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ABSTRACT

Globalization of financial markets and exponential growth of cross-listing of foreign companies on stock exchanges in other
countries throughout the world call for a need of a single global accounting language which ensures relevance, completeness,
understandability, reliability, timeliness, neutrality, verifiability, consistency, comparability and transparency of financial
statements. The International Accounting Standards Board (IASB) introduced International Financial Reporting Standards
(IFRS). The growing acceptance of IFRSs across the world presents an important challenge and represents a fundamental
change in financial reporting. This study contributes to the latest discussions on international financial reporting by reviewing
corporate financial statements of Fortune 500 companies to determine how corporations are reporting comprehensive income.
We find that companies across the sample are consistent in reporting OCI - they utilize a separate statement for OCI reporting.
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INTRODUCTION

With the growing globalization of financial markets in
the last three decades, including the cross-listing of foreign
companies on stock exchanges in other countries
throughout the world, there have been numerous calls for
mandatory adoption of a single global accounting language
which ensures relevance, completeness, understandability,
reliability, timeliness, neutrality, verifiability, consistency,
comparability and transparency of financial statements.
Historically, countries have followed different accounting
standards. If different accounting standards are used,
however, it’s difficult for investors or lenders to compare
two companies or determine their financial condition.
Publicly traded U.S. firms must prepare financial
statements in accordance with the U.S. Financial
Accounting Standards Board (FASB) standards, which are
known as Generally Accepted Accounting Principles
(GAAP). Foreign firms trading in the U.S. are allowed to
follow International Financial Reporting Standards (IFRS)
developed by the International Accounting Standards
Board (IASB). Firms based in the European Union (EU)
also use IFRS in the preparation of financial statements.

The 1ASB significantly reshaped companies’ financial
reporting by introducing IFRS, which represent a
fundamental change in financial reporting (Dholakia, 2013)
worldwide. IFRS are a set of principles published by the
IASB in order to establish a financial reporting discipline
and uniform accounting principles worldwide. The main
goal behind the development of IFRS is to enable
companies to report their financial information in the most
correct, reliable and transparent manner. Supporters of
IFRS argue that their use increases the quality of financial
reporting, enhances the comparability of financial
statement, and hence benefits companies, investors, credit

institutions, and auditors (Daske et al., 2008). There are
over 150 countries around the world that require the use of
IFRS to complete financial statements
(http://www.accountingtoday.com/news/IFRS-
Convergence-Adoption); more than 40 percent of the
Fortune Global 500 companies now use IFRS. This rising
adoption of IFRS is driven by the capital market -
harmonized accounting standards not only allow market
participants to better understand financial situation of a
company, it also opens the door for new global
opportunities.

latridis (2010) states that adoption of IFRS contributes
to increasing the quality of accounting information,
lessening information asymmetry between shareholders
and managers, and reducing cost of capital. Tendeloo and
Vanstraelen (2005) point out that one of the main benefits
of the mandatory adoption of IFRSs is reduction of
information asymmetry and operating cost associated with
multiple capital market reporting requirements. In addition,
Strubarova (2010) finds that the adoption of IFRS leads to
changes in information technology and accounting
information systems. Together with the change in financial
reporting come changes in financial management. As a
result, financial managers are able to make more accurate
forecasts and improve budgeting and long-term planning.

The growing acceptance of IFRS across the world
presents an important challenge and represents a
fundamental change in financial reporting. The accounting
standards issued by the FASB and IASB are both similar
and different. The similarities remain in the basic principles
of accounting (e.g., use of historical cost; property, plant,
equipment and lease valuation). However, FASB and
GAAP prefer to use a full value approach to determine the
value of certain financial instruments while IFRS use a
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mixed method (Johnson, 2010). Differences can also be
found in the measurement of interpretations (Aghimie et
al., 2013). Furthermore, IFRS are broader and more
principal based compared to GAAP. The FASB takes into
consideration market regulatory and legal compliances.
Many of these differences are embedded in the
implementation and enforcement of IFRS standards
(Fosbre et al., 2009). Currently, the United States is the
only major economic power in the world that has only a
tentative mandatory IFRS adoption deadline for publicly
traded companies — 2015. There appears to be an overall
uneasiness towards the quality of IFRS in the United States
(Aghimie et al., 2013). Many companies are not seriously
committed to IFRS until the announcement of a firm and
mandatory adoption date. Nevertheless, the number of the
United States companies voluntarily adopting IFRS is
growing (http://www.iasplus.com).

The goal of the study herein is to determine corporate
choice regarding the reporting of comprehensive income.
Until recently, GAAP allowed firms to report
comprehensive income in either an income statement or the
statement of equity. Firms report the exact information
either way. In perfectly efficient markets, choice of
reporting location should not matter to rational investors
who fully process information regardless of its reporting
location. Nevertheless, most firms chose to report
comprehensive income in the statement of equity (Bamber
et al., 2010; Bhamornsiri & Wiggins, 2001; Pandit et al.,
2006). Policymakers’ preference, though, is that companies
report comprehensive income in an income statement,
which they consider as more transparent compared to the
statement of equity (Bamber et al. 2010). GAAP reporting
of comprehensive income was recently aligned with IFRS.
Therefore, domestic corporations now have two choices for
reporting comprehensive income: in a separate statement of
comprehensive income or as a continuation of their current
income statement. This study contributes to the latest
discussions on financial reporting by reviewing corporate
financial statements to determine how comprehensive
income is currently being reported. The rest of the paper is
organized as follows: overview of previous empirical
findings; data, methodology, and discussion of results;
conclusion.

LITERATURE REVIEW

IFRS are becoming the norm. European countries —
members of the European Union — were required to adopt
IFRS by 2005 (Dholakia, 2013). In Australia, the Financial
Reporting Council (FRC), which oversees the Australian
Accounting Standards Board (AASB) and provides it with
the guidance and strategic direction, made the decision to
adopt IFRS on January 1, 2005. New Zealand followed
suit, requiring financial reporting entities to follow IFRS
effective January 1, 2007. Since January 1, 2013, financial
statements prepared in conformity with Taiwan-IFRS are
required of Taiwanese companies and insurance
intermediaries (Aghimien et al., 2013). Companies in
Mexico were scheduled to execute IFRS conversion in
early 2012. An increasing number of countries in emerging
markets adopt IFRS (http://www.iasplus.com).

Presently, the United States is the only major economic
power in the world that has not officially set a specific date
for IFRS convergence or outright adoption. Aghimien et al.
(2013) state that there seems to be an overall apprehension
towards the quality of IFRS in the United States. Rapp and
Zell (2009) discuss the objection to IFRS adoption. There
is a belief that the “principal-based” idea of IFRS leads to
much individual discretion in the financial reporting
(Derstine & Bremser, 2010). In the United States,
companies have more specific rules they have to abide by
when reporting (Lin & Fink, 2013).

As previously noted, IFRS and GAAP have many
similarities. However, standard interpretation leads to a
number of differences and is the most debated area of the
standards convergence (Aghimien et al.,, 2013). For
example, when it comes to financial statement presentation,
GAAP requires current assets and liabilities to be presented
before noncurrent assets and liabilities on the balance
sheet. There is no prescribed format for IFRS, but often
companies report noncurrent items first (Lin & Fink,
2013). IFRS prohibit reporting extraordinary items on the
income statement, while U.S. GAAP allows extraordinary
items as long as they are unusual in nature and infrequent
in occurrence. Under U.S. GAAP, interest payments are
designated as operating cash flows; conversely under IFRS
interest payments can be classified as either financing or
operating cash flows and a majority of companies generally
designated interest payments as financing cash flows. With
such differences come many connecting inconsistencies
such as the use of Last-In First-Out (LIFO) inventory
accounting method. LIFO is permitted under U.S. GAAP,
but not under IFRS. U.S companies primarily use LIFO to
minimize their tax liability. Under IFRS, LIFO would not
be allowed and the companies’ tax liability will grow.

Another major difference between IFRS and GAAP is
the variation in revenue recognition; GAAP has many
industry specific guidelines leading to many exceptions to
the basic revenue recognition rules. On the other hand,
IFRS is much more relaxed when it comes to revenue
recognition. After revenue recognition, other notable
differences in reporting include loan accounting, financial
instruments disclosure, hedge accounting, and employee
benefits (Ernst & Young, 2009). When it comes to the
statement of comprehensive income, IFRS allows a
company to either report other comprehensive income
(OCI) in a single statement of comprehensive income or in
a separate income statement followed by a statement of
comprehensive income. On the other hand, U.S. GAAP
accepts both reporting methods, but it used to also allow
until recently OCI to be presented in the statement of
stakeholders’ equity. These differences may adversely
affect companies, shareholders, investors, and other market
participants because of the fact that users of financial
statements may not be proficient enough to interpret IFRS
adjustments.

DATA, METHODOLOGY, AND DISCUSSION
OF RESULTS

The purpose of this study is to determine how
corporations are choosing to report comprehensive income.
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Comprehensive income represents an aggregate approach
to income determination. It disaggregates income into
separate components and allows “to the extent that it will
enhance usefulness in predicting the entities future cash
flows” (IASB 2008, para. 3.42). According to Goncharov
and Hodgson (2011), comprehensive income reporting
should capture all sources of firm’s value creation and
force managers to consider external factors that affect firm
value. A plethora of previous research examines the
incremental information content of comprehensive income
compared to traditional net income figures. Dhaliwal et al.
(1999), Biddle and Choi (2006), Kubota et al. (2006), and
Kanagaretnam et al. (2009) link aggregate comprehensive
income reporting with higher stock returns. Gordon and
Niles (2005) demonstrate that comprehensive income,
unlike net income, is relatively stable and difficult to
manipulate. Reese and Shane (2012) reveal that OCI items
are incrementally value —relevant. This finding supports
including OCI in a performance statement with separate
presentation.

At the same time, Cheng et al. (1993), O’Hanlon and
Pope (1999), Cahan et al. (2000), Isidro et al. (2006), and
Goncharov and Hodgson (2011) report no incremental
information content for separate comprehensive income
components. Lee et al.’s (2006) investigation of the
reporting decisions of 82 publicly traded property-liability
insurers demonstrates that insurers’ comprehensive income
reporting choices reflect their tendency toward “cherry
picking” as well as their preference in disclosure quality.
More recently, Jordan and Clark (2014) find that firm’s
operating performance affects the reporting preference for
comprehensive income. More profitable companies exhibit
a lower tendency than less profitable ones to report
comprehensive income in a continuous income statement.

As previously noted, U.S. GAAP regarding
comprehensive income was recently aligned with IFRS.
Domestic corporations now have two choices for reporting
comprehensive income: in a separate statement of

Table 1: Presentation of OCI

comprehensive income or as a continuation of their current
income statement. Data was collected through a review of
the financial statements of Fortune 500 companies for
2013. The most current financial statements were located
either on the corporate website or through SEC filings of
Form 10-K.

Based on a review of the financial statements of five
hundred domestic corporations, 442 corporations (88.4%)
utilize a separate statement for reporting comprehensive
income. Thirty-six  corporations  (7.2%) report
comprehensive income on the income statement. We could
not identify the method of choice for the remaining 22
corporations (4.4%) for a number of reasons such as no
comprehensive income reported. In order to determine
whether U.S. corporations align with foreign corporations
in their reporting choices, one hundred of the Global
Fortune 500 corporations were reviewed.  The sample
chosen represents the first 100 non-U.S. firms on the list
for which the financial statements could be reviewed.
Table 1 presents the findings. Countries with five or more
companies are presented separately. For ease of
comparison, U.S. findings are also presented.

A majority of the foreign companies reviewed chose to
present comprehensive income in a separate statement.
Although the percentage of companies choosing a separate
statement is lower than the U.S. percentage, if China is
removed from the equation, the numbers change to: 77.9%
separate statement, 9.3% income statement, and 12.7%
other. China is certainly the anomaly with the majority of
corporations choosing to present comprehensive income as
part of the income statement.

Although the percentage of companies choosing a
separate statement is lower than the U.S. percentage, if
China is removed from the equation, the numbers change
to: 77.9% separate statement, 9.3% income statement, and
12.7% other. China is certainly the anomaly with the
majority  of  corporations choosing to  present
comprehensive income as part of the income statement.

Presentation of OCI by Country
Separate Statement Other (no OCI, shown
Income Statement in equity)
Country n % n % n %

uU.S. 442 88.4 36 7.2 22 4.4
Foreign co:
China 4 33.3 8 66.7
France 8 80.0 2 20.0
Germany 12 92.8 1 7.2
Italy 5 100.0
Japan 12 66.7 3 16.6 3 16.7
UK 7 100.0
Other * 23 63.6 7 21.2 5 15.2
Total (n=100) 71 71.0 18 18.0 11 11.0
*Australia, Brazil, Canada, Denmark, Finland, India, Luxembourg, Netherlands, Norway, Russia,
Scotland, S. Korea, Spain, Switzerland, Taiwan, Thailand, Vietnam

As previously noted, the goal of this study was to
determine the method of choice for the presentation of

comprehensive income. Domestic corporations were
found to prefer a separate statement for reporting Cl as
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expected, and the majority of foreign corporations also
preferred a separate statement. Chinese corporations are
the only group in which a majority chose to report Cl as
part of the income statement. However, a review of
Chinese reporting requirements shows that PCR GAAP
prefers that all elements of income and comprehensive
income be included on the income statement (KPMG,
2011). So, while future studies might try to determine
why corporations choose one presentation method over
another, it is unclear whether or not the information
provided would be beneficial given the number of
corporations which choose to present CI within a separate
statement.

The reporting of comprehensive income (Cl) has
become increasingly important over the last several
decades. While educated financial statement users are
usually familiar with the basic measurement of net
income, not everyone is as knowledgeable regarding CI.
Prior to 1997, U.S. GAAP did even require the separate
reporting of Cl. As a review, ClI typically includes four
elements: holding gain/losses with respect to debt and
equity securities; gains/losses with respect to cash flow
hedges and net investment in foreign operations;
gains/losses or adjustments to pension or post-retirement
benefits; and, gains/losses or adjustment with respect to
foreign currency translation and intra-entity foreign
currency transactions. These adjustments by-passed the
income statement and while they affected equity, they
were not separately reported. In 1997, SFAS 130 was
passed requiring the separate, thus more transparent,
reporting of both current ClI and accumulated CI.

Some argued that the elements of comprehensive
income were already being reported within the financial
statements and that separate reporting would have no
effect on market value. Dehning and Ratliff’s (2004)
study looks at firm value immediately before and after
the implementation of SFAS 130 and finds no difference
in firm value. They conclude that the method of CI
disclosure has no effect and is unnecessary. However, in
a 2006 study, Chambers, et al., find that separately
reporting Cl has a positive impact on market value
(Chamber et al., 2006). More recent articles point to the
fall of major corporations who used OCI as a “dumping
ground” for items that they did not want to place on the
income statement. While U.S. GAAP and IFRS are
aligned regarding the reporting of Cl, Hans Hoogervorst,
IASB Chairman, noted that the requirements as to what
qualifies as CI need to be tightened up so that investors
are not misled (Chasan, 2014).

CONCLUSION

For many years, based on U.S. GAAP, OCI flowed
directly to equity and was not necessarily separately
identified. In the late 1990s, GAAP changed, requiring
companies to report OCI and changes to it. Corporations
could choose to report changes to OCI in a separate
statement, on their current income statements or within a
statement of stockholder’s equity.  Bottom-line net
income has long been an important figure in the financial
world and most corporations chose to report OCI as part

as the statement of stockholder’s equity. The new
requirements removed that option. As a result, most
corporations have chosen to report OCI on a separate
statement of comprehensive income. Although
corporations were not surveyed as to why they made this
choice, an obvious reason is so as to not confuse the users
of financial statement information who may not have
knowledge of all the nuances of GAAP. Net income has
been focal point for users for many years. To add
comprehensive income to the bottom of the income
statement may confuse the casual users of financial
statement information. Information regarding the method
of presentation for OCI is important for several reasons.
GAAP and IFRS, as well as the choices made by
corporations, seem to be aligned in this area.
Furthermore, it also provides useful information for
accounting instructors and textbook publishers for
discussions regarding OCI.
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