Simplify to Innovate
replacement cost or net realizable value,
less an approximate normal profit margin
when measuring inventory.

Taking something complex and making it
as simple as possible is an important
aspect of innovation. To quote one of the
great innovators of our time, Steve Jobs,
“Simple can be harder than complex.
You have to work hard to get your
thinking clean to make it simple. But it’s
worth it in the end because once you get
there, you can move mountains.”
In the United States, generally accepted
accounting
principles,
commonly
referred to as GAAP, have become
incredibly complex over the last few
decades. The Financial Accounting
Standards Board (FASB) is the source of
authoritative
GAAP,
other
than
pronouncements issued by the Securities and Exchange Commission (SEC).
On July 1, 2009, the FASB launched the
Accounting
Standards
Codification
(ASC). The goal of the ASC was to
simplify all authoritative GAAP by changing it from a standards-based model
(with thousands of individual standards)
to a topical based model (with roughly
90 topics).
In 2014, the FASB launched the Simplification Initiative, which is still ongoing
today. The goal of the Simplification
Initiative is to improve and/or maintain
the usefulness of the information
reported to investors, shareholders,
business owners and other concerned
parties, while reducing the cost and
complexity of financial reporting. The
FASB has taken on and successfully
completed several projects thus far.
Here are just a few examples:
Discontinued Operations: The FASB
issued its updated guidance on discontinued operations in April 2014 to more
faithfully represent when an organization
discontinues
its
operations. The
standard simplifies the criteria for reporting a discontinued operation, resulting in
more useful information for investors
while eliminating an unnecessary cost
and complexity for preparers.
Development Stage Entities: The
FASB issued the guidance in June 2014
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that fosters more consistent consolidation
analyses and decisions among development
stage organizations. The standard also
provides more opportunities for cost savings
for preparers, and improves the relevance of
information provided to users of financial statements. It also eliminated the requirements to
report “inception to date” information.
Extraordinary Items: This FASB has
eliminated the concept of extraordinary items
from GAAP. Previously, organizations were
required to separately classify, present and
disclose extraordinary events and transactions.
Eliminating the extraordinary classification
simplifies income statement presentation by
altogether removing the concept of extraordinary items from consideration.
Presentation of Debt Issuance Costs: The
guidance on imputation of interest previously
required an organization to present debt
issuance costs as a deferred charge on the
balance sheet. The FASB has simplified GAAP
by aligning the presentation of debt issuance
costs with the corresponding debt discount or
premium. Consequently, the revised guidance
requires that debt issuance costs related to a
debt liability be presented in the balance sheet
as a direct deduction from the carrying amount
of that debt liability.
Measurement of Inventory: In July, 2015, the
FASB addressed concerns about the complexity of the current guidance on measuring inventory by requiring organizations to estimate only
net realizable value. Beginning next year,
inventory will be measured at the lower of cost
and net realizable value. As a result, organizations will no longer be required to consider
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