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Abstract: A premise of the normalization accounting, the globalization is characterized by the
interaction of financial, material and human resources at international level. It develops and diversifies the
transactions produced by economic entities, which influences the opportunity of processing and
communication of information. A normalization of the synthesis situation (financial reporting) concerning
the comprehensive income which would replace or complete the traditional format of the income statement
has become a permanent joint project initiated by IASB and FASB to achieve convergence between the
standards of IFRS and USA GAAP.
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1. Definition and general positions

Since not all the changes in IFRS fair value of assets and liabilities are reported in the
income statement of the period in which these changes are recognized, it was gradually
considered that the net result can not be seen as a complete measure of financial
performance, prompting - it thus focusing efforts towards the normalization of reporting
comprehensive income.

From a conceptual point of view, the determination and the report of comprehensive
income serves to the presentation of a single size (integrated) of all items of income,
expenses, gains and losses, aiming at increasing transparency of financial relations.
Replacing or supplementing the traditional income statement with a global format which
integrates in the current result including all the operations which transited directly in the
equity is based on the fact that the proper size of the performance is not given by the
indicative of the net result but of that value which measures the variation of equity
(assessed in market values) or otherwise said, the enrichment of the shareholders.

Previously this approach of the normalization, in the accounting theory there were
often made critics on the practice according to which, certain elements of the nature of the
outcome passed the account of profit and losses impacting the equity and which became
thereby amorphous elements yet potentially information. The attitudes towards these
practices are different as there are different interested users. Most points in using the
presentation of the global outcome were expressed as a result of what FASB and SFAS
130- issued. The reporting of the global result, a standard became mandatory starting with
the subsequent reporting date of December 15, 1997.

The authors O’ Hanlon and Pope[1] and Dhaliwal[2] have emphasized the fact that
regarding the assessing of stock returns, the global outcome provides rarely information in
addition to those already presented in the net accounting.

On the contrary, Hirst and Hopkins[3], Maines and McDaniel[4], Biddle and Choi[5]
have sustained empirically the relevant decisional part of the global result. Meanwhile it is
not excluded the fear that some elements, which currently are not part of the income
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statement, by including them in the overall result it would be given an informational value
much higher than their real significance.

After releasing SFAS 130, both at the level IASB, but also as FASB, the issue of an
evolved global result, being closely related to the treatment’s differences from the
evaluating at a fair value (e.g. fixed assets revaluation result IAS 16, the accounting gains
and losses from investments in foreign entities - SFAS 52, IAS 21, unrealized gains and
losses of the financial instruments available for sale - SFAS 115, IAS 39).

In this context, the fair value becomes a fundamental means of assessing the financial
performance, considering that by the use of it are corrected some difficulties of accounting
in historical costs, often incriminated for the differences between the reported values and
their economic reality. In this case, an asset can generate income by increasing its fair
value; since the decision to hold an asset has economic consequences that financial
statements should disclose the profit thus generated would be relevant in assessing
management. From this perspective, new concerns about performance and presentation of
comprehensive income reflects the difficulty of dissociating income flows from operating
activities, income flows resulting from changes in balance sheet values[6].

We conclude that the overall performance of the entity, as its main shareholder
information, resulting from combining equally two factors: the performance of the
operation and performance of investment alternatives in the choice made by the entity.

2. Literature review.

The comprehensive income of the enterprise, in a global way represents the main
indicator that describes best its performance and the managerial teams’ performance. The
result represents the primary information given by financial reporting.

The use of accounting standards and concepts provided by it influenced directly the outcome
of the company. To this respect, in the past, the result of the enterprise was identified with the
accounting result which was considered the main indicator for measuring the company's
performance. In the context of International Financial Reporting Standards, the concept of result
of the enterprise has its counterpart in the concept of comprehensive income (comprehensive
income). The term comprehensive income is not defined by the general framework of IFRS, but
is used by IAS 1 Presentation of Financial Statements as "the change in equity during the period
arising from transactions and other events, other than those changes resulting from transactions
with owners in their capacity as owners”.

The interest behind approaching the topic addressed and the premises that initiated the
research result from the frequency of approaching the subject in literature. A documentary
consult of the prestigious international databases (Science Direct, Springer Link, IDEAS-
RePec) reflect the actuality of the topic addressed (Table. 1).

Table no. 1 - Number of articles / papers published on the Global outcome/ fair value
(Comprehensive Income/Fair Value) during 2002-2012

Year Science Direct Springer Link IDEAS-REPEC

Fair Comprehensive Fair Comprehensive Fair Comprehensive

value Income value Income value Income
2002 14 2 6 2 9 7
2003 14 8 9 4 6 1
2004 9 0 11 5 7 4
2005 12 8 10 2 20 2
2006 13 1 20 3 19 2
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Year Science Direct Springer Link IDEAS-REPEC
Fair Comprehensive Fair Comprehensive Fair Comprehensive
value Income value Income value Income
2007 15 5 42 17 5
2008 19 2 60 8 32
2009 31 5 228 50 19 6
2010 31 4 171 31 35 10
2011 22 6 205 33 65
2012 60 17 200 28 55 5

Analyzing the data presented in Table

. 1 and in graphical format (Fig. la, b, ¢) we

notice the upward trend in the frequency of publication of the research on the concept of
fair value respectively comprehensive income specific to International Financial Reporting
Standards that have a significant financial impact on company’s earnings.

From the data presented we notice an increase in the frequency of publications from
the years 2008/2009 when there were numerous revisions of content standards. Also, we
notice that this high frequency was recorded during the onset of the global economic crisis

that began in 2010.
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Figure no. 1 — The frequency of articles / papers published on the Global
QOutcome/ fair value (Comprehensive Income/Fair Value) during 2002-2012

3.Research methodology.

The starting point of the research was that of theoretical documentation through the
literature and developments specific to accounting regulations which allowed formulating
opinions, clear structuring elements on the outcome of the company and its reporting. This
was achieved across different accounting referential: international, European and national
level. Such an approach aimed to understanding the conceptual ensemble reporting on the
outcome of the company through financial statements.

Bibliographic documentation was performed using the sources represented by research
papers carried out on both national and international literature, and normative institutions
of national and international accounting regulations. The study involved the creation of
bibliographic records to synthesize information, translations of literature (mainly the
French language), data processing synthesized using specific software tools (Microsoft
Excel). Databases were consulted by the indexation of research in the field.

The theoretical approach was supplemented by an empirical research carried out at a
representative enterprise. In the empirical research was pursued the objective regarding the
influence of relevant accounting treatments on the outcome.

4.The Expression of the Comprehensive Income

The comprehensive income as an expression in terms of performance variation
incumbent shareholders equity (net assets balance sheet value) can be expressed by the
equation:

Rgt =(VBt - VBt-1) - Dt - OC, where:

Rgt — comprehensive income at the end of period t; VBt — equity (at book
value) at the end of period t; Dt - the dividends at the end of period t; OC — capital
transactions with owners in period t.

The outcome is determined by the net asset variations over a period. Balance sheet
approach is based on neoclassical economic theory, according to which company
management aims at maximizing major business value.

A formula developed from the perspective of an approach by income expenditure
proposed by teachers Jeopardy C. and M. Dumitru:[7]

Profit / loss for the period recognized (a) profit or loss:
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( +/-) Income / expenses, gains / losses recognized directly in equity;
(+/-) Profit/ loss effect of changes in accounting policies;
(+/-) Profit/ loss effect correction of fundamental errors;
= The comprehensive income
The two approaches differ in the way different accounting firm transactions. In
Table no. 2 are presented some comparative elements on the two approaches result:

Table no. 2 - Double approach to outcome; comparative items

Active approach — liabilities Addressing expenses — income
(balance sheet) (income statement)
* transactions are accounted for according to | * transactions are recorded as income or expenses by
their impact on the assets and liabilities the fundamental principles: the precautionary
* income and expenses are accounted for by the | principle, the principle of independence exercises;
rules of assets or liabilities; e attach minor variations of assets and liabilities;
* highlights the accounting rules and accounting | * main financial document of the results;
rules for valuing assets and liabilities; « balance is of secondary importance

* main financial document is balance;
* outturn account is of secondary importance.

Source: own processing.

Following representation (Fig. 2) combines the two perspectives:

Figure no. 2: Pyramid components result[8] (own processing)
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The accumulated accounting adjustments and the changing elements of the net
situation and unassigned to shareholders are combined under the name of other elements of
comprehensive income. They form, together with net income, comprehensive income and
asset values corresponding to variation and liabilities recognized directly in equity and
especially attributable to the application of specific rules on fair value accounting . If the
theoretical evaluation of all balance sheet items at fair value, the result per share would
correspond to the overall variation of the stock exchange.

Generally, according to the conceptual framework both revenue and profit are included
in the category of positive results, as both expenditure and losses are negative[9], which
sustain the image of an account of comprehensive income or transparent surplus (clear
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accounting surplus). However, in practice of the standards previously issued by the IASB,
especially those in the fair value, we can find numerous accounting rules that reflect
patterns of net earnings or stale surplus (dirty surplus accounting), the fair value
adjustments are recorded in net income, but transferred directly to equity, the model away
from the Conceptual framework rules (e.g. changes in fair value of financial instruments
available for sale - IAS 39, the changes in value of tangible assets held at fair value - IAS
16 etc.).

5. The Relevance of the Comprehensive Income Reporting

The concepts concerning the result have represented a point of controversy. In the US
the concept of normalization comprehensive income in the general accounting principles
(US GAAP) was achieved only after 15 years since its introduction to the theory and
practice of accounting. This discrepancy is mainly due to the fact that the presentation of
performance is not only a matter of outcome reporting in one format or another, but
involves issues in the assessment and recognition of items in the financial statements.

The suggestion of introducing a new concept is determined by the fact that the Group's
net profit was one of the causes of fraud and stock market overvaluation that has
characterized recent years[10]. Many financial scandals of the last decade were due to net
earnings manipulation. The new financial situation has distinct categories on economic
operations, financial activities, investing activities and taxes payment.

The concept of comprehensive income is placed at the intersection of controversial
perspectives. On the one hand, in terms of accounting theory, but also of the empirical
behavioral studies it requires a separate presentation. On the other hand, accounting
research positions has not appeared harmonized yet in terms of relevance and impact of
information on the comprehensive income by its presentation on decision making behavior
of investors in capital markets. The construction of an accounting model in accordance
with the objective of supporting investment decisions in capital markets justifies the
considerable importance which the normalizers offer to the studies based on real data of
capital markets concerning the relevance levels that the information contained in
comprehensive income and its components gains during the evaluation processes.
According to their setters, each entity will need to consider the content, the sequencing and
the format of the presentation and the descriptions used for line items to achieve a fair
presentation in the specific circumstances of that entity.

Since the results of these studies will be the relevance that will lead to a final form of
performance reporting, in this section we will analyze these issues, highlighting both the
variety of approaches and also how the proposals can be found in normalizing the
disclosure of the comprehensive income.

The current accounting standards allow entities to report the comprehensive income
either in a format similar to the profit and loss account, as part of a performance situation,
or in a situation which changes in that equity. In the traditional models, in which investors
have a rational character and take into account all the relevant information equally,
regardless of their position in the financial reporting, it is considered that the place or
situation in which is presented the comprehensive income and its components do not have
a special importance. Others authors [11] think that there weighs considerably the
positioning of the comprehensive recovery mode in the accounting information in
decision-making processes, preferring a comprehensive presentation of all elements in a
different situation on financial performance. The opponents of the concept of the
comprehensive income make two key criticisms in recent IASB proposals on performance
reporting:
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- elements which fall within other comprehensive income can mislead the
performance measurement and value accounting entity [12] and can facilitate handling by
management;

- could reduce the capacity and quality of information carrying amounts.[13]

These conflicting opinions stress the importance of the way in which the new
reporting format of performance will be achieved, it will have consequences for the
efficiency of capital markets, and hence the use of accounting information to determine the
market value of an entity and exchange rate. Oliver Ramond, Jean Francois Casta, Stephen
Lin [14] identify the following main themes that mark the debates around the IASB-FASB
joint project:

1. To what extent is relevant the comprehensive income and its components in the
context of specific investment decisions of capital markets?

2. At the aggregate level, the overall result is a quantity that provides relevant
information in addition to those provided by the net result and the result of exploitation?

3. At the individual level, other comprehensive income provides relevant information
for determining the amount, in addition to those obtained by analysing the net result?

4. In terms of relevance to the evaluation can there be observed differences in
perception between other comprehensive incomes reported and unreported separately in
this manner?

6. The influence of the accounting treatment of income recognition on the outcome.
Special attention should be paid to the accounting policies adopted by the enterprise
for revenue recognition during the course of a contract. The methods used to determine the
contract revenue and stage of completion of contracts in progress influences the outcome
obtained by the enterprise. Revenue recognition according to the stage of completion of the
work is called the method of percentage of completion of the contract. Under this method
revenue is recognized in the financial years in which the services are provided. A particular
case of this method is the income from construction work.
If a construction company at 31.03.N closed a contract regarding the construction
of an office building, the main stages of completion of the contract are as follow:
= at 31.03.N the construction contract was signed;
= at31.12. N the cost of work in progress is 675.000 lei;
= at31.12.N+1 the cost of work in progress is 2.150.000 lei;
= at 31.12. N+2 takes place the delivery and invoicing, billing price is 3.72
million lei, the actual cost of production is 3.055.000 lei
To the above information is added the following:
= at 31.03.N, the time the contract was signed a selling reviewable price was
set at 3,100,000 lei, estimating a total cost of production of 2.420.000 lei;
= at 31.12. N+1, the selling price was revised to 3.325.000 lei, the cost of
production being 2.650.000 lei
The recognition of income was achieved by percentage of completion method of
contract. The company has an effective internal financial budgeting and reporting, which
allows both the contract costs to completion of the contract and the stage of its execution
reflected at the end of the reporting period so that it can be measured reliably.
Financial exercise N:
= the cost of work in progress is: 675.000 lei
= at 31.12.N — The total estimated result = 3.100.000 lei — 2.420.000 m.u. =
680.000 lei
< completion of works = 675.000/ 2.420.000 x 100 = 27,89%
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< the result for the year N depending on the degree of completion of works =
680.000 m.u. x 27,89% = 189.669 lei

= Income of the stocked production costs = 675.000 m.u. + 189.669 lei = 864.669

Layout of the profit and loss for the year N:

Income of the stocked production: 864.669 lei
expenses: 675.000 lei
Result (N): 189.669 lei

Financial exercise N+1:

= the cost of work in progress = 2.150.000 lei — 675.000 lei = 1.475.000 lei

= at 31.12. N+1 — total estimated result = 3.325.000 lei — 2.650.000 lei = 675.000 lei

< completion of works = 2.150.000 / 2.650.000 x 100 = 81,13 %

< the result for the year N+1= 675.000 lei x 81,13% - 189.669 lei = 357.959 lei

= Income of the stocked production costs = 1.475.000 lei + 357.959 lei =
1.832.959 lei

Layout of the profit and loss for the year N + 1:

Income of the stocked production: 1.832.959 lei
expenses: 1.475.000 lei
Result (N+1): 357.959 lei

Financial exercise N+2:

= the cost of work in progress = 3.055.000 lei — 2.150.000 lei = 905.000 lei

= at 31.12. N+2 — actual result of contract = 3.720.000 lei — 3.055.000 lei =
665.000 lei

< the result for the year N+2 = 665.000 lei — 189.669 lei — 357.959 =

117.372 lei

= Income of the stocked production costs = 905.000 lei + 117.372 lei = 1.022.372

Layout of the profit and loss for the year N:

sales income: 3.720.000 lei
income from production stored (*): -2.697.628 lei
expenses: 905.000 lei
Result (N+2): 117.372 lei

(*) 1.022.372 lei — 3.720.000 lei (at the time of works, billing occurs and unloading
of management related revenues which involves debiting the amount of the stocked
production costs 3.720.000 lei)

The evolution of results between N — N+2 is:

lei

Result N Result N + 1 Result N +2 Contract result
189.669 357.959 117.372 665.000

Applying the percentage of completion method led to the following conclusions:

e Method reflects the economic reality of transactions conducted by the company
because it recognizes the profit as it is formed, thus achieving a better connection expenses
to revenue.

e Timing of income recognition in accounting significantly influences the
outcome. In the example above it is noted that the end result of the construction
contract is the same with the cumulative period of three years (189.669 lei +
357.959 lei + 117.372 lei = 665.000 lei). Decisions of users who use the result at
the end of each financial year can be significantly affected.

e The accounting treatment recommended by the international accounting standards

(IAS 11 Construction Contracts) is correct because, otherwise, the recognition of

revenue in the amount invoiced can be influenced by management's decision to

charge the amount required by the intention to obtain a certain result.
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The accounting treatment of the same economic transactions above, where the
method of completion of works (pending completion of the contract to reflect the outcome
of economic operation) is as follows:

Financial year N:

= the cost of work in progress: 675.000 lei

= revenues related to works in progress: 675.000 lei

Layout of the profit and loss for the year N:

income from production stored: 675.000 lei
expenses: 675.000 lei
Result (N): 0 lei

Financial year N + 1:

= the cost of work in progress: 2.150.000 lei — 675.000 lei = 1.475.000 lei
= revenues related to works in progress: 1.475.000 lei

Layout of the profit and loss for the year N+1:

income from production stored: 1.475.000 lei
expenses: 1.475.000 lei
Result (N + 1): 0 lei

Financial year N + 2:

= the cost of work in progress: 3.055.000 lei —2.150.000 lei = 905.000 lei
= revenues related to works in progress: 905.000 lei

= sold production revenue (invoicing works): 3.720.000 lei

= downloading of management work performed 3.055.000 lei

Layout of the profit and loss for the year N+2:

income from the sold production: 3.720.000 lei
income from production stored (*): - 2.150.000 lei
expenses: 905.000 lei
Result (N + 2): 665.000 lei

(*) 905.000 lei — 3.055.000 lei (along with billing of works occurs downloading of
account management which involves cutting production costs Income from 3.055.000 lei
to the amount stored)

The evolution of results between N — N+2 is:

lei

Result Result Result Contract result
N N+1 N+2
0 0 665.000 665.000

Termination method works only to recognize profits realized upon completion of
the contract. This significantly influences the outcome of the company during the period N
-N+2.

From the comparative analysis of the outcome of the company over the period N -
N + 2,results that the accounting treatment of income recognition has a significant
influence on the outcome the company. For users of financial statements revenue is
important information for making economic decisions and assessing current and future
performance of the company. M. Ristea, L. Olimid, D. A. Calu appreciate that certain
conditions relating to revenue recognition, under IAS 18 Revenue and IAS 11 Construction
Contracts, creates prerequisites for a high probability of obtaining economic benefits
associated with such transactions prior to sale (Ristea; Olimid; Calu, 2006).

IASB and FASB currently have initiated a joint project that aims to clarify revenue
recognition principles. The basic premise consists in recognizing revenue only to the extent
obligations and transfer of goods or services to customers. Starting from this premise,

239



revenue recognition during the course of a contract will only be possible if the contract
clearly states the execution stages. Otherwise, revenue recognition based on the degree of
achievement would not be possible; recognition will only end when the contract will be
completely fulfilled.

6. Conclusions.

The introduction of @ new concept of comprehensive income and the concerns to
create a dedicated synthesis situation happened as a result of expanding the usage of fair
value as the evaluation basis, a determined modification, in its turn, by the changing
perspectives of the objectives of financial reporting, namely the primacy of providing
useful information for decision making assessment of interests in entities the shareholders
owned at the expense of exclusive assessment process resource administration by
management.

In the Anglo-Saxon opinion the purpose of accounting is to inform investors. The
central indicator should reflect market fluctuations. Ordering the measurement at a fair
value of certain assets and liabilities (especially the financial ones) the referential IFRS
adopts a broad of a financial performance. The criteria in measuring the performance are
not limited only to an operational dimension. The entity’s ability to optimize the
management of its assets and liabilities is exhaustively surprised.

Therefore, the relevant amount in terms of performance is given by changing the
size of investor’s wealth, in other words changing its interest in the net assets of the entity
marked at a fair value. The result can be a measure of performance only to the extent that
incorporates all the changes in net asset size, independent of their nature, changes due to
exploitation as well as changes due to market conditions, especially the ones of the fair
value.
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