
The Financial Reporting Partnership 

 

It’s a tremendous pleasure and honor to be with you again this year at this 

very important conference.  I regard this as a wonderful opportunity for me 

to represent the FASB in front of a group that is so important to the financial 

reporting process and to be able to share with you some of my observations 

and thoughts on the current state of financial reporting and moving the 

system forward.  And of course, as always, I know you understand that the 

views I express are my personal views and do not necessarily represent 

official positions of the FASB which are arrived at only after thorough 

debate and voting by our Board. 

 

 Last year I spoke of some of the major issues and challenges I saw 

before the FASB and indeed the whole reporting system, not only in terms 

of major technical accounting and reporting issues but equally importantly in 

terms of fundamental process, structure and strategic issues facing the 

system – issues such as moving toward a more principles-based approach, 

international convergence and revamping the architecture of accounting 

standard setting in this country.  Much has happened on these fronts over the 

past year.  Indeed, it has clearly been a very challenging time for all of us – 
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not least of which for financial statement preparers and auditors and not only 

as a result of new FASB standards with short lead times but also because of 

the many new rules, regulations and process requirements emanating from 

other parties. 

 

 Is all this worth it?  We all hope so and I believe so.  But it will only 

prove to have been worth all the effort if the result is a better reporting 

system – one that earns and maintains the trust and confidence of the capital 

markets and the investing public because it provides the kind of relevant, 

reliable, timely and understandable information that investors and other 

stakeholders need. 

 

 The changes under Sarbanes-Oxley and the related reforms have, in 

my view, put in place the right kinds of structural and procedural 

mechanisms, incentives and penalties that are necessary for us to be able to 

begin moving forward toward the promised land of a better reporting 

system, including a strengthened SEC, the establishment of the PCAOB, 

management certifications of financial information and reinvigorated audit 

committees, to name a few.  But as necessary as these reforms have been, 

they will not in of and by themselves, be sufficient, in my view, to ensure 
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that as we embark on this journey we are truly moving in the right direction.  

Because there are many players in the system – standard setters, preparers, 

auditors, Boards and audit committees, regulators and enforcers, legislators, 

investors, analysts and other stakeholders and consumers of corporate  

information—it is not only necessary that we each attend to our particular 

role in the system, but equally importantly that we have a common 

understanding of the role of others and of our collective responsibilities so 

that we can move the system forward in an orderly and constructive way. 

 

 And it has also been clear to me that we are all just beginning to 

adjust to the new world created by Sarbanes-Oxley and the many related 

reforms.  Different constituencies may see things differently depending on 

how they perceive the impact of the new requirements and reporting 

environment on them.  But a common theme that I believe must unite all of 

us and that I see as a fundamental underpinning of all the recent reforms is 

the need for all parties in the reporting system to play their roles to the best 

of their abilities and with integrity to ensure that our collective efforts result 

in financial information that contributes to and supports the proper 

functioning of the capital markets. 
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 Now, as you might suspect, I have some ideas on how we should 

move financial reporting forward. And no doubt many of you have some 

ideas.  And our colleagues at the SEC, the PCAOB, in Congress, in the CEO 

suites, the corporate Board rooms, and on Wall Street have many ideas and 

perspectives based on where they sit and their particular needs and desires.  

That’s all for the good.  But it, of course, means that developing a common 

vision and staying on course won’t be easy.  Of necessity it must involve all 

the key parties in the system and it will take a collective determination and 

lots of communication and coordination to ensure we are on course.  In 

short, it will take a sense of partnership and a shared commitment to the 

importance of quality financial reporting to the system.  For I would hope 

that in the wake of the recent reporting scandals, we would all agree that 

sound and honest reporting really matters.  And it is what the investing 

public expects and deserves.  

 

And when we layer on the desire for international convergence, not only of 

accounting standards, but of the other elements of the reporting system, we 

add a whole other dimension of challenges to the exercise.  But I for one am 

undaunted and upbeat, because I am convinced we can have a better 
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reporting system both in this country and across the major capital markets of 

the world. 

 

 So it is on this theme of partnership, partnership in developing and 

articulating a shared vision and agreeing upon a roadmap to the future that I 

want to focus my observations today.  And, of course, by the word 

partnership I do not mean it in terms of a formal or financial arrangement, 

but rather in the sense of different groups that work together toward a 

common interest, in this case, the betterment of our reporting and disclosure 

system.  For I truly believe we all share that common desire and goal 

because we recognize that the strength and vitality of our capital markets 

depends in good measure on the real and perceived quality of and 

trustworthiness of the financial and business information in the system and 

that in turn, the breadth, depth and vibrancy of the capital markets are an 

important factor in the health of the economy and our way of life. 

 

 Successful partnership begins, I believe, with a better understanding 

and appreciation of each partner’s perspectives, ideas, fears, concerns, role 

and responsibilities.  So let me start there.  There are many different groups 

with an interest in financial reporting and various bodies with particular 

5 



roles and responsibilities for standard-setting setting, review, and inspection 

and enforcement.  An incomplete list of the key parties would include 

preparers, auditors, users of financial information, Boards and audit 

committees, accounting educators, the FASB, the PCAOB, the AICPA and, 

of course, the SEC.  At the risk of greatly oversimplifying and perhaps even 

misstating reality, let me try to characterize at the 90,000 foot level how 

some of these key groups currently views the world of financial reporting.  

Again, my objective in doing so is neither to be complete nor completely 

accurate, but rather, to highlight that there are many different perspectives 

on both the current state of financial reporting and where it should be headed 

and that understanding these is a critical first step in developing a shared 

vision and roadmap to achieve that vision.  So here goes: 

 Preparers - Preparers are concerned with what they view as 

disclosure overload and accounting standards that are overly 

complex, often difficult to implement, and which in their view 

sometimes do not match up well with how they view the operating 

realities of their business and management’s objectives.  Trading 

firms aside, most are wary of fair value measurements in 

accounting, both because of concerns in an era of CEO/CFO 

certifications over reliability and perhaps more importantly, 
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because in their view it inappropriately introduces market-related 

volatility into reported results thereby potentially confusing rather 

than clarifying true performance.  They see a seemingly endless 

string of new standards, rules, and requirements and question the 

cost/benefit and wisdom of what seems like constant change.  And 

while I truly believe that the vast majority of companies are doing 

their best to get the accounting and disclosure right, unfortunately, 

I sense that there are still some companies that continue to try to 

structure transactions in order to get around particular accounting 

standards and some investment bankers, lawyers, and accountants 

continuing to pander to those desires. 

 

 Auditors – Auditors share many of the preparers’ concerns with 

particular emphasis in an era of increasing enforcement and 

auditor liability on the auditability of information underlying 

financial statements.  More used to verifying historical cost and 

transaction data, they are sometimes uncomfortable with an 

increasing emphasis on critically evaluating key accounting 

estimates made by management and auditing fair value 

measurements in the absence of market quotes.  They fear 
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second guessing by the SEC, the PCAOB, the trial bar and 

others and are deeply concerned by what they perceive as a 

continuing and potentially growing expectation gap between 

what the public thinks they should and can do by way of an 

audit and what they believe is genuinely possible.  In the wake 

of the demise of Arthur Andersen and apparent audit failures by 

each of the other major auditing firms, they are eager to restore 

their image and credibility and the overall vitality of the 

auditing profession, but are wary of being blamed for every 

reporting and business failure. 

 

 Users – Users are a particularly diverse group ranging from 

individual investors to professional analysts and institutional 

investors, lenders and creditors and a variety of other parties 

interested in corporate financial information including 

employees and trade unions, regulators, and the financial 

press.  So let me just focus on institutional investors, 

portfolio managers, and financial analysts recognizing that 

this is but a subset of the universe of users of financial 

information.  Like preparers, these professional users are 
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keenly interested in seeing and understanding management‘s 

operating performance.  But they are also very interested in 

the effects on a particular company, industry or sector of 

external forces, including the impact of changing markets on 

enterprise assets, obligations and results.  They are 

concerned with accounting methods that allow assets and 

liabilities to be kept off balance sheets and with accounting 

methods that delay the recognition of economic and market 

events and by accounting that spreads such effects over 

multiple periods, particularly where the effects are buried 

within reported operating results and operating cash flows.  

More information is desired on cash impacts and on current 

value.  The term “disclosure overload” is an oxy-moron as 

greater and better disclosure is believed to foster better 

analysis and investment advice and decisions. 

 

Now again let me apologize for what I know are oversimplifications and 

stylized characterizations or perhaps in your view mischaracterizations.  But 

I hope it served to make my main point that there are many different 

heartfelt perspectives out there on particular accounting issues and on 
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financial reporting in general. At the FASB we hear and hopefully listen to 

and understand these different points of view, concerns, complaints, and just 

plain fears just about every day in our meetings with constituents, through 

our task forces and working groups, in meetings with our advisory councils, 

in comment letters on our proposals, at our public roundtables, and in the 

many cards, letters, email, and faxes and other love notes we receive on a 

daily basis.  Our job as the standard setter is to make sure our process is as 

thorough and objective as possible, that we understand not only the different 

viewpoints and perspectives but also, very importantly, the nature of the 

business transactions and economic phenomena that are the subject of 

accounting standards, and then to develop standards that are as faithful as 

possible to the guiding concepts in our conceptual framework, trying our 

best to find the right balance in many areas-between the theoretical and the 

practical, between increased relevance and potentially diminished reliability, 

between the benefit to users of added disclosures versus the cost to preparers 

of providing such, between allowing for the exercise of management, 

judgement and flexibility versus providing sufficient detailed guidance to 

promote comparability in reporting between companies, between 

introducing needed improvements in financial reporting versus the desire for 
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consistency over time – just to name a few of the many things we try to 

balance in developing accounting standards. 

 

 Now do we always get the balance right?  Undoubtedly not, but one’s 

view of how far off we are on any particular standard clearly depends on 

where you sit.  If you are a preparer you may not think we paid enough 

attention to operationality and cost benefit, if you are an auditor you may not 

think we considered auditablility sufficiently, and if you are a professional 

user of financial information you may yearn for additional or different 

disclosures. 

 

 

 Striking the right balance and developing a roadmap to guide not only 

the FASB in developing accounting standards, but more importantly in 

guiding the overall reporting system to a bright future requires the kind of 

partnership I spoke of earlier.  I think it also requires a close and effective 

working relationship between the FASB as the accounting setter, the SEC in 

its very critical and central role in the capital markets and the new PCAOB 

as the standard setter and enforcer of auditing.  For high quality financial 
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reporting depends not only on the quality of accounting standards, but also 

on the way in which the standards are implemented, audited and enforced. 

 

 I am pleased to say that I think we have an excellent working 

relationship with the Commission and the SEC staff.  As you probably 

know, under Sarbanes-Oxley the FASB now receives mandated funding 

from public companies in the same way as the PCAOB.  Before we could 

begin obtaining the mandated funding, the SEC had to under Sarbanes-

Oxley redesignate us as the official standard setter of US GAAP for public 

companies.  We worked closely and cooperatively with the Commission and 

the staff to get this accomplished.  The SEC Policy Statement issued earlier 

this year reaffirming the FASB as the official accounting standard setter is 

an important and interesting document because among other things, it 

explicitly recognizes and reinforces the importance of our process being 

independent, objective and neutral.  It also endorses a number of key 

directional initiatives we are pursuing including international convergence 

and moving toward  a more principles-based approach.  And, of course, 

these two themes also feature very prominently in the SEC’s recent report to 

Congress on the adoption of a principles-based or as they term it objectives-

oriented accounting system.  Also very importantly, as a result of the SEC 

12 



Policy Statement, and the discussions leading up to its issuance, we have 

established a number of sensible and helpful protocols between the two 

organizations to foster a close and effective working relationship.  For 

example, consistent with our mutual desire that there be only one standard-

setter and without in any way abdicating the Commission’s ultimate 

statutory responsibilities for the reporting system, the SEC staff have agreed 

to look first to the FASB to address and resolve issues relating to accounting 

standards, referring matters they believe need to be addressed to us with the 

expectation that wherever possible the Board or the EITF or our staff will 

provide the guidance.  And we very much appreciate and value the SEC’s 

staff’s input and views given their central role in the reporting system and 

the perspectives they gain through their review and enforcement activities. 

 

 Similarly, we look forward to a close and effective working 

relationship with the PCAOB.  Certainly in developing auditing standards 

and their inspection of the auditing firms it is important that they understand 

the accounting standards.  And from the FASB’s point of view, feedback 

from the PCAOB on whether and how auditors are able to cope with the 

accounting standards is critical to our being able to assess whether our 

13 



standards are working as intended and whether additional or different 

guidance is needed to help both companies and auditors.   

 Again I’m happy to say that we are rapidly putting in place formal and 

informal working relationships with the PCAOB, including being 

represented on each others advisory council and meetings between our 

respective Board members and senior staff.  This is very important because 

to the extent we may accord primacy to user needs in developing a standard, 

we need to check in with the PCAOB, as well as the auditing firms, as to 

possible concerns they might have regarding auditing considerations.  For 

example, based on the ideas in the SEC’s recently published study of 

principles-based standards and on our current understanding obtained 

directly from users, meeting user needs would seem to imply the 

development of objectives-oriented standards that do not contain copious 

rules and bright lines and which will require the application of significant 

professional judgment by preparers and auditors to implement faithfully.  

Meeting user needs might also imply faster effective dates and a bias toward 

retroactive application at transition in order to facilitate trend analysis.  But 

auditability often implies delayed effective dates to allow more time to 

prepare for transition; cumulative effects at transition; extensive anti-abuse 

provisions in the standards; extensive and detailed implementation guidance 
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and the use of bright lines and quantitative thresholds.  Thus, the PCAOB 

may at times feel it important that the accounting standards strike the 

balance more in favor of those elements that contribute to greater 

auditability. 

 And the whole issue of fair value, that is, the extent to which fair 

value measurements should be used in accounting is one where we, I think, 

we need to work closely with both the SEC and the PCAOB.  Certainly 

many users have expressed a preference for more fair value information.  

And as I have said in the past, for those who argue that accounting should 

better reflect economic reality, I think its hard to argue that historic costs are 

superior to current value measurements.  But as I have also said, we are very 

cognizant of the real world issues and concerns over fair value 

measurements, particularly the further one gets from traded markets.  

Addressing these issues and concerns is very much on our radar screen, not 

only on a project by project basis, but also in our new project on 

Measurement, in which instead of prescribing the introduction of fair value 

into new areas, we are stepping back by developing a standard that would 

provide a central repository of consistent guidance on the definition of fair 

value and approaches to determining fair value in different circumstances.  

We have also formed a valuation issues resource group to help us identify 
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and address particular issues on applying fair value measurements.  We 

believe all this is important as part of the journey toward more fair value 

measurement in accounting, so that it results in information that is not only 

more relevant but also sufficiently reliable.  In that regard, the ability of both 

preparers to develop such information and of auditors to critically evaluate 

the reasonableness of this information is essential.  And thus both corporate 

accountants and auditors may need to become more conversant and 

knowledgeable in economic and finance concepts and with valuation 

techniques.  I believe that the PCAOB’s leadership in helping guide the 

auditing profession in this direction will be critical in this regard. 

 

Let me say a few words about a very important constituency of the FASB — 

private companies, including small and medium-sized businesses.  We are 

very aware that much of the focus and spotlight in financial reporting over 

the past two years has been on public companies.  That notwithstanding, we 

remain very committed to serving all our constituents and that clearly 

includes small and medium-sized companies and the users of the GAAP 

financial statements of those entities.  The FASB has long recognized that 

the costs of compliance with financial accounting and reporting standards 

can fall disproportionately on smaller business.  And so you will find 
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numerous instances in the FASB literature where the Board tried to lessen 

that load through extended effective dates for private companies and through 

reduced disclosures.  We also actively encourage the participation of private 

companies and small business in our activities, including regularly meeting 

with representatives of these companies, with accounting practitioners that 

serve them, and with bankers that lend to these businesses.  And these 

groups are represented on FASAC and on our User Advisory Council.  We 

are now going to take an extra step to further increase that input and 

participation in our process by creating a new Small Business Advisory 

Group which we hope to get up and running in the near future.  An 

important subject that I believe deserves attention and discussion is whether 

and to what extent differential GAAP for small and private businesses might 

better serve the needs of that market.  The issue of Big GAAP/Little GAAP 

is not a new one, having been examined many times over the past 25 years, 

each time being rejected for a variety of sound reasons.  But that’s not to say 

that it shouldn’t be reexamined again.  I strongly believe, however, that any 

differential accounting and reporting must be shown to meet the needs of the 

users of financial statements of small businesses and private companies and 

cannot just be something designed for the convenience of the companies and 
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accounting practitioners.  And to me that means that any such requirements 

must be established by an independent body in an objective and neutral way. 

 

 O.K., so thus far I have spoken about the need for partnership 

amongst all of us who are key players in the reporting system here in the 

U.S.  But, of course, when one thinks about global capital markets and 

international convergence there are many other key players.  In the area of 

accounting standards, the International Accounting Standards Board (IASB) 

is the key player.  And, of course, the FASB and the IASB have been 

working actively together over the past couple of years in pursuit of 

international convergence of accounting standards.  We have been working 

together on several joint projects including purchase method procedures for 

business combinations on the pervasive subject of revenue recognition, and 

on eliminating specific areas of difference in our existing standards through 

what we have dubbed “short-term” convergence projects.  We are also 

working in parallel on the important projects including stock-based 

compensation and reporting on financial performance.  Our goal in each of 

these areas is to end up with common or substantially converged standards 

to the maximum extent possible.  Thus, in those instances where the two 

Boards initially reach different conclusions, we each go back and re-examine 
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our decisions, informed by the other Board’s thoughts and rationale and see 

whether we can agree on a common answer.  Sometimes this can involve 

several rounds of reexamination ultimately culminating in face-to-face 

discussions between the FASB and the IASB in joint public meetings such 

as the one we recently held in Toronto. 

 

 Overall I think this is working well and we are making steady 

progress toward convergence.  While getting the two Boards to agree on a 

common answer to particular issues can be quite challenging, that is not, in 

my view, the greatest hurdle facing international convergence.  Rather, the 

biggest challenge and potential obstacle thus far has seemed to come from 

particular constituent groups who have lobbied heavily against particular 

proposals from either the FASB or the IASB that would move our standards 

closer together.  We have seen this here with the campaign in Congress and 

elsewhere by the hi-tech lobby against expensing stock options and in 

Europe with certain financial institutions who have lobbied the European 

Commission and national governments against the introduction in Europe of 

international standards on the accounting for financial instruments that are in 

many respects similar to those in U.S. GAAP.  Let’s be clear, convergence is 

a two-way street.  If you are truly in favor of international convergence, then 
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inevitably there will be changes on both sides.  Convergence does not mean 

convergence to my way, rather it must mean convergence to the better 

approach.  And while U.S. GAAP may be more highly developed and tested 

than international standards, we don’t have a monopoly on all the right 

answers.  Indeed in some cases, the international folks have addressed a 

subject more recently than we have and may have come up with a higher 

quality approach.  And in some cases (like revenue recognition), neither U.S. 

GAAP nor international standards are particularly good in my view and thus 

we need to work together to find a better approach. 

 

 So can we get to convergence?  I believe so but it will take time, a lot 

of hard work, and a relentless determination.  And, as I just suggested, the 

biggest potential obstacle I see is the political one.  That is whether the 

politicians on either side of the Atlantic will have the vision and political 

will to restrain themselves from intervening into what are supposed to be the 

independent and objective processes of either the FASB or the IASB each 

time a powerful lobbying group asks them to block a particular proposal 

they don’t like.  Today it may be stock options over here and financial 

instruments over there, but as we and the IASB continue to jointly tackle 

major areas where we both believe improvement is necessary, such as 
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revenue recognition, consolidation and perhaps lease accounting down the 

road, there will undoubtedly be some affected parties that will want to 

preserve the status quo and who may well go to Congress or the European 

Commission to try to exert pressure on us or on the IASB.   

 

 Some may equate what I have just said as tantamount to saying that 

governments and politicians have no legitimate interest in the work of the 

accounting standard setters. That is not my view at all.  Quite the contrary.  

All our constituents, including politicians, have a very legitimate interest in 

our activities.  But I believe that interest must be in our properly fulfilling 

our mission of establishing sound, neutral accounting standards and not in 

trying to bias our activities and decisions through pressure and threatened 

intervention into our independent and, we believe, objective process.   For I 

believe that if it were to become widely perceived that the accounting 

standard setting process had become prisoner to political forces, much of its 

credibility and the credibility of the standards would quickly evaporate.  We 

have all witnessed the devastating effects on confidence in the reported 

numbers that resulted from the wave of scandals involving companies that 

deliberately violated the accounting rules.  Imagine then the potential loss of 

confidence if it were perceived that the accounting standards themselves 
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were purposely biased or rigged to favor the interests of particular 

companies or industries or economic, social, or political goals of particular 

groups.  For accounting standard setters serve the capital markets by trying 

to develop standards that it faithfully applied will result in information that 

helps the markets work better.  Standard setting should not be a political 

process because the primary objective must be on the relevance, reliability, 

and usefulness of reported information and not on trying to satisfy the 

favored economic, business, social, or political goals of particular interest 

groups. 

So we very much need the support, understanding, and partnership of 

politicians and government officials in helping ensure that accounting 

standard setting is not subject to inappropriate constituent influence or undue 

political pressure.  And indeed, I believe that a clear aim of Sarbanes-Oxley 

in trying to bolster the financial security of the FASB through the mandated 

funding was to help ensure that our standard setting is carried out in an 

independent, objective, and neutral way. 

 

That’s a tough one for some people to understand and even tougher for some 

to accept.  But I am convinced that it is not only correct but the only way in 

which standards that truly serve the interests of investors and other users can 
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be set.  So I ask not only for your understanding of this principle but also for 

your partnership in the process.  Partnership in helping us with your 

invaluable input, insights and views, but also partnership in understanding 

that we inevitably hear from many different parties with often different 

perspectives and that our job involves listening to all of them, trying to 

distinguish fact from opinion and self-interest, weighing alternatives and 

often needing to balance various aspects in order to come up with what we 

believe are answers that will better serve the capital markets and the needs of 

those who use financial information. 

 

 Therefore, I end on the need for all of us to continually rededicate 

ourselves to the proposition that sound and unbiased financial reporting is a 

critical underpinning of our capital markets, our economic well-being and 

our way of life.  I am confident that a partnership built on that principle will 

enable each of us to properly play our roles in the system and together to 

ensure a very bright future for financial reporting. 
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