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Introduction

Yesterday, the FASB issued ASU 2011-05," which revises the manner in which entities
present comprehensive income in their financial statements. The new guidance removes
the presentation options in ASC 2202 and requires entities to report components of
comprehensive income in either (1) a continuous statement of comprehensive income or
(2) two separate but consecutive statements. Under the two-statement approach, the first
statement would include components of net income, which is consistent with the income
statement format used today, and the second statement would include components of
other comprehensive income (OCl). The ASU does not change the items that must be
reported in OCI.

The new guidance
removes the
presentation options
in ASC 220 and
requires entities to
report components
of comprehensive

The FASB's issuance of ASU 2011-05 represents another step toward its goal of
convergence with IFRSs. The IASB also issued its corresponding guidance to amend IAS
1.3 However, while the boards’ new guidance essentially converges the requirements for
presenting OCI, there are still differences between U.S. GAAP and IFRSs concerning (1)
what items are included in comprehensive income and (2) reclassification requirements.

Editor's Note: Another of the FASB's objectives in issuing the ASU was to help

income either in
(1) a continuous
statement of
comprehensive
income or (2) two
separate but
consecutive
statements.

improve the comparability, consistency, and transparency of financial reporting and to
increase the prominence of items that are recorded in OCI. The FASB emphasized the
importance of such comparability in light of other projects (e.g., financial instruments)
that are expected to increase the amount and complexity of items reported in OCl.

This Heads Up provides an overview of the scope and key provisions of ASU 2011-05.
In addition, Appendix A contains an example of a continuous statement of income, and
Appendix B contains an example of two separate but consecutive statements.

! FASB Accounting Standards Update No. 2011-05, Presentation of Comprehensive Income.

2 FASB Accounting Standards Codification (ASC) Topic 220, Comprehensive Income. ASC 220-10-45-8 currently provides
three options for reporting comprehensive income. It states that “the components of [OCI] and total comprehensive income
being reported below the total for net income in a statement that reports results of operations, in a separate statement of
comprehensive income that begins with net income, and in a statement of changes in equity.”

3 |AS 1, Presentation of Financial Statements.


http://www.fasb.org/cs/BlobServer?blobcol=urldata&blobtable=MungoBlobs&blobkey=id&blobwhere=1175822630078&blobheader=application%2Fpdf
http://www.ifrs.org/Current+Projects/IASB+Projects/Financial+Statement+Presentation/Phase+B+OCI/IAS+1+Presentation+of+Financial+Statements/IAS+1+Presentation+of+Financial+Statements.htm

ASU 2011-05
applies to all entities
that provide a full
set of financial
statements that
report a statement of
financial position,
results of operations,
and cash flows.

Scope

ASU 2011-05 applies to all entities that provide a full set of financial statements that
report a statement of financial position, results of operations, and cash flows. The ASU
also applies to investment companies, defined benefit pension plans, and other employee
benefit plans that are exempt from the requirement to provide a statement of cash flows.
The new guidance does not apply to entities that have no items of OCl in any period
presented or to not-for-profit entities that are required to follow the guidance in ASC
958-205.4

Key Provisions

Under the ASU, entities have the option to present total comprehensive income, the
components of net income, and the components of OCl in either of the following ways:

« Asingle, continuous statement of comprehensive income — Entities must
include the components of net income, a total for net income, the components
of OCl, a total for OCl, and a total for comprehensive income.

«  Two separate but consecutive statements — Entities must report components
of net income and total net income in the statement of net income (i.e., the
income statement), which must be immediately followed by a statement of
OClI that must include the components of OCl, a total for OCl, and a total for
comprehensive income. A reporting entity may begin the second statement with
net income.

Under either method, entities must display adjustments for items that are reclassified
from OCI to net income in both net income and OCI. Also, the ASU does not change the
current option for entities to present components of OCI gross or net of the effect of
income taxes, provided that such tax effects are presented in the statement in which OCl
is presented, or disclosed in the notes to the financial statements. Note that the ASU does
not affect the calculation or reporting of earnings per share.

Effective Date and Transition

For public entities, the ASU’s amendments are effective for fiscal years, and interim
periods within those years, beginning after December 15, 2011. Nonpublic entities are
required to apply the ASU’s provisions for annual periods ending after December 15,
2012, and interim and annual periods thereafter. For all entities, guidance must be applied
retrospectively for all periods presented in the financial statements. Early adoption is
permitted, and the ASU does not require any incremental disclosures in addition to those
already required under ASC 250° or under any transition disclosures.

4 FASB Accounting Standards Codification Subtopic 958-205, Not-for-Profit Entities: Presentation of Financial Statements.
> FASB Accounting Standards Codification Topic 250, Accounting Changes and Error Corrections.



Appendix A — Single Statement of Comprehensive Income

The example below, adapted from the ASU, illustrates a single statement of comprehensive income that conforms to the
requirements of the new guidance. Note that components of OCl are shown net of tax effects.

Entity XYZ
Consolidated Statement of Comprehensive Income
Year Ended December 31, 201X

Revenues S 140,000
Expenses S (24,900)

Amortization of prior service cost reclassified from other comprehensive income (133) (25,033)
Other gains and losses 8,000
Gain on sale of securities 500

Gains reclassified from other comprehensive income 2,000 2,500
Income from operations before tax 125,467
Income tax expense (31,367)
Income before extraordinary item, net of tax 94,100
Extraordinary item, net of tax (30.500)
Net income 63,600
Less: Net income attributable to the noncontrolling interest (12,720
Net income attributable to Entity XYZ __ 50,880
Earnings per share

Basic and diluted 0.46
Other comprehensive income, net of tax:
Foreign currency translation adjustments® 8,000
Unrealized gains on securities:
Unrealized holding gains arising during period 13,000
Less: Reclassification adjustment for gains included in net income (1,500) 11,500
Defined benefit pension plans:

Prior service cost arising during period (1,600)

Net loss arising during period (1,000)

Less: Amortization of prior service cost included in net periodic pension cost 100 (2,500
Other comprehensive income 17,000
Comprehensive income 80,600

Less: Comprehensive income attributable to the noncontrolling interest (16,120

Comprehensive income attributable to Entity XYZ S 64,480

@ It is assumed that there was no sale or liquidation of an investment in a foreign entity. Therefore, there is no
reclassification adjustment for this period.



Appendix B — Separate but Consecutive Statements

The example below, adapted from the ASU, illustrates two separate but consecutive statements of net income and OCI that
conform to the requirements of the new guidance. Note that components of OCl in the statement of OCl are shown net of tax
effects.

Entity XYZ
Consolidated Statement of Income
Year Ended December 31, 201X

Revenues S 140,000
Expenses S (24,900)

Amortization of prior service cost reclassified from other comprehensive income (133 (25,033)
Other gains and losses 8,000
Gain on sale of securities 500

Gains reclassified from other comprehensive income 2,000 2,500
Income from operations before tax 125,467
Income tax expense (31,367)
Income before extraordinary item, net of tax 94,100
Extraordinary item, net of tax (30,500)
Net income 63,600
Less: Net income attributable to the noncontrolling interest (12,720)
Net income attributable to Entity XYZ S 50880
Earnings per share

Basic and diluted 0.46

Entity XYZ

Statement of Consolidated Comprehensive Income
Year Ended December 31, 201X

Net income S 63,600

Other comprehensive income, net of tax:

Foreign currency translation adjustments® 8,000

Unrealized gains on securities:

Unrealized holding gains arising during period $ 13,000
Less: Reclassification adjustment for gains included in net income (1,500) 11,500
Defined benefit pension plans:

Prior service cost arising during period (1,600)

Net loss arising during period (1,000)

Less: Amortization of prior service cost included in net periodic pension cost 100 (2,500
Other comprehensive income 17,000
Comprehensive income 80,600

Less: Comprehensive income attributable to the noncontrolling interest (16,120
Comprehensive income attributable to Entity XYZ S 64,480

@ It is assumed that there was no sale or liquidation of an investment in a foreign entity. Therefore, there is no
reclassification adjustment for this period.
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