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MEMORIAL

The editors are reintroducing Memorials �also known as Intellectual Obituaries� into
Accounting Horizons. The first Memorial reintroduced was in the September 2010
issue, recognizing the intellectual contributions of Philip W. Bell. Prior to this Me-
morial, a previous Memorial was published in the March 1987 issue, recognizing the
intellectual contributions of Edward Stamp. The intent of these Memorials is to honor
recently deceased academics who made significant and lasting intellectual contribu-
tions to the field of accounting and also to keep their contributions alive. Professor
Stephen Zeff, of Rice University, raised and championed this idea through the Execu-
tive Committee and Publications Committee of the American Accounting Association.
Professor Zeff, in conjunction with the co-editors of Accounting Horizons, identifies
the individuals to be honored. He selects the authors to prepare the Memorials and
edits the submitted manuscripts.

Robert T. Sprouse
and Fundamental Concepts

of Financial Accounting

Robert J. Swieringa

SYNOPSIS: This paper reviews the life and contributions of the late Robert T. Sprouse
to the conceptual development of financial accounting. He was an influential accounting
academic and standard setter who is perhaps best known for his joint monograph with
Maurice Moonitz, A Tentative Set of Broad Accounting Principles for Business Enter-
prises, which provided a springboard for the development and use of fundamental
concepts that are expressed or implied in the FASB conceptual framework, accounting
standards, and related publications and have changed the way we analyze and resolve
financial accounting and reporting issues.

INTRODUCTION
The late Robert Thomas Sprouse was an influential accounting academic and standard setter

ho devoted his professional life to fashioning the objectives of financial reporting and the
undamental concepts that are used to analyze and resolve financial accounting and reporting
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ssues. His legacy: he trained many of us to think in terms of fundamental concepts of financial
ccounting and changed the way we think about financial accounting and reporting issues.

THE FORMATIVE YEARS
Sprouse was born on January 11, 1922 in rural San Diego County in California, the fourth of

ve children who lived with their mother after his parents separated. These were difficult times as
he family lived on the earnings of two brothers who caddied on weekends and their mother who
orted lemons. Sprouse graduated from high school in 1938 and jobs were very scarce. A brother
elped him become the only member of his family to attend college by financing the costs he
ncurred for books and fees at San Diego State College. Sprouse performed well in courses he
iked, but poorly in courses he found dull and boring. After two years, he left college when he
nded up on academic probation and his brother withdrew financial support. Sprouse worked in a
rocery store bagging groceries and then in a nursery and flower shop. He was drafted into the
.S. Army in 1942. Even though he had never held a gun before basic training, he became a crack
arksman. He was promoted to Corporal and became part of the permanent cadre that trained new

raftees. He was promoted to Sergeant, applied for officer candidate school, and in 1945 was
ommissioned as a Second Lieutenant in the Infantry. He was sent to Germany and had a variety
f assignments before becoming a Trial Judge Advocate of the First Division’s General Court,
hich had broad authority to impose forfeitures of pay, confinement, dishonorable discharge, and
ther penalties provided for in the Articles of War, including the death penalty. Some of the
eneral Court Martial cases involved desertion, larceny, assault, rape, and even murder.

As a Trial Judge Advocate, Sprouse learned to think like a lawyer—to accept ambiguity,
bjectively argue both sides of an issue, and question everything. Sprouse learned to be logical,
isciplined, and effective in getting his points across in an argument. His involvement in cases
eing tried also had other benefits. A new court reporter, Frances Hartley, arrived to watch the
roceedings in a case that Sprouse was trying and became one of the three or four reporters
ssigned to report other cases that he was trying over the next several months. Robert Sprouse and
rances Hartley were married in Germany in October 1947.

Significant developments in financial reporting unfolded during Sprouse’s formative years in
alifornia and in the U.S. Army. The use of current or appraisal values and upward revaluations

or assets were common in the years before the Great Depression. Prior to 1938, banking organi-
ations were required for supervisory purposes to use market values for portfolios of investment
ecurities �SEC 2008�. However, in the aftermath of the Great Depression there was a general
ove away from the use of current or appraisal values and toward the use of historical cost

ccounting for investments and long-lived assets. This move was strongly supported by the Secu-
ities and Exchange Commission �SEC� and by the Federal Trade Commission �FTC�, which had
ncovered widespread use of asset write-ups that the FTC viewed as arbitrary.1 This move also
as supported by others, including the executive committee of the American Accounting Asso-

iation �AAA�, which strongly endorsed the use of original cost for physical assets �AAA 1936�,
nd Paton and Littleton �1940� provided a conceptual rationale for the use of historical cost
ccounting.2 By 1940, the practice of upward revaluations for assets had virtually disappeared
rom financial reporting in the U.S.

Zeff �2007� describes how Robert E. Healy, one of the five founding SEC Commissioners in 1934, played an important
role in the SEC’s policy to insist upon historical cost accounting. As Chief Counsel to the FTC, Healy directed the FTC’s
six-year, congressionally mandated investigation into market manipulations by public holding companies, with heavy
emphasis on their accounting practices during the 1920s. Healy became livid about asset value write-ups that public
holding companies had been booking to create income or to relieve income of important charges, often by their creative
use of capital surplus accounts to manage reported income. Healy’s strong convictions and convincing arguments
persuaded other members of the SEC and its staff to initially discourage asset write-ups and then to actively ban them.
Zeff �1999� provides a description of these and other efforts to provide authoritative guidance to the SEC.
ccounting Horizons March 2011
merican Accounting Association
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In 1938, the American Institute of Accountants empowered the Committee on Accounting
rocedure �CAP� to provide the SEC with “substantial authoritative support” for proper account-

ng practices. The CAP dealt with a variety of timely accounting problems, but its case-by-case
pproach failed to develop a structured body of generally accepted accounting principles �GAAP�.
oreover, the CAP and the SEC’s accounting staff disagreed on a number of controversial ac-

ounting issues, including deferred tax accounting, historical cost versus current values, the pro-
riety of general price level adjustments, and the treatment of unusual items in the profit and loss
tatement. Pressure began to build for developing a better approach for establishing GAAP that
ncluded a stronger research component to support the CAP’s deliberations and to persuade the
EC of the merit of new approaches �Zeff 1999�.

Sprouse returned to the U.S. in January 1949 and was assigned as a Trial Judge Advocate in
eneral Courts Martial at Fort Dix, New Jersey. He was released from his U.S. Army commitment

n May 1949 so that he could attend law school. He returned to San Diego State College under the
I Bill, but found that the summer course offerings were very limited. He took an introductory

ccounting course from Professor Ruel Lund of the University of Minnesota who had exchanged
ummer teaching assignments with Professor Charles W. Lamden of San Diego State. Sprouse
ook several of Lamden’s accounting courses and learned that Lund had arranged for the Univer-
ity of Minnesota to offer him a teaching assistantship if he entered its M.B.A. program. Sprouse
arned his B.A. degree with a major in commerce �accounting� from San Diego State College in
951 and entered the M.B.A. program at Minnesota. After his first quarter in the M.B.A. program,
prouse was given an instructorship, and Professor Carl L. Nelson and others persuaded him to
ursue a doctoral degree and a career in teaching instead of accounting practice. Nelson was an
mposing figure with high expectations for his students. He made accounting exciting and pro-
ocative by encouraging students to critique accounting pronouncements, explore alternatives, and
earch for the economic substance in transactions. He urged his students to question everything
Bloom 2009�. Sprouse earned an M.B.A. with a major in accounting from Minnesota in 1952 and
he Ph.D. was conferred in 1956, with a minor in law.

THE UNIVERSITY YEARS
Sprouse returned to California to join the accounting faculty at the University of California–

erkeley in 1955 and became a tenured associate professor in 1961. His early research focused on
ssues related to his Ph.D. thesis, “The Effect of the Concept of the Corporation on Accounting,”
hich was published �Sprouse 1976�. Reflecting his interest in law and accounting, his initial
ublications focused on the concept of the corporation in accounting analyses �Sprouse 1957�,
egal concepts of the corporation �Sprouse 1958�, accounting for treasury stock transactions
Sprouse 1959�, and accounting principles and corporation statutes �Sprouse 1960�.

During Sprouse’s early years at Berkeley, the accounting profession continued to explore
ays to develop a better approach for establishing GAAP. In 1958, a Special Committee on
esearch Program proposed the establishment of an Accounting Principles Board �APB� to replace

he CAP and an accounting research division at the American Institute of Certified Public Accoun-
ants �AICPA� to support the APB.3 The goal of the research program was to base APB pronounce-
ents on something more than existing practice and the views and experiences of members of the
AP and their associates. The first priority of the research division was to commission studies on
ccounting postulates and broad accounting principles and then to develop rules or other guides
or applying principles in specific situations. The Special Committee and others believed that the
esults of these studies would provide a foundation for future pronouncements of the APB.

Report to Council of the Special Committee on Research Program �1958�.
ccounting Horizons March 2011
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In 1960, Maurice Moonitz at the University of California, Berkeley was appointed the APB’s
irector of accounting research, undertook the first research project on accounting postulates, and
n 1961 published Accounting Research Study No. 1 �ARS No. 1�, The Basic Postulates of
ccounting, which described three tiers of accounting postulates about the environment, the field
f accounting, and the imperatives �Moonitz 1961�. ARS No. 1 was not highly controversial
ecause many viewed the postulates as very abstract and general and Moonitz did not take
ositions on current accounting issues.

ccounting Research Study No. 3
Moonitz collaborated with Sprouse, his colleague, on the research study about broad account-

ng principles and in 1962 they published Accounting Research Study No. 3 �ARS No. 3�, A
entative Set of Broad Accounting Principles for Business Enterprises �Sprouse and Moonitz
962�. ARS No. 3 articulated a set of broad principles:

• That profit is attributable to the whole process of business activity, that changes in re-
sources should be classified among the amounts attributable to changes in the dollar,
replacement costs, sale or other transfer, or recognition of net realizable value, and accre-
tion or discovery of previously unknown natural resources.

• That all assets of an enterprise should be recorded in the accounts and reported in financial
statements. That measuring �pricing, valuing� an asset is a matter of measuring future
services and involves a determination if future services exist, an estimate of the quantity of
services, and a choice of a method or formula based on past, current, or future exchange
prices.

• That all liabilities of the enterprise should be recorded in the accounts and reported in
financial statements. That liabilities that call for settlement in cash should be measured by
the present �discounted� value of the future payments or the equivalent and liabilities that
call for settlement in goods or services �other than cash� should be measured by their
agreed selling price.

• That in a corporation, owners’ equity should be classified into invested capital and retained
earnings �earned surplus�. Invested capital should be classified according to source, and
retained earnings should include the cumulative amount of net profits and net losses, less
dividend declarations, and less amounts transferred to invested capital.

• That a statement of the results of operations should reveal the components of profit �e.g.,
revenues, expenses, gains, and losses� in sufficient detail to permit comparisons and inter-
pretations.

Sprouse and Moonitz based these broad principles on definitions of assets, liabilities, owners’
quities, and the components of profit—revenues, expenses, gains, and losses, and they provided
n extensive analysis and discussion of the measurement of assets and liabilities. They argued for
ess reliance on the realization concept �see Sprouse 1965� and for the expanded use of current
alues. They advocated the use of current replacement cost for inventories and plant and equip-
ent, the use of discounted present values for receivables and payables to be settled in cash, and

he reporting of holding gains or losses from revaluing inventories in income.
ARS No. 3 was a lightning rod that many viewed as highly controversial and objectionable

ven before it was published. Nine of the 12 members of the combined project advisory commit-
ees on the two research studies appended comments to ARS No. 3, only one of which was
ositive. The APB met to discuss the study before it was published and issued a one-page State-
ent by the Accounting Principles Board that was inserted into each copy of ARS No. 3:

The board believes … that while these studies are a valuable contribution to accounting thinking,
they are too radically different from present generally accepted accounting principles for accep-
tance at this time. �APB 1962a�
ccounting Horizons March 2011
merican Accounting Association
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Debates about ARS No. 3 were often heated and sometimes personal.4 Sprouse and Moonitz
efended their positions in a wide variety of forums and articles. For example, in defending the
ecommendations for significant changes �e.g., the use of replacement costs and accounting for
eneral-price-level changes�, Sprouse �1964a� observed that general dissatisfaction with the state
f existing practice had been the primary reason for launching the new research program. Yet he
oted the irony of instances in which ARS No. 3 supported and rationalized prevailing practices
or accounting for monetary assets and liabilities and for revenue recognition that were still
haracterized by some as radical departures from those practices.

The APB’s rejection of the postulates and principles studies was a watershed event. Some
embers of the APB and other leaders of the accounting profession quickly became disillusioned
ith a postulates and principles approach. They were more interested in justifying the status quo

han developing the basis for a fundamental change in accounting or improving the information
ontent of financial statements. The SEC had brought about the move to historical cost accounting
nd reinforced that accounting by tolerating few, if any, departures �Zeff 1999�. These efforts
einforced a tightly woven historical cost accounting model and mindset. Yet, a practical conse-
uence of rejecting the postulates and principles studies was that the APB adopted the case-by-
ase approach used by the CAP.5

Another watershed event was the publication in 1966 of a monograph by a committee of the
AA entitled A Statement of Basic Accounting Theory �ASOBAT�, which focused on the decision
sefulness of financial statements �AAA 1966�. Debates about accounting concepts and principles
ften focused on the virtues of different asset valuation models—e.g., historical cost, replacement
ost, current market price, etc. ASOBAT changed the focus to decision usefulness. The committee
efined accounting as “the process of identifying, measuring, and communicating economic in-
ormation to permit informed judgments and decisions by users of the information.” The commit-
ee identified and elaborated on basic standards for accounting information—relevance, verifiabil-
ty, freedom from bias, and quantifiability, and judged a number of accounting problem areas
gainst those standards.

Sprouse moved from Berkeley to Harvard Business School in 1962 to work with Robert N.
nthony on a project about accounting for long-lived assets �Sprouse 1964b�. While at Harvard,
prouse continued to write about broad principles of accounting �Sprouse 1963a, 1963b, 1964a,
965�. In 1965, Sprouse returned to California as professor of accounting at Stanford Business
chool, where he reconnected with Robert K. Jaedicke, a colleague from his Ph.D. days at
innesota �Jaedicke and Sprouse 1965; Sprouse 1966a� and with Charles T. Horngren, a visiting

rofessor on leave from the University of Chicago.

ccounting for What-You-May-Call-Its

In the ensuing years, Sprouse continued to develop and share his views about fundamental
oncepts of financial accounting. In what many consider to be his most influential article, “Ac-
ounting for What-You-May-Call-Its,” Sprouse �1966b� focused on how the fundamental account-

Zeff �1982� provides a useful and convenient compilation of articles, editorials, and book reviews by Cannon, Queenan,
Heaton, Kohler, Moonitz, Chambers, Vatter, Littleton, and Mattessich.
The APB continued to struggle with a normative stance toward the development of basic concepts and issued a mostly
descriptive Statement No. 4, Basic Concepts and Accounting Principles Underlying Financial Statements of Business
Enterprises �APB 1970�.
ccounting Horizons March 2011
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ng equation of assets equal liabilities plus owners’ equity had essentially become assets equal
iabilities plus what-you-may-call-its plus owners’ equity under several pronouncements of the
AP and APB.6

He observed that comingling what-you-may-call-its with debit balances �deferred debits�
mong assets and credit balances �deferred credits� among liabilities placed special demands on
nalysts to determine the nature of these accounts, often with less information than was available
o the accountant. Some deferred credits are liabilities—obligations to convey assets or perform
ervices—e.g., payments received in advance by magazine publishers or insurance companies or
ayments to finance construction or other major needs. But, some deferred credits are not
iabilities—the what-you-may-call-its.7

Sprouse focused on three examples: “book value in excess of cost,” so-called “negative
oodwill,” which was treated as a deferred credit under ARB 51 �CAP 1959�; “gain on sale and
easeback,” which was treated as a “contra asset account without any asset account to be a contra
o under APB Opinion No. 5” �APB 1964b�; and “deferred investment credits,” which he de-
cribed as “amounts that did not have to be paid in the past and will not have to be paid in the
uture—a strange animal indeed to be classified among liabilities” �APB 1962b, 1964a�.

Sprouse’s analysis reflected his basic approach to financial reporting issues. For each example
f a what-you-may-call-it, he used survey data from the AICPA’s annual Accounting Trends &
echniques to provide information about prevailing practices, explained existing accounting pro-
ouncements and requirements, and used information from company financial reports to explore
he conceptual and practical effects of those requirements. He then used the concepts of assets,
iabilities, and owners’ equity to ask questions about the underlying nature of the deferred credits.
n particular, he used the concept of liabilities from Sprouse and Moonitz �1962� to distinguish
etween deferred credits as liabilities and what-you-may-call-its. He concluded with these words:

It has long been held that “an important objective of income presentation should be the avoidance
of any practice that leads to income equalization.” Yet, the conclusion is difficult to avoid that
“income equalization” is the primary motive underlying the current practice of amortizing book
value in excess of cost into income over a period of years, amortizing gains on sales and leasebacks
into income over a period of years, and amortizing investment credits into income over a period of
years. �Sprouse 1966b, 52�

The emergence of the three kinds of what-you-may-call-its discussed here underscores the crucial
need for the kind of fundamental analytical framework that the Accounting Principles Board was
created to provide and utilize. In the absence of established fundamentals such as the nature of
assets, liabilities, and owners’ equity—fundamentals that hopefully would lead logically and con-
sistently to sound solutions to accounting’s many problems, one is forced to predict that, as new
accounting problems arise, the number of what-you-may-call-its will tend to increase. �Sprouse
1966b, 53�

undamental Concepts of Financial Accounting
Sprouse provided a more complete preview of coming attractions in Sprouse �1971�. The

ontext for this preview was a description and assessment of three views of the balance sheet: a
sheet of balances” view—a summary of debt and credit accounting balances that remain after the
etermination of income; a “static funds statement” view—a summary of transactions that result in

Sprouse �1966b� continues to be controversial because it is viewed as having shaped the thinking of U.S. and interna-
tional standard-setters �see Basu and Waymire 2010�.
The definitions of assets and liabilities in APB Statement No. 4 included deferred charges that are not resources and
deferred credits that are not obligations but are recognized in conformity with generally accepted accounting principles
�APB 1970�.
ccounting Horizons March 2011
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hanges in working capital during a period of time; and a “financial position” view—a summary
f assets, liabilities, and owners’ equity. He used accounting for income taxes and investment
redits under APB Opinion No. 11 �APB 1967� to compare the three views.

Sprouse’s description of the financial position view provided a broad outline of his thinking
bout a framework for analyzing and resolving financial accounting and reporting issues. That
iew required the identification of the reporting entity and an accounting for its assets and liabili-
ies. He then focused on the concepts of assets, liabilities, owners’ equity or net assets, and income
s defined in Sprouse and Moonitz �1962�. The measurement of income depends on the measure-
ent of net assets, which, in turn, depends on the measurement of assets and liabilities. Sprouse

elieved that even though the financial position view did not eliminate all of the problems and
esolve all of the controversies surrounding the analysis of financial accounting and reporting
ssues, it sharply limited the number of alternatives and provided a disciplined approach that
ocused on fundamental concepts in resolving those issues.8

he Classroom
In addition to his writings and presentations, Sprouse brought his ideas about financial ac-

ounting to life in the classroom. He was an outstanding educator.9 At Stanford, Sprouse taught a
opular elective corporate financial reporting course that encouraged M.B.A. students to develop
heir own frameworks for analyzing and resolving accounting issues. Each session focused on
mportant recognition and measurement issues in accounting and discussion focused on case
roblems drawn from actual corporate financial statements. About midway through the course
tudents submitted working drafts of their personal frameworks, which they then applied to the
ssues discussed in class sessions. Sprouse critically reviewed and extensively commented on
hese drafts. The students used the final versions of their personal frameworks in analyzing and
esolving the case problems on the four-hour final exam. The grade on the final exam was based
n how well and how consistently students used their frameworks to analyze and resolve the
ccounting issues in the case problems on the exam.

Sprouse used the Socratic Method, a teaching style in which a professor calls on students at
andom—a practice sometimes referred to as “cold calling.” Sprouse would call on a student, ask
urther questions, play devil’s advocate, and confront the student with hypothetical scenarios.
prouse devoted many hours to developing case problem materials from corporate financial state-
ents and preparing for class so that he could be highly effective in teaching.

Sprouse also was a well-liked and excellent instructor in executive development programs at
tanford and elsewhere and became the director of the Stanford Executive Program. He was
ctively engaged in consulting engagements, expert testimony, and other litigation support. He
as an active member of the AAA and became increasingly active in its leadership as vice-
resident, president-elect, and then president in 1972–73. In 1986–87, he returned to the AAA
xecutive committee as director of publications.

THE FASB YEARS
In 1971, the AICPA formed two special committees to study the way forward for setting

AAP and the objectives of financial accounting and reporting. The first was the Study Group on

Rappaport �1971�, in providing discussion comments on Sprouse �1971�, described Sprouse’s approach as reflecting a
structural or designer’s view of the accounting system, not a user’s or consumer’s view. Rappaport noted that Sprouse
accepted the primacy of the income statement in terms of user interest, but viewed the concepts of assets and liabilities
as more fundamental than the concept of income since the latter depends on the former. Rappaport drew from ASOBAT
in describing a user approach, which he preferred because he believed that it may have the greatest hope for progress in
accounting theory.
Sprouse was a recipient of many teaching awards, including the Salgo-Noren Award for Distinguished Teaching at the
Graduate School of Business, Stanford University in 1969.
ccounting Horizons March 2011
American Accounting Association



t
i
F
m

�
fi
T
f

u
fi
i
a
c
o
i

b
H
w
fl
a
1
c
a
C
a

F

p
r
F
c
c
r
v
t
h
w
m
p
c

p

214 Swieringa

A
A

D
ow

nloaded from
 http://m

eridian.allenpress.com
/doi/pdf/10.2308/acch.2011.25.1.207 by guest on 16 M

ay 2020
he Establishment of Accounting Principles �the Wheat Committee�, which proposed a full-time
ndependent body known as the Financial Accounting Standards Board �FASB� under a new
inancial Accounting Foundation �Wheat Report 1972�. The AICPA approved the Wheat Com-
ittee’s proposals and the FASB was created in 1972 to succeed the APB on July 1, 1973.

The second special committee was the Study Group on the Objectives of Financial Statements
the Trueblood Committee�, which was charged with proposing the fundamental objectives of
nancial statements to guide the improvement of financial reporting �Trueblood Report 1973�. The
rueblood Committee both embraced and extended ASOBAT’s decision usefulness approach and
ocus on future cash flows:

An objective of financial statements is to provide information useful to investors and creditors for
predicting, comparing, and evaluating potential cash flows to them in terms of amount, timing, and
related uncertainty. �Trueblood Report 1973, 20�

The Trueblood Committee believed that financial statements should “serve primarily those
sers who have limited authority, ability, or resources to obtain information and who rely on
nancial statements as their principal source of information about an enterprise’s economic activ-

ty.” The Committee focused primarily on investors and creditors, but it also included managers
nd employees. The Committee enumerated several qualitative characteristics of reporting and
oncluded that “the objectives of financial statements cannot be best served by the exclusive use
f a single valuation basis.” The Committee reinforced the shift in focus from stewardship report-
ng to providing information useful for decision makers.

In 1972, Sprouse resigned from his position as a professor of accounting at Stanford to
ecome one of the seven founding board members of the FASB. This was indeed a risky choice.
e gave up a secure tenured position at Stanford for a term appointment with a new organization
ith a highly uncertain future. “The members of the new Board were well aware that their
edgling organization must try to hold together a divided constituency whose principal segments
rgued strenuously for interests and objectives that most often were in conflict” �Van Riper 1994,
0�. Sprouse was intimately familiar with the vagaries of standard setting in accounting. He had
losely followed and critically analyzed the pronouncements of the CAP and APB for many years
nd his Stanford colleague Charles Horngren served as a member of the APB from 1967–1973.
onversations during lunch and other daily gatherings in the Stanford faculty lounge often were
bout accounting issues and pronouncements.

ASB Conceptual Framework
A project for “broad qualitative standards for financial reporting” was one of the seven

rojects formally placed on the FASB’s initial technical agenda in April 1973. The Trueblood
eport’s user-oriented, decision usefulness approach became a cornerstone for what became the
ASB Conceptual Framework project. Sprouse �1988d� believed that the FASB felt obligated to
arry on the work of the Trueblood Committee and that the FASB required a framework of
oncepts to serve as a common basis for analyzing issues and arriving at consistent, defensible
esolutions in addressing the other six technical projects on the initial agenda: research and de-
elopment costs, contingencies, leases, foreign currency translation, business segments, and ma-
eriality. He also believed that the FASB had a comparative advantage over the CAP and APB in
aving a group of seven individuals with stable membership, working together on a full-time basis
ith the support of a competent professional staff. Yet the new FASB members and others were
indful of the widespread criticism of the CAP and APB for their failure to develop a set of

ervasive concepts and recognized that it was unreasonable to expect to develop a complete
onceptual framework and adopt it all at one time by a single board action.

A task force led by a FASB board member was appointed for each project, except for the
roject for “broad qualitative standards for financial reporting,” which was under the direction of
ccounting Horizons March 2011
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he FASB chairman, Marshall S. Armstrong, and was expected to actively engage all of the FASB
oard members. The FASB Conceptual Framework project had five major components, two of
hich reflected the contributions of the Trueblood report—objectives of financial reporting and
ualitative characteristics of financial information. Concept Statement Nos. 1 and 2 on objectives
nd qualitative characteristics initially were controversial, but as time passed fewer found fault
ith the underlying notions.

The other three components focused on elements of financial statements and their recognition,
easurement, and presentation. An intensive debate ensued over what elements and definitions

hould have conceptual primacy. Proponents of a “revenue and expense view” focused on defini-
ions of revenues and expenses and viewed performance of the reporting entity in terms of its
eported income, which resulted from the proper matching of revenues and expenses in the period.
he residuals of the matching process would be included among assets and liabilities. Proponents
f an “asset and liability view” focused on the reporting entity’s economic resources and obliga-
ions to transfer those resources. Reported income would result from changes in those resources
nd obligations. As suggested by his earlier writings, Sprouse was one of the intellectual leaders of
n asset and liability view. After extensive and heated debate, the FASB decided to embrace an
sset and liability view essentially because of the perceived conceptual primacy of assets and
iabilities and the perceived discipline of the resulting definitions, which imposed limits or re-
traints on what would be included in assets and liabilities and therefore reported income �Storey
nd Storey 1998; Johnson 2004�.

The FASB Conceptual Framework includes the objectives of financial reporting and the
oncepts that flow from those objectives. The objectives focus broadly on information that is
seful in investment and credit decisions and specifically on the primary interests of investors and
reditors in assessing the performance and cash flow prospects of the reporting entity based on
nformation about its economic resources, claims to those resources, and changes in them. The
lements of financial statements are defined in terms of the reporting entity’s economic resources,
laims to those resources, and changes in them.

Concept Statement Nos. 1 �FASB 1978�, 2 �FASB 1980a�, 3 �FASB 1980c�, and 6 �FASB
985a� are frequently cited in the FASB’s own documents and in position papers and comment
etters submitted to the FASB by others. Accounting standard setters around the world—e.g.,
ustralia, Canada, New Zealand, the United Kingdom, and the International Accounting Standards
oard �IASB�—have developed conceptual frameworks that are based on those Concept State-
ents. Sprouse �1988d� believed that those Concept Statements were so fundamental that they
ere not likely to be affected significantly by new developments, were sound, and would endure.
prouse believed that it was not realistic to expect to achieve a consensus about the resolution of
pecific technical accounting issues, but he hoped that if a consensus could be achieved about the
bjectives of financial statements, the qualitative characteristics of financial information, the ele-
ents of financial statements, criteria for determining the proper time for giving accounting

ecognition to those elements, and their measurement and presentation, then accounting standards
ould be evaluated on the basis of their consistency with that framework.

The development of Concepts Statement No. 5 �FASB 1984� on recognition and measurement
roved to be much more difficult than expected. The initial focus of the recognition project was on
he timing of the initial recognition of assets and liabilities and on the related timing of the
ecognition of revenues and expenses. But, as the FASB became more deeply involved in the
roject, it concluded that recognition and measurement were so closely related that they had to be
ealt with simultaneously. Sprouse �1988d� did not believe that combining recognition and mea-
urement was a wise decision, even though he recognized that they were interrelated for some
ssues. He noted that most projects addressed by the FASB focused on recognition and believed
hat significant progress was more likely to be made if the FASB focused on recognition sepa-
ccounting Horizons March 2011
American Accounting Association



r
m
m

a
a
p
a
s

f
e
w
n
n
H
d
t
a
c
c
a
o
c
t
d
f

S
q
a
t
D
i
T
m
s
a
i
i
r

F

H
S
b
S
c

216 Swieringa

A
A

D
ow

nloaded from
 http://m

eridian.allenpress.com
/doi/pdf/10.2308/acch.2011.25.1.207 by guest on 16 M

ay 2020
ately. He believed that the chances of reaching agreement on a definitive statement on measure-
ent were slim at best because measurement was a highly emotional issue and was considered by
any to be the most important issue.

Concept Statement No. 5 �FASB 1984� provides virtually no guidance about measurement. It
cknowledges that items currently reported in financial statements are measured by different
ttributes, the use of different attributes is expected to continue, and information based on current
rices should be recognized if it is sufficiently relevant and reliable to justify the costs involved
nd more relevant than alternative information. In other words, for the foreseeable future, mea-
urement issues would be decided on a case-by-case basis.

Sprouse �1980� used the law of contracts as an analogy for the role of a conceptual framework
or analyzing and resolving financial accounting and reporting issues. Assume that there is no
stablished concept of contract and that a court with seven judges is attempting to determine
hether the negotiations between two parties resulted in a contract. Each judge has a personal
otion of what it takes for a contract to exist, has strong convictions about the merits of that
otion, and would use that personal notion to analyze the relationship between the two parties.
owever, given an established legal concept of contract, each judge would use that concept to
etermine whether the parties had capacity to contract, whether there was mutual assent, whether
here was consideration, and whether the subject matter was valid. The analysis would still require

great deal of professional judgment, but an established concept of contract would provide a
ommon frame of reference that would enhance the quality �justice and equity�, predictability, and
onfidence in the professional judgment of judges and individual lawyers about the legal enforce-
bility of agreements. When plaintiffs or defendants lose a case involving damages for violations
f contracts, they may be critical of the court’s decision but they are not likely to attack the legal
oncept of contract or the legal process that led to the decision. By extension, Sprouse believed
hat the FASB would be successful if there was a consensus that its mission was important and
esirable, the process used to carry out that mission was fair and effective, and the conceptual
ramework that provided the basis for its decisions was sound and operative.

Similar to the legal concept of contract, the elements of financial statements in Concepts
tatement No. 6 �FASB 1985a� provide a common frame of reference and guidance on the
uestions used in standard setting and resolving technical issues and the order in which questions
re asked �Storey and Storey 1998; Johnson 2004�: What is the asset? What is the liability? Did
he asset or liability or its value change? Did it increase or decrease? Why did its value change?
id the change result from an investment by owners, a distribution to owners, or comprehensive

ncome? Was the source of comprehensive income what we call revenue, expense, gain, or loss?
hese elements and questions have been internalized by past and current FASB board and staff
embers and others, some of whom have become technical experts in a wide range of profes-

ional, financial, industrial, not-for-profit, regulatory, and academic organizations. These elements
nd questions have dramatically changed the analyses, diagnostics, and heuristics used in fashion-
ng accounting standards and resolving technical issues and may represent one of the FASB’s most
mportant accomplishments in establishing and improving standards of financial accounting and
eporting.

ASB Accounting Standards
Sprouse actively participated in the development of the first 88 FASB accounting standards.

e was the project leader for the project that resulted in Statement of Financial Accounting
tandards �SFAS� No. 2, Accounting for Research and Development Costs �FASB 1973�. The
asis for conclusions of SFAS No. 2 relied heavily on the definitions and criteria provided in APB
tatement No. 4 �APB 1970�. In particular, the FASB concluded that research and development
osts encompassed by the statement should be charged to expense when incurred because there
ccounting Horizons March 2011
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as a high degree of uncertainty about the future benefits of individual research and development
rojects and a lack of a causal relationship between expenditures and future revenues.

Sprouse rarely dissented, suggesting that he often played an important role as a member of the
ajority that fashioned and supported a given standard. Yet when he dissented it was usually over

undamental concepts or principles. For example, in dissenting to SFAS No. 43, Accounting for
ompensated Absences �FASB 1980b�, Sprouse and Chairman Donald J. Kirk distinguished be-

ween benefits that have vesting provisions and benefits that do not have vesting provisions. They
rgued that for benefits that have vesting provisions, the employees need not be absent to be
ompensated. Service already rendered is necessarily the past transaction or event that is referred
o in the definition of liabilities as creating an obligation. They believed that an employer had a
ecognizable liability for vacation pay that was based on service already rendered �past presences�.
owever, they did not believe that an employer had a recognizable liability for sick pay that was

ontingent on a specific event outside the control of the employer or employee �future absences�.
Sprouse expressed a similar view in dissenting from SFAS No. 87, Employers’ Accounting for

ensions �FASB 1985b�. In his view, an employer cannot have a present obligation for the pension
enefit related to salary increases that are contingent on future inflation, promotion, or improved
roductivity. The issue again was the past transaction or event that is referred to in the definition
f liabilities as creating an obligation. He believed that anticipating the effects of those future
vents on pension cost in accounting for the current period was no more appropriate than antici-
ating future higher wages and salaries in accounting in the current period.

THE POST-FASB YEARS
Sprouse left the FASB in December 1985 after 12 years and nine months as a board member,

ncluding 11 years as vice chairman of the board. He moved to Chula Vista, California and was a
istinguished Accounting Research Professor at San Diego State University from 1987 to 1990.
e wrote nine commentaries on financial reporting that appeared in Accounting Horizons in
987–1989. The commentaries focused on economic consequences �Sprouse 1987a, 1988a�, the
erceived need for financial accounting standards �Sprouse 1987b�, financial instruments and
nancial institutions �Sprouse 1987c�, the SEC-FASB partnership �Sprouse 1987d�, Congressional

nvolvement and intervention �Sprouse 1988b, 1988c�, the conceptual framework �Sprouse
988d�, and accounting and accounting education �Sprouse 1989�.

Sprouse received several accountant of the year, distinguished professor, and outstanding
lumnus awards. He was inducted into the Accounting Hall of Fame at The Ohio State University
n 1994 and paid public tribute to the teachers, colleagues, and friends who played a special role
n his personal life and in his academic and professional career. He resumed his active engagement
n expert testimony and litigation support activities. He became an owner and breeder of thor-
ughbred racehorses and an avid runner, swimmer, and gardener.

Sprouse died on December 23, 2007 at Scripps Mercy Hospital in Chula Vista, from prostate
ancer complications. He was 85. He was survived by his widow, Frances H. Sprouse, and their
aughter Margaret C. Sprouse and son Joseph H. Sprouse.

TRAINING OUR MINDS
Robert T. Sprouse lived an emblematic American success story. He overcame his early years

f poverty in rural Southern California to attain academic and professional prominence in account-
ng. As a Trial Judge Advocate in Germany, Sprouse learned to think like a lawyer—to accept
mbiguity, objectively argue both sides of an issue, and question everything. He benefited from
ortuitous circumstances that led him to pursue undergraduate studies in accounting at San Diego
tate College under the influence of Charles Lamden, graduate studies in accounting at the Uni-
ersity of Minnesota under the influence of Carl Nelson, and then began his academic career with
ccounting Horizons March 2011
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aurice Moonitz who became his mentor and collaborator on an important monograph that
roposed broad accounting principles. That monograph became the springboard for a quest for the
evelopment and use of fundamental concepts in analyzing and resolving financial accounting and
eporting issues. As Sprouse moved to Harvard Business School and then to Stanford Business
chool he continued to advocate the use of broad principles of accounting based on fundamental
oncepts of financial accounting in his writings and presentations and in the classroom. In 1972,
e became a founding member of the FASB, which provided new opportunities to pursue his quest
o change the way we think about financial accounting and reporting issues. That change was
eflected not only in the FASB conceptual framework, accounting standards, and related pro-
ouncements and publications, but also in the ways in which current and past FASB board and
taff members and others around the world analyze and resolve financial accounting and reporting
ssues. He played an important role in changing the questions that are asked in fashioning ac-
ounting standards and in resolving technical issues. That is his legacy: Robert T. Sprouse trained
ur minds to think in terms of fundamental concepts of financial accounting and changed the way
e think about financial accounting and reporting issues.
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