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Retuning the Relevancy of the P&L

A Proposed Model

By Elud Larde and Shioe Sheee

rafit and loss (PaL) staements have
alwayvs been signilicant for most
reporling entities as the basis lor
cvitluating the ahility o penerale future
protits, This i evidenced by the vanows eum-
inges multiphiens that are often used m apprais-
ing companics and determining acquisition
prices, Executive pay 15 often based on per-
formance measured by the P&L.
Perfurmance under [inancial covenants and
financial mtings relies on coument profitahil-
ity eatios, In addition, a company’s P&L is
Lhe report most reviewed and examined by
investors, credit providers, analysts, and the
financial press. Although there have been
roany changes in performonoe megsurement
during the past few vears, such as compre-
hersive ieoine fepoting, sunings per shae
comnlines 10 be caleulated on the: basis of net
profit (loss) and likely will in the future.
The PdL. is crmcial to maintaining the
pubdic’s rust in financial reporting, Any
harm o the relevancy of the P&L would
lesad to @ search for alternative solutions
through various economic reports and non-
GaaP adjustments.

The Rise of OCI

Ower the past decades, the acoounting pro-
fession hegan o use olher comprehensive
ineome (OCL) as a ool for deferring the
recognition of certain profits and losses.
Although many yvears have passed since the
first use of OO0, no one has dealt with a con-
cepiual framework w differentiate cases in
which iterms are 1o be recognieed in the P&l
o defermed o OCL In recent years, new ifems
are aften added w OCT spocadically and with-
oul 2 strseired methkdoloey.

Intemationul Financial Reporting Standamds
(IFES) have brought about a new phe-
nogmenon: Income and expenses are charped
thmougrhe T i exquity amd e nod included
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in a fisture PdcL, This represents a growing
trend at the International Accounting
Standands Board (1ASH), the standards seticr
fioe TFRS. The only case in the past that used
this umusual caegerization was the revalug-
tion af fixed assels. Acconding 0 Intemational
Accounting Standard (LAS) 16, Property,
Flemt cined Eeprtprmeni, the revaluation medel
reqquires differences in the revaduation of fxed

assets 10 be charged directly to equity, with-
oul recyeling them we the Pa&L. Although
the theoretical basis for this eamment was not
prowvided in the post. one can assume that the
capital reserve, demived froo the copital preser-
walin concepl, does not recogniae the reval-
vation of fixed asscts as profii—unlike the
financial capital concept, established in the
Conceptual Frumework. Accountants should
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keep im mind, however, that the evaluation
mide] is very problematic and, therefore,
rarcly implemenied by companics when
they mdopt TFRS.

Reoent examples af this trend oward
CCT can be seen in the following aneas:

Actuarial profits or losses. According
o TAS 149, Emploves Benefits, entitics can
choose an accounting policy wherein
impuited actuarial profits or losses are clas-
sified from retmned earnings to OCI
without recyeling through the P&L. A pro-
posed amendment o TAS 19 would make
this accounting policy mandatory.

Measurement of financial assely. The
recently published IFRS 9, Fingncial
Instfrarrents, allows entities o select an
accounting policy whereby the invesi-
mienl in equity instriments may be mea-
sured at Fair valee and changes in fair value
(except for dividends) are reconded o OCT
without recycling through the P&L.

Credit sisk, In accordance with the pio-
posal for a new financial instruments stan-
dard, measurement of financial Labilities at
fair value on the PAL will result in the inter-
est component being charged o OCI, and
it will not be recveled 1o the P&L in case
of early extinguishment in the future,

In view of changes in the recently released
IFRS for Small and Medium-sized Entities
[SMEs}—which predict changes that will
be adopted in full IFRS in the fure—one
can get a hint of this new nonrecyeling rend,
As published, IFRS for SMEs stipulates
that transtation differences accumulated from
the translation of foreign operations will not
be recyched to the P&L wpon the realization
of foreign activities, as opposed to the mle
under 1AS 21, The Effects of Changes in
Foreien Exchange Raves,

One possible solution te the problem tha
several items are recyveled 10 the P&L and
some are not is seemingly included in the
proposed amendment o LAS 1, Presentation
af Finaneial Statewents, pubhshed in May
200, According 1o the proposal, there will
he ome sttement of comprehensive income
urler & new titke—"slaterment of profit or koss
and other comprehensive income™—which
will include both P&L and OCIL According
tr this proposal, the report will distinguish
hetween items that are recycled 1o the P&l
and jtems that are not recycled.

This solution is only cosmetic and svoids
the real problem: There is no conceplual
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framewnrk For foday™s OCT accounting, thene-
by cresing inconsisiencics where accounting
standards reguine the rocveling of OCT ilems
iy P&l when realived. Examples inclsde
tramslation differcnees for foreign activities,
resulls of hedges of foreign investments,
and the effective portion of the change in Far
value of hedged cash flows and financial
assels available for sale. Moreover, accord-
ing o [FRS 9, an entity may choose differ-
ent accounting policies for different invest-
mienl iterms, so that even the reporing eni-
y's Mnancial staements may lack consis-
tency in the accounting reatment of identi-
cal ilems.

The IASE and FASB Moving Apart
on OCI

The trend of the TASE's thinking on this
concepliual problem s oreating o growing sap
between TFRS and TLS. GAAP, in contm-
diction to the convergence process. It is
imipoitant to emphasiae that it is FASB pol-
icy to require recycling to the Fé&L of all
the sums that are eventually charged to
OCL A recent example of this is the proposal
for a new financial instruments standard.
Contrary to [FRS 9, the FASB proposal calls
for the recyeling from OCI to the PEL of
profits or losses upon the realization of finan-
cial instruments, as well as the recycling of
different 1ssuing costs of financial assets
during the life of the instrument as an
adjustment to the yield of the instrument.

Those affected include not only the
direct users of the financial statements (share-
heddiers and credit providers), but alse indi-
rect users for such purpeses as corporate law
requirements (in connection with dis-
tributable camings as dividends), tax author-
itiess, and others, Ome should mot underesti-
mate the difficulties resuling from relving
on accounting rules for the distribution of
dividends and the relationship thal sometimes
exists between sharcholders and creditors,

The authors offer an aliemative madel,
detailed below, that incledes 3 structored
methodology and creates a distinction
between realized and unrealized income and
expenses on the hasis of the assets and lia-
hilities from which they derive. According
toy the authors’ model, changes in the Tar
value of nonfinencial assets and habilives
and specific Dinancial instruments will be
charged 1o OCT and will be recycled w the
P&L upon realization. As o resull, retxined

camings wonld represemt realized profits.
Our meande] docs pat refer 1o messurement
issues bal only o recognition and prescnia-
tiomn issues. [0 may improve dealing with
mcasurement issues, hiwever. For example,
the model may assist in mepsuring finan-
cial liabilities at fair valoe by including
changes in their fair value ansing from
changes in the issuer’s credit guality (risk)
in the staterment of the financial position, bat
mol i net profit (or lass), a5 explained below.
The following are examples of ransac-
tions that, under the proposed model,
wiould be charged w OCT:
B Changes in For value of investment prop-
erty would be charged o OCT and recycled
0 the P&L upon the realization of the assets.
B Profits from the theoretical realization
recogniFed upon obtaining control of a sub-
sidiary in a business combination would be
charged o OCL The profits that have been
driven from identifiable assets would be
recycled to the P&L per the depreciation
period, while goodwill would be recycled
upon realization. Similarly, upon loss of
contral, the unrealized “profit™ from the
remaining unsold shares wonld be charged
to OCT until the shares are actually sold,
B Actuarial changes from emplovees’
henefits would be charged o OCI as one
of the accounting alternatives of IAS 9
and would be recycled to the P&L through-
out the lite of the commitment.

The Project on Financial Statement
Presentation

In recent wears, the LASE and FASB
have undertaken a joint project on Financial
Statement Presentation (FSF), The project’s
targel is o cstablish a new formal for the
thres main financial statements—stalement
of financial position (formerly the balance
sheet) (SFP), statement of comprehensive
income (SCI), and statement of cash fow
(SCF—in order 10 make them more use-
ful for the wsers of Tnencial repors, espe-
cially imvestors and creditors.

One of the sims of the proposed pre-
sentation format, which is expected 1o take
the form of an amendment w [AS 1, 15 0
allow cohesiveness in the format of the
three main reports, which are divided for
this purpose into six identical sections and,
secondanly, inlo categories, According o
the proposal, the classification for each sec-
don and each calegory will be first pre-
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sented in the SFP, which will determing
the classification for te SCTand SCF. This
means that the classification of revenues
and expenses, gains and losses, and receipls
and payments will be in accordance with
the assets and liabilities that created them,
The classification in entities that have
several segments will be based on the use
of assels and liabilities in the sepments.
The zeneral formeat of the statements for-
miulated for the exposure drafl 15 as follows
and is illustrated in Exhibir 1
W The operating category will include
asscts and liabilitics that management
views s related o the central purposes (or
which the entity is in business (ie., assets
and liabilities that generate revenues in
the core business). All of the operating
cycle of the entity is incheded in the oper-
ating catepory. Cash is always classitied in
the operating category.
m The investing category will include
individual assets and liabilities that produce
returns that are not included in the ent-
by's revenues amnd have no significant syn-
erey with the entity™s sctivities (i, ae mi
part of the core business).
m The financing category will include
all the entity’s Tunding, debt, snd equity.
Debt will inclode arms’-length loans at

market conditions, dividends paid, stock
put options of the entity’s shares, and com-
mitments to purehase shares of the entity.
W A separale calegory in the SCF and the
SCT will present multicaesory ransactions—
catepories that reflect the acquisiton or exer-
cise of assets and habilises that are classi-
fead in alifferent cotegories in the SFP.

B Taxes on income will be presented in
a separate category, excepl for taxes that
refer o discontinued operations and other
comprehensive income.

As part of the FSP project, in May 2010,
the IASE puhlished an cxposore deaft for par-
tial changes o [AS 1, determining that the
Pl and OCT will be consolidated into one
starement. The OC1 section will be divided
inte T subsections—one for ransactions
thot will be recycled in the future 1o the P&L
and another one for ransactions that will
nod be recyeled, so that their inclusion in OCT
will tremsfer them to equity withoat being roc-
ognized in the P&L. FASB has published o
pacallz] proposal for updating U5, GAAR,
cancelling the option of presenting OCT ilems
in the stuement of changes in equity. The
U5, format does not include the subdivi-
sion of OCT, becanse ULS. GAAP requines
the rocycling of all OCT items eventually. The
propoeal staes that eamings per shore should

EXHIBIT 1
Format of Financial Statements Under the IASB/FASE Project
Statement Statement Statement
of Financial Position | of Comprehensive Income of Cash Flow
Business Business Business
Operating Operating Operating
m Financing arising m Financing arising
from operating from operating
Investing Investing Investing
Financing Financing Financing
m Debt and other m Debt and other m Debt and other
m Equity m Equity
Effects of mulicategory Effects of
transactions multicategory
transactions
Income taxes Income taxes Income taxes
Discontinued Discontinued operations, net of tax | Discontinued
operations operations
0CI, net of tax

be reported only on the subtotal of the P&L
before OCL Nevertheless, the division of
resulls hetween controlling and noneontrol-
ling rights should be presented Tor the P&L
and the total comprehensive income as well,
The IASE explains the partial proposal to
change 1AS 1 stems from the growing
=g of OCT, expressed in standards such as
IFRS 9 amd the proposed amended [AS 19,

The propesal is fairly liberal when it
comes W the title of the integrated slate-
ment—""statement of the profit or loss and
stfeiment of other comprehensive Income™—
and allows the wse of alemative titkes such
as “statement of comprehensive income™ ar
any other tde that the reporting entity desms
relevant and representative,

The Authors’ Proposed Model

The authors™ proposed model includes a
structured methodology and creates a dis-
tinction between realized and unrealized
income and expenses on the basis of the
assets and liabilities from which they
derive. According o our medel, changes
in the lair value of nonfinancial assels
amd Tabilities as well as specific fnancial
instruments wonld be charged o OCT and
recycled o P&l when realized in the
future. As a result, retxined carnings woubd
present realized prodits only,

Although the model does not refer o mea-
surement issues, it can assist. For example,
the model may assist in measuring Tinancial
liabilities at fair value by including the
changes im fair valoe of liabilites arising from
changes in the iseer's credit guality inthe
statement of the financial position, but not
in net profit (Joss), as will be explained below,

The proposed model ereates a distine-
tion between realived income and expens-
es and unrealized income and expenses
on the hasis of the accounting type of the
assels or liabilities that created them,
Fochitir 2 illustrates that distinetion,

According to our model, unrealized
income and expenses from nonfinancial
Tlems arwd several lnancial instrurments wouhd
be charged to OCT and recyeled o net prof-
it {loss) upon realizadon in the future, As a
result, retxined camings woukd represent only
realived profis. An example of this model
is the treatment of assets available for sale
in LLS. GAAP and IFRS hefore the changes
offered by TFRS 9.

Our model refers o nonfinancial items
that IAS 39, Finuncie! Instruments:
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Recognition and Measwrement, applics 1o
a8 financial ilems. How these Gnancial ilems
wold be treated depends upon their natune
anid the designation determined by the report-
ing entity. For example, a change in fair
value of equity instrurments beld for teading
will be recognized directly on the P&L,
while changes in fair value of equity instru-
ments available for sale will be charged
to OCT until the sale, and then recveled 1o
the Pé:L.

The significant advantage of the pro-
posad model is o maintain the relevance
of net income (loss) in measuring business
outcomes without losing the fair value or
any other economic value on the statement
of financial position.

The reclassification from OCI w0 net
income that results from realization (recy-
cling) will be presented in the relevant part
ol the: P&:L. (operating, Anoncing, or laxes).
The propesed model sugpests that all
O itemns will be recycled eventually.

Demonstration of the Model

Example I: Profits vesulfing from the
revaluation of curvent oldings as a resuft
oof mequiving comtrol. Company A holds 405
of the shares of Company B since the daie
of it establishment, Company A does not
cantrol Commpany B and implements the egui-
by msethodd, Company B's equity is 5100 mil-
lion and its fair value is 51,000 million
(assuming a linear distribution). Company
A purchases an additonal 25% of Company
B shares in exchange for 5250 million, and
pehicves contmil. Assumme that the excess price
over book value is setat TOS Tor goodwill
and 30% for identilioble assets (linear aver-
aoe depreciation period of three vears). The
noncontrolling interests remin with 33% of
the shares of Company B. The accounting
policy of Company A is o messune non-
comrolling interests at their fair value on the
dete of the business combination,

Treatment today. Acconding o [FRS 3(H)
and SFAS [41(R), Business Conlsinations,
the “conceptual realization” is applied at the
time of obtaining control, and accordingly,
Compeany A would recognize a profit of $360
million ([$1,000 — $100] x 40%). The dif-
ference between the fair value and book value
of Company B is 3900 million, of which
585 million refers o the controlling nter-
est, out of which 5360 million derves from
the prior 4066 holdings held before obtan-
ing control and the other $225 million from
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the additional 25% inleres! acquisition, From
that F900 million dilference, $630 million
relates 1o goodwill and the 5270 million
balance relates o depreciable intangible
assets, In the coming three vears, Campany
A will also recognize depreciation of intan-
gibdle assets of $270 million (151,000 — §100]
x 30, or 390 million per vear, Cut of the
5270 million, $94.5 million, which represents
the portion of the noncontrolling interest in
identifable assets, wall be added 0o noncon-
trolling equity as of the acquisition of con-
trol. In addition, $220.5 millicn (300 = 35%
x T0%0 ) of goodwill related to noncontrolling
irerest will be charged o equity.

Treatment wunder the proposed model,
According o our model, Company A's
theoretical profits from deemed realization
of 5360 million will be credited 10 OCT;
K252 million (70500 represents goodwill,
and 5108 million (30 represents identi-
fahle wssets. This profit will be reoycled
o P&L as follows:

Tederitificibde assers, The OCLof $108 mil-
lion that represents identifiable assets will
be recyeled to the P&L alongside the
depreciation of the asscts, namely $36 mil-
liom per year for three years. As a result,
depreciation will wial 554 million each
vear (590 — £36). In addition, $22.3 mil-
lion ([$00 « 35%] — 536) represents the
controlling interest, and 531.5 million (390
* 35% ) represents the noncontrolling inter-
est, One can see that the portion of the
intangihle assels depreciation that relaies
tiv the controlling interest is cgual 1o the
newly acouired 25% shares.

Grodudll, The OCT amount of 5252 mil-
Tion (360 0 TOSE) that relates 1o poodwall wall
be presented as a capital fund, until fe Joss
of controd ar in an event of impairment, and
is attriboted only © Company A,

Example 2: The credit visk component
af the financiel lighilities. Company C
issued 100 million in par value bonds on

Tanuary 1, 20000 at their par value. The
bonds bear 6% interest, paid at the end of
the vear, reflecting the appropriate market
interest rale risk. AL the emd of 2000, as a
result of deterioration of the company’'s
credit risk, the market price of the bonds
is reduced o $80 million. The risk-free rate
as of the end of the vear is 2%,
Treanment today, if the fair value model
is efected. Other than the current interest
expenses of $6 million, o profit of $20 mil-
hon would be recognized in the Pa&L.
Treatment under the proposed model.
Crther than the current interest expenses, the
£20 million would be charged o OCI and
recycled to the P&L during the life of the
honds according (o the interest method, or
in the case of the repurchase of the bonds
by the company. The value of the capital
fund created from the changes i the Tair
value will vary in accordance with the
chunges in the bonds" morked price.
Exampie 3: Actuariol gains and losses.
Company I employs a fixed number of
emplovees, The actuanial liability balances
as of December 21, 2009, and December 31,
2000, are S100 million and 5120 million,
respectively. Actuarial losses in 2010
armountisd toe %5 mallion. The remaining actu-
aral losses that have not been debited o
the P&EL as of December 31, 2009, are
F15 millicn. At any given time, employees
are expected o work for the company for
an additicnal 10 vears, on average.
Treatment today, There are soveral aller-
native scommnting policies acoonling o cur-
rent guidanee, including a policy that will
be mandatory under the proposed amend-
ment e TAS 19 Under the proposal, the
Tiahility is measured at the present value of
the actuarial liability, and actuarial differ-
ences are charged to OOCT and never recy-
eled 1o the P&L.
Treaiment under the proposed model.
The lability 15 measured in accordanee

EXHIBIT 2
Proposed Model's Distinction Between Realized

and Unrealized Income and Expenses

P&L

Realzed

PAL

Unrealized ocl

Monfinancial ltems

0OC| or P&L

Financial ltems
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with the present value of the actuarial com-
mitrment, and the actuarial profits or loss-
es are charged to OCT ontl recycled o
the P&L. An additional expense of $1.5
millicn would be included in 2010, due to
the recycling of OCI over 10 vears. The
charges to the OCI capital fund in equity
wonld vary according to actuarial changes
applied during the amortization period,

Example 4: Investment property,
Company E soquircs investment property
for $100 million (one-half is atributed 1o
the land) on Janvary 1. 2000, The vseful
life of the building is 40 years, On
December 21, 2011, the fair value of the
investment property is $120 million,

Freatment today, Assoming Company
E chooses the fair value model, it will
recogniae the $20 million profit from reval-
uation in the P&L.

Treatment under the proposed model.
Changes in fair value would be charged
through OCT 1o o capital fund. This profit
will be recyelod o the PSEL when the invest-
ment 15 sokl. As an allernative, the model
also allows recopnition of the depreciation
costs of F1.25 million CR100 = 12 s 1440)
in the P&L and a charge of $21.25 million
{120 = [100 = 1.25]) to the OCL The OCT
will b recycled w the P&L in the event ol
impainment.

Alternative Format for SCI

The authors propose mn allemative 1o the
format put forward by the FSP project that,
in o opinion, i more relevant, useful, and
understandable. We sugoest an allocation
ter different sections, calegories, and classi-
fications [rom those in the TAST proposal.

According to our format, the SCT would
b divided into five sections:
B Business current operations would
include all ongoing regular activity of the
reporting entity’s husiness, with the usual
subtotals for gross profit and operating
paafit, less the relevant @y effects.
B Business noncument operations would
include realized capital gains, profits and
losses, income, and expenses of a nonre-
current nature, less the relevant tax effects.
W Financial activities would include inter-
est income and expenses, exchange rate
differences, and the results of financial hedge
transactions, less the relevant tax effects,
B rofit o boss from discontinued opera-
tions would include results pet of tax sceord-
ing to the existing presentation format,
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W Other comprehensive income would
represent charges o OCT items, net of the
recveled ransactions, presented in two dif-
ferent subsections, each with a subtotal and
a total before and after tax,

According to the proposad format, OCI
transactions would be split into two subsec-
tions, The first subsection—changes in fair
vilue ransactions—redlects changes in the fair
value of assets and lisbilities charged against
capital fiunds, The sceond subscetion is the
reclassification of OCI transactions o the
L, which are known as “recyeling” rans-
stions, The recycling alse transfers OC rans-
actions from the capital fund to retained earm-
ings due to the reclassification o the P&L,
The recycling ransactions appear twice in the
SCT with opposite signs—in the OCT and in
the PélL—so they have no effect on the
total summing vp of comprehensive mecme,

For the benefit of usability and transparen-
o, ransactions would be presented separatzly
by issue in each subsection of the OCT section
helore the tax effect. Reeyeled transactions
wiotlhl be presented in each relevant section of
the P&L a5 2 separale recveling imnsaction or
s a par of the same line ilem, a5 long as an
appendix shows fhe meonciliation between OCT
il the P&I.

According 1o the authors” proposed
midel, income axes would be presented
separtely for each section of the SCT, mot
only i the discontimued operations and OCI
sections, in order Lo present the net of Lax
contribution of each section. Because cor-
porate tay rates differ from capital gains tax
rates in many countnes, different tax rates
may be applied o differeznl ssctions. A rec-
onciliation and summing up of all the ox
transactions in the SCT would be present-
ed in the income tax note disapgreaating
between deferred mxes and corrent taxes,
Because this issue is not essential o our
mdel, Bowever, the authors do not rule ot
the IASE approach of concentrating all
incomme mxes afier the Gnancing section.

Exchange vate diffesences resulting from
assets and liabilities depominated in a dif-
ferent currency from the activity currency
wionlld be presented as part of the financial
section, because they result from financial
risks that the entity chose not to hedge against,

When OCI items are realized, the bal-
ance of changes in fair valee up to the real-
ization price must be recognized in the first
subsection of OCI as well, and the total
wallld be recycled,

Key Differences Between the Models

In summary, the main differences
between the format proposed by the
authors and the format proposed by the
IASB/FASE are as follows:

17 In the business section, our model
divides current activities and noncument and
cne-time transacions, while the IASB for-
mat separates core business and unsynergic
investments. For example, in our model,
the stream of income from an investment
property 15 current, and the change in fair
value or the results of reslization are non-
cument. In the [ASE s model, both ransac-
tions should be classificd in the same sec-
tion becanse they derive from the sume asset,

21 The [ASBE's format dedicales a scp-
arate section for income axes, excluding
taxes for discontinued operations and
OC] sections that are included in these sec-
tens, Cur model includes the effect of
taxes on each section separately,

31 The TASE s lormal does ot incluede
all financial ranswlions in the lnancing
section because parl of the assels that yicld
linancial income or expenses are classifod
in the operating calegory. We belicve that
a separation of financial ransaelions is not
only tmpractical but also reduces compa-
rahility across entities. Financing and mon-
ctary risk transactions should not affect the
operating category in onder 1o enable bet-
ter comparison belween enbities thal have
different levels of leverage and different
monetary risk exposure.

4) Becanse naot all of the cutcomes from
each asset or Liability in the authors’ format
are included in the same section or catego-
ry, thens 15 no Jogie in having the same for-
mal [or SCT and SFP. The SFP, in our view,
should remain s it cumently exists, The SFP
is a snapshot at the end of the reporing peari-
ol and not an average of the balances dur-
ing the period. The balances in the SFP do
el conrelate with the results included for the
same items in the SCI and SCF. The
advantage that the IASE s attempting to
achieve with respect to financial ratios will
ot miaterialize. We agree that having the
same format for the SCI and 5CF will
increase the usefulness of both and will
emable reconciliation between them.

53 The OCI section, as put forth by the
LASE, is divided into two parts: transac-
tions that will be recycled and those that will
mot {peconding to the recent exposure draft).
Because recyveling is mandatory in the
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authors” model, we propose that the twa
parts differentiate between changes in fair
value transactions and recycling transactions,

Exhibar 3 shows an example of the S5CI
format according to our model,

Advantages

Our proposed model includes a stroctoresd
methodology and creates a distinetion
between realized and unrealized income and
expensss on he basis of the assels and la-
hilities from which they derive, Our model
provides the theoretical basis for a concep-
tal framework of OCL

According to our model, changes in
the fair value of nonfinancial assets and
liahilities, as well as specific financial
instrurments, will be charged w OCT and
will be reeycled o the Pd&l. upon realiza-
tiom. As o result, retained camings will rep-
resent realized profits only.

Our model does not refer 1o measure-
ment issues but only recognition and pre-
sentation issues, MNevertheless, our model
may assist in dealing with measurement
1ssues, such as the measurement of finan-
cial labilites at fair value, so that changes
that are driven by the risk of the issuer will
be included in the SFP but mit the P&L.
A more radical example could be the fwr
value measurement of mineral, oil, and 2as
assets through OCL to be recyeled 1o the
P&L consistent with regular income recog-
nition rules.

The advantages of cur model are quite
clear. The most important one is the rele-
vancy of performance messurement based
on realiadion in the PEL and completion
of the coonomic picture in the OCT. This
can be accomplished while complying
with fair value accounting, Our mode] resulis
in consistency in the comparability between
different entities and periods., a
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EXHIBIT 3

Example of Statement of Comprehensive Income, According to the Proposed Model

A, Current Business Activity
Zales—wholesale

Sales—retad

Eanvice revanues

Total revenue

Cast of goods sold

Gross profit

Zalling and marketing expanses

General and administrative expanzes
Research and development

Other operating income

Otfver operating eapenses

Total operating expenses

Profit trom curnent business

Income tax an operational business
After-tax operating profit

E. Noncurrent Business Activity

Dividand income

Capial gains from realization of invested progeny
Restructurng cost

Fecycling from QC*

Income tex on nonoperational businass
After-tax nancurrent husiness profit

Total profit from business

. Financing Activity

Interast incomsa

Interast expanzas

Currency rata of exchange, net

Income tax on financing

MNet expense from financing activity

MNat profit from continuing operations

D. Dizcantinued Operations

Loss on discomtinuad oparations

Tax henefit

MNet loss from discontinued operations

Net profii for the year

E. Other Comprehensive Incoms

Changes in fair valise

Unrealized gain on availzble-for-sale financial zssets
Unreabized gain on cash Nlow bedges
Fareign currency translation adjustment
Favaluation of mvestiment propesty
Ravaliztion of PPRE

Actuarial changes of emoloyes benefits
Geaachall from business combination

Shara of 0C1 of associsles

Total changes in fair value

Recycling to PAL

Fieatzed gain on available-for-sale

Raghzed gain on cash flow hadges

Foresgn currancy transkation asdjustment—subsidiary
Fareign currency translation edjustment—associatas
Profit trom realization of invastment property
Raafzed revaluation of PPRE

Racycling of employes banefits actuarial changas
Raafzed share of OCI of Associatas

Todal recycling to PAL

Net ather comprebenzive income before tax
Income tex on OCI

Net ather comprebensive incame

Totel comprehansive income

For Years Ended December 31
2001 2008 L)
in Thozsands of LS. Dollars

100,000 2100000 5100000
40,000 40,000 40000
20,000 20,000 [l 1]
160,000 160,000 160,000
110,000 110,000 110,000
50,000 50,000 50,000
13,000 13,000 13000
8,000 8,000 8,000
2,000 20 200
{1,000 [1, 0007 (1.000]
BRI 300 30
26,000 26,000 26,000
24,000 24,000 2400
{6,000 16,000} 115,000]
18,000 18,000 18,000
1,400 1400 1400
2000 3000 3000
14,000 1,000} 14,000
3600 AEX 360
1800y (800} (200]
2800 2B 2
20,800 20,500 20,500
400 400 400
17,600 11,8004 |7.B00)
GO0 [ZL1] B0
200 il m
1600} (00} (0]
20,200 2.0 0.0
14,0000 18,000} (4,000
1,000 1,000 1,000
3,000 3000 3,000
23200 23200 ki
1,100 1,100 1,100
1,200 120 1.am
1,300 1500 1,50
1,400 140 1400
1,500 1500 1,500
1,600 1,600 160
1,700 1,700 1,700
1,800 180 180
11,600 11,60 11,600
{100} (100} [RLEA
| 2000 1200) (200}
(300 (300] {3000
1400} (400} (400
1500 {5001 15000
(&0} 201 |BL)
(700 (700} [70a]
(800} [E00) 00
(2500} (3,600} (3,600)
B.000 8,000 8,000
{1,600y |1,E000 11,6000
6,400 6,400 6400
29,600 29,500 25600

* Tha recyeling transactions were nof spitinta the vanius secticns of the statement for convensence,




