3, and 80-1 t o  make those  
p r i n c i p l e s  a p a r t  o f  t h e  a u t h o r i t a t i v e  l i t e r a t u r e  under t h e  a u s p i c e s  o f  t h e  
FASB ( p o r t i o n s  o f  APB Op in ion  23 were a l s o  e x t r a c t e d ) .  See summary o f  
Statement  32. 

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  The s tandard  r e q u i r e s  a l l  
companies i n  t h e  i n d u s t r y  to  a p p l y  t h e  same 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: Th i s  S ta tement  does n o t  address i s s u e s  t h a t  
c u r r e n t l y  a r e  b e i n g  s t u d i e d  by t h e  i nsu rance  i n d u s t r y  and t h e  a c c o u n t i n g  and 
a c t u a r i a l  p r o f e s s i o n s ,  as d iscussed under "Accoun t ing  or  I m p l e m e n t a t i o n  
Problems That  Remai n .  It 

C R I T I C I S M S  OF THE STANDARD: See summary o f  S ta tement  3 2 .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  The Board r e c e n t l y  added 
t o  i t s  agenda a p r o j e c t  t h a t  w i  1 1  address c e r t a i n ,  i nsu rance  i n d u s t r y  i s s u e s  
i n c l u d i n g  new p r o d u c t s  such as u n i v e r s a l  l i f e  ' i n s u r a n c e  c o n t r a c t s ,  i s s u e s  
r e l a t e d  to  s h o r t - d u r a t i o n  c o n t r a c t s ,  and economic r i s k  under a r e i n s u r a n c e  
c o n t r a c t .  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 61 

TITLE: Accoun t ing  fo r  T i t l e  P l a n t  

KEY DATES: Added t o  Board agenda September 1979 
Exposure fo r  pub1 i c comment November 1981 
F i n a l  Statement  i ssued June 1982 

ISSUE(S> ADDRESSED: Thi  s Statement  addresses  t h e  a c c o u n t i n g  b y  companies, 
such as t i t l e  i nsu rance  companies, t h a t  use a t i t l e  p l a n t ,  wh ich  i s  a 
h i s t o r i c a l  r e c o r d  o f  a l l  m a t t e r s  a f f e c t i n g  t i t l e  t o  p a r c e l s  o f  l a n d  i n  a 
p a r t i c u l a r  geograph ic  a rea .  

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  t h a t  costs d i r e c t l y  i n c u r r e d  t o  
c o n s t r u c t  a t i t l e  p l a n t  be c a p i t a l i z e d  u n t i l  t h e  company can use t h e  t i t l e  
p l a n t  to  do t i t l e  searches.  The s t a n d a r d  a l s o  r e q u i r e s  t h a t  c a p i t a l i z e d  
c o s t s  o f  a t i t l e  p l a n t  n o t  be d e p r e c i a t e d  and t h a t  costs o f  m a i n t a i n i n g  a 
t i t l e  p l a n t  and d o i n g  t i t l e  searches be expensed as i n c u r r e d .  

REASONS FOR ADOPTION: Th i s  S ta tement  e x t r a c t s  s p e c i a l i z e d  a c c o u n t i n g  
p r i n c i p l e s  and p r a c t i c e s  from A I C P A  S ta tement  o f  P o s i t i o n  80-1, "Accoun t ing  
f o r  T i t l e  Insu rance  Companies," t o  make those p r i n c i p l e s  a p a r t  o f  t h e  
a u t h o r i t a t i v e  l i t e r a t u r e  under t h e  ausp ices  o f  the FASB. See summary o f  
Statement  32.  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  
companies i n  t h e  i n d u s t r y  to  a p p l y  t h e  same p r i n c  

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

The s t a n d a r d  r e q u i r e s  a l l  
p l e s .  

C R I T I C I S M S  OF THE STANDARD: See summary o f  Statement  3 2 .  

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



STATEMENT OF FINANCI.4L ACCOUNTING STANDARDS NO. 62 

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 i n  S i t u a t i o n s  I n v o l v i n g  C e r t a i n  
Tax-Exempt Borrowings and C e r t a i n  G i f t s  and Grants  

KEY DATES: Added t o  Board agenda October  1981 
Exposure fo r  pub1 i c  comment 
F i n a l  Statement  i ssued  June 1982 

ISSUE(S> ADDRESSED: Th is  Statement  addresses 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  i n  s i t u a t i o n s  when q u a l i f y i n g  asse ts  a r e  a c q u i r e d  u s i n g  g i f t s  or g r a n t s  
t h a t  a r e  r e s t r i c t e d  by the  donor or g r a n t o r  t o  t h e  purchase o f  t h o s e  as-  
s e t s .  I n  a d d i t i o n ,  t h i s  Statement  addresses t h e  o f f s e t t i n g  o f  i n t e r e s t  
income a g a i n s t  i n t e r e s t  cost t o  be cap i  t a l  i zed i n  c e r t a i  n c i  rcums tances  
i n v o l v i n g  e x t e r n a l l y  r e s t r i c t e d  tax-exempt bo r row ings  ( i . e . ,  many govern-  
menta l  bo r row ings  and most government-sponsored bo r row ings )  . 

December 1981 

SUMMARY OF STANDARD: The s tandard  p r o h i b i t s  i n t e r e s t  c a p i t a l i z a t i o n  on  
q u a l i f y i n g  a s s e t s  t o  t h e  e x t e n t  t h a t  t h e y  a r e  a c q u i r e d  u s i n g  g i f t s  or  g r a n t s  
r e s t r i c t e d  t o  t h e  a c q u i s i t i o n  o f  those asse ts .  Also, t h e  s tandard  r e q u i r e s  
c a p i t a l i z a t i o n  o f  t h e  n e t  i n t e r e s t  ( i n t e r e s t  cost reduced by  e a r n i n g s  from 
temporary i nves tmen t  o f  borrowed funds )  r e l a t e d  t o  e x t e r n a l l y  r e s t r i c t e d  
tax-exempt bo r row ings  from t h e  d a t e  o f  bo r row ing  u n t i l  t h e  q u a l i f i e d  a s s e t s  
a c q u i r e d  w i t h  those  bor rowings  a r e  ready  for t h e i r  i n tended  use.  

REASONS FOR ADOPTION: The s tandard  was i ssued  t o  p r o v i d e  a u t h o r i t a t i v e  
gu idance on i n t e r e s t  c a p i t a l i z a t i o n  on q u a l i f y i n g  asse ts  u s i n g  g i f t s  or 
g r a n t s  and t o  r e c o n s i d e r  t h e  guidance i n  Techn ica l  B u l l e t i n  81-5, " O f f -  
s e t t i n g  I n t e r e s t  Cost t o  be C a p i t a l i z e d  w i t h  I n t e r e s t  Income." 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  c l a r i f i e s  t h e  
a p p l i c a t i o n  o f  Statement  34 i n  c e r t a i n  s p e c i a l  c i rcumstances  t o  improve 
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: Some b e l i e v e d  t h i s  Statement  i n c o r r e c t l y  merged 
t h e  a c c o u n t i n g  f o r  t h r e e  d i s s i m i l a r  bus iness  a c t i v i t i e s :  t h e  b o r r o w i n g  o f  
funds ,  t h e  temporary inves tment  o f  funds ,  and t h e  a c q u i s i t i o n  o f  c a p i t a l  
a s s e t s .  O the rs  c r i t i c i z e d  t h e  Statement  for  l i m i t i n g  t h e  o f f s e t t i n g  o f  
i n t e r e s t  income a g a i n s t  i n t e r e s t  c o s t  t o  o n l y  tax-exempt bo r row ings .  

ACCOUNTlNG OR IMPLEMENTATION PROBLEMS THAT REMAIN:  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 63 

TITLE: Financial Reporting by Broadcasters 

KEY DATES: Added to Board agenda September 1979 
Exposure for pub1 i c comment June 1981 
Final Statement issued June 1982 

ISSUE(S> ADDRESSED: This Statement addresses accounting for the program 
rights and related license fees by the broadcasting industry. 

SUMMARY OF STANDARD: The Statement requires exhibition rights acquired 
under a license agreement for program material to be accounted for as a 
purchase of rights by the licensee. The asset and liability for a license 
agreement is reported by the licensee at either the present value or the 
gross amount of the liability when the license period begins and certain 
specified conditions have been met. The standard a1 so establ i shes standards 
of reporting by broadcasters for barter transactions and network affiliation 
agreements. 

REASONS FOR ADOPTION: This Statement extracts the specialized accounting 
principles and practices from AICPA Statement of Position 75-5 ,  "Accounting 
in the Broadcasting Industry," to make those principles a part of the 
authoritative literature under the auspices of the FA%. See summary of 
Statement 32. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE: The standard requires all 
companies i n  the industry to apply the same accounting principles, except as 
noted under "Remaining Alternatives." 

REMAINING ALTERNATIVES, IF ANY: As noted above, broadcasters may report 
assets and liabilities relating to license agreements at either the  gross 
receivable and payable amounts or at discounted amounts. 

CRITICISMS OF THE STANDARD: Some believed that the standard should not 
designate as equally acceptable two different methods o f  accounting for the 
asset and liability arising from license agreements under identical facts 
and circumstances. In addition, see summary of Statement 32.  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN: None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 64 

TITLE: Extinguishments of Debt Made to Satisfy Sinking-Fund Requirements 

KEY DATES: Added to Board agenda February 1982 
February 1982 Exposure for public comment 

Final Statement issued September 1982 

ISSUE(S) ADDRESSED: Companies can extinguish (effectively pay off) debt 
issues by buying the debt for sinking-fund requirements. The key accounting 
issue is whether to classify gains and losses from extinguishments of debt 
made to satisfy future sinking-fund requirements as ordinary or extra- 
ordinary items for income statement presentation. 

SUMMARY OF STANDARD: The standard provides that gains and losses from 
extinguishments of debt made to satisfy sinking-fund requirements that a 
company must meet within one year of th:: date of the extinguishment are not 
required to be classified as extraordinary items. The standard further 
provides that the classification of gains and losses from extinguishments of 
debt made to satisfy sinking-fund requirements are to be determined without 
regard to the means used to achieve the extinguishment. 

REASONS FOR ADOPTION: The FASB had been advised that diverse accounting 
practices had developed relating to the classification of gains and losses 
from debt extinguishments made to satisfy sinking-fund requirements and that 
such diverse practices should be I imi ted. Additionally, the Board believed 
that the classification of such gains and losses should not be based on the 
means used to effect the extinguishments but should be similar for all 
extinguishments resulting in similar disposition o f  the debt. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE: The standard eliminates the 
alternative treatment previously afforded the classification of gains and 
losses on extinguishments of debt made to satisfy sinking-fund requirements, 
thereby.enhancing comparability of financial information. 

REMAINING ALTERNATIVES, IF ANY: None 

CRITICISMS OF THE STANDARD: Some believed that the requirements of APB 
Opinion 30 should continue to govern the determination of ordinary versus 
extraordinary item classification of gains and losses from extinguishments 
of debt made to satisfy sinking-fund requirements. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN: None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 65 

TITLE: Accoun t ing  fo r  C e r t a i n  Mor tgage Banking A c t i v i t i e s  

KEY DATES: Added t o  Board agenda September 1979 
Exposure for  pub1 i c comment 
F i n a l  Statement  i ssued September 1982 

February  1982 

I S S U E ( S )  ADDRESSED: Th is  S ta tement  addresses mortgage b a n k i n g  a c t i v i t i e s  
t h a t  p r i m a r i l y  c o n s i s t  o f  two separa te  b u t  i n t e r r e l a t e d  a c t i v i t i e s :  ( a )  t h e  
o r i g i n a t i o n  o r  a c q u i s i t i o n  of mortgage loans  and t h e  s a l e  o f  t h e  l o a n s  t o  
permanent i n v e s t o r s  and (b )  t h e  subsequent l ong - te rm s e r v i c i n g  o f  t h e  l o a n s .  

SUMMARY OF STANDARD: The Sta tement  r e q u i r e s  mortgage l o a n s  and mor tgage-  
backed s e c u r i t i e s  h e l d  for  s a l e  t o  be r e p o r t e d  a t  t h e  lower o f  c o s t  or 
market  v a l u e .  O r i g i n a t i o n  costs a s s o c i a t e d  w i t h  l o a n  a p p l i c a t i o n s  r e c e i v e d  
d i r e c t l y  f r o m  bor rowers  a re  expensed as p e r i o d  c o s t s .  The premium p a i d  for  
t h e  r i g h t  to  s e r v i c e  loans i n  a purchase o f  mortgage loans  o r d i n a r i l y  i s  
c a p i t a l i z e d  as t h e  cost o f  a c q u i r i n g  t h a t  r i g h t .  Loan o r i g i n a t i o n  f e e s ,  t o  
the e x t e n t  t h a t  t h e y  r e p r e s e n t  re imbursement  o f  l o a n  o r i g i n a t i o n  c o s t s ,  a r e  
recogn ized  as revenue when r e c e i v e d .  O r i g i n a t i o n  f e e s  i n  excess o f  c o s t s  
a re  recogn ized  as revenue when t h e  loans  a re  s o l d  to  permanent i n v e s t o r s  or 
over t i m e  i f  t h e  loans  a re  h e l d  as i nves tmen ts .  Fees  f o r  s e r v i c e s  pe r fo rmed  
by t h i r d  p a r t i e s  and loan  p lacement  f e e s  a re  r e c o g n i z e d  as revenue when a l l  
s i g n i f i c a n t  s e r v i c e s  have been per fo rmed.  Land a c q u i s i t i o n ,  development ,  
and c o n s t r u c t i o n  l oan  f e e s  and s tandby and gap commitment f e e s  a r e  recog-  
n i z e d  as revenue o v e r  t h e  combined commitment and l o a n  p e r i o d s .  

REASONS FOR ADOPTION: Th i s  Statement  e x t r a c t s  s p e c i a l i z e d  a c c o u n t i n g  
p r i n c i p l e s  and p r a c t i c e s  from A I C P A  Statements of Position 84-12 and 76-2 t o  
make those p r i n c i p l e s  a p a r t  of t h e  a u t h o r i t a t i v e  l i t e r a t u r e  under  t h e  
ausp ices  o f  t h e  FASB. See summary o f  Statement  32. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  r e q u i r e s  a l l  
companies t o  a p p l y  t h e  same p r i n c i p l e s  ' i n  these t r a n s a c t i o n s .  

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: See summary o f  Statement  32. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  Q u e s t i o n s  have been 
r a i s e d  about  whether some companies e f f e c t i v e l y  a r e  c o n d u c t i n g  mor tgage.  
banking a c t i v i t i e s  ( p a r t i c u l a r l y  sav ings  and loans )  and t h e r e f o r e  shou ld  be 
a p p l y i n g  t h e  p r o v i s i o n s  of Statement  65. (Sav ings  and loans  do n o t  gener -  
a l l y  c a r r y  t h e i r  mortgages a t  t h e  lower o f  c o s t  or  marke t  v a l u e  as r e q u i r e d  
by Statement  65 f o r  mortgage bank ing  a c t i v i t i e s  o f  a l l  e n t i t i e s . )  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 66 

TITLE: Accounting for Sales of Real Estate 

KEY DATES: Added to Board agenda September 1979 
Exposure for pub1 ic 'comment December 1981 
Final Statement issued October 1982 

ISSUE(S1 ADDRESSED: This Statement addresses accounting for sales of real 
estate. 

SUMMARY OF STANDARD: For retail land sales, the standard requires that the 
seller's receivables from the land sales be collectible and that the seller 
have no significant remaining obligations for construction or development 
before profits are recognized by the full accrual method. Other sales in 
retail land sales projects are to be reported under either the percentage- 
of-completion or the instal lment method, for which the standard establishes 
criteria based on the collectibility of the seller's receivables from the 
land sales and the seller's remaining obligations. 

For other sales of real estate, the standard provides for profit recog- 
nition by the full accrual and several other methods, depending on whether a 
sale has been consummated, the extent of the buyer's investment in the 
property being sold, whether the seller's receivable is subject to future 
subordination, and the degree of the seller's continuing involvement with 
the property after the sale. 

REASONS FOR ADOPTION: This Statement extracts the specialized accounting 
principles and practices from AICPA Industry Accounting Guides, "Accounting 
for Profit Recognition on Sales of Real Estate and Accounting for Retail 
Land Sales,'' and Statements o f  Pos i t ion  75-6, "Questions Concerning P r o f i t  
Recognition on Sales of Real Estate," and 78-4, "Application of the Deposit, 
Installment, and Cost Recovery Methods in Accounting for Sales of Real ., 

Estate," to make those principles a part o f  the authoritative literature 
under the auspices of the FASB. See summary of Statement 32. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE: The standard requires a1 1 
companies in the industry to apply the same accounting principles for these 
transactions. 

REMAINING ALTERNATIVES, IF ANY: None 

CRITICISMS OF THE STANDARD: See summary of Statement 32. Also, some have 
criticized certain specific percentage tests for profit recognition in the 
Statement as arbitrary. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN: This Statement includes 
a number o f  provisions that can be difficult to apply to transactions that 
were not contemplated at the time the guidance was issued. In addition, 
questions have arisen concerning the interaction between this document and 
Statement 13. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 67 

TITLE: A c c o u n t i n g  f o r  Costs and I n i t i a l  Ren ta l  Opera t i ons  o f  Real E s t a t e  
P r o j e c t s  

KEY DATES: Added t o  Board agenda September 1979 
Exposure f o r  pub1 i c  comment December 1981 
F i n a l  Statement  i ssued  October  1982 

ISSUE(S> ADDRESSED: Th is  Statement  addresses  accoun t ing  for  a c q u i r i n g ,  
c o n s t r u c t i n g ,  s e l l i n g ,  and r e n t i n g  r e a l  e s t a t e  p r o j e c t s .  

SUMMARY OF STANDARD: The s tandard  e s t a b l i s h e s  whether c o s t s  a s s o c i a t e d  w i t h  
a c q u i r i n g ,  d e v e l o p i n g ,  c o n s t r u c t i n g ,  s e l l  i n g ,  and r e n t i n g  r e a l  e s t a t e  
p r o j e c t s  shou ld  be c a p i t a l i z e d .  Guidance a l s o  i s  p r o v i d e d  on t h e  a p p r o p r i -  
a t e  methods o f  a l l o c a t i n g  c a p i t a l i z e d  costs t o  i n d i v i d u a l  components of a 
p r o j e c t .  The s t a n d a r d  a l s o  e s t a b l i s h e s  t h a t  a r e n t a l  p ro jec t  changes from 
nonopera t i ng  when i t  i s  s u b s t a n t i a l l y  completed and h e l d  a v a i l a b l e  f o r  
occupancy, i . e . ,  upon comp le t i on  o f  t e n a n t  improvements b u t  no l a t e r  t h a n  . 
one yea r  from c e s s a t i o n  o f  ma jo r  c o n s t r u c t i o n  a c t i v i t i e s .  A t  t h a t  t i m e ,  
c o s t s  shou ld  no l o n g e r  be c a p i t a l i z e d .  

REASONS FOR ADOPTION: T h i s  Statement  e x t r a c t s  t h e  s p e c i a l i z e d  a c c o u n t i n g  
p r i n c i p l e s  and p r a c t i c e s  from A I C P A  Statements o f  P o s i t i o n  80-3, " A c c o u n t i n g  
f o r  Real E s t a t e  A c q u i s i t i o n ,  Development, and C o n s t r u c t i o n  Costs," and 78-3, 
"Accoun t ing  fo r  Costs t o  S e l l  and Rent, and' I n i t i a l  Ren ta l  Opera t i ons  o f ,  
Real E s t a t e  P r o j e c t s , "  and A I C P A  I n d u s t r y  Accoun t ing  Guide, "Accoun t ing  for 
R e t a i l  Land Sa les , "  t o  make those  p r i n c i p l e s  a p a r t  of t h e  a u t h o r i t a t i v e  
l i t e r a t u r e  under  t h e  ausp ices  o f  t h e  FASB. See summary o f  S ta tement  32. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  r e q u i r e s  a1 1 
companies i n  t h e  i n d u s t r y  t o  a p p l y  t h e  same accoun t ing  p r i n c i p l e s  fo r  these  
t r a n s a c t i o n 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: See summary o f  S ta tement  32. 

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



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 68 

TITLE: Research and Development Arrangements 

KEY DATES: Added t o  Board agenda October  1981 
Exposure f o r  p u b l i c  comment A p r i  1 1982 
F i n a l  Statement  i s s u e d  October  1982 

ISSUE(S> ADDRESSED: A company wants t o  conduct  r e s e a r c h  and development  
(R&D) a c t i v i t i e s  b u t ,  f o r  v a r i o u s  bus iness  reasons ,  i t  does n o t  want t o  f u n d  
the  a c t i v i t i e s  s o l e l y .  The company e n t e r s  i n t o  an arrangement  whereby 
o t h e r s  w i l l  p r o v i d e  some or a l l  o f  t h e  fund ing  for t h e  R&D. A f t e r  t h e  R&D 
i s  completed, t h e  company has t h e  r i g h t  t o  pay t h e  o t h e r  p a r t i e s  and o b t a i n  
t h e  e x c l u s i v e  r i g h t s  t o  t h e  r e s u l t s  o f  t h e  R&D e f f o r t s .  

SUMMARY OF STANDARD: T h i s  S ta tement  s p e c i f i e s  c r i t e r i a  t h a t  g e n e r a l l y  
c l a s s i f y  R&D arrangements e i t h e r  as f i n a n c i n g  arrangements or as c o n t r a c t u a l  
arrangements t o  p e r f o r m  R&D fo r  o t h e r s .  I f  t h e  company i s  commi t ted  t o  
repay some or a l l  o f  t h e  funds  t o  t h e  o t h e r  p a r t i e s  even i f  t h e  R&D e f f o r t  
i s  unsuccess fu l ,  t h e  company must r e c o r d  a l i a b i l i t y  fo r  t h e  R&D a r range-  
ment. On t h e  o t h e r  hand, t o  t h e  e x t e n t  t h e  company i s  o b l i g a t e d  t o  repay  
t h e  o t h e r  p a r t i e s  o n l y  i f  t h e  R&D e f fo r t  i s  s u c c e s s f u l ,  amounts r e c e i v e d  by 
t h e  company a r e  recogn ized  as income as t h e  company completes i t s  o b l i g a -  
t i o n s  under  t h e  R&D arrangement .  Guidance i s  a l s o  p r o v i d e d  on a s s e s s i n g  
whether u n s t a t e d  commitments t o  repay  t h e  o t h e r  p a r t i e s ,  p a r t i c u l a r l y  
r e l a t e d  p a r t i e s ,  shou ld  be presumed t o  e x i s t .  

REASONS FOR ADOPTION: The s t a n d a r d  was i s s u e d  because o f  a d i v e r g e n c e  i n  
accoun t ing  for r e s e a r c h  and development  ar rangements.  G iven s i m i  l a r  f a c t s  
and c i r cums tances ,  some companies would v iew  t h e  amount r e c e i v e d  from o t h e r s  
t o  fund  t h e  R&D a c t i v i t i e s  as income and some companies would v iew  t h e  
amount as borrowed funds .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  enhances compar- 
a b i l i t y  b y  p r o v i d i n g  c r i t e r i a  f o r  d e t e r m i n i n g  when companies t h a t  e n t e r  i n t o  
R&D ar rangements must t r e a t  t h e  arrangements as bo r row ings .  

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 v iew  t h e  Sta tement  as e n d o r s i n g  a form o f  
"o f f -ba lance -shee t "  f i n a n c i n g  i n  c i r cums tances  .when i t  . r e q u i r e s  a c c o u n t i n g  
f o r  an R&D arrangement  as a c o n t r a c t  t o  p e r f o r m  R&D f o r  o t h e r s .  They t h i n k  
a l l  R&D arrangements shou ld  be r e p o r t e d  as bo r row ings .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS T H A T .  R E M A I N :  An imp lemen ta t i on  
ques t i on  r e l a t e d  t o  t h e  subsequent purchase of t h e  R&D efforts by t h e  
company was answered i n  Techn ica l  B u l l e t i n  No. 84-1. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 69 

TITLE: D i s c l o s u r e s  abou t  O i l  and Gas Produc ing  A c t i v i t i e s  

KEY DATES: Added t o  Board agenda March 1981 
I n v i t a t i o n  t o  Comment May 1981 
Pub1 i c Hear ing  he1 d August  1981 
Exposure f o r  pub1 i c comment A p r i l  1982 
F i n a l  S ta tement  i s s u e d  November 1982 

ISSUE(S> ADDRESSED: T h i s  Statement  p r o v i d e s  f o r  c e r t a i n  d i s c l o s u r e s  t o  be 
p r o v i d e d  by  a l l  companies engaged i n  o i l -  and gas-produc ing  a c t i v i t i e s .  The 
Sta tement  p r e s c r i b e s  d i  sc losu res ;  i t  does n o t  a f f e c t  t h e  a c c o u n t i n g  by t h o s e  
companies. 

SUMMARY OF STANDARD: The s tandard  
method o f  accoun t ing  f o r  costs 
a c t i v i t i e s ,  t h e  amounts of p roved o 
r e l a t e d  t o  p roduc ing  a c t i v i t i e s  and 
i z e d  measure o f  d i scoun ted  n e t  cash 
r e s e r v e  q u a n t i t i e s .  

REASONS FOR ADOPTION: T h i s  Statement  

s p e c i f i e s  d i  s c l o s u r e s  r e g a r d i n g  t h e  
ncu r red  i n  o i l -  and gas -p roduc ing  
1 and gas r e s e r v e  q u a n t i t i e s ,  c o s t  
e s u l t s  o f  o p e r a t i o n s ,  and a s tandard -  
f lows r e l a t e d  t o  c rude o i l  and gas 

was i ssued  so t h a t  f i n a n c i a l  s ta temen t  
users  c o u l d  have i n f o r m a t i o n  about  and c o u l d  make compar isons between o i  1 -  
and gas-producing companies t h a t  fo l low s i g n i f i c a n t l y  d i f f e r e n t  a c c o u n t i n g  
methods. Prev ious  a t tempts  t o  e s t a b l i s h  u n i f o r m  a c c o u n t i n g  f o r  o i l -  and 
gas-produc ing  companies had been unsuccessfu l  (see  summaries o f  Sta tements  
19 and 2 5 ) .  I n  1978, t h e  SEC proposed t o  deve lop  r e s e r v e  r e c o g n i t i o n  
a c c o u n t i n g  (RRA) as an a l t e r n a t i v e  t o  t h e  s u c c e s s f u l  e f f o r t s  and f u l l  cost 
methods t h e  Board had addressed i n  Statement  19. I n  February  1981, t h e  SEC 
s t a t e d  t h a t  t h e  Commission no l o n g e r  cons ide red  RRA t o  be a p o t e n t i a l  method 
o f  a c c o u n t i n g  the  p r i m a r y  f i n a n c i a l  s ta tements  o f  o i l  and gas p r o d u c e r s .  
The Commission a l s o  i n d i c a t e d  i t s  suppor t  of an u n d e r t a k i n g  by  t h e  FASB t o  
deve lop  a comprehensive package o f  d i s c l o s u r e s  for those engaged i n  o i l -  and 
gas-produc ing  a c t i v i t i e s  c o n s i s t e n t  w i t h  t h e  Energy P o l i c y  and C o n s e r v a t i o n  
A c t .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  p r o v i d e s  f o r  a 
u n i f o r m  sys tem o f  d i s c l o s u r e  t o  be f o l l o w e d  by  a l l  o i l -  and gas -p roduc ing  
companies t h a t  a re  p u b l i c l y  t raded .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: Companies may s t i l l  choose between t h e  suc- 
c e s s f u l  e f f o r t s  and f u l l  cost methods o f  a c c o u n t i n g  i n  t h e  p r i m a r y  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: Some have ques t i oned  t h e  r e l i a b i l i t y  and use- 
f u l n e s s  o f  the  d i s c l o s u r e s  mandated by t h e  s tandard .  Some a l s o  have c r i t i -  
c i z e d  t h e  use o f  c u r r e n t  o i l  and gas p r i c e s  ( r a t h e r  than  e s t i m a t e s  o f  f u t u r e  
p r i c e  changes) and t h e  use o f  a s i n g l e  d i s c o u n t  r a t e .  O the rs  s t a t e  t h a t  t h e  
d i s c l o s u r e s  are  u s e f u l  b u t  a s s e r t  t h a t  even g r e a t e r  d e t a i l  s h o u l d  be p ro -  
v i  ded. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  There i s  some d i v e r s i t y  
i n  t h e  computa t ion  o f  some e lements o f  t h e  s t a n d a r d i z e d  measure o f  d i s c o u n t -  
ed n e t  cash flow. For example, some companies have used d i f f e r e n t  approach-  
es t o  measure t h e  e f f e c t s  of income taxes  on f u t u r e  cash f lows. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 70 

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 :  Fo re ign  Cur rency  T r a n s l a -  
t i o n  

KEY DATES: Added t o  Board agenda October  1981 
Exposure fo r  p u b l i c  comment December 1981 
F i n a l  S ta tement  i ssued December 1982 

SUBJECT ADDRESSED: T h i s  Statement  amends Sta tement  33, 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 ,  t o  implement r e v i s i o n s  t o  t h e  supplementary i n f o r m a t i o n  
about  t h e  e f f e c t s  o f  changing p r i c e s  n e c e s s i t a t e d  by changes i n  t h e  method 
o f  t r a n s l a t i n g  f o r e i g n  c u r r e n c y  f i n a n c i a l  s ta tements  s e t  o u t  i n  S ta temen t  
52, F o r e i g n  Cur rency  T r a n s l a t i o n .  

SUMMARY OF STANDARD: The s tandard  exempts a company t h a t  measures a s i g n i f -  
i c a n t  p a r t  o f  i t s  o p e r a t i o n s  i n  f u n c t i o n a l  c u r r e n c i e s  o t h e r  than  t h e  U.S. 
d o l l a r  from t h e  Statement  33 c o n s t a n t  d o l l a r  d i s c l o s u r e  requ i remen ts  ( b u t  
n o t  from t h e  c u r r e n t  c o s t  d i s c l o s u r e  r e q u i r e m e n t s ) .  C u r r e n t  cost amounts 
shou ld  be measured i n  t h e  f u n c t i o n a l  c u r r e n c y  and then t r a n s l a t e d  i n t o  U.S. 
d o l l a r s  i n  accordance w i t h  Statement  52. Ad jus tments  to  c u r r e n t  cost 
amounts t o  r e f l e c t  t h e  e f f e c t s  o f  genera l  i n f l a t i o n  shou ld  be based on 
e i t h e r  t h e  U.S. C P I  ( t h e  t r a n s l a t e / r e s t a t e  method) or f u n c t i o n a l  c u r r e n c y  
genera l  p r i c e  l e v e l  indexes  ( t h e  r e s t a t e / t r a n s l a t e  method). Companies u s i n g  
t h e  U.S. d o l l a r  as t h e  f u n c t i o n a l  c u r r e n c y  a r e  n o t  a f f e c t e d  by Sta tement  70. 

REASONS FOR ADOPTION: S ta tement  33  on  chang ing  p r i c e s  d i s c l o s u r e s  r e q u i r e s  
t h e  p r e s e n t a t i o n  o f  c e r t a i n  supplementary i n f o r m a t i o n  i n  terms o f  c o n s t a n t  
d o l l a r s  and c u r r e n t  c o s t s .  A t  t h e  t i m e  Statement  33 was issued,  S ta tement  8 
governed the t r a n s l a t i o n  o f  f o r e i g n  c u r r e n c y  f i n a n c i a l  in format ion.  S t a t e -  
ment 8 was superseded i n  December 1981 by  Statement  52. A s  a r e s u l t ,  i t  was 
necessary t o  m o d i f y  t h e  Statement  ‘ 3 3  i n f o r m a t i o n  on f o r e i g n  o p e r a t i o n s  o f  
U . S .  companies s u b j e c t  t o  Statement  33. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  Statement  70 amended S ta temen t  
33 t o  be c o n s i s t e n t  w i t h  t h e  requ i remen ts  o f  Statement  52 when a p p l i e d  t o  
t h e  changing p r i c e s  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:  A s  no ted  above, . bo th  the  t r a n s l a t e / r e s t a t e  
method and t h e  r e s t a t e / t r a n s l a t e  method a r e  p e r m i t t e d  t o .  reduce t h e  burden 
o f  comply ing  w i t h  t h e  Sta tement .  

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  c o n t i n u i n g  t o  r e q u i r e  com- 
pan ies  t h a t  use f o r e i g n  f u n c t i o n a l  c u r r e n c i e s  f o r  a s i g n i f i c a n t  p a r t  o f  
t h e i r  o p e r a t i o n s  to d i s c l o s e  c u r r e n t  cost i n f o r m a t i o n  imposes a cost g r e a t e r  
t han  t h e  p o t e n t i a l  b e n e f i t .  

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



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 71 

TITLE: Accoun t ing  fo r  t h e  E f f e c t s  o f  C e r t a i n  Types o f  R e g u l a t i o n  

KEY DATES: Added t o  Board agenda November 1977 
D i s c u s s i o n  Memorandum i ssued  December 1979 
Pub1 i c Hear ing  he1 d 
Exposure for  pub1 i c comment 
F i n a l  Statement  i ssued December 1982 

May 1980 
March 1982 

ISSUE(S> ADDRESSED: Th i s  S ta tement  addresses how a company whose r a t e s  a r e  
r e g u l a t e d  on t h e  b a s i s  o f  i t s  c o s t s  of p r o v i d i n g  s e r v i c e  s h o u l d  r e f l e c t  t h e  
e f f e c t s  o f  t h a t  r e g u l a t i o n  i n  i t s  f i n a n c i a l  s ta temen ts .  

SUMMARY OF STANDARD: The s tandard  acknowledges t h a t  t h e  r a t e  a c t i o n s  o f  a 
r e g u l a t o r  can c r e a t e  asse ts ,  e l i m i n a t e  a s s e t s ,  and impose l i a b i l i t i e s .  
Thus, a r e g u l a t e d  company can d e f e r  c e r t a i n  c o s t s  when a r e g u l a t o r  p romises  
r e c o v e r y  o f  those costs th rough  f u t u r e  revenue,  even though an u n r e g u l a t e d  
company cou 1 d n o t  d e f e r  s i m i  1 a r  c o s t s  .- 
REASONS FOR ADOPTION: Th i s  S ta tement  was adopted  t o  r e s o l v e  a number o f  
problems t h a t  had o c c u r r e d  i n  a p p l y i n g  the  p r e v i o u s  gu idance o n  t h i s  s u b j e c t  
t o  new types  o f  t r a n s a c t i o n s  and t o  t h e  chang ing  r e g u l a t o r y  env i ronmen t  t h a t  a 

has r e s u l t e d  from a n a t i o n a l  p o l i c y  o f  d e r e g u l a t i o n .  The p r e v i o u s  gu idance  
was e x t r e m e l y  b r i e f ,  and d i f f e r e n c e s  i n  p r a c t i c e  were i d e n t i f i e d  as need ing  
r e s o l u t i o n .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  D i f f e r e n c e s  i n  a c c o u n t i n g  fo r  
leases ,  f u e l  ad jus tment  c lauses ,  compensated absences, and o t h e r  l e s s  
i m p o r t a n t  i t e r n s  w e r e  r e s o l v e d  by t h e  s tandard .  Also, t h e  s t a n d a r d  p r o v i d e s  
a framework f o r  r e s o l v i n g  new problems as t h e y  o c c u r .  

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: The s tandard  has been c r i t i c i z e d  on  t h e  grounds 
t h a t  t h e  c u r r e n t  r e g u l a t o r y  env i ronment  does n o t  p r o v i d e  t h e  necessa ry  
assurance o f  r e a l i z a t i o n  o f  f u t u r e  revenues t o  j u s t i f y  t h e  s tandards  i n  
Statement  7 1 .  Others  have i n d i c a t e d  t h a t  c e r t a i n  p r o v i s i o n s  o f  t h e  s t a n d a r d  
may n o t  be a v a l i d  r e f l e c t i o n  o f  t h e  economics o f  r a t e  r e g u l a t i o n  or i n  
accordance w i t h  o t h e r  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 .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  Va r ious  q u e s t i o n s  rema in  
about  a p p l y i n g  t h e  p r o v i s i o n s  o f  t h i s  Statement  t o  t h e  abandonment o f  p l a n t  
c o n s t r u c t i o n ,  t h e  d i sa l l owance  of  some costs of newly  c o n s t r u c t e d  p l a n t s ,  
and phas ing - in  o f  r a t e  i nc reases  necessary  t o  . recover  a company's i n c r e a s e d  
costs, u s u a l l y  r e l a t e d  t o  t h e  i n i t i a l  o p e r a t i o n  o f  a newly  c o n s t r u c t e d  
p l a n t .  Those i ssues  a r e  c u r r e n t l y  b e i n g  addressed by t h e  FASB. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 

TITLE: Account ing  fo r  C e r t a i n  A c q u i s i t i o n s  o f  Banking o r  

KEY DATES: Added t o  Board agenda August 

t i  ons 

ExDosure f o r  pub1 i c  comment October  

72 

r h r i f t  I n s t i  t u -  

982 
1982 

Pub1 i c Hear i  ng he1 d December 1982 
F i n a l  S ta tement  i ssued  February 1983 

ISSUE(S> ADDRESSED: A c q u i s i t i o n s  o f  bank ing  and t h r i f t  i n s t i t u t i o n s  some- 
t imes  i n v o l v e  t h e  a c q u i s i t i o n  by one i n s t i t u t i o n  o f  the  a s s e t s  and l i a b i l -  
i t i e s  o f  another  w i t h o u t  t h e  payment o f  cash. I n  many o f  t h o s e  a c q u i s i -  
t i o n s ,  t he  purchase method o f  accoun t ing  r e s u l t s  i n  a s i g n i f i c a n t  i n t a n g i b l e  
a s s e t  ( g o o d w i l l )  as a r e s u l t  o f  t h e  d i f f e r e n c e  between t h e  c u r r e n t  marke t  
v a l u e  o f  the  i n t e r e s t - b e a r i n g  asse ts  a c q u i r e d  and t h e  c u r r e n t  marke t  v a l u e  
o f  t h e  l i a b i l i t i e s  assumed. The key accoun t ing  i s s u e  i s  t h e  p e r i o d  o f  t i m e  
o v e r  which the  g o o d w i l l  shou ld  be w r i t t e n  o f f  ( a m o r t i z e d )  a g a i n s t  income. 

SUMMARY OF STANDARD: The s tandard  s p e c i f i e s  t h a t ,  under the  purchase method 
o f  accoun t ing ,  t o  t h e  e x t e n t  t h a t  t h e  f a i r  v a l u e  o f  l i a b i l i t i e s  assumed 
exceeds t h e  f a i r  v a l u e  o f  i d e n t i f i a b l e  asse ts  a c q u i r e d  i n  t h e  a c q u i s i t i o n  o f  
a bank ing  o r  t h r i f t  i n s t i t u t i o n ,  t h e  u n i d e n t i f i e d  i n t a n g i b l e  a s s e t  (good- 
w i l l ) ,  recogn ized g e n e r a l l y  s h a l l  be amor t i zed  t o  expense by t h e  i n t e r e s t  
method over  a p e r i o d  no  l o n g e r  than t h a t  o v e r  wh ich  t h e  d i s c o u n t  on t h e  
long- te rm i n t e r e s t - b e a r i n g  asse ts  acqu i red  i s  t o  be recogn ized  as income. 

REASONS FOR ADOPTION: APB Op in ion  17 a l l o w s  g o o d w i l l  t o  be a m o r t i z e d  o v e r  a 
p e r i o d  n o t  t o  exceed 40 years .  The d i f f e r e n c e  ( d i s c o u n t )  between t h e  f a c e  
va lues  and the  marke t  va lues  of i n t e r e s t - b e a r i n g  a s s e t s  a c q u i r e d ,  however, 
i s  recogn ized as i n t e r e s t  ove r  t h e  es t ima ted  l i f e  o f  t h e  a s s e t s .  Many o f  
t h e  a c q u i r i n g  . i n s t i t u t i o n s  were a m o r t i z i n g  g o o d w i l l  ove r  40 y e a r s  and t h e  
a s s e t  d i scoun ts  o v e r  much s h o r t e r  p e r i o d s ,  p r o d u c i n g  s i g n i f i c a n t  i n c r e a s e s  
i n  r e p o r t e d  p o s t - a c q u i s i t i o n  income w i t h o u t  a s i g n i f i c a n t  change i n  t h e  
o p e r a t i o n s  o f  t h e  i n s t i t u t i o n s .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  Statement  72 e l i m i n a t e s  t h e  
r e p o r t i n g  o f  s u b s t a n t i a l  i nc reases  i n  p o s t - a c q u i s i t i o n  ea rn ings  t h a t  a r e  n o t  
j u s t i f i e d  by changes i n  t h e  economic c o n d i t i o n  of t h e  combined i n s t i t u t i o n 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  t h e  purchase method o f  
accoun t ing  may be i n a p p r o p r i a t e  for  most comb ina t ions  o f  mutual  bank ing  and 
t h r i f t  i n s t i t u t i o n s ,  which g e n e r a l l y  do n o t  i n v o l v e  t h e  t r a n s f e r  o f  cash,  
o t h e r  assets ,  or e q u i t y  i n t e r e s t s  t o  t h e  p r e v i o u s  owners o f  t h e  a c q u i r e d  
i n s t i t u t i o n .  O the rs  b e l i e v e  t h a t  t h e  s tandard  i s  a s t e p  t o  s u p p l a n t  j u d g -  
ment i n  f i n a n c i a l  r e p o r t i n g  w i t h  a r b i t r a r y  r u l e s .  S t i l l  o t h e r s  b e l i e v e  t h a t  
t h e  i n t e n t  o f  t h e  Statement  can be c i rcumvented by s e l l i n g  o f f  a c q u i r e d  
l oans  t h a t  would have r e s u l t e d  i n  l o s s e s  if t h e  a c q u i s i t i o n  ad jus tmen ts  had 
n o t  been made. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  None. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 73 

TITLE: R e p o r t i n g  a Change i n  Accoun t ing  f o r  Rai 1 road  Track  S t r u c t u r e s  

KEY DATES: Added to  Board agenda March 1983 
Exposure for  pub l  i c comment A p r i l  1983 
F i n a l  S ta tement  i s s u e d  August 1983 

ISSUE(S> ADDRESSED: I n  e a r l y  1983, t h e  I C C  r u l e d  t h a t  r a i l r o a d s  m u s t  
commence u s i n g  d e p r e c i a t i o n  a c c o u n t i n g  a p p l i c a b l e  t o  r e g u l a r  commercial 
companies f o r  r a i l r o a d  t r a c k s  s t r u c t u r e s  i n  r e p o r t s  t o  t h e  Commission. 
Prior t o  t h a t  t i m e ,  t h e  I C C  had r e q u i r e d  a system known as "Re t i remen t -  
Replacement-Bet terment"  (RRB) a c c o u n t i n g .  Genera l  l y ,  RRB was a1 so used for 
f i n a n c i a l  r e p o r t i n g .  RRB comprehended t h e  c a p i t a l i z a t i o n  o f  t h e  i n i  t i a i  
costs o f  t r a c k  i n s t a l  l a t i o n  w i t h o u t  annual  d e p r e c i a t i o n  charges u n t i  1 t h e  
t r a c k  was r e t i r e d .  Costs o f  r e p l a c i n g  t r a c k s  were expensed u n l e s s  t h e  
rep lacement  c o n s t i t u t e d  a b e t t e r m e n t ,  i . e . ,  an improved s t r u c t u r e .  If a 
b e t t e r m e n t  o c c u r r e d ,  t h e  cost o f  t h e  rep lacement  i n  excess o f  t h e  c u r r e n t  
c o s t  o f  t h e  s t r u c t u r e  r e p l a c e d  was c a p i t a l i z e d  and n o t  d e p r e c i a t e d .  Fo l l ow-  
i n g  t h e  I C C  change, i t  became apparen t  t h a t  many r a i l r o a d s  a1 so would adopt  
d e p r e c i a t i o n  i n  1 i e u  o f  RRB a c c o u n t i n g  for  e x t e r n a l  f i n a n c i a l  r e p o r t i n g .  

SUMMARY OF STANDARD: The change i n  method from RRB a c c o u n t i n g  t o  deprec ia -  
t i o n  a c c o u n t i n g  shou ld  be reco rded  as if t h e  d e p r e c i a t i o n  a c c o u n t i n g  had 
always been used. I n  such i n s t a n c e s ,  f i n a n c i a l  s ta tements  o f  t h e  c u r r e n t  
and a l l  p r e c e d i n g  y e a r s  p resen ted  i n  pub l  i s h e d  r e p o r t s  ( t y p i c a l l y  two y e a r s '  
ba lance sheets  and t h r e e  y e a r s '  income s ta tements )  must be r e s t a t e d  t o  
r e f l e c t  t h e  newly  adopted  method. 

REASONS FOR ADOPTION: Under p r e v i o u s  r u l e s ,  t h e  change from RRB a c c o u n t i n g  
t o  d e p r e c i a t i o n  a c c o u n t i n g  would have been reco rded  i n  t h e  y e a r  o f  change 
o n l y ,  and t h e  c u m u l a t i v e  e f f e c t  o f  the  changes on p r e v i o u s  yea rs  would have 
been lumped t o g e t h e r  as a s p e c i a l ,  separa te  charge t o  c u r r e n t  income. Pr ior  
y e a r s '  f i n a n c i a l  s ta tements  p resen ted  w i t h  t h e  c u r r e n t  y e a r s '  s ta tements  
would have been unchanged. The Board conc luded t h a t  t h i s  change shou ld  be 
added as one o f  t h e  l i m i t e d  e x c e p t i o n s  f o r  which res ta temen t  i s  p . o v i d e d  i n  
APE O p i n i o n  20 t o  p r o v i d e  c o m p a r a b i l i t y  among yea rs  because of t h e  s i g n i f i -  
cance o f  t h e  change. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  C o m p a r a b i l i t y  of f i n a n c i a l  
s ta tements  o f  p r i o r  p e r i o d s  was enhanced. 

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 respondents  viewed the  s u b j e c t  as too 
nar row f o r  Board c o n s i d e r a t i o n  and o t h e r s  s t a t e d  t h a t  t h e  Board shou ld  have 
r e c o n s i d e r e d  t h e  e n t i r e  s tandard  on a c c o u n t i n g  changes r a t h e r  than  add one 
more e x c e p t i o n  to  t h e  e x i s t i n g  s tandard .  

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



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 74  

TITLE: Accoun t ing  f o r  Spec ia l  T e r m i n a t i o n  B e n e f i t s  P a i d  t o  Empl.oyees 

KEY DATES: Added t o  Board agenda November 1982 
December 1982 Exposure f o r  p u b l i c  comment 

F i n a l  Statement  i s s u e d  August  1983 

ISSUE(S1 ADDRESSED: T h i s  S ta tement  a p p l i e s  when an employer  o f fers  for a 
s h o r t  p e r i o d  o f  t i m e  s p e c i a l  t e r m i n a t i o n  b e n e f i t s  t o  i t s  employees. Termin-  
a t i o n  b e n e f i t s  a r e  t y p i c a l l y  o f f e r e d  t o  encourage e a r l y  r e t i r e m e n t .  

SUMMARY OF STANDARD: The Sta tement  r e q u i r e s  t h e  employer t o  r e c o g n i z e  
, s p e c i a l  t e r m i n a t i o n  b e n e f i t s  as a l i a b i l i t y  and an expense when t h e  em- 

p loyees  a c c e p t  t h e  o f f e r  and t h e  amount can be r e a s o n a b l y  e s t i m a t e d .  

REASONS FOR ADOPTION: I n t e r p r e t a t i o n s  o f  p r e v i o u s l y  e x i s t i n g  a c c o u n t i n g  
r u l e s  v a r i e d  r e s u l t i n g  i n  d i v e r s e  t r e a t m e n t  f o r  s p e c i a l  t e r m i n a t i o n  bene- 
f i t s .  Some employers recogn ized  t h e  t o t a l  c o s t  o f  t h e  b e n e f i t s  i m m e d i a t e l y  
i n  income; o t h e r  employers r e c o g n i z e d  a p o r t i o n  o f  t h e  t o t a l  cost i n  each o f  
an a r b i t r a r i l y  de termined number o f  f u t u r e  y e a r s .  Because o f  t h e  s i g n i f i -  
cance o f  t e r m i n a t i o n  o f fe rs  and t h e  d i f f e r e n c e s  o f  o p i n i o n  on t h e  p r o p e r  
a c c o u n t i n g ,  t h e  Board concluded t h a t  i t  shou ld  p r o v i d e  guidance fo r  s p e c i a l  
t e rm i  n a t i o n  benef  i t s  . 

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  t h e r e b y  enhancing 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: Some s a i d  t h a t  making employee acceptance a 
c o n d i t i o n  p receden t  t o  r e c o g n i z i n g  a l i a b i l i t y  p reven ted  e a r l i e r  r e c o g n i t i o n  
o f  , a  l i a b i l i t y  and r e s u l t e d  i n  p o s t p o n i n g  r e c o g n i t i o n  o f  a loss t h a t  was 
known t o  have o c c u r r e d .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  Statement  74 i s  b e i n g  
r e c o n s i d e r e d  i n  t h e  B o a r d ' s  p r o j e c t  on t e r m i n a t i o n s  and c u r t a i l m e n t s  of 
pens ion  p l a n s .  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 7 5  

TITLE: D e f e r r a l  o f  t h e  E f f e c t i v e  Date  o f  C e r t a i n  Accoun t ing  Requi rements 
for Pension P lans  of S t a t e  and Local  Governmental U n i t s  

KEY DATES: Added t o  Board  Agenda January 1982 
Exposure fo r  pub1 i c comment 
F i n a l  S ta tement  i s s u e d  November 1983 

June 1983 

ISSUE(S> ADDRESSED: T h i s  S ta tement  addresses d e f i n e d  b e n e f i t  p e n s i o n  p l a n s  
t h a t  a r e  sponsored by s t a t e  and l o c a l  governments. 

SUMMARY OF STANDARD: The s tandard  d e f e r s  t h e  e f f e c t i v e  da te  o f  Sta tement  35 
i n d e f i n i t e l y  pend ing  f u r t h e r  a c t i o n  by t h e  Governmental Accoun t ing  Standards  
Board fo r  d e f i n e d  b e n e f i t  pens ion  p l a n s  t h a t  a r e  sponsored by  s t a t e  and 
l o c a l  governments. 

REASONS FOR ADOPTION: The s tandard  extended i n d e f i n i t e l y  t h e  d e f e r r a l  o f  
app l  i cab i  1 i t y  of Sta tement  35 p r o v i d e d  fo r  i n  S ta tement  59.  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  Not app l  i cab1 e .  

R E M A I N I N G  ALTERNATIVES, I F  A N Y :  T h i s  Statement  was adopted t o  p e r m i t  
a l t e r n a t i v e s  t o  c o n t i n u e  u n t i l  t h e  Governmental Accoun t ing  Standards  Board 
can complete i t s  work on  t h e  i s s u e .  

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 :  Pension - p l a n s  of s t a t e  
and l o c a l  governmenta l  u n i t s  may c u r r e n t l y  p r o v i d e  in format ion on any o f  
s e v e r a l  d i f f e r e n t  b a s i s .  These problems a r e  c u r r e n t l y  b e i n g  addressed i n  
t h e  Governmental A c c o u n t i n g  Standards Board ' s  pens ion  p r o j e c t .  



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 76 

TITLE: Extinguishment of Debt 

KEY DATES: Added to Board agenda August 1982 
First exposure for public comment October 1982 
Second exposure for pub1 ic comment July 1983 
Final Statement issued November 1983 

ISSUE(S1 ADDRESSED: The Statement addresses the conditions under which debt 
should be considered extinguished (paid off). 

SUMMARY OF STANDARD: The standard specifies that debt is to be considered 
extinguished if the debtor is relieved of primary liability for the debt and 
it is probable that the debtor will not be required to make future payments 
as guarantor of the debt. The standard also specifies circumstances in 
which, even thouqh the creditor does not relieve the debtor of its primary 
obligation, debt- is to be 
situations where ri sk-free 
trust to satisfy the debt 
required to make payments is 

REASONS FOR ADOPTION: The 
specifying criteria for an 
The FASB was subsequently 

considered extinguished. This would include 
monetary assets are placed in an irrevocable 
and the possibility that the debtor will be 
remote. 

AICPA issued a Statement o f  Position in 1978 
" i  n-substance defeasance" of tax-exempt debt. 
asked whether the criteria for "in-substance 

defeasance" of tax-exempt -debt could be used in determining whether debt 
other than tax-exempt debt had been extinguished. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE: The standard el iminates 
alternatives, enhances comparability, and provides accounting guidance for 
complex transactions. 

REMAINING ALTERNATIVES, IF ANY: None. 

CRITICISMS OF THE STANDARD: The standard has raised questions about other 
similar transactions, as noted below. The standard has also been criticized 
for extending extinguishment of debt accounting and resultant gain or loss 
recognition to situations where the debtor is not legally released from 
being the primary obligor under the debt obligation. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN: Questions arose about 
the applicability of this Statement to a new type of transaction referred to 
as "instantaneous defeasance." In October 1984 a Technical Bulletin was 
issued to clarify that Statement 76 does not apply to such transactions. 
Also, the application of the standard to certaln other types of transactions 
that are simi lar to extinguishments (or "derecogni tion") of debt has raised 
questions. These questions are being addressed by the Board through its 
Emerging Issues Task Force and through the issuance of a Technical Bulletin 
on a new type of financial instrument: "Collateralized Mortgage Obliga- 
t i on s . 'I 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 77 

TITLE: R e p o r t i n g  by  T r a n s f e r o r s  f o r  T r a n s f e r s  o f  Rece ivab les  w i t h  Recourse 

KEY DATES: Added t o  Board agenda January  1981 
F i r s t  exposure fo r  p u b l  i c  comment November 1981 
Second exposure f o r  pub l  i c comment August  1982 
F i n a l  Statement  i s s u e d  December 1983 

ISSUE(S> ADDRESSED: A company may t r a n s f e r  some o f  i t s  r e c e i v a b l e s ,  t y p i -  
c a l l y  t o  a f i n a n c i a l  i n s t i t u t i o n  or  f a c t o r ,  t o  r a i s e  money. I n  some o f  
those agreements t h e  company e f f e c t i v e l y  guarantees  t h a t  t h e  r e c e i v a b l e s  a r e  
c o l  l e c t i  b l e  ( c a l l  ed a t r a n s f e r  " w i t h  r e c o u r s e " ) .  The key  a c c o u n t i n g  i ssue 
i s  whether to  t r e a t  such a t r a n s f e r  as a s a l e  or as a b o r r o w i n g .  

SUMMARY OF STANDARD: The s tandard  s p e c i f i e s  t h a t  a t r a n s f e r o r  o r d i n a r i l y  
shou ld  r e p o r t  a t r a n s f e r  o f  r e c e i v a b l e s  w i t h  recourse  as a s a l e  i f  ( a )  t h e  
t r a n s f e r o r  su r renders  i t s  c o n t r o l  o f  t h e  f u t u r e  economic b e n e f i t s  r e l a t i n g  
t o  t h e  r e c e i v a b l e s ,  ( b >  t h e  t r a n s f e r o r  can reasonab ly  e s t i m a t e  i t s  o b l i g a -  
t i o n  under t h e  recourse  p r o v i s i o n s ,  and ( c )  t h e  t r a n s f e r e e  canno t  r e t u r n  t h e  
r e c e i v a b l e  to  t h e  t r a n s f e r o r  e x c e p t  pu rsuan t  t o  t h e  r e c o u r s e  p r o v i s i o n s .  I f  
those c o n d i t i o n s  do n o t  e x i s t ,  t h e  amount o f  proceeds f r o m  t h e  t r a n s f e r  
shou ld  be r e p o r t e d  as a l i a b i l i t y .  

REASONS FOR ADOPTION: The A I C P A  i s s u e d  a Sta tement  o f  P o s i t i o n  i n  1974 and 
an I ssues  Paper i n  1980 address ing  separa te  aspec ts  o f  such t r a n s a c t i o n s .  
Some companies w e r e  t r e a t i n g  t r a n s f e r s  o f  r e c e i v a b l e s  as s a l e s  and recog-  
n i z i n g  any ga ins  or l osses  a t  t h e  t i m e  o f  t r a n s f e r .  O t h e r  companies were 
t r e a t i n g  t r a n s f e r s  o f  r e c e i v a b l e s  w i t h  recourse  as bo r row ings  and d e f e r r i n g  
ga ins  or l o s s e s  and r e c o g n i z i n g  them i n  a sys temat i c  manner o v e r  t h e  t e r m  of 
t h e  t r a n s f e r r e d  r e c e i v a b l e s .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s t a n d a r d  c l a r i f i e s  t h e  
c o n d i t i o n s  necessary  f o r  a t r a n s f e r  of r e c e i v a b l e s  .to be accounted  f o r  as a 
s a l e  r a t h e r  than as a bo r row ing  and the reby  ensures t h a t  s i m i l a r  t r a n s a c -  
t i o n s  w i l l  be accounted f o r  s i m i l a r l 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 tandard  has r a i s e d  q u e s t i o n s  abou t  o t h e r  
analogous t r a n s a c t i o n s ,  as no ted  below. The s tandard  has a l s o  been c r i t i -  
c i z e d  because some b e l i e v e  t h a t  t h e  t r a n s f e r  o f  r e c e i v a b l e s  w i t h  r e c o u r s e ,  
hypothecated r e c e i v a b l e s ,  and a l o a n  c o l l a t e r a l i z e d  by r e c e i v a b l e s  a r e  
d i f f e r e n t  forms of f i n a n c i n g  t r a n s a c t i o n s  h a v i n g  s u b s t a n t i a l l y  s i m i l a r  
substance, b u t  t h i s  Statement  acknowledges t h a t  t h e y  a r e  accounted  for  
d i f f e r e n t l y .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  A p p l i c a t i o n  o f  t h e  
p r o v i s i o n s  of Statement  77 t o  c e r t a i n  t ypes  of t r a n s a c t i o n s  t h a t  a r e  s i m i l a r  
t o  t r a n s f e r s  o f  r e c e i v a b l e s  i s  b e i n g  addressed by t h e  Board th rough  i t s  
Emerging I ssues  Task Force and t h e  issuance o f  a Techn ica l  B u l l e t i n ,  "Col- 
l a t e r a l i z e d  Mortgage O b l i g a t i o n s . "  



STATEMENT CF FINANCIAL ACCOUNTING STANDARDS NO. 78 

TITLE: C l a s s i f i c a t i o n  o f  O b l i g a t i o n s  That  Are  C a l l a b l e  by t h e  C r e d i t o r  

KEY DATES: Added t o  Board agenda A p r i l  1982 
Exposure for  pub1 i c comment 
F i n a l  Statement  i s s u e d  December 1983 

J u l y  1982 

I S S U E ( S >  ADDRESSED: Some o b l i g a t i o n s ,  by t h e i r  t e rms ,  a re  due o n  demand. 
Other  ob1 i g a t i o n s  have scheduled f u t u r e  m a t u r i t i e s  b u t  n e v e r t h e l e s s  a r e  
c a l l a b l e  i n  c e r t a i n  c i rcumstances .  The key a c c o u n t i n g  i ssue  i n  a l l  o f  t h e s e  
ins tances  i s  whether  or  n o t  t h e  o b l i g a t i o n  shou ld  be c l a s s i f i e d  as a c u r r e n t  
l i a b i l i t y  on t h e  ba lance  sheet  o f  t h e  d e b t o r .  

SUMMARY OF STANDARD: The s tandard  s p e c i f i e s  t h e  ba lance  sheet  c l a s s i f i c a -  
t i o n  o f  o b l i g a t i o n s  t h a t ,  by t h e i r  t e r m s ,  a r e  o r  w i l l  be due on  demand 
w i t h i n  one yea r  from t h e  balance sheet  da te .  I t  a l s o  s p e c i f i e s  t h e  c l a s s i f -  
i c a t i o n  o f  l ong - te rm o b l i g a t i o n s  t h a t  a r e  or w i l l  be c a l l a b l e  by t h e  c r e d i t -  
or e i t h e r  because t h e  d e b t o r ' s  v i o l a t i o n  o f  a p r o v i s i o n  o f  t h e  d e b t  agree-  
ment a t  t h e  ba lance sheet  da te  makes t h e  o b l i g a t i o n  c a l l a b l e  or because t h e  
v i o l a t i o n ,  i f  n o t  cu red  w i t h i n  t h e  grace p e r i o d ,  w i l l  make t h e  o b l i g a t i o n  
c a l l a b l e .  Such c a l l a b l e  o b l i g a t i o n s  a r e  t o  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  un less  c e r t a i n  c o n d i t i o n s  a r e  met .  

REASONS FOR ADOPTION: Accoun t ing  Research B u l l e t i n  43 r e q u i r e s  ob1 i g a t i o n s  
whose l i q u i d a t i o n  i s  " reasonab ly  expec ted  t o  r e q u i r e  use o f  e x i s t i n g  r e -  
sources"  to  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 .  Statement  78 r e q u i r e s  
t h a t  as a genera l  p r i n c i p l e ,  c l a s s i f i c a t i o n  of d e b t  i n  a d e b t o r ' s  b a l a n c e  
sheet  shou ld  be based on f a c t s  e x i s t i n g  a t  t h e  ba lance  sheet  d a t e  r a t h e r  
than on e x p e c t a t i o n s .  

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  The s tandard  enhances compar- 
a b i , l i t y  by  p r o v i d i n g  comparable c l a s s i f i c a t i o n  o f  
sheet .  

R E M A I N I N G  ALTERNATIVES, I F  A N Y :  The a p p r o p r i a t e  
c r i t e r i a  shou ld  r e s u l t  i n  s i m i l a r  c o n d i t i o n s  be 

o b l i g a t i o n s  on  t h e  b a l a n c e  

a p p l i c a t i o n  o f  t h e  above 
ng r e p o r t e d  s i m i l a r l y  and 

e l i m i n a t e s  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 - r l y i n g  c i r cums tances .  

C R I T I C I S M S  OF THE STANDARD: Th i s  s tandard  was c r i t i c i z e d  as b e i n g  a s t e p  t o  
supp lan t  judgment i n  f i n a n c i a l  r e p o r t i n g  w i t h  a r b i t r a r y  r u l e s .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  None. 



STATEMENT OF FINANCIAL ACCOUNT1 NG STANDARDS NO. 79 

TITLE: E l i m i n a t i o n  o f  C e r t a i n  D i s c l o s u r e s  fo r  Business Combinat ions  by  
Nonpub l i c  E n t e r p r i s e s  

KEY DATES: Added t o  Board agenda May 1983 
Exposure fo r  pub1 i c  comment 
F i n a l  S ta tement  i ssued  February  1984 

October  1983 

ISSUE(S> ADDRESSED: When a bus iness  comb ina t ion  i s  accounted for as a 
purchase,  t h e  a c q u i r i n g  company must d i s c l o s e  c e r t a i n  o p e r a t i n g  r e s u l t s  on  a 
" p r o  forma" b a s i s ,  as though t h e  bus inesses had been combined for t h e  p a s t  
two years .  

SUMMARY OF STANDARD: The s tandard  e l i m i n a t e s  t h e  requ i remen t  f o r  n o n p u b l i c  
companies t o  d i s c l o s e  p r o  forma r e s u l t s  o f  o p e r a t i o n s  f o r  bus iness  combin- 
a t i o n s  accounted for  by t h e  purchase method. 

REASONS FOR ADOPTION: T h i s  Statement  r e s u l t e d  from FASB r e s e a r c h  on f i n a n -  
c i a l  r e p o r t i n g  by  p r i v a t e  and smal l  p u b l i c  companies. The r e s e a r c h  r e v e a l e d  
c e r t a i n  a c c o u n t i n g  and d i s c l o s u r e  requ i remen ts  t h a t  many peop le  b e l i e v e  
shou ld  n o t  a p p l y  t o  n o n p u b l i c  companies, i n c l u d i n g  t h e  p r o  forma d i s c l o s u r e s  
p r e s c r i b e d  by APB O p i n i o n  16. The Board conc luded t h a t  t he  c o s t s  of p r o v i d -  
i n g  t h e  p r o  fo rma d i s c l o s u r e s  g e n e r a l l y  exceed t h e  b e n e f i t s  f o r  t h e  use rs  o f  
n o n p u b l i c  company f i n a n c i a l  s ta tements .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE: The s tandard  eases t h e  f i n a n -  
c i a l  r e p o r t i n g  burden on smal l  nonpub l i c  companies i n  a s i t u a t i o n  i n  wh ich  
t h e  i n f o r m a t i o n a l  b e n e f i t s  t o  a r e l a t i v e l y  smal l  number o f  i n t e r e s t e d  
p a r t i e s  who t e n d  t o  be c lose  t o  t h e  company do not  j u s t i f y  t h e  cost o f  
h a v i n g  t h e  i n f o r m a t i o n  p r o v i d e d  and a u d i t e d .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: A l though t h i s  Statement  has no e f f e c t  on  
r e p o r t i n g  by p u b l i c  companies, i t  p e r m i t s  n o n p u b l i c  companies t o  o m i t  a 
s p e c i f i c  d i s c l o s u r e ,  a t  t h e i r  o p t i o n .  

C R I T I C I S M S  OF THE STANDARD: Th is  s tandard  c r e a t e s  a d i f f e r e n c e  between t h e  
r e p o r t i n g  by n o n p u b l i c  companies as compared t o  t h e  r e p o r t i n g  by  p u b l i c  
companies. Some b e l i e v e  t h e r e  shou ld  be few or no such d i f f e r e n c e s .  

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



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 80 

TITLE: Accoun t ing  f o r  Futures  C o n t r a c t s  

KEY DATES: Added t o  Board agenda 
Exposure f o r  pub1 i c comment 
F i n a l  S ta tement  i s s u e d  

November 1981 
J u l y  1983 
August 1984 

ISSUE(S> ADDRESSED: Fu tu res  c o n t r a c t s  a r e  a s p e c i f i c  t y p e  o f  f i n a n c i a l  
i n s t r u m e n t .  They a r e  p u b l i c l y  t r a d e d  on a number o f  f u t u r e s  exchanges i n  
t h e  U n i t e d  S t a t e s .  

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  t h a t  a f u t u r e s  c o n t r a c t  be 
accounted f o r  a t  i t s  marke t  va lue ,  u n l e s s  t h e  f u t u r e s  c o n t r a c t  q u a l i f i e s  as 
a hedge o f  a company's exposure t o  p r i c e  or  i n t e r e s t  r a t e  r i s k .  I f  t h e  
hedge c r i t e r i a  i n  t h e  s tandard  a r e  met ,  a change i n  t h e  marke t  v a l u e  of t h e  
f u t u r e s  c o n t r a c t  i s  n o t  recogn ized  immed ia te l y  b u t  i s  r e c o g n i z e d  as an 
ad jus tment  o f  t h e  hedged i t e m .  The s tandard  s p e c i f i e s  how t o  accoun t  f o r  
and r e p o r t  f u t u r e s  hedg ing  a c t i v i t y .  

REASONS FOR ADOPTION: The Board under took  t h i s  p r o j e c t  because of t h e  
unique c h a r a c t e r i s t i c s  o f  f u t u r e s  c o n t r a c t s ,  e x p l o s i v e  growth  i n  t h e  f u t u r e s  
marke ts ,  and a p e r c e p t i o n  t h a t  d i v e r s e  a c c o u n t i n g  p r a c t i c e s  were d e v e l o p i n g .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  e l i m i n a t e s  
a1 t e r n a t i v e  methods t h a t  were p r e v i o u s l y  used t o  c l a s s i f y  f u t u r e s  c o n t r a c t s  
as hedges and t o  accoun t  fo r  t h e  r e s u l t s .  I t  a l s o  s p e c i f i e s  a s i n g l e  method 
o f  accoun t ing  (marke t  v a l u e )  fo r  any f u t u r e s  c o n t r a c t  t h a t  does n o t  q u a l i f y  
as a hedge. Thus, t h e  s tandard  enhances c o m p a r a b i l i t y  and p r o v i d e s  account -  
i n g  guidance for a complex type  o f  f i n a n c i a l  i n s t r u m e n t .  

R E M A I N I N G  ALTERNATIVES, I F  ANY: One o f  t h e  requ i remen ts  t o  account  fo r  a 
f u t u r e s  c o n t r a c t  as a hedge i s  t h a t  management d e s i g n a t e  t h e  c o n t r a c t  as a 
hedge o f  a s p e c i f i c  i t e m .  T h e r e f o r e ,  i f  management does n o t  choose t o  
des igna te  some o r  a l l  c o n t r a c t s  t h a t  would o t h e r w i s e  q u a l i f y  as 'hedges,  t h e  
Statement  r e q u i r e s  t h a t  t hey  be accounted for a t  marke t  va lue .  

C R I T I C I S M S  OF THE STANDARD: The s tandard  has been c r i t i c i z e d  by some 
because i t  a l l o w s  some companies t h a t  conduct  t h e i r  r i s k  management a c t i v -  
i t i e s  on a d e c e n t r a l i z e d  b a s i s  t o  fo l low hedge a c c o u n t i n g  f o r  a p a r t i c u l a r  
bus iness u n i t  w i t h o u t  demons t ra t i ng  t h a t  r i s k  t o  t h e  company as a whole has 
been reduced.  O the rs  b e l i e v e  t h a t  t h e  requ i remen ts  t o  account  f o r  a f u t u r e s  
c o n t r a c t  as a hedge a r e  t o o  s t r i n g e n t  and d i scou rage  bona f i d e  hedg ing  
s t r a t e g i e s  t h a t  reduce r i s k .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  A s  more and more compan- 
i e s  have used f u t u r e s  c o n t r a c t s  and more accoun tan ts  have become f a m i l i a r  
w i t h  them, many d e t a i l e d  ques t i ons  have a r i s e n .  The FASB has embarked on an 
a c t i v e  program to  address  them, wh ich  has i n c l u d e d  d i s s e m i n a t i o n  o f  d e t a i l e d  
ques t i ons  and answers and t h e  sponsor ing  o f  a p u b l i c  mee t ing  w i t h  f u t u r e s  
exper t s  on March 7 ,  1985. 



TITLE: Disc 

KEY DATES: 

STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 81 

osure of Postretirement Health Care and Life Insurance Benefits 

Added to Board agenda November 1974 
Project separated from pensions project February 1984 
Exposure for public comment July 1984 
Final Statement issued November 1984 

ISSUE(S1 ADDRESSED: Many employers provide health care benefits and life 
insurance to employees after such employees have completed their service to 
the company. In general, employers account for such benefits on a pay-as- 
you-go' basis rather than accrue for and fund the obligation. 

SUMMARY OF STANDARD: The standard requires the following disclosures about 
an employer's accounting for postretirement health care and 1 ife insurance 
benefits: (a) a description of benefits provided and the employee groups 
covered, (b> a description of the employer's current accounting and funding 
policies for those benefits, and (c) the cost of those benefits recognized 
for the period. 

REASONS FOR ADOPTION: In February 1984, the Board separated this project 
from the existing pension project to address the accounting for post- 
employment benefits. The Board has decided that certain disclosures should 
be required as an interim measure, pending completion of the project. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE: The standard provides infor- 
mation to financial statement users about the magnitude of the costs of 
currently providing postretirement health care and life insurance benefits. 

REMAINING ALTERNATIVES, IF ANY: The standard only addresses disclosure of 
the costs of these benefits. Companies may measure these costs in different 
ways. The Board is currently addressing measurement issues. 

CRITICISMS OF THE STANDARD: The standard has been criticized for not 
providing all the information necessary for a complete understanding o f  the 
financial effects of an employer's postretirement health care and life 
insurance benefit plans. Others believe that the standard requires exces- 
sive disclosure. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN: The. accounting for the 
cost of postemployment benefits other than pensions earned during a period 
is currently being addressed by the Board. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 82 

TITLE: Financial Reporting and Changing Prices: Elimination of Certain 
Disclosures 

KEY DATES: Added to Board agenda See Statement 33 
Invitation to Comment December 1983 
Exposure for pub1 i c comment October 1984 
Final Statement issued November 1984 

ISSUE(S1 ADDRESSED: Statement 33 required the reporting of information 
concerning property, plant, and equipment, inventory, and cerrain other 
financial statement amounts that reflect general and specific price changes 
as a supplement to the primary financial statements of large publicly held 
companies. Following a review of the effectiveness of  Statement 33, the 
Board reconsidered the need for the disclosures and this Statement provides 
the Board's initial conclusions. 

SUMMARY OF STANDARD: The standard eliminates the requirement for supple- 
mentary disclosure of historical cost/constant dollar information for those 
companies that present current cost/constant purchasing power information. 

REASONS FOR ADOPTION: The Board decided to eliminate the historical 
cost/constant dollar disclosure requirements of Statement 33 because of 
evidence that reporting effects of changing prices using two different 
methods may detract from the usefulness of the information and that the 
historical cost/constant dollar information is less useful than the current 
cos ticonstant purchasing power i nformation. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE: The standard eliminates the 
requirement to disclose certain information found to be not widely used by 
financial statement users. 

REMAINING ALTERNATIVES, IF ANY: The measurement of current cost amounts can 
sti 1 1  be done in a variety of ways. 

CRITICISMS OF THE STANDARD: Many contend that the supplementary disclosure 
requirements of Statement 33 should be completely eliminated and, therefore, 
that Statement 82 did not go far enough by eliminating only the supple- 
mentary disclosure of certain historical cost/constant dollar information. 

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN: The usefulness of the 
current cost/constant purchasing power disclosures continues to be chal- 
lenged particularly by financial statement preparers. The Board is continu- 
ing to study the appropriateness of the remaiming disclosures. An Exposure 
Draft was issued in December 1984. 



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 83 

TITLE: D e s i g n a t i o n  o f  A I C P A  Guides and Sta tement  o f  P o s i t i o n  on  A c c o u n t i n g  
by Brokers and Dea lers  i n  S e c u r i t i e s ,  by Employee B e n e f i t  P lans ,  
and by Banks as P r e f e r a b l e  f o r  Purposes o f  A p p l y i n g  APB O p i n i o n  20 

KEY DATES: Added t o  Board agenda November 1984 
December 1984 
March 1985 . .  

Exposure fo r  pub1 i c comment 
F i n a l  Statement  'i ssued 

ISSUE(S> ADDRESSED: I n  Statement  32 t h e  Board i d e n t i f i e d  a l i s t  o f  A I C P A  
Statements of P o s i t i o n  and Accoun t ing  Guides t h a t  a r e  p r e f e r a b l e  fo r  p u r -  
poses 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 .  S ta temen t  83 updates  
t h a t  l i s t .  

SUMMARY OF STANDARD: The s tandard  updates Sta tement  32 t o  s p e c i f y  two A I C P A  
Guides and one Sta tement  o f  P c : i t i o n  t h a t  a r e  now to  be c o n s i d e r e d  p r e f e r -  
a b l e  accoun t ing  p r i n c i p l e s  f o r  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 .  

REASONS FOR ADOPTION: A f t e r  t he  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  fo r  
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  
about  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  con ta ined  i n  t h e  A I C P A  Statements o f  P o s i t i o n  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 .  The Board  addressed 
t h a t  concern i n  S ta tement  3 2 .  T h i s  S ta tement  updates Sta tement  3 2  f o r  A I C P A  
pronouncements t h a t  were i ssued  a f t e r  S ta tement  3 2 .  

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  See summary o f  S ta temen t  3 2  

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

CRITICISMS OF THE STANDARD: See summary o f  S ta tement  32 

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



STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 84 

TITLE: Induced Convers ions  o f  C o n v e r t i b l e  Debt 

KEY DATES: Added t o  Board agenda September 1984 
Exposure for  pub1 i c comment December 1984 
F i n a l  Statement  i ssued March 1985 

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  a c o n v e r t -  
i b l e  deb t  "sweetener . "  I n  a "sweetened" c o n v e r s i o n ,  t h e  p r o v i s i o n s  o f  a 
c o n v e r t i b l e  deb t  i n s t r u m e n t  a r e  changed i n  o r d e r  t o  i n f l u e n c e  d e b t  h o l d e r s  
t o  c o n v e r t  t h e i r  h o l d i n g s  p r o m p t l y  i n t o  common s t o c k  or o t h e r  e q u i t y  secur -  
i t i e s .  

SUMMARY OF STANDARD: The s tandard  r e q u i r e s  r e c o g n i t i o n  o f  an expense equal  
t o  t h e  f a i r  v a l u e  o f  t h e  "sweetener"  p a i d .  

REASONS FOR ADOPTION: Under p r e v i o u s l y  e x i s t i n g  a c c o u n t i n g  r u l e s  r e l a t i n g  
to  ex t i ngu ishmen ts  ( r e t i r e m e n t s )  of deb t ,  payment o f  a "sweetener "  o f t e n  
r e q u i r e d  r e c o g n i t i o n  o f  very  l a r g e  expenses t h a t  d i d  n o t  p r o p e r l y  r e f l e c t  
t he  substance o f  t h e  t r a n s a c t i o n .  T h i s  S ta tement  amended t h e  o l d  r u l e s  t o  
s p e c i f i c a l l y  address  a t r a n s a c t i o n  n o t  con templa ted  a t  t h e  t i m e  t h e y  w e r e  
adopted. 

HOW THE STANDARD IMPROVES PREVIOUS PRACTICE:  The s tandard  r e a c t s  t o  changes 
i n  t h e  bus iness  env i ronment  by amending o l d  l i t e r a t u r e  t h a t  does n o t  f a i t h -  
f u l l y  p o r t r a y  t h e  substance o f  a s p e c i f i c  t r a n s a c t i o n .  

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  no  expense shou ld  be recog-  
n i z e d  on induced convers ions ,  s i n c e  t h e y  v iewed t h e  t r a n s a c t i o n  as a c a p i t a l  
t r a n s a c t i o n .  O the rs  agreed w i t h  t h e  p r o v i s i o n s  o f  t h e  Sta tement  i n  most 
cases, b u t  would n o t  have a p p l i e d  i t s  p r o v i s i o n s  when t h e y  i n c r e a s e ,  r a t h e r  
than reduce,  t h e  expense o t h e r w i s e  r e c o g n i z a b l e  under  r u l e s  r e l a t i n g  t o  
ex t i ngu ishmen ts  o f  d e b t .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT R E M A I N :  A t  some f u t u r e  d a t e ,  
a d d i t i o n a l  gu idance may be needed on  the  genera l  t o p i c  o f  c o n v e r s i o n s  of 
debt .  
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I S S U E ( S >  ADDRESSED: I n  response t o  c o r p o r a t e  and i n v e s t m e n t  demand, t h e  
concept  o f  z e r o  coupon c o n v e r t i b l e  s e c u r i t i e s  was deve loped.  These secu r -  
i t i e s  a r e  i s s u e d  a t  a d i s c o u n t  and mature  to  t h e i r  f a c e  v a l u e ,  a r e  c o n v e r t -  
i b l e  i n t o  common s t o c k ,  and do n o t  pay p e r i o d i c  i n t e r e s t .  

SUMMARY OF STANDARD: The s tandard  changes t h e  method o f  c o n s i d e r i n g  z e r o  
coupon c o n v e r t i b l e s  i n  t h e  e a r n i n g s  p e r  share  c a l c u l a t i o n .  I t  amends APB 
O p i n i o n  15 t o  r e p l a c e  t h e  "cash y i e l d  t e s t "  w i t h  an " e f f e c t i v e  y i e l d  t e s t "  
fo r  d e t e r m i n i n g  whether  c o n v e r t i b l e  s e c u r i t i e s  a r e  common s t o c k  e q u i v a l e n t s  
i n  t h e  p r i m a r y  e a r n i n g s  p e r  share compu ta t i on .  

REASONS FOR ADOPTION: Under t h e  o l d  r u l e s ,  ze ro  coupon c o n v e r t i b l e s  (and 
most l o w - r a t e  c o n v e r t i b l e s )  were c o n s i d e r e d  t o  be common s t o c k  e q u i v a l e n t s  
because those  r u l e s  i g n o r e d  any premium or d i s c o u n t  upon i ssuance  o f  t h e  
s e c u r i t i e s .  W i th  t h e  growing  p o p u l a r i t y  of " ze ros , "  . t h i s  aspec t  o f  t h e  
r u l e s  became an impediment t o  t h e  issuance o f  o t h e r w i s e - v i a b l e  f i n a n c i a l  
i n s t r u m e n t s .  

HOW THE STANDARD IMPROVES PREVIOUS P R A C T I C E :  Th i s  s t a n d a r d  updates  an o l d  
s tandard  t o  r e f l e c t  t h e  issuance o f  a newly  developed f i n a n c i a l  i n s t r u m e n t .  

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  on  t h e  grounds 
t h a t  assess ing  t h e  p r o b a b i l i t y  o f  d i l u t i o n  o f  a c o n v e r t i b l e  s e c u r i t y  i s  a 
complex p rob lem i n  f i n a n c i a l  a n a l y s i s  and t h a t  any s i m p l e  t e s t  w i l l  f a i l  t o  
i d e n t i f y  common s t o c k  e q u i v a l e n t s .  

ACCOUNTING OR IMPLEMENTATION PROBLEMS THAT REMAIN:  None. 




