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ABSTRACT

At the end of September 2008 the US Congress, in attempting to draft acceptable legislation to rescue the financial markets from collapse, realized that executive compensation in financial institutions may have to be curbed.  This realization epitomizes the mutual dilemma that both the US Financial Accounting Standards Board and the International Accounting Standards Board find themselves in, in trying to identify and reformulate the reporting entity. In particular what is surfacing is that company executives, in some cases driven by excessive greed, have perpetuated the entity concept over the propriety concept view of the corporation. Essentially the claims of stockholders have been undermined.

The current FASB Exposure Draft, para. No. OB6A, identifies that equity investors often have the right to vote on management actions. This implies that investors are interested in how well the directors and management have discharged their responsibilities to make efficient and profitable use of the assets entrusted to them.  This paper proposes that this should become a mandatory process i.e. entities allow their investors to play an active role in “investigating” a business entity’s management activities including reviewing the financial records.  

However, investigating the financial statements of an entity may prove difficult for investors, because in most cases the financial records of an entity are consolidated into one financial report.  The practice of consolidating business unit entity financial reports with the corporate entity has proven to be a disaster i.e. Enron and should be disallowed as an accounting practice in general.
Para No. BC1.12 of the FASB Exposure Draft states, “that under the entity perspective (also known as entity theory), the reporting entity is deemed to have a substance of its own, separate from that of the owners.  Therefore, financial reporting from the perspective of the entity involves reporting on the economic resources of that entity and the claims to those resources held by its capital providers.”  

The first step in a resolution involves recognition, as outlined in  para. No. 6 in the Preliminary View of Conceptual Framework for Financial Reporting, that the owners probably have conflicting interests with the entity when reporting financial information.  In the case of Enron, it has been suggested that the owners were aware that some financial inconsistencies existed within the organization but were willing to turn a blind eye due to greed.  
This paper reviews the solicited submissions on the Exposure Draft and recommends a way forward.

