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Including estimates of the future in today’s financial statements
By Mary E. Barth
· The article demystifies inclusion of estimates of the future in today’s financial statements as developing asset and liability measures that are informed by current economic conditions and up-to-date expectations of the future
· Importance of including estimates of the future in today’s financial statements:-
· The practice is crucial in the making of economic decisions hence achieving the objective of financial reporting.
· The practice of inclusion of future estimates in today’s financial statements is on the increase since the accounting standards of the day is designed in a way that amounts that are recognized in financial statements currently have an implication of the estimates of the future.
· Definition of assets and liabilities comprise of the expected future inflows and outflows of economic benefits.
· How to incorporate estimates of the future in today’s financial statements (Not new)
· Basically, amounts in today’s financial statements reflect estimates of the future.
· Use of accruals by accountants to adjust cash flows in the bid to reflect estimates of the future. An illustration is in the fact that the receivable loans is a reflection of the amounts that the bank hopes to receive from its borrowers. 
· Determination of the loaned amounts is done by aggregation of promised amounts according to the contracts and adjusting them for the time value of money and any expected defaults based on the current facts and circumstances.
· Basis of the estimates is on events that have already occurred.
· Why selection of the measurement attribute for assets and liabilities affects how estimates of the future are incorporated into recognized amounts.
· Every measurement attribute needs attribute incorporation of attributes that have varied characteristics.
· An instance is where fair value requires inclusion of expectations of future cash flows that market participants would include, discounted at the rate that market participants would use to discount them.
· On the other hand, entity-specific value requires inclusion of future cash flows that the entity expects to receive, discounted at a rate that reflects the entity’s cost of capital notwithstanding the difference from other entities
· Why the IASB is focused on fair value as a measurement attribute.
· There are multiple measurement attributes such as historical cost, modified historical cost, fair value, and entity-specific value.
· The differences in measurement attributes generate financial statements that are internally inconsistent
· Use of multiple measurement attributes is conceptually unappealing and creates difficulties for the users of financial statements.
· Use of different measurement attributes leads to similar economic events receiving different accounting treatments.
· How the framework definitions of assets and liabilities circumscribe the expected inflows and outflows of economic benefits that are candidates for financial statement recognition.
· The definitions are of the effect that past events and/or transactions contribute to the development of the present right to future economic benefits under the control of the entity, or to a present obligation of the entity to transfer future economic benefits.
· Effects on income of incorporating more estimates of the future into today’s financial statements. 
· Predictive ability as regards future cash flows.
· Disclosure of information on future expectations provides financial statement users with information relating to the variance of the future benefits.
· Discussion questions
1. Explain the importance of including estimates of the future in today’s financial statements to financial report users.
· Asset and liability measures that reflect current economic conditions and up to date expectations of the future provide useful information for that the financial report users to make sound economic decisions.
2. It is provided that IASB focuses on measuring assets and liabilities using more estimates of the future. Why do you think it does so?
· Almost all amounts that are known in the financial statements realm currently is a representation of some of the estimates of the future. Following the definition of assets and liabilities, the expected future inflows or outflows of the economic benefits is a major composition of the two.
3. Give an explanation as to how use of different measurement attributes can lead to similar economic events receiving different accounting treatments.
· Consider an example where contracts are currently recognized differently in financial statements basing on the type of contract in that when a contract is a lease, then it might not be recognized on the balance sheet. In case where it is given the classification of as an operating lease, then sometimes it may not be recognized on the balance sheet in case is has the classification of an operating lease or capitalized.
4. What are the effects of incorporating more estimates of the future into today’s financial statements?
· Facilitates achievement of the objective of financial reporting.
· Contributes to provision of useful information for the financial report users needed in making efficient economic decisions
· Provides a chance for controlling expected benefits
· Where some estimates are not recognized in the process of financial report development, a poor report would be produced.
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