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STUDY ENTITLED, "THE ACCO RED BY THE STAFF OF THE 
DATED DECEMBER 1976, PREPA
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ACCOUNTING AND 

SUBCOMMITTEE ON REPO O~ERNMENT OPERATIONS 
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(NOW COMMITTEE ON 

UNITED STATES SENATE 
(THE "STUDY") 

AN OVERVIEW IN PERSPECTIVE 

d . ") and the . "FAF" or the "Foun atIOn . 
The Financial Accounting Foudnt'~~~~B\' or the "Board") welcome the oPpo.~tu~~y 

Financial Accou.~~int~~t~:~~~~!~:;e on Repo.rt~,. ~ccoun~i~~ :::m~~~sg~7~~~~:t o~ 
to cooperate WI . ht responSIbIlItIes, an . d to 

. f its Congressional ovefSlg . f the Study's recommendatIOns an exerCIse 0 .. ith respect to certam 0 , 
Position to state theIr vlew

h 
sSw d and'. to balance the record. 

I ment t e tu y . . 
correct and supp e . d by the Amencan InstItute 

. I body deSIgnate h Th FASB is the authoritative professIOna
d 

I'zed by the Securities and Exc an~e 
e ("AICPA") an recogn . financIal f Certifip.d Public Accountants . . n") to establish and Improve. 

o I~ "SEC" or the "CommissIO d 'th recordmg mean­
Commission (the. dards--i.e., those standards c~ncerne WI nner in financial 
accoun.ting and. repo~~~; ;~~~omic events and transactions m ~ :~s:~~i~n~, which involves 
ingful mformTahtlo~ ~SB does not set auditing standards or. regu a opinion as to whether they 
statements. e h pose of expressmg an d The 

:;:~i~i;e~t~f~tah~e~~;i~~ei;~1~;Ei~i t~~~~~~:~:~~~ht~~~~E~~!ntI::~g~~p~~~~~fos~:a~::~~~,tt!~! 
formatlon 0 .. ' d d by t e accou A h 

. h' the FAF was wIdely en orse . d other commentators. s suc , 
body wit m . ' munit accounting educators, an mment on and take 

~~:;~:n: :~::':~yOO:',,~e~' ~i~. ~;!c:Pt:cit~~ e:-:.:'t:l::~~~: ::: fin'nci~l aoooun~; 
:::~~t~:~;~!~;t~~f:7i;F~i:;t :~~~~i:~:?: ~::;:;~:~~e:f::~:e~::~;:~:::~ 
un . firms and others will be commentmg 0 accountmg 
the Study. 
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In particular, the FAF and FASB strongly disagree with the recommendation of the 
Study. that the Federal Government directly establish financial accounting standards for publicly-owned corporations. 

The .FAFand FASB,stwngl¥oppose this StUdy recommendation because in their 
opinion the present system of setting financial accounting standards, as it has evolved and is 
evolving, has successfully sel1led the pUblic interest, and affords the greatest promise of 
further developing accounting standards which are meaningful and useful to the investing 
public and other users of financial statements. 

There is also no evidence in the Study or elsewhere, and indeed substantial doubt, that 
a Federal Government agency or agencies could do as well. 

In the first place, a take-over by the Federal Government, or any action reducing the 
FASB from a standard-setting to a consulting or advisory body, would seriously disrupt the 
progress being made' and, would ineVitably result in significant delays while an untried 
system is developed 'and launched. We believe, moreover, there would be a substantial 
reduction in the significant voluntary efforts which.have characterized the' commitment of 
the accounting profession, academicians, financial analysts and other users of financial 
statements, and others within the business and financial -community in contributing 
generously of their time and effort to improve financial accounting standards. 

Second, the Study fails to document its claim that standard-setting by the Federal 
Government-which has concentrated in special, limited areas such as regulated industries, 
or on a particular aspect of accounting, such as cost determination for government 
contracts-would be feasible or effective in the broader area of general purpose financial 
statements. We are clear that it would not, be. Public investors, creditors and other users 
concerned with capital formation and deployment and the resources and operations of 
business enterprises rely on general purpose financial statements frepared in conformity 
with generally accepted accounting principles. These generally accepted principles provide 
an objective framework within which literally thousands upon thousands of transactions 
and events are evaluated, classified and reduced to meaningful numbers and then presented 
in financial statements useful for decision-making. The FASB's task of establishing and 
improving the accounting standards on which these financial statements are based is 
infinitely more pervasive and complex, the constituency significantly larger and more 
diverse, and the subject matter not limited to a specific function of Government. When 
understood in these terms, it is clear why the SEC, the accounting profession, users of 
financial statements, the business and financial community, accounting educators, and 
responsible pUblIc commentators alike have supported the FASB, operating within a 
framework of SEC review and participation. Congress has long been aware of and inquired 
before about this structure, out has not disturbed it. As documented in this Statement of 
Position, this structure has assured development of meaningf.ul financial accounting 
standards in the public interest and financial statements useful. for economic and investment decisions. . 

Third, the present system of setting accounting standards promotes the coming together 
of varying points of view in order to assist the FASB in determining what is most in the 
pUblic interest. This is not to say that consensus satisfactory to all is necessarily desirable or 
can always be reached, or that progress is always as fast as some would have it. Some 
FASB ac.counting standards have been criticized by a number of those participating in the 
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process, but this CrItICIsm is posltlve and constructive and assures general support and 
continuing participation. On the other hand, were the Government to take over, the process 
would in our judgment tend to become more adversary in nature, and constructive criticism 
and willingness to cooperate would diminish, and with it accounting standards most 
responsive to the needs of investors and the general pUblic. We are concerned that 
Government accounting standard-setting would become legalistic and mechanical in both 
formulation and application, with problems frequently resolved in the cQurts. 

Finally, we are concerned that displacement by Government of the present process of 
setting accounting standards could adversely affect the status of the United States as the 
world's largest and most open capital market. That status was achieved in part because the 
existing framework for establishing accounting standards provides financial information 
recognized and relied 'On throughout the world for its integrity and utility in reaching capital 
and investing decisions. If, on the other hand, accounting standards come to be formulated 
primarily to direct or implement specific, and changing, policy goals, this o?j.ective cou~d 
seriously undermine confidence in financial statements and hamper the promIsmg efforts m 
recent years towards developing the international capital markets. 

We say this only after carefully considering the points advanced in the Study. We also 
say this as professionals who have given years of study, thought and effort to the most 
effective mechanism for setting accounting standards that best serve investors in particular 
and the public in general. 

Our objective in submitting this Statement of Position is to provide a complete, 
accurate and balanced portrayal of the corporate financial accounting matters deal t with in 
the Study. We are confident that our presentation will demonstrate to the satisfaction of the 
Subcommittee that no fundamental change is required in the standard-setting process 
which, in cooperation with the SEC, has worked successfully to give the United States the 
most advanced accounting and corporate disclosure standards in the world. 

In particular, we emphasize, and will document in this Statement of Position, tha.t: 

I. The accounting profession and the FASB, with the support, cooperation and 
participation of the private sector and the SEC, has been responsive to and acted in the 
public interest in establishing accounting standards. Contrary to the Study's assertions, 
the FASB's public due process procedures result in broad public participation in the 
standard-setting process. The analysis of the record demonstrates conclusively that the 
FASB meets its responsibilities with integrity, independence and objectivity and is not 
"dominated" (whether in terms of money, personnel or organizational support) by any 
of its sponsoring organizations, the large accounting firms or any "special interest 
group". There is a significant and steady record of progress in this cooperative effort 
with Government in establishing meaningful accounting standards, responsive both to 
newly emerging problems as well as the more intractable problems of the past. In its 
less than four years of operations, the FASB has issued 14 Statements of Financial 
Accounting Standards, 18 Interpretations, 20 Exposure Drafts, 13 Discussion Memo­
randa and held 15 public hearings on a range of significant accounting matters, and is 
currently engaged in a project to establish a comprehensive conceptual framework, 
including objectives of financial statements, to guide further improvements in financial 
accounting and reporting. (Parts I, II and III and Exhibits A, B, C and D) 
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2. The record is clear that the SEC has continuously exercised ejfective review of 
the FASB, its predecessor accounting standard-setting bodies and the accounting 
profession, and has not hesitated to exercise its authority promptly and in the public 
interest to supplement, supersede or to suggest standards, whenever it has perceived a 
need to do so. Contrary to the Study's assertions, the SEC has nol: "delegated" its 
authority or responsibility by its recognition of the FASB and its acceptance of 
accounting standards established by the FASB and its predecessors as presumptively 
binding arid necessary for fair financial presentations. (Parts III, IV and V) 

3. As discussed above, the Study presents no evidence that a Federal take-over of 
financial accounting standard-setting either could or would improve financial account­
ing standards, and there are substantial reasons for concluding it would not. The FASB 
and its predecessors have made significant progress in eliminating accounting alterna­
tives and in some ~ases achieving that "uniformity" in accounting standards which the 
Study conceives, incorrectly, as the ultimate goal of the standard-setting process. The 
Government's Cost Accounting Standards Board, also a panel of extensively ex­
peirienced experts, has recognized the impossibility of defining and attaining absolute 
uniformity, even in the comparatively limited area of cost accounting for government 
contracts. The FASB, like the CASB, has required a single accounting treatment when 
it has determined that circumstances are substantially the same for all those affected 
and this treatment will result in the most meaningful and useful financial presentation. 
(Parts. III and V and Exhibits D and E) 

4. Contrary to the Study's assertions, the record shows that neither preparers of 
financial statements nor accountants have an unrestricted ability to pick and choose, or 
to change, accounting standards to present matter!; in the most favorable light. Both 
the profession and the SEC hav(! acted so that the FASB's and its predecessJrs' 
pronouncements are authoritative and presumptively binding to the exclusion of 
contrary principles. Changes in accounting standards are permitted if they improve 
financial accounting and reporting. The Study's assertions that there are too many 
accounting alternatives cannot be relied on, for the data the Study cites were developed 
in 1965 and have not been updated to reflect 12 yel\rs of progress, including steps by 
the FASB and its predecessor, the Accounting Princ:iples Board, to y'educe and in some 
cases eliminate alternatives. The Study, moreover, makes no effort to distinguish 
alternative practices which are necessary to reflect different circumstances or wholJ'y 
different transactions. The Cost Accounting Standa,rds Board has recognized the need 
for alternative accounting standards to meet differing circumstances and conditions in a 
number of its pronouncements. (Parts III and V and Exhibits D and E) 

5. Contrary to the Study's assertions, the adequacy of accounting standards is not 
the issue in connection with the Study'S cited instances of corporate accountability 
failures and financial difficulties, or public revelations of "questionable" or "improper" 
corporate payments. Virtually all of these cases involved fraud, dishonesty, falsifica­
tion of books and records, inadequate or cIrcumvented internal controls, estimat,es and 
judgments proved wrong by subsequent events, or simply poor or inadl~quate 
management-but not the inadequacy of accounting standards. W~ do not minimize 
the significance of these problems, or suggest they are not proper subjects for 
Congressional concern. We do believe it important, however, to place the factors 
contributing to these problems in proper perspective. (Part III) 
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6. The success and great value of the present cooperative effort between the FASB 
and the SEC with support and participation within the private and public sectors is 
apparent when one considers a complete, accurate and balanced record-and when 
one assesses the real and significant risks in switching to a new and untried system. 
There is no evidence in the Study or elsewhere that the FASB is not dedicated to the 
public interest qr unequal to the task, or that Government could do better or even as 
well. Of equal importance, there is substantial evidence of continuing and willing 
support, both within Government and the private sector, for the FASB and the existing 
framework for establishing and improving financial accounting standards. (Parts I, II, 
III, IV, V and Exhibits A, B and D) 

The principal question before the Subcommittee on this issue is: 

Should financial accounting standards continue to be set by an experienced body 
responsive to the needs of pubiic investors and others using financial information, and 
which draws on the subst~mtial knowledge, experience and expertise of those who 
prepare, attest to and USt Iba'lcial statements, alias continuously reviewed and from 
time to time suppleml~nted and revised by the SEC-Or should the Federal 
Government, directly or through an agency or agencies, replace this process with a 
new, untried system and assume full responsibility for, and set, accounting standards 
underlying general purpose financial statements? 

In considering this issue, it is important to bear in mind that virtually every aspect of 
industry and commerce, from heavy construction and housing starts to employment levels, 
consumer ~redit, and pension, welfare and other social programs-indeed all activity 
involving formation or deployment of capital-is based on financial information. The 
primary objective of the existing structure for setting accounting standards-to provide 
meaningful financial information useful to the public in making decisions-will eventually 
cease to be reflected in public financial information if the primary objective of accounting is 
changed, as the Study's recommendation entails, to support specific, and changing, policy 
goals. 

If the Federal Government perceives a need for specialized financial dl;lta in the 
formulation of national policy, that data can be obtained without altering or replacing the 
existing accounting standard-setting framework. A recent example is Public Law 94-163, 
"Energy Policy and Conservation Act", in which Congress directed the SEC, with the 
assistance of the FASB, to develop accounting practices sufficient to generate a special 
energy data base for oil and natural gas producers to assist Congress in formulating energy 
policy. The FASB is currently working on accounting standards for the extractive industries 
pursuant to this Congressional mandate. The FASB's development of a comprehensive 
Discussion Memorandum in cooperation with a task force of knowledgeable and ex­
perienced members, and observed by representatives of the SEC, the General Accounting 
Office, the Cost Accoul1titig Standards Board, the Federal Power Commission, the Federal 
Energy Administrat;:)il, and a COllgressional c0mmittee, is testimony to the feasibility and 
adv~ntages of maintaIning financial accounting and reporting where it now is, rather than 
having the Federal Governmef)' aSSUl:l1e direct control, and the corresponding sole 
responsibility for the work and the result. . 

In considering this issue, it is also important to bear in mind that the Study's principal 
recommendation regarding accounting standard-setting is based on fundamental and 
pervasive misconceptions of the purpose and goal of financial accounting and reporting, the 
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process for establishing financial accounti 
and applying these standards and the ng ~tandards, the nature and basis for selectin 
Statement of Position will cor;ect the fi~ancial ~resentations to which they apply. Thi! 
to se mlsconceptlOns and balance the record wI'th 

respect 

,I. The independence and objectivit of h . 
settmg responsibilities in the pub!" y t e FASB m performing its standard-

IC mterest (Part I and Exhibits A, B, C and D): 
2. The broad public " . , ' 

D); partlclpatlOn m this process (Part II and Exhibits A, Band 

3 The r . .' esponslVeness and success of the F ASB . 
reVIew and participation in establishi~ , and the pnvate sector, with SEC 
the public interest (Part~ II and III a d

g Emeh~nb~ngfUI financial accounting standards in 
4 n x I 11s A, B, D arid E); 
: The nature, selection and application '. . 

finanCIal presentations to whi h th of finanCIal accountlng standards the 
character (Part III and Exhibit cD); ey apply, and their binding and authorit~tive 

5 .. SEC review and partici atio . h ' 
IV and V); and p n m t e accountmg standard-setting process (Parts 

6. Federal standard-setting and th 
ag~ncies are according the FASB' d' e su~port and recognition Government 

an Its accountmg standards (Part V). 

The FAF and FASB do not claim that th " 
standa~ds is perfect, for they recognize that ~:Xl:tmg structure f~r establishing accounting 
d~namic and evolving process of cont' . , p esent system, lIke accounting itself. is a 
VItal organization or profession is i:~u~~~i~mprovement. ~? essential characteristic' of a 
thoroughness and objectivity and I g~ess and abIlIty to challenge itself. with 
The FASB and the accountidg profe:~::Pt y to Impleme~t improvements where desirable 

n are not exceptIons. ' 
, The pf0fe~sion 's recent history has been marked . . , 
Improv~ fi.nancial accounting. In 1972, theAICPA by, a ,number of sIgmficant efforts to 
the majOflty of whom were outside th . commlsslOned a seven-man study grou 
Fr~ncis' M. Wheat, a lawyer and form:ra~~~~lllg p:o~ession, under the chairmanship ~f 
-:.eview of the FASB's predecessor the A .0mmI~Sl(~ner, to conduct a comprehensive 

Wheat Report", "Establishing Fina " IccOuntlllg, Pnncipies Board. The result was the 
acceptance within the profession the ~~Ia Accountl~g Standards", which, fOllowing wide 
the formation of the FASB. In 'Octo~~/;~;~d aPubhc and endorsement by the SEC, led to 
un~er the leadership of the late Rob t M' T nother AI~PA-commissioned study group 
ent~tled "?bjectives of Financial Statem:nts'" ~,U~b~oOd, Issued .a comprehensive repor; 
major project on "A Conceptual Framework' w I~ e~ame a baSIS for the FASB's current 
another area, the AICPA com mI' . d" for Fmancial Accounting and Reporting" In 

SSlOne lormer SEC Ch . . • 
~roup of other experts in 1974 to stud d aIrman Manuel F, Cohen and a 
I~dependent auditors. The Cohen Co~~~si to, report ?n the role and responsibilities of 
tl~ns for improvement have recently b on s tentatlve conclusions and recommenda_ 
thIS spring. een. announced, and a further report is expected later 

~he. FAF and the FASB have similarl be ' . 
~sta~lIshlllg ,ac~ounting standards. The FIF'o ~n _actlve w.1th regard t~ the structure for 

revIe:-v penodlCally ... the basic structure 01 y L~ws. expressly reqUlre its Trustees to 
finapf'.Jal accounting and reportinr.r." S' th F~ta~lIshlng ~nd improving standards of 

'-' lnce e SB s fOrf'lStlon, the FAF's Trustees have 

6 

\.i 
I 

I, 

" 
;! 
H 
'.j 



190 

designated a Structure Committee from among their number, and charged that Committee 
with the responsibility of "making recommendations to the Board of Trustees regarding any 
changes in the basic structure of the Financial Accounting Standards Board and Financial 
Accounting Standards Advisory Council. ... " 

The FAF's and FASB's internal evaluations have resulted in improvements. In early 
1975" the FASB established a technical division to deal specifically with an increasing 
volume of emerging problems involving narrow but significant accounting questions of 
some urgency, and appointed a continuing 15-member Screening Committee on Emerging 
Problems to assist it. In mid-1976, the FAF's Structure Committee recommended that the 
Securities Industry Association, representing investment bankers charged by Federal statute 
with significant duties to the public, be added as a sponsoring organization to broaden still 
further public support and involvement in establishing accounting standards. The Securities 
Industry Association became a sponsor effective October I, 1976. . 

In December 1976, the third anniversary of the FASB's first accounting pronounce­
ment, the FAF's Trustees directed the Structure Committee to v.>nduct a comprehensive 
oversight study of all aspects of the FASB's organization and operations. After an extensive 
process of interviewing over 100 persons of various disciplines, including persons in the 
Federal Government, and a two-week field review in Stamford, Connecticut of all aspects of 
the FASB's technical and administrative operations and procedures, the Structure Com­
mittee has recommended and recently made public specific proposals designed to increase 
still further public participation in the FAS8's processes and to improve its effectiveness and 
efficiency in meeting its responsibilities. The FAF's Trustees have agreed in principle with 
this report and intend to consider expeditiously the Committee's recommendations. As 
discussed below, and perhaps of particular interest, the Structure Committee has recom­
mended that the Trustees consider further representation of financial statement users on the 
FAF's Board of Trustees, and that the AICPA's Board of Directors be replaced as sole 
elector of FAF Trustees by representatives of the Foundation's six sponsoring organizations 
with each having an equal voice in the Trustee selection process. 

In a similar vein, and in anticipation of the expiration of the FAF's five-year start-up 
financing plan in December 1977, the FAF Finance Committee is currently proceeding with 
a new plan for 1978 and subsequent years predicated on further increasing the breadth and 
depth of public support. This plan is based on the principle that no one person, firm or 
corporation will be solicited to contribute, or will contribute, annually more than the lesser 
of $50,000 or 1% of the FASB's annual operating expenses. This plan will have the 
practical effect of reducing the annual contributions of the eight major accounting firms 
from the $200,000 contributed annually by each since 1972-a practical necessity when the 
FASB was launched-to no more than $50,000 per firm each year, and reducing other 
contributions as well through the AICPA's Accounting Research Association. 

The FAF's Trustees are also reviewing another aspect of the FAS8's process. The 
Trustees have directed its Committee on Personnel Policies to review the FASB's existing 
conflict of interest policies, and to make such recommendations as the Committee may 
deem appropriate. In particular, the Trustees have charged the Committee to consider 
reponing of all investments, even immaterial ones, by FASB members and staff directors; 
specific limitations on certain securities transactions and on receipt of gifts from non-family 
members; and adoption of a more general rule with respect to potential conflicts of interest. 
The Committee is expected to make its recommendations at a meeting of the FAF Trustees 
later this spring. While the FAF and FASB disagree with the Study's assertions as to the 
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etfe~tiveness of existing .. personnel olicies . 
de.tn.mental conduct since the Boa~'s fo' a~~ -emphasIze .thele has been no instance of 
~XIS~~g policies that perceptions of '~ot~~t~allon, .~~y a~cePt the principle articulated in 
rou esome as conflict in fact and should b . con. Ict, O.wever unfounded can be as 

, e InvestIgated, not ignored. ' 
The FAF and FASB are consistently on r . . 

Of. the .structure and the pUblic procedure:c~rd as wel?on:lng a fair and objective study 
~~~o~ntIng and reporting standards. We are C~~fi~stabhshIng and improving financial 

. e. on a complete,.accurate and balanced re . ent that When an objective analysis 
.e}ustIng st;ucture with the FASB is cor~, IS .made, th~ conclusion will be that th ' 
~tandards In .the -public interest. This s7r~~ttu~:e~tIve I~ estaJ:,hs~ing financial accountin; 

ongress' r~cognition in the first Federal S . ~s evo ved and IS evolving in response to 
- the accountIng profession and the significan~~U~I;I~S La~~ of the unique responsibilities of 

As the b I' ,nancIa statements to pUblic investors. 
. a ance of thIS Statement of P " 

thIS struct~re has worked and is working etf~~~~~en d.emonstrat~s .from varying perspectives 
as the d.eslgnated standard-setting bod . h Iy In th: P~bhc Interest through the FASB' 
and reVIew and participation by the S~(tIt support WIthIn the private and pUblic sector~ 
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I. INDEPENDENCE AND OBJECTIVITY OF THE FASB IN THE STANDARD­
SETTING PROCESS 

A. Formation of the FAF and FASB 
The FAF and FASB were created in 1972, the result of the recommendations of a 

seven-man study group appointed by the AICPA's Board of Directors to study the process 
of establishing accounting principles and to make recommendations for improving the 
process. 

Chaired by Francis M. Wheat, a lawyer and a former SEC Commissioner, the Wheat 
Study Group, * after public hearings, numerous interviews and review of position papers, 
concluded that a "continuing dynamic relationship between a private standard-setting 
board and the SEC offers the greatest potential for future progress in financial accounting". 
The Wheat Study Group also concluded that "continuation of the framework and the 
process of developing accounting standards originating in the 1930's would result in 
acceptance of a private body's accounting standards by the accounting profession, 
government and the public at large", if 

1. the standard-setting body were independent and objective in 
fact and appearance; 

2. there were significant participation by the financial reporting 
community in the standard-setting process; 

3. standards were issued only after public procedures insuring that 
all who wished to be heard would be heard and their views considered; 

4. the quality of the body's pronouncements were high in terms of 
logic and supporting reasoning, consistent with objectives, amenable to 
the exercise of professional judgment where appropriate, and useful to 

investors and the public at large; and 

5. the accounting profession supported these standards in attesting 
to the fair presentation of financial information. 

To accomplish these goals, the Wheat Study Group recommended that 

I. A Financial Accounting Foundation be established separate from all existing 
professional bodies, with a Board of Trustees nominated by organizations** having 

* Other members of the Wheat Study Group and their affiliations at the time were John C. Biegler 
(senior partner of Price Waterhouse & Co.), Arnold I. Levine (national executive partner­
management of J. K. Lasser & Company), Wallace E. Qlson (executive partner of Alexander 
Grant & Company), Thomas C. Pryor (Senior Vice President of White, Weld & Co.), Roger B. 
Smith (Vice President-Finance of General Motors Corporation), and David Solomons (Professor 
and Chairman of the Accounting Department, Wharton Sch001 of the University of Pennsylva­
nia). 

.. American Accounting Association (AAA) (12,000 accounting educators, academicians and 
practicing accountants), American Institute of Certified Public Accountants (130,000 certified 
public accountants), Financial Analysts Federation (Analysts Federation) (14,000 analysts, 
investment advisers and portfolio managers), Financial Executives Institute (FEI) (9,250 
financial and accounting executives representing 5,000 companies), and National Association of 
Accountants (NAA) (70,000 financial and accounting executives and accountants). In September 
1976 the Foundation's Certificate of Incorporation was amended to add the Securities Industry 
Association (SIA) (600 investment banking and other securities firms) as a sponsoring organiza­
tion and to expand the Board of Trustees to include an additional financial executive and an 
investment banker. The current Trustees and their principal occupations are listed in Exhibit A 
hereto. 
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special expertise and continuing interest in financial accounting and reporting matters 
and consisting of five certified public accountants in public practice (including, ex 
officio, the Chairman of the AICPA), two financial executives, one accounting educator 
and one financial analyst. The principal duties of the Trustees would be to appoint 
members to the Financial Accounting Standards Board and to a public advisory body, 
the Financial Accounting Standards Advisory Council; to raise funds to support these 
organizations; and to review periodically the basic structure of the standard-setting 
organization; 

2. The FASB be given all authority, functions and power of the AICPA and 
Foundation's Trustees for esta blishing·and.improYing standards of financial accounting 
and reporting and the 'conduct of all activities relating thereto. The FASB would have 
seven full-time, salaried members independent of aU other professional and business 
affiliations, four of whom would be certified public accountants drawn from, or 
principally experienced in, public practice, while the remaining three, who might but 
need not be certified public accountants, would be well versed in problems of financial 
accounting and reporting*; and 

3. A Financial Accounting Standards Advisory Council be appointed from the 
public to work closely with the FASB in _an advisory capacity as to accounting and 
reporting matters, with its members drawn from a variety of disciplines with no 
particular occupation predominating. ** 

These recommendations were widely endorsed at public hearings and in interviews and 
comment 'letters by the accounting profession, the SEC, the financial and business 

"community, accounting educators, and the- interested pUblic, The Internal Revenue Service 
ruled in 1972 (and reaffirmed in 1976) that the Foundation was an educational charitable 
institution exempt from taxation under Section 50 I (c) (3) of the Internal Revenue Code. 
Of special significance, the accounting profession and the SEC each took prompt steps in 

. 1973 to endorse the FASB as the official accounting standard-setting body and to designate 
its pronouncements as authoritative and presumptively binding for financial statements. 

The AICPA designated the FASB, effective July I, 1973, as the successor to the 
Accounting Principles Board (the "APB") in establishing accounting principles for 
purposes of Rule 203 of the AICPA's Code of Professional Ethics. Rule 203 provides that 
no accountant who is a member of the AICPA may-opine that financial statements are fairly 
presented in conformity with generally accepted accounting principles if such statements 
depart from an FASB pronouncement or an effective pronouncement of its predecessor 
standard-setting bodies, the Accounting Principles Board and the Committee on Accounting 
Procedures, unless the accountant can demonstrate that due to unusual circumstances the 
financial statements would otherwise be misleading. 

In December 1973, the SEC reaffirmed its administrative practice and policy o'f1ooking 
to the accounting profession's authoritative staJ;ldard-setting body for initiative in estab­
lishing and improving accounting principles and standards, and stated that principles, 
standards and practices issued by the FASB and its predecessors were presumptively 
required to be applied in financial statements filed with the SEC and that financial 

* Currently these three include a former accounting educator, the- former Chief, Office of Accounting / 
and Finance of the Federal Power Commission, and a former corporate financial executive. Se~( 
Exhibit A hereto for a listing of the seven current FASB' members and their former affiliati,?ps. . 

**The current members and their affiliations are listed in Exhibit A hereto. 
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-tatements applying contrary accounting principles would be unacceptable in the absence of 
an SEC determination to the contrary. 

B. Independence Through Corporate Structure 

The corporate structure of the FAF and the FASB, recommended by the Wheat Study 
Group and adopted only after review and public hearings called specifically for the purpose, 
is designed to assure the integrity, independence and objectivity of the FASB as the official 
accounting standard-setting body. 

Under the Foundation's Certificate of Incorporation, the electors of the Foundation 
(i.e., its members, or stockholders if the FAF were a business corporation, and currently the 
AICPA's Board of Directors) have no powers, authority or functions other than 'electing 
and, in limited specific circumstances, removing the FAF's Trustees*. Similarly, the FAF's 
Certificate of Incorporation provides that all powers, authority and functions of the 
Foundation and the Trustees in respect of financial accounting and reporting standards, 
including all activities relating thereto, are delegated to the FASB. In furtherance of this 
delegation, the Foundation's By-Laws provide that the Trustees may not, directly or in 
connection with their approval of annual budgets, cause the FASB to undertake or to omit 
to undertake any particular technical project or activity, or otherwise affect the FASB in the 
exercise of its powers and responsibilities over financial accounting and reporting. Apart 
from their authority t@ appoint and, in limited specific circumstances, to remove members of 
the FASB** and the Advisory Council, the Trustees' only remaining authority is limited to 
periodic review of the basic structure for establishing financial accounting' standards. 
Structural changes affecting the FASB and the Advisory Council can be made only with the 
affirmative vote of nine of the eleven Trustees. 

Similarly, there can be no personal participation by the Foundation's Trustees in the 
technical work of the FASB or any of its other activities. The Trustees are prohibited from 
serving simultaneously as FASB members or staff members, or from serving on the 
Advisory Council, the FASB's Screening Committee on Emerging Problems, or any FASB 
task forces. Correspondingly, no appointed member of the Advisory Council may serve as a 
Trustee or as an FASB member or staff member, and no member of the Board of Directors 
of the AI CPA (the Foundation's present elector) may serve as an FASB member or staff 
member. 

The effect of these prohibitions, and the personnel policies discussed below applicable 
to FASB members and staff members, ensures at all times that the FASB will be free from 
pressures and influences which might be perceived as affecting the integrity, independence 
or objectivity of the FASB as a standard-setting body. This structural independence has 
proven as effective in practice as it was when first recommended by the Wheat Study Group 
and endorsed by the SEC and the accounting profession, and there has been no instance 

* These circumstances are the same as for removal of FASB members, as discussed below. No 
Trustee has been removed or considered for removal. 

.. An FASB member can be removed only on the vote of eight of the FAF's eleven Trustees and 
only then in limited specific circumstances for reasons of disability, malfeasance or alleged 
malfeasance, or conduct otherwise detrimental to the Foundation or the FASB. No FASB 
member has been removed or considered for removal for any reason, and, contrary to the Study's 
assertion, these standards do not permit removal except in extreme and necessary cases. The 
power of removal is not a means of assuring that the FASB acts in a manner responsive to the 
desires of the Trustees, and certainly cannot be invoked "for anything that might offend the 
sensitivities of the FAF Trustees". 
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where anyone has sought to impose im r . 
activities, or Where the FASB has acted Pt~per :ress~re ~r m~uence on the FASB or its 
and objectivity. 0 er t an with mtegnty, complete independence 

As mentioned in the introductory overvie . i .. 
Trustees directed its Structure Comm'tt "nw to th.s Statement of POsltIon, the FAF's 

. I ee In ecember 197-6 t d 
overSIght study of this structure and all aspects of the :FA" " 0 co~ u~t a comprehe~sive 
The Structure Committee has fin'sh d . . . 5B s organIzatIon and operatIons. 

. I e Its reVIew. and very tl b . . 
proposmg recommendations designed to . recen y pu IIshed Its report 
FASB, and the Advisory Council to enc Improve .the structure of the Foundation, the 
standard-setting process and to im rove ~hurage stII.1 broad~r public partic~pation in the 
FASB and the Advisory Council. p e operatIng effiCIency and effectIveness of the 

Very briefly, the Committee's report concludes h . 
beyond reproach as an independent bod and has t at t~e ~ASB IS firmly established 
depth of accounting knowledge The C y . added SIgnIficantly to the quality anci 
be made to further improve' the st om

d 
mdIttee ~Iso concluded that certain changes could 

. an ar -settmg nrocess A h . recommendatIOns are that the Trustees'd . . mong t e CommIttee's 
statements on the FAF's Board f T conSI er further representation of users of financial 

I 0 rustees and that the AICPA' B d . rep aced as sole elector of the F AF' T . s oar of DIrectors be 
organizations, each having an equal v

S
' r~stehes by representatIves of all six sponsoring 

. Olce m t e Trustee sit' . 
conclUSIon that the FASB had fi I bl' h' e ec Ion process. In VIew of its 
stan~ard-setting body, the Com~~t~ees~:s I:I:~ ~tself as an effective and independent 
CertIficate of Incorporation and By-Laws be ecomme?d~d that the Foundation's 
four of the FASB's seven members b a~.ended t~ elImmate the requirement that 

. e practICmg pUblIc ac . . 
pen.enced as accounting practitioners, and that' FASB countants or pnmanly ex-
avaIlable people solely on the basis f bT members be selected from the best 
understanding of the needs of fina . loa I Ity, experience and knowledge and their 

. . nCla statement users Th FAF' T 
pnnclple with the Committee's report and i t d . . . e s .. rustees have agreed in 
recommendations. n en to conSIder expedItIOusly the Committee'S 

C. Diversity of Responses to FASB Proposals 

. ~otwithstanding, however, the careful structurin f h 
mtegnty, independence and objectivit of th FA got e FAF and FASB to aSSure the 
major accounting firms and the FAF';other e ~B: the Studr as.serts, that the AICPA, the 
and through it the FASB' d sponsonng organIzatIons 'dominate" the FAF 
fi ' , m or er to serve the "special inte t" f h . 

rms large corporate clients. The reco d h res Sot e major accounting 
FASB's independence and objectivity andrth p~ove~ ~,e contrary, and clearly reflects the 
its processes. e rea t and depth of public participation in 

~ramatic evidence of this independence db' " ' .. 
prOVIded by an analysis of the comme t a? dO ~ectIvIty and publIc partICIpation is 
dominate the FASB in response to th Ens rece~e from those alleged by the Study to 
9, 12, 13 and 14, eight of the Board'~ m;~s~re'ft raftssfor FASB Statements No.2, 5, 7, 8, 

S SignI cant tatements to date. . 

This analysis, set forth in Exhibit B was u 
selected the accounting proposals and th nde.rtak.en by the FASB's technical staff, Who 
commencing the analysis and witilOut reg:rdmtaJor Is~ubel s within each proposal, before 

o POSSI e outcome. The staff reviewed 
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. fi in ublic respondents in the following categories: 
responses on these proposals an~ Iss.ues r~ f 5 largest accounting firms, all academicians, 
the FAF's six sponsonng orgamzations, t e. d t' I companies and each of the 50 largest 
and Fortune's 1975 listing of the 500 lard~est l?fi uds rfilanancial retailing transportation, and 

. I b k' life insurance IVerSl e " d 
comIherCla an mg, , . d' the FASB's public record an are 
utilities enterprises. These responses are c~ntame m nn~cticut 
available for public inspection at its duces In Stamford, Co.", . 

. . "I h . incorrect it is to speculate, as the Study does, that 
. This analysIs shows m de tal .ow fi d business enterprises act in concert when professional organizations, accountin? rms an . 
commenting to the FASB on accountmg proposals. 

. . f dy disagree among themselves; As Exhibit B shows, sponsorin~ organhlzatlhons trhe~uecPI'ients and the AICPA; and the 
. fi d'· gree with eac ot er elr f 

major accountmg rms lsa. f'/ s taken seems to come from users 0 
FASB's ,ost consistent support m terms 0 tosllon"k ep score" the following could be 
financiai statements. If one were :0 genera.lze, or e , 
viewed as representative of the entire analysIs. 

. h'b' B hich it is nos sible to say that a given 
Taking the 19 issues* analyzed m EX.I lIt tOtn Wa'givell attitude on the Board's final 

h Ere Draft was eqUlva en 0 .. 
response on t e . xposu h h I st supportive of FASB declslOns were . . . th Statement one sees t at t e ea . d b 
pOSItion me. .' . db a ma'ority of business enterprises were reJe~te Y 
business enterpnses. VIews expresse Y J. anizations representing the VIews of 
the Board on 12 of 19 issues. Those spo~sonngls~r~ad little apparent influence on the 

fi . I and accounting executives a ~ d h NAA 
corporate .manCIa . B d 6 f the 10 issues it addressed an t e F ASB, for the FEI disagreed with the oa~. on 0 

disagreed on all 5 on which it took a posltlon. . 

. . . f b siness enterprises and corporate finanCIal and 
The record of rejection of the VIew I s ~fi d

U 
eparers of financial information, stands 

. t' onveniently c aSSI e as pr . d b 
accountmg execu Ives, c: f financial information, to the extent repres?nte y 
in sharp contrast to t~e record of users 0 Federation supported the Board on all 15 Issues on 
the Analysts Federation. The Analy~ts . fi d the AICPA were somewhere 

k .. ** The malor accountmg rms an 8 
which i~ too a pOSItion. J osals' the AICPA supported the FASB on 
between preparers and users o~ these. prop ~. g firms were in accord on 9 and in 
issues and disagreed on 4, whIle major accoun m 
disagreelll.ent oj)- 6. 

. 'u orted charge that accounting firms are The analysis also contradIcts the S.tudy. suns PhP ber of issues 011 which major 
" " t lIed" by theIr chents: t e num hi "domin~ted or con ro. . h a mao ority of their responding clients was roug y 

accountmg firms were conSIstent WIt . J d' d (43 to 42). 
equivalent to the number of issues on whIch they Isagree 

. . are Statement No.2, issue I; Statement No.5, * The questicns used m thes. e aggregate figures 3 ~ . t No 8 l'ssues 1 2 and 3; Statement 
7 . ! 2 and . :>tatemen ., , 

issues 1,2 and 3; Statemem No. ,lssue~ , d P bl'· Hearing)' Statement No. 12, issue I; and 
No.9, issues I and 2 (Exposure Dra t an N u 81~ 1 qu~lified agreement was classified as Statement No. 14, issues 1-5. On Statement I o. ,Issue , 
disagreement. 

. the F ASB only the Financial Analyst. ** The Study states: "Of the five private groups ~ponsorll?gdeveloPing' accounting standards, which 
. d . b have an apparent mteres In . A I Federation an ItS mem ers . . . h bl' The FinanCial na ysts 

clearly convey the results of corporate activIties to t e PUft~C'FASB and the FASB has yet to 
h the least influence as a sponsor a e, . I 

Federation appears to ave . d d which would be most benefiCia to establish the type of meaningful accountmg stan ar s 
investors and other users of financial statements." 
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In analyzing ,the ; public record of responses on specific issues, Exhibit B also 
demonstrates, in sharp contrast to the S~udy's speCUlation, the fu11 range of diverse views on 
major FASB positions. The fol!owing example&i11ustrate such diversity. 

In Statement No.5, the FASB established financial accounting and reporting for loss 
contingencies. Support for the provisions subsequently adopted in the Statement was 
expressed by the Analysts Federation and the AICPA, while the FE! and the NAAopposed 
them. Six major accounting firms genera11y agreed with those provisions; five generally 
disagreed. The seven academicians who took positions unanimously were in support. 

This pattern was generaIIy followed on the specific issues. The FASB decided that 
accrual would not be permitted for self-insured risks. Business firms overwhelmingly 
opposed this view; .fifty. firms disagreed, with the F ASB position and only two supported it. 
Again, the FEI and the NAA opposed,. and again the AICP A and the Analysts Federation 
supported the EASH position. ,Five accounting .firms Supported the FASB; only one 
disagreed. Four of the five firms agreeing ·took a view opposed by the overwhelming 
majority (20 to 2) of their clients. Again, the academicians unanimously Supported the FASB. 

Similarly, the FASB proposed and subsequently concluded in Statement No.5 that 
accrual not be permitted for catastrophe loss contingencies for casualty insurers. Nineteen 
business firms disagreed with the FASB position; six supported it. The FE! disagreed again; 
the Analysts Federation and the AICPA supported the FASB. The three accounting firms 
disagreeing with the FASB took positions consistent with those of the majority of their 
clients. Once again the academic commentators responded unanimously in support of the 
FASB position. 

In Statement No. 12, the FASB determined how certain equity marketable securities 
would be carried on the balance sheet and how declines in market value below cost would 
be treated. The Exposure Draft's proposal that those securities be carried at the lower of 
cost or market value was followed in the Statement. But the Exposure Draft's proposal that 
declines be charged to net income was modified to apply only to securities classified as 
current assets, with declines in other securities being charged to stockholders' equity. 

The Analysts Federation, the AICPA, and the AAA committee members all sUpported 
the Exposure Draft's overall approach; the FEI disagreed. Five accounting firms disagreed; 
four agreed, and three had no clear overa11 position. Academicians split evenly. Business 
firms generally disagreed (38 to 13). Four of the five accounting firms disagreeing with the 
position of the Statement took positions consistent with those of their clients; the four 
accounting firms agreeing with the position of the Statement all were in disagreement with a 
majority of their clients. 

On the issue of how securities would be carried on the balance sheet, the final F ASB 
position was sUpported by the Analysts Federation, the AICPA, and the AAA committee 
!h?Irlbers; the FEI disagreed. The major accounting firms were evenly divided on this issue 
(5 to 5). Business firms again strongly opposed the FASB approach (38 to 2). Two 
academicians Supported the FASB position, and one opposed it. Of the five accounting 
firms supporting the Board's position, a11 took positions inconsistent with those of the 
majority of their clients. 

On the second issue in the Exposure Draft, which the FASB modified in its final 
Statement, the Analysts Federation, the AICP A and the AAA committee members again 
SUpported the FASB's Exposure Draft, while the FE! disagreed. The major accounting 
firms opposed the position in the Exposure Draft by a narrow margin (5 to 4). The two 
academicians who took a position agreed with the Exposure Draft. Business firms again 
strongly oppos\')d the Exposure Draft by a margin of 29 to 2. 

14 



198 

bse uently adopted in Statement No.8, 
Reaction to the Exposur~ Draft's pr?po~~:~nc~q Transactions and Foreign Cur~ency 

"Accounting for the Translauon ?f FOrelg~. income foreign currency exchange gams or 
Financial Statements", to include m det~~~~:!ers of financial statements. The .Ana~ysts 
losses was divergent between user~ a~ NAA disagreed. ,Three major accountmg d r~s 
Federation supported the propos a.;. ted B siness firms overwhelmingly oppose t e 
supported the proposal and three dIsagree. u , 

proposal (54-5). ". on the Exposure Draft 
from the commeh." E 

An interesting picture also emer~es d Reporting by Development Stage ~~; 
receding Statement No.7, "Accountmg an. es as benefiting "big business." The F :-' 

p rises", a Statement which the Study char~ctenzhould be subject to the same accoun.tlng 
~ecided that development stag~ enterpnses s al sts Federation, the FEI and the AICPA 

tandards as established enterpnses, and. thefiAn ~plit (4 to 4), and nearly half (15 0[34) 
s .' Th ajor accountmg rms . 
supported thIS VIew. em. d'lsagreed with the FASB. 

, d' g corporauons 
of Fortune s respon m 1 of responses on several 

As mentioned above, Exhibit B ~on.tai~~/~~c~~n~~; ~~:~dards. While ~mments 
additional issues in these and other Slgm~c't B oints out necessarily involves Judgmen~s 
"tlalysis is not a precise science and, as E~hl~AF ~nd FASS believe that the results of thl~ 
i~l analyzing and classifying ~esponses, t e one "dominates" or "controls" the FASB,. ~n 
analysis demonstrate conclUSively th.at

d 
no d ntly and objectively and only after receivmg 

that FAS~ d~terminati?n; a~ec:na~~t~~g e:~~t: of view. 
and considenng a myna 0 • 

D. Funding . h h F undation and the salaries 
d· f the FASB throug teO , ti g 

The Study asserts that fun mg 0 "to insure that financial accoun n 
d taff is one means . I' t" The 'd to FAcB members an s '. f h 'Big Eight' and theu c len s. 

~t~ndard3 r~':nain compatible wit~ t~e i~te::;~o~t ~f ~his assertion, and indeed nothing else 
Study offers nothing beyond specu aUon in 

exists. f FASB publications, reprint royalties and 

I dd 'ltl'on to revenues from the sale 0 . 1976) the FAF is funded by 
n a . d f ttl revenues m, . d 

interest income (nearly one-thir 0 0 a rinci ally from the accounting professlOn an 

contributions from ~ ~idedra;;:n~[a~O~~~:~~~ses, ~ncluding du~s throug~ its l;fs~:~i~! 
business, commerCIa. an date members receive automatIcally CopIes 0, newsletter 
associate membershIp. Asso d Interpretations and the FASB s 
Memoranda, Exposure Drafts, State~ents an 45% of the FAP's budget was fun~ed .by 
"Status Report." For 1976, .approX1:a~elY ommunities, with the average contnbut~on 
contributions from the finanCial a~d usmess cor less than 1% of the FASB's .operaung 

b' $1 300 and the largest bemg $40,000 0 ttributable to dues' paId to the 
emg , f '$4199000. Another $1,766,00 was. h

a 
th 15 largest accounting firms 

expenses 0 " .' f the AICPA Wit e 1\ A lyst 
Accounting Research ASSOCiatiOn 0 . 1 Additionally, the AICPA, AA.1.' na 
accounting for approximate.ly 87d%$02~t~~~0~a7'000, $7,000 and $75,000, respectively. 

. d NAA contnbute ", d 
Federation an . . 'fi t the Trustees' announced an 

. 1 upport is slgm can, d on 
While this breadth of financla s f ther and to rely to a lesser egree 
. . g goal is to expand the base of support ur 

contmum 
large contributions. h FAF and FASB were 

1 ing process When t e . 
F ding of the FAF has been an evo v . . th FAF's Trustees was to fisure 

du~ 1972 the most obvious problem confrontmg e 
create ill , 
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adequate financing. The Wheat Study Group had estimated an annual budget of up to $3 
million per year and had recognized that voluntary contributions would necessarily 
constitute the bulk of financial support, at least during the start-up phase. The Wheat Study 
Group mentioned several possible approaches to the contribution question, but concluded 
that the matter was best left to the Foundation's Trustees. 

It was clear to the FAF's first Board of Trustees that, as a matter of practical necessity, 
the success of the FASB depended upon significant financial commitments from within the 
accounting profession. Accordingly, the Trustees initially concentrated on establishing this 
necessary base and, as a result of their efforts, the Accounting Research Association of the 
AICPA committed to use its best efforts to raise sufficient funds from within the accounting 
profession to insure that the Foundation would receive at least $2,000,000 in each of its first 
five years through 1977. As a part of this commitment, the eight largest accounting firms 
pledged $200,000 in' each year of the five-year start-up period and the ARA's suggested 
contributions for other accounting firms were set proportionately based on their size. As a 
result of the ARA's efforts, the Foundation has received approximately $2,000,000 each 
year from the accounting profession, and at December 31, 1976 the ARA held approxi­
mately $1,780,000 in excess of its commitment. Membership dues received by the ARA are 
its source of funds. 

The Trustees also sought contributions in the FASB's start-up period from whatever 
other sources they could find. Contrili'vtjon ~mpaigns were undertaken by other 
sponsoring organizations, particularly the E,..~nci'<.!l &ecutives Institute. Beginning in 1974 
the FAF also commenced direct annual solic~~ari,cns to further broaden support. Last year 
the Foundation mailed nearly 9,000 requests for contributions and commenced and 
implemented a plan of associate membership by which those contributing a specified 
amount would be assured of receiving automatically the FASB's technical and other 
public:.tions. This plan has been successful and there are now more than 2,500 associate' 
members. 

The FAF Board of Trustees has authorized its Finance Committee to proceed with a 
new financing plan for 1978 and subsequent years based on further increasing the breadth 
and depth of public support. Specifically, this plan is based on the principle that no one 
person, firm or corporation will be' solicited to contribute, or will contribute, annually more 
than the lesser of $50,000 or I % of the FASB's annual operating expenses. As a part of this 
plan, the Finance Committee has suggested to the AICPA that the original five-year 
commitment on the part of the accounting profession through the ARA be reduced from 
$2,000,000 to $1,000,000 annually by means of contributions through the ARA, with this 
amount being supplemented by up to an additional $500,000 annually from the $1,780,000 
currently held by the ARA in excess of its five-year commitment ill 1972. This plan will 
have the practical effect of reducing the annual contributions of the eight largest accounting 
firms from $200,000 annually to no more than $50,000 annually, with other contributions 
through the ARA being reduced as well. The Trustees and the Finance Committee believe 
that additional public support, including support within the membership of the Securities 
Industries Association, and increasing publication revenues and royalties from reprint rights 
will prove sufficient to support the Board's operations at levels commensurate with its 
increasing technical activities. 

The Study speculates that the seven members of the FASB may compromise their 
professional integrity and issue standards satisfactory to the FAF's major contributors so as 
not to jeopardize funding, particularly of their salaries. As demonstrated in the next section, 
all Board members are men with outstanding qualifications and records of service who have 
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d Th FAF's By-Laws . fi to serve on the Boar. e . 
made financial, career or personal sacn ce: b dget authority to interfere with or mfluence 
specifically disallow the use of the Tdrustees t aU nd cannot offer evidence of any attempt to 

ASB The Study oes no , , ~~~~:~~~ ~;~~ =ction' through financial means. 

E. Personnel . . 

. d Pro,ressionai ASSOClQtlOns. .. Ex:perlence an '.I' • hi 
I. Trammg, .. . in the FASB's processes of persons WIt n 
The Study decries the extensive p~rttcIPa~:nit -defined by the Study ~o include. all 

the professional, business and finAan~!ab~ cObmsiness'; members of the sponsonng orgaruza-. d 'th the AICP, Ig u , Persons assocIate WI 'al bankers and others. 
. t and commerCl d 

tions, lawyers, mvestmen .. . f those belonging to the AICPA an 
The Study's stated concern is that part.tc1p~tIO~ti°ism of the FASB and assures com­

other s onsoring organizations .mutes potentia i ~nth~ views of the major accounting fi~~s 
·b·I·Pty of the FASB's accountmg standards w tb . . ract as the Summary and ExhIbIt patI 11 h" 'thout aS1S m" , . . 

and their large corporate clien~AiB I~:~h:~cal proposals prove. In practica! t~rm;~I;~e~ 
B's analysis of responses to . of these organizations that persons es q.. f 
principally from among the membersh1P

f, und If there is one essential c~aractenstIc 0d 
to set accounting standards are to be .0 . the need to rely on the Judg~e~t ~n 
accounting, it is ~ts technical compleXity and dedicated people from a range of dISCIplInes 
willingness of knowledgeabl~, expenenced. a~~~IUded from the FASB's process~s, howev~r, 
and with varying points o~ vIe-:v. ~o:e ~~e capacity and willingness to contnbute to t e for the fundamental qualIficatIOn IS 0 Y 

work of the Board. h b ght a certain dimension and an 
b meets this standard, and as rou 

Each FA~B me~ er he FASTs standard-setting process. . 
individual pomt of VIew to t I Ch . man was never associated with 

FASB' first and on yaIr, .' fi Marshall S. Armstrong, the s . partner of a regional accoun?ng rT? 
. a "Big Eight" firm, having formerly been] man~gmogffices elsewhere in Indiana. Pnor to ~ 
headquartered in Indianapolis with severa sma b:; of the Accounting Principles Board ~n 
a pointment, Mr. Armstrong ha? been a m:~e and was the President of the AICPA w en th

Pe AICPA's Committee on AudItmg Proced , commissioned to study and report on 
d St dy Groups were 

the Wheat and Truebloo u d h b';ectives of financial statements. . . standards an teo" . 
establishmg accountmg . . n's Office of Accounting 

h F d I Power CommlssIO . Arthur L. Litke, former Ch~ef of tee era ears of Government service, inc1udmg 
and Finance, joined the FASB m.I?73 after 7nanYa~d Auditing Division, of the General 
service as Associate Director, CIVIl Accdountprgesident of the Association of Government 

M L'tke also serve as d 
Accounting Office. r. 1 ber of the Committee on Auditing Proce ure. 
Accountants and as a mem f 'ght years as Professor of 

h B d in 1973 a ter ei . . . Robert T. Sprouse joined. t e. oar School of Business. Prior to J~lrung 
A ounting at the Stanford Uruvemty Graduate

h 
S hools of Business Administration of SI:~fO'd, M,. Spro", hod ,"ughl fo, I3Y"~ ":f 'Co~iforni. " "",kd,y '~d H'NO~d 

the University of Minnesota, tbhe' UfruhverAs1ICYpA Mr Sprouse is a past Pres1den~ 0
1 

f t e 
University. Thoug no a .. d' the author of several boo. s an m . h t mem er 0 t e ,. k d any artIc es on 
American Accounting ASSOCIatIOn, an IS 

accounting. f H k' & Sells when he joined the 
. d f, partner 0 as ms . f Oscar S. Gellein was a rettre o:mer . M Gellein was National DIrector 0 d · 1974 During his years m praCtice, r. Boar m . 
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Accounting and AUditing and Director of Research Activities for his firm. Prior to joining 
Haskins & Sells, Mr. Gellein had been a Professor of Accounting af; Kansas State University 
and the University of Denver. Mr. Gellein was also a member of the Accounting Principles 
Board and the Committee on AUditing Procedure, and served on the Trueblood Study Group. 

Robert E. Mays joined the Board in 1973 following his retirement as Controller of 
Exxon Corporation. Prior to his association with Exxon, Mr. Mays had served in various 
financial and accounting positions in the petroleum and retailing industries. 

The remaining two FASB members, Donald J. Kirk and Ralph E. Walters, severed 
their respective partnerships in Price Waterhouse & Co. and Touche Ross & Co. before 
joining the FASB. Both men brought extensive experience as audit and practice partners to 
the FASB, and Mr. Walters was a member of the Committee on AUditing Procedure for four years. 

The StUdy criticizes membership in the AICPA and other sponsoring organizations, but 
the FAF and the FASB are aware of no requirement that restricts or prohibits federal 
judges, for example, from belonging to bar associations or professional organizations 
advancing the development of the law. Members of Congress belong to professional and 
other associations, yet no one has suggested that their memberships raise conflicts of 
interest. We are also unaware of any suggestion that judges or members of Congress reflect 
the views of their proiessioJllal or other associa.tions at the expense of their pUblic responsibilities. 

If sound accounting standards are to be develope:d, those persons best equipped by 
knowledge, experience and expertise will have to bear the brunt of the responsibility for 
researching, considering alternatives, deliberating the issues, and deciding on the standards 
to be adopted. The public will not be well served by turning the ultimate responsibility over 
to individuals with no interest or capacity to contribute to the effort. This is certainly not to 
suggest the public does not have a significant interest or role in the standard-setting process; 
as listed in Exhibit A, the breadth of disciplines, points of view and experience represented 
on the FASB's Advisory Council, its task forces and its Screening Committee on Emerging 
Problems speaks for itself. While technicians and others with extensive knowledge or 
experience may do most of the actual defining of issues and deliberating and accepting 
some proposed solutions while rejecting others, the process is open to all for their review 
and comment and tht' FASB considers the views of all. Nor is the lay public unrepresented 
by its own expert; continuing review and participation of the SEC, charged by Congress 
with responsibility to assure full and fair disclosure, assures a most qualified spokesman in a 
position of authority and responsibility. 

The lFASB is currently developing accounting standards for the extractive industries 
pursuant to Public Law 94-163, "Energy Policy and Conservation Act", in which Congress 
directed the SEC, with the assistance of the F ASB, to develop accounting practices sufficient 
to generate a special energy data base for oil and gas producing companies to assist 
Congress in formulating energy policy. The Study's criticism that 17 of the 19 members of 
the FASB's task force have actual or potential financial interests in the outcome seems to 
imply that the pUblic interest is not being protected or served. This cridcism lacks any 
substance, for the FASB's Discussion Memorandum in December 1976 was developed as a 
neutral document in cooperation with the task force under the observation of representa_ 
tives of the SEC, the Federal Power Commission, the Federal Energy Administration, the 
General Accounting Office, the Cost Accounting Standards Board, and a Congressional committee. 
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2. Personnel Policies. . 

f . de endence is as important as Its fact, the 
In recognition that the appearance 0 /~ f vern the activities ofFASB members, 

Board of Trustees has adopted personne.1 po ICles ;hgO Chairman of the Board has adopted 
and FASB staff directo.rs and dep.u~y. dIrector:. rem:inin FASB staff. These polid:s are 
similar policies governmg the. aCuvlt1e~ ~f th e receipt ~f honoraria, obligations owmg to 
strict, and with respect to outsIde earne ldncomd' tan dings and arrangements for future 

bl f fi rme r employers an un ers d 
or paya e rom o. , d r ble to members of Congress an compare 
employment, are stricter than standar s ap

a
P lca t agencies Each FASB member, 

. . d d applicable to overnmen. h 
favorably wHn stan ar s . . nual acknowledgment that he a~ not director and deputy director is reqUired to SIgn an an . 
violated these policies. * 

Pursuant to these policies, FASB members, directors and deputy directors 

. I other obligation, directly or indirectly, by 
(a) may not be owed ~ny fi~;:e~ath~: fixed and vested pension, retireme~t or 

any former employer or chent, .. normal banking relations, ownership of 
separation benefits ~n.d other thal~ ~ay a~~~ l~eCUrities, and certain other limited in­governmental seCUrIUes or pub IC y tra 
vestments; 

. . of intent to resign or not to stand for 
(b) prior to advlSlng the T~ustee~ informal arrangement or understandL'[; 

reappointment, may not have any orma or'
ll 

t r to or become affiliated with, (1,1: 

with any person to the effect that he can or WI re U
t 

nr l'n'to consulting or other similal 
b . tnership or resume or en e . ** 

employer or us mess par. '. I' h' 'th the FASB or the FoundatIon. arrangements after terminatIon of hIS re atIons lp WI 

. . h licable to members of Congress, the * See Exhibit C for a comparison of thes7 P?II.cl.es to t ose app 
SEC, CASB and GAO and the Federal Judlclary. 

. . made fior academic leaves of absence for staff (but not FASB) members. * * An exception IS , . k 

' si nation and his rejoining Peat, Marwlc , The Study suggests that Walter. ~chuetzt s ~f fo FASB members. This is speculation and Mitchell & Co. violated personnel polICies app Ica e 
incorrect. . hi 

fi brou ht up the possibility of returmng to s 
The FASB understa.nds th.at Mr. SchuGt:~thr:~at fir!'s senior partner shortly before.April 9, 

former firm, Peat, Marwlck, Mlt~he!1 & ~o., advised Mr. Schuetze that his readmission to 
1976. On that date, Peat, Marwlck s semor ~~~r,s partners and principals, but that the~~ were 
the firm would be recommended to p~ar\~uld be readmitted since readmission wa~ condmoned, 
no assurances .that Mr. Schuetze could. . the unanimous affirmative vote of all 
in accordance with Peat, Marwick's estabhshe~ p~act:ce, ~~at same day April 9, Mr. Schuetze 
of the firm's more than 850 partners and, p~~c~pa s. of this and that he would resign from the 
notified the FAF's President and the FASB s h airman fi ed by letter on April 12, 1976. It was 
FASB effective June 30, 1976, which Mr. Sc uetze ~~n d r~y Peat Marwick that the vote on his 
not u~til May 13, 1976 that Mdr.hsc~uetze I~~~t~~~ a~ a partner: effective July 1, 1976. readmission was favorable an t at e cou 

. h h J e 30 1976 the Board took no votes on the During the period from Apnl 9, 1976 t roug un fi;al Int~rpretations, and Mr. Schuetze 
issuance of any Exposure Dr~fts, fina~ s~atem~~t~r;;etations proposed for submissio? to ~he 
disqualified himself from voting on t e o~r . d th Board also considered a DiSCUSSion 

. Ii ts During thiS peno, e . N 5 Advisory Councilor commen.. . d quests that it reconsider Statement os. , 
Memorandum as the basis for a pubhc heann?,. an ~e. these matters since none involved the 
8 and 12 issued in 1975. Mr. Schuetze participate .m nce of an ~mendment or proposed 

ting pronouncement or Issua h ti of issuance of a new a~c~un U der the personnel policies, t e ques on amendment of an eXlstmg pronouncement. n 
disqualification on a vote is left to each FASB member. 
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(c) may not have or owe any financial or other obligation to any former employer, 
business relationship or client, other than normal banking relationships, covenants not 
to compete and obligations of a comparable character; 

(d) must devote their full business time to the activities of the FASB and not 
engage in any outside activity which interferes with the performance of their duties, 
and may not be affiliated as a partner, director, trustee, officer, employee, agent or 
consultant with respect to any organization, other than a non-profit organization (with 
limited exceptions involving essentially family matters), and no affiliations with non- ' 
profit organizations or family matters may exist which interfere to any material degree 
with devoting their full business time to the performance of their duties, or which affect 
their independence or objectivity; 

(e) may 'not, directly or indirectly, use or otherwise place themselves in a position 
to benefit personally from, or to disclose or make available to others, any information 
which might be regarded as material relating to the functions or activities oftlle FAF or 
'the FASB which has not been made available publicly; 

(f) must pay any fees, honoraria or other like payments over to the FAF; 

(g) must report by written questionnaire all material investments*; and 

(h) must take great care to conduct themseives and all their activities in such a 
manner that investments and personal activities will not affect their independence or 
objectivity or be detrimental to the interests or repute of the FAF or the FASB. 

The staff personnel policies, issued by the Chairman of the FASB, are similar to the 
personnel policies applicable to FASB members, directors and deputy directors. Certain 
differences in terms of permissible activities and investments are largely practical and 
recognize the lesser degree of involvement and sensitivity of staff positions in the standard­
setting process-in particular, the fact that only FASB members decide technical issues and 
vote on the issuance of F ASB pronouncements. 

Both personnel policies provide that violations of these policies and rules of conduct 
may be deemed conduct detrimental to the purposes and repute of the FASB and constitute 
grounds for removal or in',;oluntary termination. The Study cities no example, nor do the 
Chairman of.the FASB nor the FAF's Trustees know of any instance, where independence 

• The Study cites as an example of self-interest that immaterial investments do not have to be 
reported by Board members and senior staff directors and deputy directors. 

At the time of the creation of the FAF and the FASB, the question of investments was 
considered thoroughly before the existing polides were adopted. Unlike the SEC, which has 
limitations in respect of the securities of particular companies which are or recently were in 
registration, a comparable restriction on securityholdings by Board members and directors would 
involve restricting investments in every possible vehicle because of the scope of the Board's 
mandate to establish any and dl financial accounting and reporting standards affecting all 
companies. It was concluded that if no inve,lt'ments were permitted, it would be virtually 
impossible to find people willing to liquidate their securityholdings and possibly incur extreme tax 
penalties as a condition to service. Disclosure was the alternative, and it was decided, for purely 
practical reasons, that little could be gained by requiring a person to list every investment if 
immaterial in amount or immaterial in relation to his net worth. The question of a blind trust was 
also considered, but as the Study concedes, its usefulness is questionable in practical tr.rms. 

As discussed above, the question of scheduling investments is currently under review by the 
Trustees' Committee on Personnel Policies. 
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or objectivity, in fact or appearance, has been or might be compromised by anyone. While 
the FAF and the FASB believe that existing personnel policies have proven effective, the 
FAF's Trustees are mindful of the Study's criticisms and, as discussed above, have directed 
its Committee on Personnel Policies to conduct a review and to make such recommenda­
tions for improvement as may be appropriate. 

3. Employment After Leaving FASB. 

The record provides no support for the Study's speCUlation, based on one FASB 
member's rejoining his former accounting firm, that a "revolving door" arrangement 
between the FASB and the "big accounting firms" has begun. 

In the FASB's nearly four years of operations, four FASB members have resigned or 
announced their intention to resign or to retire at the expiration of their terms. Of these 
four, only one, Walter Schuetze, rejoined his former accounting firm. Of the others, John 
W. Queenan went into retirement on his resignation in 1974; Marshall S. Armstrong will 
step down at the end of 1977 after five years as the FASB's first Chairman to devote his full 
time to the Foundation for approximately two more years as Chairman Emeritus; and 
Robert E. Mays, who retired as Controller of Exxon Corporation prior to joining the Board, 
has advised the Foundation's Trustees that he does not wish reappointment upon expiration 
of his term at year-end. Similarly, and looking ahead, the career5 of the five other present 
FASB members do not suggest any foreseeable possibility of a "revolving door arrange­
ment". Oscar S. Gellein came out of retirement to join the Board in 1974, and Robert T. 
Sprouse and Arthur L. Litke spent their entire professional careers as, respectively, an 
accounting educater and an official in the Federal Government before becoming FASB 
members. Donald J. Kirk was reappointed in 1976 to a five-year FASB term expiring in 
1981 and Ralph E. Walters just joined the Board effective April I, 1977. 

The same pattern also emer~(!s when the FASB's technical staff is considered.* Of the 
sixteen technical staff members who have left to date, only three are known to have rejoined 
their former accounting firms and of the four others who went into public practice, threE 
had joined the FASB directly upon leaving school. Of the other nine former technical staff 
members, six went to academic institutions (of whom two did not return to accounting 
practice), one went with a Federal Government agency, one joined an investment banking 
firm, and the position of one is unknown. 

II. PUBLIC PARTICIPATION IN THE STANDARD-SETTING PROCESS 

A. Standard-Setting 

Notwithstanding the extensive' procedures for encouraging public participation and 
obtaining public comment specified in the FAF's Certificate ofIncorporation and By-Laws 
and the FASB's Rules of Procedure, the Study concludes "these forms of public participa­
tion, however, do not alter the fact that the actual decisions on accounting standards are 
made behind closed doors by private parties with a vested interest in the outcome." In 
effect, the Study seems to assert that the FASB's public procedures are useless. The fact is, 
however, that the FASB's public participation procedures were modeled on the Adminis-

* The Board supplements its permanent technical staff through its FASB Fellow Program. These 
technical staff members are hired on the understanding that it is expected they will return to their 
former employers after an approximate two-year period of concentrated technical training on the 
FASB's staff. The FASB Fellow Program is comparable to the SEC's Accounting Fellow Program. 
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trative Procedure Act and in several res ects are . 
after considerable study pUblic ex p [; • more demandmg, and were adopted only 
support within the priva;e and PUbl~osure or comment, pUblic hearings and widespread 

IC sectors. 

As described in detail in Exhibit AS. . 
can be issued without public exposure f;r :~ le~:tte~e~t ~: Fmanclal Accounting Standards 
are exposed for at least 60 days N I . a_ ,-, and Statements more frequently 

. 0 nterpretatlOn may be . d . h . 
exposure, or exposure to members of the Advisor C . Issue wit out pnor general 
Public hearings on projects are required for all ~ ouncd for comment for at least IS days. 
specifically finds that on the basis f " tatem~nts, except those where the Board 

'th . ' 0 eXlstmg data It can mak . t'. . WI out a pubhc hearing. Fifteen publ' h" e an 1Il10rmed deCision 
Memoranda or Exposure Drafts hav ICb earhmglds, preceded by the circulation of Discussion 

d b h ' e een e to date * Any an e eard at FASB hearings and eve . one may request to appear 
appear and to be heard on the r~cord. In %~~et~eq~~~~~ to do so has been granted time to 
order to permit everyone Wishing to appear ;0 deo so. as even extended hearing dates in 

The FASB presently d.ributes over 27 000' '. 
over 37,000 copies or each Exposure Draft o~er 1~~Ples of ~ach DISCUSSIOn Memorandum, 
90,000 copies of each Interpretation A' ,DOD CopIes of each Statement, and over 
depending upon the size of the docu~ tnyo~e can get on the Board's mailing list and 
Discussion Memorandum and Ex en, aDt east one and frequently more copies of each 

'b pOSt're raft are free to (" contn utors) for the asking There ar I'" . anyone lIlc!udlng non-
c· h . e no ImitatIOns on Who can a k [; d . oples, or w 0 can subscribe to the FASB' bl' . s or an receive free 
member, nor is there any restriction on 0 s ~u ~catl?nS or b.eco.me an FAF associate 
Board. Each FASB member cons'd rdenng speCific pubhcatlOns directly from the 
h' '. I ers comments and positio· b' 

w 0 IS wllhng to take the trouble to w't I dd" n papers su mltted by anyone 
are analyzed by the FASB's staff and C~I ~ ~ a .1110n, all ~omments and position papers 
connection with his review. p so analyses are gIVen to each FASB member in 

Th~ evollJtion of Statement of Financial Accountin S 
~f Foreign Curre'ncy Transactions and Forei g t~ndar?s No.8, "The Translation 
I1ve of the degree .ufpublic exposure and pUbf

n Cur~e.ncY.FlIl.anclal Statements", is illustra­
process. The FASB commenced the d I IC partIcipatIon 1Il the FASB's standard-setting 
[; f 14 k eve opment of Statement No 8 b '. orc~ 0 nowledgeable and interested persons in 1973 . , '. Y appOllltIng a task 
pubhshed on February 21 1974 and 21 000' . A DISCUSSion Memorandum was 
were made during two da~s of ~ublic h ' . CO~I~S -:vere distributed. Fifteen presentations 
considering the 90 comment letters a::nng~ . e d 1Il New York City in June 1974. After 
Exposure Draft on December 31 1974 f P:S~I~~ papers .received, the FASB issued an 
received an additional 191 com' t'I

O 
w IC • ,ODD COpies were distributed. The FASB 

S men etters on the Expos D Ii T . tatement No.8 in October 1975. ure fa t.he FASB Issued 

The public's participation in the develo men S 
th~ FA~B's formation, 2,200 comment !etter~ and t Of .. tatement No.8 is not unique. Since 
DISCUSSIOn Memoranda' 322 oral p . POSitIOn papers have been received on 13 

' resentatlOns have been made at IS publ' h . 
IC eanngs; 3,160 

* Hearings \vere not held for Statemento Mo I "D. 
3, "Reporting Accounting Changes i~ in' t·.' F~sdos~re of Foreign Currency Translation'" No 
and L . t1 E' . enm lIlanClal Statements'" N 4 "R . • . osses rom ·xtlllgillshment of Opbt'" N 6" . . • o. , ,eportlllg Gains 
Expected to be Refinanced'" and No 1'0 "E' 0 •• , Classlficatlon of Short-Term Obligations 
Comb' . "I . , " xtenslOns of 'Grandt'.ath 'P " -. lIlatlons. n each case, the FASB condud d' h . . Ii er roVlSlons for Business 
IIlformed decision, and judged pUblic exp e fit h ad sufficient data upon which to reach an 
necessary. . Osure 0 t e proposed statement to be all that was 
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comment letters and position papers have been received on 20 -Exposure Drafts; and 179 
different individuals have served 011 14 task forces. 

The Board's Statements are not dictated as unsupported decrees. In addition to stating 
the accounting standard, each Sta~ement sets forth, among other things, (i) those FASB 
members dissenting and their comments in support of their dissent, (ii) the various 
alternative solutions considered by the Board and the reasons leading to their rejection or 
acceptance, (iii) a summary of the more significant views expressed in comment letters and 
position papers received by the Board, and (iv) relevant background information, including 
results of research undertaken on the project. The FASB's Interpretations must also contain 
the comments of dissf"nting FASB members. There is no provision in-the FASB's Rules of 
Procedure for private or informal ex parte "interpretations" and, as a matter of policy, the 
F ASB does not issue them. Arbitrary or self-interested standard·setting could not s:and up 
under these requirements of self-analysis and "the FASB's procedures for public comment 
and participation. 

The Study criticizes the FASB for reaching substantive«Pechnical determinations on 
standards in meetings not open to the public. In so doing, however, the Study notes that the 
Government's Cost Accounting Standards Board is exempt under the "Government in the 
Sunshine Act" when reaching its decisions. The Sunshine Act's exemptions also permit the 
SEC to hold private meetings if it determines that premature disclosure is likely to result in 
significant speculation in securities or currency. The FASB considers its technical actions 
equally sensitive and subject to abuse if disclosed piecemeal or prematurely. In these 
circumstances, and because the FASB's processes are open to the public at every stage up to 
decision and the public is provided ample opportunity to consider and comment on the 
issues and alternatives and the FASB's Exposure Drafts, the FASB has felt it preferable for 
everyone to become informed of the same information at the same time. 

B. Public Notice and Public Record 

In order to maximize public participation and to keep the public informed promptly of 
significant developments, the FASB's Rules of Procedure require it to make prompt public 
announcements of projects added to its agenda; assignment of prioiities to agenda projects; 
completion of each significant phase of a project; the availability of Discussion Memoranda 
and background and other materials; notices of public hearings; the issuance and 
availability of Exposure Drafts; the availability of transcripts of public hearings; and the 
issuance and availability of Statements and Interpretations. In addition to press releases, 
matters of significance are also reported in the Board's newsletter "Status Report", of which 
over 38,000 copies are regularly distributed. The Board's present regular mailing list 
includes 23,000 names. 

Further, the FASB's Rules of Procedure require that the Board maintain a complete 
public record available for public' inspection at its offices in Stamford, Connecticut. Among 
the materials required to be maintained in this public record are all written research data 
and background and other material for public hearings; all written comments and position 
papers submitted at all stages of the FASB's procedures (other than statistical data of a 
confidential character and related explanatory text); written comments of Advisory Council 
members on proposed Statements and Interpretations; the minutes of all meetings of the 
FAF, FASB and the Advisory Council; transcripts of public hearings; and the votes of 
FASB members, including dissents, on the issuance of Statements and h.l.terpretations. 
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C. Meetings and PUblic Communications 

The FASB meets with interested p~rties' . 
a means of obtaining information as to'the im

on 
Its o,:n motIOn or.at the request of others as 

and as ~ m:ans oflearning of the concerns Of~~ct ~~~~Plem~ntatIOn of proposed standards 
budget Its tIme and is unable as a pract' I pIC. WhIle the Board necessarily has to 
't ff ,Ica matter to accede to e . 
1 s s.t~ regularly participates in meetin s when ' '. ~ery meetIng request, it or 
addItIOnal relevant information whi h g h . the subject IS lIkely to result ill new or 
Study has criticized these informal ~ee~t erw~e ;ay , not be obtainable. Although the 
mended in its recent report that the FASIB

ngs
, dt ~ AF s Structure Committee has recom-

f t1 an Its staff hold more . fi I . means 0 urther encouraging and incr' bI" '" In orma meetIngs as a 
process. - easIng pu IC partICIpatIOn in the standard-setting 

. It is interesting to note that the Governm ' . 
VIews meetings as an important means of getti:

nt ~io~t Ac~ountIng .Standards Board also 
the CASB's deliberations, its staff consults inf~ra It1on~1 In!ormatIon. At every stage of 
other affected groups in order to d' d mally WIth Industry representatives and 
t, d d . ISCUSS an evaluate the d Ii s an ar , pOSSIble alternatives the expe t d nee or a cost accounting 

difficulties in implementation. ' c e costs and benefits, and foreseeable practical 

. On occasion the Board has issued publ' . . . 
its w k F IC InvItatIons requesting iii' or. or example, promptly upon co . '. n ormatIOn relevant to 
"open letter" to accounting firms the finmm~nlcIngdoper.atIons In 1973, the FASB issued an 
. t d ,anCIa an bUSIness co . In ereste persons requesting informatio h . mmumty, analysts, and all 
~sers of financial statements "which wO:I~ni~dfc:xpenence~ ~f preparers, auditors and 
Interpretation, amendment or replaceme t" Th ~e that eXI.StIng pronouncements need 
more than 30 pages, advising as to thes; . e oard r~celVe~ over 100 replies, some 
recently, the Board issued an open invitafmatters to.r conSIderatIon by the Board. More 
papers on the economic effects of accOunti' Ion toda IdInter.ested persons to submit research 
sta d d d' ng stan ar s WIth particul Ii . . n ar s an to projects On the FASB' . '. ar re erence to eXIStIng 
that all papers submitted would b s ~genda. In ISSUIng this invitation, the FASB stated 
Ide reVIewed and some sel t d Ii P anne conference on economic conseque f . ec e or presentation at its 

nces 0 accountIng standards in early 1978. 

III. PROGRESS AND SUCCESS OF THE FASB AND ITS PREDECESSORS 

Review ?f a complete and balanced record shows t . 
standard-settIng predecessors have b . hat the FASB and Its accounting 
accounting standards responsive both eten succ~ssful In establishing meaningful financial 
t I . ' 0 pervaSIve and persiste t bl o new Y emergIng problems in n d f . n pro ems of the past and ee 0 prompt solutIon. 

A. Significant Accounting Pronouncements 

. In. its less than four years of operations the FAS . 
FInanCIal Accounting Standards 18 It.' B has Issued 14 Statements of 
M ' n erpretatIOns 20 Expos D f . emoranda and has held 15 pubI" h' ' ure ra ts and 13 DISCUssion 
pronouncements, the more signi;~an~a~;g~ ~s enumerated in EXhi.bit D: The FASB's 
demonstrate the dedication and att t' f hhlch are also summanzed In Exhibit D 
. . en Ion 0 t e F ASB t' b' . , 
ImprO~Ing financial accounting standards. W . 0 It~ 0 ~e7tIve .of establishing and 
analYSIS of responses on FASB piE ~e? conSIdered In conjunCUOn with Exhibit B's 
"dominated" or "controlled" by :?POS~ sl'. xhibIt D also demonstrates that the FASB is not 

I· . speCIa Interest groups" and' '11' 
or e ImInate accounting alternatives h ,IS WI Ing and able to reduce 

w en reasonable to do so. 
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By way of brief summary, certain of the FASB's . Statements have dealt with broad, 
pervasive acoountin,g questions long in need of resolution, such as: 

• Accounting for Rese'arch and Development Costs. (FASB Statement No.2) 

• Accounting for Contingencies. (FASB Statement No.5) 

• Accounting for the Translation of Foreign Currency Transactions and Foreign 
Currency Financial Statements. (FASB Statement No.8) 

• Accounting for Leases. (FASB Statement No. 13) 

Other Statements have also addressed and resolved long-standing issues, including: 

• Accounting and Reporting by Development Stage Enterprises. (F ASB State­
ment No.7) 

• Financial Reporting for Segments of a Business Enterprise. ~FASB Statement 
No. 14) 

Still other FASB Statements have -been issued 'in response to emerging problems 
perceived as urgently in need of solution: 

• Reporting Accounting ·Changes in Interim Financial Statements. (FASB 
Statement No.3) 

• Reporting Gains and Losses from Extinguishment of Debt. (FASB Statement 
No.4) 

• Classification of Short-Term Obligations Expected to be Refinanced. (FASB 
Statement No.6) 

• Accounting for Income Taxes-Oil and Gas Producing Companies. (FASB 
Statement No.9) 

'!. Accounting for Certain Marketable Securities. (FASB Statement No. 12) 

Two examples will suffice to illustrate the FASB's willingness to act where it is 
reasonable to .-reduce or eliminate accounting ... alternatives. In its Statement No.2, 
"Accounting for Research and Development Costs", the FASB eliminated three alternative 
accepted practices by requiring that all research and development .::osts be charged to 
expense when incurred unless related to an item with an alternative future use. Another 

_example is FASB Statement No.8, "Accounting for the Translation of Foreign Currency 
Transactions and Foreign Currency Financial Statements". Prior to that Statement, there 
were a variety of generally accepted methods of translating foreign currency, including 
current-non-current, mon.etary-non-monetary, and variations. Additionally, a variety of 
methods were applied to defer recognition of exchange gains until they could be utilized to 
offset exchange losses. The F ASB provided for translation of asset and liability accounts at 
specified rates, thereby eliminating all other alternatives, and eliminated deferral techniques 
by requiring exchange gains and losses to be included in determining net income for the 
period in which the rate changed. 

The FASB also has a number of significant matters on its current technical agenda. 
Among these are: "Financial Accounting and Reporting in the Extractive Industries", which 
relates to Public Law 94-163; "Accounting by Debtors and Creditors in Troubled Debt 
Restructurings"; "Accounting for Employee Benefit Plans"; and "Conceptual Framework 
for Financial Accounting and Reporting". r 

As for the FASB's predecessors, the Committee on Accounting Procedure issued a total 
of 51 Accounting Research Bulletins between 1939 and 1959, and its successor, the 
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Accounting P.rinciples Board, issued 3.1 Opinions and 4 Statements on a variety of 
accounting matters through 1973, some ot: the more significant of which are summarized in 
Exhibit D. 

It is interesting to note that for all oiits 1,760 pages of text and reproduced information 
and data, the 8tudy devotes less than two pages to the FASB's accounting standard-setting 
activities and mentions only four of the FASB's Statement&-Nos. 2, 7, 9 and 12,. Again, 
the Study's criticisms are wide of the mark, and neither stand analysis nor support its 
assertions. 

For example, FASB Statement No.2, discussed above, prescribed a uniform standard 
and eliminated the very practices which are cited in the Study as having contributed to the 
financial difficulties of Lockheed, R. Hoe and Talley Industries. In criticizing Statement No. 
2 as causing small developing companies to report reduced earnings, the Study also ignores 
the conclusions of a study conducted by the United States Department of Commerce on the 
potential economic impact of Statement No. 2 on small developing firms' followin a 

interviews with 40 lenders and investors, II small, high-technology firms, II ~ccountant~ 
and selected Government agencies, the Commerce Department's study concluded that the 
"FASB's Statement Two should nflt have a significant impact on those firms who have 
heretofore capitalized R&D." 

The Study also points to Statement No.7, '''Accounting and Reporting by Development 
Stage Enterprises", as showing that the FASB sided with established operating companies 
against their developing potential competitors. Here again, the FASB eliminated a variety 
of previously acceptable alternatives for development stage companies and required them 
to apply. accounting standards app~icable to established operating companies. The Study 
agam falls to note that the FASB dId not issue Statement No.7 until it had considered the 
potential economic impact on development stage enterprises; as indicated in paragraph 49 
of Statement No.7, the FASB held discussions with 15 venture capital enterprises, whose 
consensus was that the FASB standard would have little effect on the availability or terms of 
their future capital. 

Similarly, with regard to Statement No.9, the Study fails to credit the FASB with 
acting promptly to resolve an accounting issue which arose as a direct result of enactment of 
the Tax Reform Act of 1975. That Act substantially reduced or eliminated percentage 
depletion as a federal income tax deduction for many oil and gas producing companies, and 
accounting literature at the time did not address certain questions because before the Act 
tax deductions generally exceeded capitalized costs. In Statement No.9, the FASB 
required, commencing January I, 1975, all enterprises to record deferred income taxes for 
intangible development costs and other costs of exploration and development of reserves 
entering into determination of financial accounting income and taxable income in different 
periods, unless they had excess statutory depletion. This and other accounting issues 
applicable to oil and gas producing companies are currently being considered in the FASB's 
Extractive Industries pmject. 

The Study's last venture into accounting analysis relates to Statement No. 12, 
"Accounting for Certain Marketable Securities". Here the FASB required marketable 
equity securities to be reflected on balance sheets at the lower of cost or market and 
required that any difference from cost be recognized currently in income for sec~rities 
~lassified as current assets and in stockholders' equity for securities held for long-term 
mvestment. Contrary to the Study's assertions, the FASB reduced accounting alternatives 
as to like asset classifications of marketable equity securities, and did not discriminate when 
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it exempted specialized industries (insurance companies, broker-dealers and investment 
companies) because those enterprises already were carrying their marketable securities at 
current market. Statement No. 12 more properly should be regarded as having improved 
consistency in accounting for marketable equity securities. 

B. COhceptual Framework and Objectives 

A particular aspect of the Study's criticism of accounting standard-setting requires 
special mention. The Study asserts that the accounting profession and more recently the 
FASB have failed to prescribe a comprehensive set of objectives for financial statements 
and a conceptual framework within which further improvements in financial accounting and 
reporting can develop consistently. 

The accounting profession has been engaged in several major efforts since the mid-
1960's to define objectives and to provide an underlying conceptual framework. APB 
Statement No.4, "Basic Concepts and Accounting Principles Underlying Financial 
Statements of Business Enterprises", was issued by the Accounting Principles Board in 1970 
with a stated purpose of providing an enhanced understanding of the broad fundamentals 
of accounting and guiding the future development of financial accounting. In 1971 the 
AICPA commissioned the Trueblood Study Group to hold hearings and to investigate the 
objectives of financial statements; the Trueblood Study Group's "Objectives of Financial 
Statements" was issued in October 1973. 

From its formation, the FASB has continued these efforts and devoted substantial 
resources to establishing a comprehensive conceptual framework for financial accounting 
and reporting, induding objectives of financial statements. On April I, 1973 the Board 
placed this project on its first technical agenda and in June 1974 issued a Discussion 
Memorandum on objectives and held public hearings in September of that year. In 
December 1976 the Board published its tentative conclusions on the objectives of financial 
statements and issued a second Discussion Memorandum entitled, "Conceptual Framework 
for Financial Accounting and Reporting: Elements of Financial Statements and Their 
Measurement". As discussed more fully in Exhibit D, this project is expected to lead to 
FASB pronouncements involving objectives, qualitative characteristics, basic elements of 
financial statements, bases of measurement and units of measure. These issues are 
extremely complex and require logical, objective and thorough analysis by knowledgeable, 
experienced experts. The second public heari~g on this project is scheduled for this 
summer. 

C. The S~undness of the Structure for Sekecting and Applying Accounting Standards 

The Study asserts, incorrectly, that the structure for selecting and applying accounting 
standards in the preparation of financial statements does not provide the public with 
meaningful or accurate financial information, and that the existence of accounting' 
alternatives results in financial information serving the interests of large accounting firms 
and their clients, to the detriment of the public. 

A brief review of scope and purpose of financial accounting and reporting will 
demonstrate the soundness of the existing structure for selecting and applying financial 
accounting standards and how it assures meaningful and useful information for the public. 

Financial accounting and reporting is the process of recording, classifying, summariz­
ing and interpreting transactions and events, and presenting that information in a 
meaningful and useful manner in financial statements. Accounting standards delineate the 
scope and method of financial communication, namely, what and how to communicate to 
the reader. 
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General purpose financial statements constitute the principal source of financial 
information to the investing public, creditors and others concerned with the operations and 
formation and deployment of resources of a business enterprise. These financial statements 
are to be contrasted with limited purpose or supplementary financial statements intended to 
serve a limited or specific need of particular users. Managerial accounting, for example, is 
specifically tailored to the particular needs of manage:nent in monitoring day-to-day 
operations. Similarly, tax accounting and systems of accounts for regulated industries serve 
particular regulatory purposes. The Government's Cost Accounting Standards Board is also 
an example of a body charged with a specific function-setting cost accounting standards 
for government contracts, particularly in connection with defense procurement. Govern­
mental authorities, such as tax and ratcmaking bodies, typically have statutory authority to 
prescribe the form and content of such financial reports as they deem necessary to fulfill 
their functions. , 

Financial accounting and reporting is to be distinguished from auditing. Auditing 
standards establish the procedures by which information that has been recorded, classified, 
summarized and interpreted in books and records and presented in financial statements is 
reviewed to determine whethe'r the financial statements are presented fairly in conformity 
with generally accepted accounting standards. An example, using revenue recognition, may 
be helpful. Accounting standards set forth criteria for determining the timing of revenue 
recognition which management should apply. Auditing standards set forth procedures to be 
followed by independent auditors when expressing an opinion on financial statements as to 

whether, based on the circumstances and underlying data, (i) the appropriate accounting 
method has been applied in relation to the accounting criteria, and (ii) the amounts are 
supported by that data. 

The FASB is responsible for establishing and improving financial accounting and 
reporting standards. It does not have any responsibility for setting auditing standards or 
regulating auditing. This distinction is significant, especially with respect to the Study's 
assertions that cases of corporate failures and financial difficulties 'and "questionable" or 
"improper" payments are evidence of failure of financial accounting standards. As 
discussed below, these and other of the Study's related criticisms are not justified, for they 
are based on lack of understanding of the FASB's responsibilities and the nature, scope and 
purpose of financial accounting standards and financial statements. 

/. Generally Accepted Accounting Principles. 

Any body of accounting standards must be responsive to the myriad of var~ables, 
circumstances and transactions bearing upon the sources of financial information and the 
presentation and ultimate use of that information through the medium of financial 
statements. In this context, the accounting profession and the SEC long ago developed the 
related concepts of "generally accepted accounting principles" and "substantial author­
itative support" as a means of providing a realistic, but structured, framework within which 
accounting standards could be evaluated for acceptability and appropriateness. 

"Generally accepted accounting principles" (frequently referred to as GAAP ).is an 
accounting term encompassing conventions, rules and procedures necessary to define 
accepted accounting practice. The term includes not only guidelines of general application, 
but also practices and procedures. 

Only those accounting principles for which there is "substantial authoritative support" 
are regarded as being "generally accepted" by the SEC for purposes of financial statements 
filed with it under the Federal Securities Laws. Forty years ago, in 1938, the SEC stated 
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that as a matter of administrative policy, financial statements applying accounting 
prin~iples for which there was no subs'tantia! authoritative supI;>0rt. would be viewed as 
misleading and would not be accepted in filmgs and reports with It. ~n the absence of 
unusual circumstances which must be demonstrated and dIsclosed, an audItor cannot render 
an unqualified opinion, and financial statements will not be acceptable unde.r the Federal 
Securities Laws, unless the independent auditor can conclude that .the fi~an.CIal statements_ 
are presented fairly in conformity with generally accepted accountIng prInCIples. 

2. Selecting Generally Accepted Accounting Principles. 

Professional accounting literature, developed largely through the efforts of the ~CCQunt­
ing profession and its designated standard-setting bodies (~he FASB and .its predecessors*) 
with SEC encouragement and participation, has long contaIned enumeratIOns of the sourc~s 
of generally accepted accounting principles-that is, those principles for which there IS 
substantial authoritative support. 

Contrary to the Study'S assertion, there is not unrestrained ."p~cking ~nd ch?osing" 
among accounting principles when more than one acceptable pnncIple eXIsts. FIrst, ~he 
profession's Code of Professional Ethics and SEC policy requ.ire :hat th~ accountIng 
principles applied be not only generally accepted but also app,roprlate.In the CIrcumstances. 
Second, the accounting profession and the SEC both recogmze certaIn generally ac~eptcd 
accounting principles as presumptively binding, and, in the ab~enc~ of unusual cl.rcum­
stances, require that these generally accepted principles be applIed In the preparatIon of 
financial statements. 

Under Rule 203 of the AICPA's Code of Professional Ethics, a member of the AICPA 
may not express an opinion that financial statements are presented fairly in conforn:ity with 
generally accepted accounting principles if the statements depart f~om an FASB. Statement 
or Interpretation or an APB Opinion or Accounting Research BulletIn, unless the accountant 
can demonstrate that, due to unusual circumstances, the financial statements would 
otherwise be misleading. In its Accounting Series Release No. 150 in December 1973, the 
SEC reaffirmed. its long-standing administrative policy and endorsed the FASB for purposes 
of financial statements filed with it under the Federal Securities Laws, stating that any 
accounting principle contrary to an FASB Statement or Interpretation or an APR Opinion or 
an "ARB would be presumed to have no substantial authoritative support an? thus .be 
unacceptable, unless the Commission determined otherwise either generally or In speCIfic 
cases. ** 

Rule 203 and the SEC's long-standing policy have proven successful in narrowing the 
selection of accounting principles and have contributed significantly to consistency and 
certainty in the preparation of financial statements. The FAF and FASB un~erstand there 
have been almost no instances since 1973 where the SEC has accepted finanCIal statements 
departing from an FASB or APB pronouncement or an ARB. 

* The Accounting Principles Board (1959-1973) and the Committee on Accounting Procedure 
( 1939-1959). 

** Accounting Series Release 150 is currently the subject of litigation in Arthur Andersen & Co. v. 
Securities and Exchange Commission, Civil Action No. 76 C 2832 (N.D. Ill., filed July 29, 1976). 
In August 1976 the Court refused to issue a temporary restraining order, and. on September 3, 
1976 the Court denied motions to enjoin the application of ASR 150. MotIons for summary 
judgment and an SEC motion to dismiss are currently pending before the Court. 
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Rule 203 and the SEC also recognize that, in unusual circumstances, literal compliance 
with presumptively binding generally accepted principles issued by the FASB and its 
predecessors may not always insure that financial statements will be presented fairly. In 
those cases, as well as cases not covered by an F ASB or APB pronouncement or an ARB, 
authoritative literature provides direction for the selection of generally accepted accounting 
principles. The AICPA's Statement on Auditing Standards No.5 enumerates these sources 
as including pronouncements of the SEC or other regulatory bodies; AICPA Industry Audit 
Guides and Accounting Guides, industry accounting practices, APB Statements, and AICPA 
Accounting Interpretations and Statements of Position. 

In recognizing the requirement of fair presentation of financial statements in relation to 
the selection and application of generally accepted accounting principles, authoritative 
literature requires the. auditor, when expressing an opinion, to judge the fairness of overall 
presentation of the financial statements within the framework of generally accepted 
accounting principles as the standard for the exercise of this judgment. After referring to 
the necessity of appropriate generally accepted accounting principles being applied, 
Statement on Auditing Standards No.5, paragraph 4, enumerates the auditor's judgmental 
determinations as follows: 

"( c) the financial statements, including the related notes, are informative of 
matters that may affect their use, understanding, and interpretation ... ; (d) the 
information presented in the financial statements is classified and summarized in a 
reasbrtable manner, that is, neither too detailed nor too condensed ... ; and (e) 
the financial statements reflect the underlying events and transactions in a manner 
that presents the financial position, results of operations, and changes in financial 
position stated within a range of acceptable limits, that is, limits that are 
reasonable and practicable to attain in financial statements." 

Statement on Auditing Standards No. 5 also states that generally accepted accounting 
principles recognize the importance of recording transactions in accordance with their 
substance, and directs the auditor to consider whether the substance of transactions differs 
materially from their form. 

3. Limitations on Accounting Changes. 

In addition to establishing parameters for the selection of accounting principles 
(looking first to the official pronouncements of the FASB and its predecessors), the 
accounting profession and the SEC have also limited the circumstances in which a generally 
accepted principle, once adopted by an enterprise, can thereafter be changed for events and 
transactions of a similar type in favor of another generally accepted principle. Contrary to 
the Study's assertions, neither preparers nor auditors of financial statements have a free 
choice, or the right to change accounting principles once applied, to present matters in the 
most favorable light. There is no merit to assuming that accounting changes are bad per se, 

APB Opinion No. 20 states there is a presumption that an accounting principle once 
adopted should not be changed in accounting for events and transactions of a similar type. 
This presumption may be overcome only if the enterprise justifies the use of an alternative 
acceptable accounting principle on the basis that it is preferable or if an official 
pronouncement of an authoritative standard-setting body requires or expresses preference 
for another principle or rejects the principle then being applied. Opinion No. 20 requires 
that the change and its effect on income be disclosed in the financial statements, together 
with j ustification clearly explaining why the newly adopted principle is preferable. The SEC 

30 



214 

additionally requires a publicly-owned company to report the date and reasons for the 
change, and requires the company's independent accountant to advise in .writing whether, in 
his opinion, the change is to a generally,accepted principle preferable in the circumstances. * 
Thus, both management and,'the.:independent aecountant must be prepared to justify in 
filings under the Federal Securities Laws,as ,to which liability for false or misleading 
statements attaches, that the accounting.change will constitute an improvement in financial 
reporting. 

While the FASB has not addressed accounting changes generally, in its first Inter­
pretation, "Accounting Changes Related to the Cost of Inventory", it clarified the 
application of APB Opinion No. 20 to changes in the composition of elements in inventory 
cost that might result from changes in determining inventory cost for Federal income tax 
purposes. The FASB concluded in this instance that an accounting change could not be 
justified las ·preferable solely on the basis of tax savings, but had to constitute an 
improvement in financial reporting . 

. A change to another acceptable accounting standard frequently may also tend towards 
greater comparability. For'example, a change from accelerated to straight-line depreciation 
is a change toa more prevalent depreciation practice. Similarly, the Study criticizes Texaco 
for changing from "full cost" to "successful efforts" accounting for its exploration and 
drilling costs. What is not mentioned, however, is that Texaco was the only major oil 
company using "full cost" accounting and, in changing, comparability of financial 
statements of major oil companies improved. 

4. Accou,nting Alternatives. 

Financial accounting-~ncompasses all operations, of all companies, in all industries, 
and in all environments. b common experience there are significant operational differences 
between companies within a particular industry or even within a single company. It is 
therefore frequently appropriate to apply different accounting principles in order to reflect 
the realities of different circumstances and different transactions. Nevertheless, the Study 
criticizes the FASB and the SEC for not achieving uniform accounting principles and for 
permitting alternatives to exist. The Study makes no attempt to determine the reasons 
underlying the existence of accounting alternatives and overlooks the substantial and 
continuing progress being made in eliminating alternatives not justified by different 
circumstances or wholly different transactions. 

(a) The Study's Outdated Analysis. The Study supports its criticism of accounting 
alternatives by reproducing (page 134) a table which is represented as showing a variety of 
alternative accounting methods avz.i1able to account for the same business transaction. 

The Study's reliance on that table is misplaced, for the data presented are based on a 
1965 research study which was not updated in the Study to reflect 12 years of progress, 
including that by the FASB and the Accounting Principles Board. The Study also makes no 
effort to distinguish among those alternatives necessary to reflect different circumstances or 
wholly different transactions, even though the 1965 research study took care to do so when 
originally published. 

* This SEC requirement is currently the subject of litigation in Arthur Andersen & Co. v. Securities 
and Exchange Commission, Civil Action No. 76 C 2832 (N.D. III., filed July 29, 1976). In August 
1976 the Court denied a motion by Arthur Andersen for a temporary restraining order, and on 
September 3, 1976 the Court denied a motion to enjoin the application of this rule. Motions for 
summary judgment and an SJ::C motion to dismiss are currently pending before the Court. 
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Of the 42 "alternatives". listed in the'Study's -table, 30 are not alternatives or are of such 
minor import as to be immaterial.in effect on financial statements, as sJ.1own in the following 
tabulation updating and correcting the Study: 

14 apply to circumstances which clearly differ and for which there are 
recognized criteria for determining the appropriate practice, or 
apply to wholly different transactions. 

4 have been eliminated. 
is now the sok practice. 
is not an accounting method. 

10 relate to items having no material effect on financial statements. 
2 are rare and disappearing. ' 

10 are practices which may be alternatives. 

42 

Of the 10 practices which may be alternatives, 2 are currently under study by the FASB 
in its Extractive Industries project. • 

Exhibit E contains a detailed discussion of the Study's outdated analysis, "alternative" 
by" alternative", and includes a reconciliation supporting the 1977 tabulation shown above. 

(b) Alternatives Necessitated by Different Circumstances or Transactions. In the 
attempt to narrow the number of acceptable accounting alternatives, the essential problem 
usually. is to determine which transactions and their surrounding circumstances are 
sufficiently similar that one accounting method will reasonably provide meaningful and 
useful information, and which ones are sufficiently different that no one method will do so. 
For the latter situations, a futher question is whether criteria can be developed that will give 
guidance as to which method should be used for a particular set of circumstances or for 
particular transactions. 

That differing circumstances or wholly different transactions can require a different 
accounting method can be illustrated by the different methods for revenue recognition. 
Generally accepted accounting principles base the recognition of revenue upon the principle 
of realization in most circumstances. Where the collection of receivables can be estimated 
with reasonable accuracy at the time a transaction is complete, revenue is realized at the 
time of sale and its recognition for financial accounting purposes is ordinarily appropriate at 
that time. Thus, for example, many companies selling merchandise on the instalment plan 
have extensive credit experience, and can estimate within a close range the ultimate 
collections at the time of sale. With appropriate provision for bad debts, they should 
recognize revenue at that time for they have then taken all substantive steps necessary to 
earn the profit. 

Other instalment or deferred payment sales may be made by companies having little 
credit experience, however, with down payments so small as not to lend assurance that the 
total contract price will be collected. In those ~ircumstances, the principle of realization is 
not satisfied, and it would not be appropriate to recognize the entire revenue and profit at 
the time of sale. 

From the above example, it can be seen that, though there is more than one method for 
recognizing revenue, there are criteria to determine the use of one over another in particular 
circumstances. Indeed, having more than one method is necessary to provide meaningful 
and useful information. . 
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(c) Other Alternatives. As indicated in the above tabulation, some areas remain for 
which more than one generally accepted accounting method exist and for which generally 
accepted accounting principles do not prescribe criteria for applying a particular method 
based on particular circumstances. 

An example is inventory, where the three principal methods are first-in, first-out 
(FIFO), last-in, first-out (LIFO) and average cost. Despite the lack of stated criteria, 
however, business enterprises apply inventory methods with reference to their particular 
circumstances, operations and prospects, and not in a vacuum. These considerations might 
include levels and necessity of cash flow (including tax considerations), current and 
predicted rates of inflation, nature of inventory components and frequency of inventory 
turnover, practicalities such as record keeping, and regulatory requirements and consid­
erations. APB Opinion No. 22 requires disclosure of whatever inventory method is used, 
and APB Opinion No. 20 restricts change to another method unless management can justify 
that the new method is preferable in the circumstances. As mentioned above, the FASB 
decided in its first Interpretation that tax savings alone were not adequate justification for il 
change in inventory method. * 

The Government's Cost Accounting Standards Board, which is charged, among other 
things, with achieving whenever possible uniformity and consistency in costing govern­
mental contracts, has considered the question of alternative inventory methods. After 
lengthy study, publication of a proposed standard, and analysis of letters of comment, the 
CASB issued a cost accounting standard in 1975 permitting all three of the above generally 
accepted financial accounting methods of valuing inventory for government contract cost 
purposes, and requiring each contractor to adopt and adhere to a written policy of inventory 
valuation for each category of inventory. 

5. Materiality. 

In view of the literally thousands upon thousands of transactions and events reflected in 
financial statements, it would be impossible to communicate financial information in 
meaningful and useful terms without some basis for jUdging fairness and significance when 
portraying a business' operations and financial position to a user of fina~cial statements. 
Yet the Study implies that the convention of "materiality" may not be in the public interest 
because it permits large corporations to avoid disclosures smaller companies must make, 
and thus their financial statements may result in "misleading" conclusions when compared 
with those of smaller companies. 

Materiality, as it applies to accounting, is inherent in the exercise of judgment and is 
the standard adopted by Congr.ess in the 1930's as the basis for all disclosure, both in 
financial statements and in reports and filings with the SEC, and for determining liability. 
The Federal Securities Laws require only the disclosure of material information, and 
predicate liability of management, accountants, underwriters and others on whether there 
has been a misstatement of, or an omission to state, a material fact. 

* A conspicuous area in which uniform accounting standards might have been prescribed by the 
Federal Government, but have not been, is in the determination of taxable income. Essentially, 
the Treasury Department is determining periodic business income for Federal income tax 
purposes, just as tinancial accounting determines periodic business income for financial reporting 
purposes. Yet, both the Internal Revenue Code and IRS regulations provide corporate taxpayers 
with an enormous number of options and elections. This is illustrative of the difficulties in 
attempting to provide uniform standards covering a broad and diverse constituency. 
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The SEC has defined materiality, v.:ithout objective criteria in these t . 
"Th ' erms. 
. e term 'materiality' when used . . 

submIssion of information as to an b. to ~ualIfy a reqUIrement for the 
to those matters as to which y su ~ect, lImits the information required 
b . an average prudent invest h 
e Informed before purchasing th . . or oug t reasonably to 

the Securities Act of 1933.) e secunty registered." (Rule 405 under 

· . Simil.arly, the Government's Cost Accountin S 
Ity In subjective rather than solely quantitative t;r tandards ~oa~d has regarded rnaterial-
has also been adopted by the courts ms. A sUbjectIVe concept of materiality 
fina . 1 as a means of guiding 
· nCla statements as to the inclusion of informal" . ~reparers and auditors of 
Investors. The prnblems with a subjective d fi .. IOn WhICh will be perceived useful by 
court cases has iMreased and standards of / b;l.tIO~ are recognized, but as the number of 
been a tendency to disclose more and mo ~a I Ity .ave become more stringent, there has 
prospectus", the SEC has urged periodical~e ~nform~tIon. Concerned with the "unreadable 
o~ly material information, on the theory t~ In publIc releases that ca~e be taken to include 
disclosures essential to investment decisions.

at 
an over-abundance of information obscures 

The F ASB, too, is concerned with the 
Determining Materiality" on its te h . 1 concept, and currently has "Criteria for 
D· . M c mca agenda In 1975 th FASB· ISCUSSlOn emorandum on this to ic and h .. .'. e Issued a 246-page 
to progress further on its Concept!.1 F eld ~eanngs In mld-1976. The Board intends 
inasmuch as a number of the more SI·ra~fiewor . project before completing this project 
inv I d· . gm cant ISSues in ass· . . ' o ve In Its Conceptual Framework project. essIng materIalIty are also 

D. Corporate Accountability PrOblems. 

I. Corporate Failures and Financial DiffiCUlties. 

By its failure to distinguish between the fu I" . 
and those of internal controls and auditing th ~c I~ns of financla~ accounting and reporting 
shortcomings in financial accounting are s' ~ t~ Y creates the Inaccurate impression that 
corporate failures and financial difficultie~.me ow argely responsible for the cases it cites of 

Analysis of the Study's 20 cases* of cor. . 
that virtually all involved fraud dish p~rla~e fal!ure and financial difficulties indicates 
or . ~ . ,onesty, la slficatlOn of book d . 

clr",umvented Internal controls errors i . d s an records, Inadequate 
or sim 1 . ,n JU gment proved wron b b 

· . P Y poor or Inadequate management-but not. g y su sequent events, 
ThIS IS not to minimize the significan f th Inadequacy of accounting standards 
sub· t I.". C ce 0 ese problems or h . ~ec s lor ongressional concern On th h suggest t ey are not proper 
fa t ~ .. . e ot er hand we b 1· .. 

C OiS contnbUtI1Jg to these probl· ' . e leve It Important to place the 
ems In proper perspective. 

~n a lew of the cases cited it was asserted th . .. . 
the t.Ube may A"IAve been among the cont.b ~t us; of accounting pnncipies acceptable at 
accou t· . n utIng lactors In th h .n IP~ ISS!.i1'l &rose from applying an acce .. .. . ese cases, owever, the 
were Insufflciem, iW\ccurate or misrepre t d p;ed pnnc~ple In clr~Umstances where there 
the us(- of the pril'!lc.oJe, rather than acc:e~ ~T·acts reqUIred to ~atIsfy.accepted criteria for 
* . .. p a I Ity of the accountmg prInciple itself. 

Contmellt[il Vendi~~; Four Brokera e·. . 
Tegeler, and Hay(len Stone)' E uif :Irm~ (OrviS Brothers, Francis I. du Pont Dem se 
i~nt:ols; Lockheed; Mill Fact~rs;'ka~on~t~:~~~n~o~~ ~e~sonsp Nursing Centers; I~ternatfon~i 
G~:ntn~~ran~e; ~. Hoe; Stirling Homex; Talley Industrie~. ~~g;F enn ~el~tral~ RepUblic National 

ores, an., Ampex. ' .. mancla, Whittaker Corporation; 
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In the four cases cited where there was any suggestion that an accounting principle may 
have been inadequate, the alleged inadequacies have been eliminated in subsequent 
authoritative pronouncements or guidelines. In .three of those cases, Lockheed Aircraft 
Corporation, R. Hoe & Co., and Talley Industries, the ability· to defer research and 
development costs was criticized, among other things. In 1974, the FASB eliminated 
accounting alternatives permitting deferral of those costs in its Statement No.2, "Account­
ing for Research and Development Costs", which requires those costs now to be charged to 
expense when incurred, unless they have an alternate future use. In the fourth case, 
Continental Vending Machine Corporation, the court held that adherence to generally 
accepted accounting principles was not a conclusive defense in the particular circumstances 
presented, because additional disclosure about receivables from an affiliated party was 
necessary to present fairly Continental Vending's financial statements. Guidelines in the 
AICPA's subsequent codification of auditing standards and in the SEC's regulations now 
prescribe such disclosures. 

It is interesting to note that a number of the most recent and disturbing examples of 
significant financial difficulties and even corporate failure have involved banks, notwith­
standing close Federal regulation under the banking laws and required supervisory audits 
by bank examiners. As the General Accounting Office's recent report on banking problems 
indicates, financial difficulty and corporate failure play no favorites between regulated and 
unregulated industries when proper management standards and internal controls are 
stretched or ignored. 

2. Questionable Payments. 

A number of the corporate acr,:ountability problems cited by the Study relate to 
"questionable" or "improper" payments by corporations. As the SEC noted in its "Report 
on Questionable and Illegal Corporate Payments and Practices" submitted to a Senate 
Committee in May 1976, virtually all of these situations involved the deliberate falsification 
of books and records. The vast majority of these situations have involved off-book 
accounts, slush funds and other practices involving circumvention of internal controls. They 
have not, however, reflected a weakness or inadequacy in accounting standards or 
principles. * 

Where irregularities in the financial accounts relating to improper payments did come 
to the attention of the auditors, the amounts involved generally were quantitatively 
immaterial in relation to the assets, revenues, income or net worth of the reporting 
company. Only comparatively recently has the SEC deVeloped the concept of "qualitative 
materiality", whereby the disclosure of certain matters, because of their nature, are 
regarded as material to investors and shareholders without regard to their quantitative 
significance to the company's financial statements. The FASB's Discussion Memorandum, 
"Criteria for Determining Materiality", covers both quantitative and qualitative materiality. 

The development of disclosure standards in th'e limited area of improper payments, 
first by the SEC and .also by Congress if legislation is adopted, does not support the Study's 

* Recen.t1y proposed SEC Regulation 13B, "Accuracy of Books, Records and Reports", and Senate 
Bill S. 305, recognize implicitly that the prevention of illegal and questionable corporate 
disbursements through the falsification of accounting records rests in the enforcement of internal 
accounting controls, rather than in new accounting standards. The AICPA's Auditing Standards 
Executive Committee has also taken action in recent months to clarify auditors' responsibilities 
relating to illegal acts and the detection of errors and irregularities. 
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assertions that financial accounting st d d . 
the Federal Government. Rather ~~e arss~ are. Inadeq~a.te, or sho~ld be established by 
principally of general c~rporate rep~rting. es Involveu In such situations were issues 

IV. SEC REVIEW AND PARTICIPATION 
PROCESS IN THE STANDARD.SE'fTIN:':; 

Congress created the SEC in 1934 to be the e . 
investing public and the SEC h b . ~pert representatIve and guardian of the 
. ., as een actIvely Involved in . 
Inception. Th.e Commission's policy decisio . 1938 . accountIng ~atters since its 
play an active role in establishing and i n In. to pe~mIt the accountIng profession to 
"delegation" of power to the professiomp~ovIng accountIng standards was made, not as 
Federal Securities Acts as to the position ~fth ut to ass~re that C.ongress' mandate in the 
financial statements would be met A e ~ccountIng profeSSIon and the importance of 
Accounting Series Release 150 thO C

S stat~ . at the tIme, and reaffirmed in 1973 in 
. , e ommiSSIon accepts as a th . .. 

accountIng standards with which it d d' u ontatlve only those 
. oes not Isagree and which it fi d 

appropnate for the protection of investors Wh'l I' n s are necessary or 
take initiative in setting accounting standa~ds t~ e Coo kIn? t.o the accounting profession to 
past 40 years frequently has exercised its ' e om~lssIOn has reserved, and over the 
standards for those the Commission ha's r pOWder t~ antICIpate or set aside the profession's 

Joun preJerable. 

ASR 150 benefits pUblic investors b" providin Ii 
financial statements filed under the F d J I . ~ a ramework for the preparation of 
. d d e era secuntles laws parallel t I . 
In epen ent auditors through Rule 203 of th AICPA'" 0 ~ lat Imposed on 
recognizing the FASB and its pred ' e s Code of ProfeSSIOnal Ethics By 
and presumptively not misleading f:rc;s~:;~s:sr~~o~n~~~~nts as. a~tho~itative and bi~ding 
has contributed significantly to certaint and t ~ s .admInIstratIVe policy, ASR 150 
statements for publicly-owned companie{ ASR C~;sI~tency In . t~e pr~paration of financial 
to guide, but not inflexibly control the SEC' ' _ ~ ~s an a.dmInIstratIVe statement of policy 
basis as may be appropriate to res;lv 'fi s sta In .takmg such action on a day-to-day 
owned companies. As a statement oef spel~I c ac~ou~tIng problems of individual publicly­
seiection or application of accountin t p~ iCY WhICh IS nor. finally determinative as to the 
reports, ASR 150 has been held no~ ~ an ar~s or the accepta.bility of individual filings and, 
delegated any of its authority or give 0 constItut~ a substantIve rule, for the SEC has not 
pronouncements through its ~wn rule n u~.any nght to reject, modify or supersede FASB 
analysis, the Federal District COUrt ref;~:d I~g procedures. Contrary to the Study's legal 
the benefits and the circumstance of ASR 15

0
0 on page 1:8 of .the ~tudy clearly undef£tood 

rule-making procedures and nnt . as not ?eIng VIOlatIve of the Commission's 
. " f' ,., v In any sense amountlng to any cod I '" 

tlon 0 ItS Congressionally mandated res 'b'I' . e egatlon or "abdica-
. . I" ponSI 1 Itles As the Court 'd' t1. enJOIn app lCatIOn of ASR 150 by th C ..' sal In re USIng to 

e ommiSSIon (Study at pp. 1554-55); 

"ASR 150 emerges, then as Ii method b who h h . 
principles. It does not ordain' the result of th;t e I~ t. e SEC WIll evaluate accounting 
approval to or rejection of any accountin " va uatIOn. It does not prescribe per se 
existence of an authoritative body f g ~n~c~Ple. It merely acknowledges a fact, the 
principles.' 0 prmclp es, and says that it \YilI credit those 

::It is ~ot a conditional imperative, which is the characteristic of a substantive rule. 

Nor IS ASR 150 rendered invalid by the h bit 
impermissibly its rule-making authority to FASByp;r 0 e that the ,,>~,C has delegated 
only past, but future accounting principles . rue'dASbR 150 WIll encompass not 

approve y the FASB, but those 
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prospective principles will have no greater force than the pre.sent ones do. The SEC 
will consider them authoritative, which they clearly are and wIll be, but ASR ISO does 
not even suggest that the SEC will abdicate its ultimate responsibility to judge the 
propriety of the accounting principles employed by a registrant." 

The SEC's record over the years conclusively disposes of any claim that it has 
"delegated" its responsibilities over accounting matters to the FASB, the AICPA, the 
accounting profession or anyone else. 

In 1940, within two years of first announcing the policy reaffir~ed in :'-SR ISO, the 
Commission adopted its comprehensive Regulation S-X, setting forth ItS requIre~~nts as to 
the form and content of financial statements filed with it under the Federal SecurIties Laws. 
On numerous occasions since then the Commission has amended Regulation S-X to meet 
new disclosure needs. 

The Commission has also issued over 200 Accounting Series Releases (over 70. within 
the past five years) covering a variety of accounting, auditing and related financIal and 
accounting matters, some of which have conflicted with, or effectively amended. or 
superseded, standards set by the accounting profession's authoritative standard-settIng 
bodies. 

For example, 

-in its ASR 96, the Commission rejected APB Opinion No. 2 and permitted 
financial statements filed with it to reflect either of the two most prevalent alternatives 
for reflecting the effect of the investment tax credit; 

-in ASR 147, the Commission characterized lessee disclosures required by APB 
Opinion No. 31 as inadequate, and imposed additional disclosure requirements of its 
own; 

-in ASR 148, the Commission adopted accounting rules for certain liabilities on 
the balance sheet, which prompted FASB Statement No.6, "Classification of Short­
Term Obligations Expected to be Refinanced "; 

-in 1975 the Commission became concerned that gain from early ex­
tinguishments ~f debt, then required by APB Opinions to be reflected as ordinary 
income, were inflating earnings of some companies and urged the FASB to take 
prompt action, indicating that it would do so if the FASB did not; the result was FASB 
Statement No.4; and 

-in recent weeks, the Commission has proposed to amend Regulation S-X to 
adopt FASB Statement No. 13, "Accounting for Leases", and to ~ccelerate. its 
retroactive applications except for companies unable to resolve problems In connection 
with restrictive clauses in loan indentures or other agreements. 

The Commission has taken still other steps to implement its views in other areas, 
notwithstanding the existence of accounting standards established b~ the pro~essi?n's 
standard-setting bodies. Among other examples are accounting for bUSIness combInatIons 
as poolings of interests (ASR's 130, 146 and 146A); ca~ast.roP?e rese~es (ASR's 134 an~ 
145); disclosure of inventory profits (ASR 151); caplt~hzatlon ofm~erest (ASR 16~), 
disclosure of unusual risks and uncertainti!,!s (ASR 166); dIsclosures relatlng to the a?optlon 
of LIFO (ASR 169); disclosure as to holdings of securities of ~ew York City and 
accounting for sf!curities subject to exchange offers and moratOrIa (ASR 188); and 
disclosure of replacement cost data (ASR's 190 and ?03). 
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The Commission also provides for additional financial information in its general 
corporate disclosure requirements. For instance, concerned with recent bank failures and 
financial difficulties, 'the Commission issued a disclosure guide which requires additional 
financial statistical information in registration statements of bank holding companies under 
the Securities Act of 1933. The required information includes average balance sheets for 
each reported period, analysis of investment portfolio loans and deposits, and return on 
equity and assets. Similarly, prior to FASB Statement No. 14, "F.inancial Reporting for 
Segments of a Business Enterprise," the Commission required revenue and income 
information with respect to reporting companies' .lines of business and revenues for classes 
of similar products as part of its general disclosure requirements. 

Through its continual review of the application of accounting standards in financial 
statements included in reports and filings of publicly-owned corporations, the SEC also has 
daily opportunities to evaluate the selection and application of accounting standards to the 
facts and circumstances of particular cases. This is a very important part of the financial 
reporting system because it permits the SEC, which otherwise might have to consider 
accounting standards only in general or theoretical terms, to evaluate the selection and 
application of standards to the facts and circumstances of particular cases. The SEC has not 
hesitated to insist upon changes in the accounting standards applied when it has found this 
to be in the interests of investors. 

Since 1975, the SEC has published Staff Accounting Bulletins for the purpose of 
broadly disseminating the views and practices of its staff on the form and content of 
financial statements filed with it. In its release announcing these bulletins, the SEC noted 
that the dynamic and evolutionary character of financial reporting required new and revised 
interpretations and practices, and that the Commission viewed these bulletins as a means of 
pUblicizing broadly, particularly for the benefit of smaller accounting firms with less 
frequent SEC contacts, SEC staff practices and policies as they evolve. 

Staff Accounting Bulletins pul:;!ished to date have covered a wide range of accounting 
and reporting subjects, including business combinations, financial statements for foreign 
companies, balance sheet present!ltions, real estate companies, finance companies, taxes, 
consolidated .financial statements, qualitative disclosures, interim financial statements, 
replacement cost disclosures, and requirements with respect to accounting changes. 

The Commission meets its statutory responsibilities in still other ways which belie the 
Study's assertion of" delegation". . 

Pre-filing assistance and interpretative advice are available for resolution of particular 
accounting problems. These may occur in situations where a company and its independent 
accountants disagree but typically occur when unusual circumstances are presented, with a 
solution usually resulting following discussions with the SEC's Division of Corporation 
Finance and/or the Office of the Chief Accountant. The Commission has also announced 
procedures by which its views may be obtained when its staff, upon request or on its own 
motion, presents questions involving matters of substance or where the issues are nove1 or 
highly complex. Additionally, the SEC's Rules of Practice provide that any person desiring 
issuance, amendment or repeal of a substantive or interpretative rule or general statement 
of policy may petition for such action. 

The SEC maintains close review liaison with the FASB. The Commission's Chief 
AccQJ.!ntant attends meetings· of the Advisory Council; members of the Commission's 
accounting staff attend meetings of the FASB's task forces, the Screening Committee on 
Emerging Problems, and the FASB's public hearings; and FASB staff members regularly 
attend meetings of the Commission's Advisory Committee on Corporate Disclosure and its 
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Replacement Cost Advisory Committee. Projects have been put on the FASB's agenda at 
the Commission's request, and the FASB included data in its December 1976 Discussion 
Memorandum on "Financial Accounting and Reporting in the Extractive Industries" which 
the SEC had prepared to elicit views pursuant to its responsibilities under PL 94-163. 

v. CAN GOVERNMENT DO BETTER? 

The comprehensive financial information and corporate disclosures required in the 
United States have greatly contributed to its status as the world's major capital market. 
Despite troublesome issues involving "questionable" or "improper" corporate payments, 
the fact remains that the United States' financial accounting standards and corporate 
disclosure requirements are the most highly developed and most rigidly enforced in the 
world, providing financial information relied on for its integrity, accepted for investment 
decisions and presented in a manner understandable to the investing public. The role .of the 
FASB as the authoritative standard-setting body, with support within the private and public 
sectors and SEC review and participation, should not be displaced or its authority 
diminished, in favor of experimentation with an untried system of direct Federal accounting 
standard-setting. 

The Study recommends Federal Government accounting standard-setting based on the 
unfounded conclusion that a Government agency will achieve uniformity in setting 
accounting standards which the FASB and its predecessors have been unable and unwilling 
to do. As discussed above and in Exhibits D and E, the FASB and its predecessors have 
made significant progress in eliminating alternatives not justified by differing circumstances 
and transactions, and in some cases have eliminated all alternatives in favor of a uniform 
standard. 

To support its recommendations, the Study cites the Cost Accounting Standards Board 
and suggests creation of a Federal board for financial accounting standards modeled after 
the CASB. However, the Study devotes less than four pages to the CASB and attempts little 
or no discussion or analysis of the CASB's published accounting standards other than to 
conclude that "most of them have been responsive to the Federal Gove~ment's needs for 
uniform and meaningful cost accounting standards." The Study similarly contains no 
discussion or appraisal of other Federal Government experiences in setting accounting 
standards, nor does it mention that Government standard-setting bodies have been 
adopting FASB Statements in rule-making proceedings for companies under their jurisdic­
tion. Some discussion and appraisal of this seems appropriate. The FAF and FASB believe 
that when viewed objectively, the Federal Government's experience to date does not 
support the Study's assertions and certainly is not a basis on which to consider the changes 
the Study recommends. 

The following appraisal is not a criticism of Government efforts in setting accounting 
standards. Rather, it points out two critical facts overlooked by the Study. First, the scope 
of the Federal Government's efforts in setting accounting standards is limited when 
compared to the scope .of the FASB's work. The FASB is charged with improving 
standards of financial accounting and reporting for all operations of all companies, in all 
industries and in all environments. The Federal Government's efforts, on the other hand, 
have been restricted to particular kinds of transactions or industries or for a specific function 
of Government. Second, the Federal agencies involved, after studying the facts, have 
concluded that the existence of accounting alternatives is not necessarily inappropriate per 
se. 
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A. Cost Accounting Standards Board 

The CASB was creat~d as an agent of the Congress in August 1970 by an amendment 
to the Defense Productlon Act of 1950 and was formally organized in 1971. The 
Comptroller General of the United States is Chairman and appoints the other four members 
of ~he Boa~d, of whom two are from the accounting professio,n (currently a partner and the 
retlred seruor partner of two "Big Eight" firms), one from private industry and one from the 
Federal Government. The Act prescribes the CASB's function as follows: . 

"The. Board shal~ from ?me to time promulgate cost-accounting stan­
dards deSigned to achieve uruformity and consistency in the cost accounting 

. procedures followed by defense contractors and subcontractors under Feder­
al contracts." 

S~an~ar.ds promulgated by the CASB are submitted to Congress and, unless disapproved 
wlthm 60 days by concurrent resolution, have the full force and effect of law. 

. Th~ CASB, like the FASB, is a panel of experienced experts, and the two Boards and 
theIr staffs ~~intain continuing liaison and comment on each other's proposed pronounce­
me?ts. AdditIonally, two members of the CASB, including the Comptroller General of the 
Uruted States, are members of the FASB's Advisory Council. The CASB also relies on 
cooperation in technical matters from a special AICPA committee formed for that purpose. 

The Study cites the CASB as a particular instance of a Government agency performing 
a standard-setting function similar to that performed by the FASB. Analysis of the purpose 
and mandate of the CASB reveals several factors which significantly distinguish its task 
from that of the FASB and does not support the Study's recommendation that the Federal 
Government take over financial accounting standard-setting. 

Fir~t, the scop~ of ~oncern to the CASB-developing cost accounting standards for 
compa~les contractmg With Federal Government agencies, principally in defense procure­
m~nt-Is muc~ narrower and more specialized than the FASB's responsibility for devel­
opmg accountmg standards to be applied in the preparation and presentation of financial 
statements for all publicly and privately-owned companies. 

Second, th~ objective of the CASB-to achieve increased comparability and uniformity 
of cost accountIng procedures for Government contracts in order to facilitate Government 
pro.curement-is a particularly appropriate objective to be carried out by a Governmental 
entIty. By.contr~st, the FASB's objec~ive ofestabl~shing and improving financial accounting 
standards IS deSigned to meet the vaned needs of mvestors, creditors and other members of 
t~e public engaged in investment decisions and private capital formation a~d allocation. As 
discussed a?ove, this task is infinitely more complex, the constituency is significantly larger 
and more diverse, and the subject matter is not limited to a special function of Government. 

Third, th~ volume of work produced by the FASB and the CASB does not support the 
Study's assertIons. Both bodies have been in existence a relatively short time-just under 
four ~ears for t~e FASB and a bit more than six years for the CASB. Without considering 
the dl~erences m scope and complexity of subject matter and periods of existence, the 
FASB s output of 14 Statements, 18 Interpretations, 20 Exposure Drafts 13 Discussion 
Memoranda, and 15 public hearings compares favorably with that of the CASB. 

. The"St~dy re?e~tedly critic~e~ th~ accountin~ profession and the FASB for failing to 
achieve uruformlty by not elImmatIng alternatIve accounting methods. However, the 
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CASB has also concluded that uniformity in cost accounting is not always desirable, if 
indeed possible. In its Statement of Operating Policies, Procedures and Objectives (March 
1973) the CASB recognized "the impossibility of defining or attaining absolute uniformity, 
largely because of the problems related to defining like circumstances." This statement 
continues: "The Board does not seek to establish a single uniform accounting system or 
chart of accounts for all the complex and diverse businesses engaged in defense contract 
work. On the other hand, if the Board were to be satisfied that circumstances among all 
concerned contractors are substantially the same, the ~oard would not be precluded from 
'establishing a single accounting treatment for use in such circumstances." Statement of 
Operating Policies, Procedures and Objectives (March 1973), p. 2. 

A brief review of several of the CASB's cost accounting standards is illustrative. 

In January 1975, the CASB issued Cost Accounting Standard 409 relating to 
depreciation, an area in which the Study is critical of the FASB and the accounting 
profession for not eliminating alternative methods. The CASB studied the depreciation 
question over a long period, through extensive research involving distribution of a 
preliminary draft standard, analysis of comments from over 100 respondents, a field survey 
of over 100 profit centers selected as representative of industry, analysis of data developed 
by the Treasury Department and the AICPA, publication of a proposed standard, analysis 
of an additional 200 letters of comment, and discussions with representatives of many 
groups. After this analysis and review, the CASB concluded in the preamble to its 
Standard: 

" [N 1 0 particular method [of depreciation 1 is necessarily appropriate 
for all contract cost accounting situations. The Board is establishing criteria 
by which the method or methods appropriate in the specific situation can be 
determined." (40 FR 4259) 

A second area of CASB study has been accounting for costs of material. In 1976, after 
a lengthy study comparable to its study of depreciation, the CASB issued its Cost 
Accounting Standard 411. Standard 411 prescribes that, while a contractor must adopt a 
written policy with respect to the accumulation and allocation of the cost of material and 
must consistently adhere to that policy, any of the following five methods of costing can be 
used for Government contract purposes: (1) first-in, first-out (FIFO), (2) moving average 
cost, (3) weighted average cost, (4) standard cost, or (5) last-in, first-out (LIFO). 

CASB Cost Accounting Standard 404 for capitalizing tangible assets is another instance 
where the CASB concluded that diversity of normal business practice made it undesirable to 
adopt a uniform cost standard. Standard 404 requires each contractor to establish and 
adhere to a "reasonable" capitalization policy, but does not require a single standard for all 
contractors nor provide a specific definition of "reasonableness". In its preamble, the CASB 
stated "in most cases, the contractor is best able to determine what policy will be most 
suitable for his situation .... " (38 FR 5318) 

These Cost Accounting Standards are instructive in that they reflect, even in the 
comparatively narrow area of costing for Government contracts, that alternative accounting 
practices frequently are necessary or desirable. The experience of the CASB is independent 
verification that use of a single accounting method does not necessarily assure the most 
meaningful and useful information. 
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B. Securities and Exchange Commission 

S~gn~ficant to evaluating the effectiveness of th FA' . . . 
finanCIal Information to public investors are SEC' . e SB In Provld.Ing mearungful 
own requirements and guidelines in order t fi s actIhons to amend or reSCInd certain of its 

. 0 con orm t em to subsequent F ASB Statements. 
-In ASR 173 and ASR 184 th SEC . . 

concerning the classification of com~er~ial reSCInded ItS guidelines in ASR 148 

refinanced, and directed that financial sta~~:~t:n~l:~o~i:~r~ de~t exp~c~ed to be 
December 26, 1975 follow the criteria set forth in FASB St e Nommlsslon after 

atement o. 6. 
. -in ASR 178, the Commission amended its R I' '. 
Interpretation and guidelines in ASR 141' d egu atIon S-X and reSCInded Its 
ments respecting accounting for research 'a~~ 0; er to conform certain of its require­
No.2, issued in October 1974. evelopment costs to FASB Statement 

-in ASR 181, the Commission amended A . 1 5 . 
Regulation S-X specifying requirements fi th rtiC e A and certaIn rules in 
ments and schedules filed by certain com or . e .form and. content of financial state­
stages of development. Noting that th parues I? promotIOnal, exploratory or other 
Commission When there were no authorit:~v reiUlrements had been a~opted by the 
regarding the appropriate accounting de s ate~ents ~f the accountmg profession 

. an reportIng dIrectly applic bl h comparues, and referring to ASR 150 th C " '. a e to suc 
FASB Statement No.7, issued in Jun~ 1;75.ommissIOn took Its actIOn as the result of 

. -most recently, in Securities Act Release NO.-5812 and ASR 211 h C . 
Sion proposed to amend its Regul ti S X '.. ' t e ommlS-
132, in order to conform ce' ~ on -. a.nd reSCInded ItS Interpretation in ASR 
FASB Statement No. 13, is~~~ ~: ~o::;;:~:;n:;;~.respecting accounting for leases to 

These significant actions cannot be b h d ff' . 
has "delegated" its accounting responsibil~s e EO hand VIewed as e~Idence that the SEC 
the last case, proposed, in full compliance W~:h th:~don~ ?f th7se actIons was taken or, in 
ample opportunity for public comment The onl mirustratI~e ~rocedure Act and with 
Federal Government, charged with sta~uto res ~ pr~~~r. analysIs IS th~t an agency of the 
after opportunity for public comment t~t tt ~~~~~es to the ~ubhc, has determined, 
meaningful financial information for pU'blic inves~ors. s accountIng standards provide 

C. Other Federal Agencies 

Conforming Federal accounting practi FAS 
limited to the SEC. For exam Ie b t ces to B pronouncements has not been 
Aeronautics Board have take: a~tioon ~~hI·e Interstate CFommerce Commission and the Civil 
APB 0 . . ncorporate ASB Statements ad' 

pInIOns into their uniform systems of I f: n In some cases 
take such action by Congress, as discussed ba~~~.nts. n act, the ICC has been directed to 

I. Interstate Commerce Commission 

The Interstate Commerce Commission has been s . . 
common carriers subject to its jurisdiction fi 70 ettIn? account~ng standards for 

or over years. * SInce the mId-1950's the ICC 
* The Interstate Commerce Act of 1867 authoriz d h' ' 

and in 1907 the ICC ell(ablished a unifor~ t e ICC to reqUIre annua~ reports from carriers, 
substantially over the years. system of accounts, which has been revised 
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has been conforming its uniform system of accounts in many respects to generally accepted 
accounting principles, and in recent pronouncements the ICC has relied on the FASB (and 
its predecessor, the APB) as the authoritative source of such principles. * The ICC's 
Director of Bureau of Accounts is a member of the FASB's Advisory Council. 

Since August 1974, the ICC has promulgated a number of significant amendments to 
its uniform system of accounts to conform to generally accepted accounting principles. In 
almost every case of revision, the ICC has determined that the pronouncements of the 
F ASB and its predecessor set forth principles appropriate to be adopted by the ICC as being 
consistent with the purposes of the Interstate Commerce Act and in the public interest. 

For example, in December 1975 the ICC's Bureau of Accounts issued two Accounting 
Series Circulars for the express purpose of conforming the ICC's rules to recent statements 
by the FASB. Circular No. 154 incorporates FASB Statement No.6 into the uniform 
system of accounts. Circular No. 157 establishes standards of accounting for loss 
contingencies and also incorporates FASB Statement No.5 into the uniform system of 
accounts. In October 1976 the ICC's Bureau of Accounts stated that its standards applicable 
to accounting for marketable securities were those set forth in FASB Statement No. 12, and 
required carriers to conform to Statement No. 12 or to provide full footnote disclosure of the 
required information. 

In 1974, the ICC made three major changes in its uniform system of accounts, in each 
case relying on an Opinion of the Accounting Principles Board. These changes required 
that a statement of changes in financial condition be included in annual reports (APB 
Opinion No. 19); that investments of more than 20% in non-consolidated subsidiaries be 
accounted for on the equity method of accounting (APB Opinion No. 18); and that the 
principles of interperiod tax allocation set forth in APB Opinion No. II be followed by 
carriers subject to its jurisdiction. 

Earlier this year, the ICC adopted the principles set forth in FASB Statement No. 13, 
"Accounting for Leases", as part of its uniform system of accounts. 

Finally, Congress, in the Railroad Revitalization and Regulatory Reform Act of 1976, 
directed the ICC to prescribe a cost and revenue accounting system for railroad carriers in 
accordance with generally accepted accounting principles, and directed that disclosure in all 
reports comply with generally accepted accounting principles andlEC rt:quirements. 

2. Civil Aeronautics Board 

Pursuant to the Federal Aviation Act of 1958, the Civil Aeronautics Board ("CAB") 
established a uniform system of accounts to be used by air carriers subject to its jurisdiction. 
Since th~,n, the system has frequently been revised with the objective of conforming it to 
generally accepted accounting principles. 

By way of recent illustration, on December 23, 1976 the CAB revised its method of 
accounting for changes in the valuation allowance for a marketable equity securities 
portfolio to reflect the standards established by FASB Statement No. 12. Previously, on 

* During the 1950's, industry, the accounting profession and Congress expressed concern with 
respect to the major disparities between accounting principles, particularly for railroads, pre­
scribed by the ICC in its uniform system of accounts, and generally accepted accounting principles. 
In April 1957 the Legal and Monetary Affairs Subcommittee of the House Committee on 
Government Operations held hearings on railroad accounting procedures for the purpose of 
investigating charges that the ICC had not directed that sound accounting principles be followed 
by the railroads. In response to the hearings, the ICC in 1957 made r(d.ViSiOns to its system of 
accounts to eliminate certain disparities cited by the Committee. . 
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M,arch 9, 1976, the CAB had eliminated self-insurance _ . 
WIth the requirements of FASB Stateme t N 5 .~serves fro~ Its forms to comply 

, n o. concermng accountIng for contingencies 
. FInally and quite recently, the CAB, like the . 
Incorporate the . . f ICC, announced its intention to . provISIOns 0 FASB Statement N 
transactions. o. 13 into its regulations for lease 

CONCLUSION 

. ~s documented in this Statement of Position d' . . . 
WIth Integrity, independence and obiectivit' anbl.Iths,SuPPortIng ExhIbIts, the FASB acts 

, J Y In esta IS Ing meaningful a d t1 I fi ' 
acco.u~tIng and reporting standards. This and th ' n use u nancIaI 
particIpation, its breadth of support a d th e Board ~ procedures for broad public 
private and public sectors and then SE~' accept,an~e of Its .pronouncements Within the 
assurances that the FASB's financ'al .s contInuIng revIew and participation, are 

, 1 accounting standards serve the bl" 
responsIve to needs of financial statement users, pu IC Interest and are 

, ~he task of setting accounting standards is com I ' 
f1sks, In developing and launching a new and untrf ex and dem~ndIng, ~nd the effort, and 
and cooperation would be substantial add' . ed system without wIdespread support 
FAF and FASB are confident that the Su~ Isr~ptive of progress now being made. The 
balanced record will agree that the e ' t' committee, on review of a complete, accurate and 
b d ' ' XIS Ing structure with the F ASB h d 
o y proVIdes the best assurance for continu d . as t e stan ard-setting 

and reporting, to the benefit of the publ' e
d 

PhrogGress and Impro.~ ed financial accounting 
IC an t e overnment alIke. 

For all the reasons discussed and a t1 h d 
FAF and the FASB respectfully urge th~ ~~~c~m~~~:~nted in Exhibits A through E, the 

I. To reject the Study's recommend a . h 
establish financial accounting standards r. tlonblt, a

l 
t the Federal GO,vernment directly 

, or pu IC y-owned corporations; and 
2, To reject any similar recomme d' h' h ' 

the FASB as the authoritative account7n a~~an w IC mI.ght have the etrect of replacing 
to that of an advisory or consulting bod; to ~~:~~~settlng body, or fteducing its status 

FURTHER INFORMA nON 
The F AF and F ASB would be pleased to su Ie 

forth in this Statement of Position 0 f' pp ment or elaborate on the matters set 
the Subcommittee in the exercise O;I'~sny 0 It.s hsupportin~ ~~h.ibits, as may be requested by 

Oversig t responsibilmes. 
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EXHIBIT A 

FINANCIAL ACCOUNTING FOUNDATION 

FIN~NCIAL ACCOUNTING STANDARDS BOARD 

FINANCIAL ACCOUNTING STANDARDS ADVISORY COUNCIL 

I. FINANCIAL ACCOUNTING FOUNDATION 

The Certificate of Incorporation of the Financial Accounting Foundation ("FAF" or 
"Foundation") creates the Foundation as a non-profit, non-stock corporation under 
Delaware law with its stated corporate purpose being "to advance and to contribute to the 
education of the public, investors, creditors, prepareI's and suppliers of financial informa­
tion, reporting entities and certified public accountants in regard to standards of financial 
accounting and reporting; to establish and improve the standards of financial accounting 
and reporting by defining, issuing and promoting such standards; to conduct and 
commission research, statistical compilations and other studies and surveys; and to sponsor 
meetings, conferences, hearings, and seminars, in respect of financial accounting and 
reporting." The Internal Revenue Service ruled in 1972 and reaffirmed in 1976 that the 
Foundation is a charitable institution exempt from taxation under Section 501 (c)( 3) of the 
Internal Revenue Code. 

In the furtherance of its purposes, the Foundation established the Financial Accounting 
Standards Board ("FASB" or the "Board") to which, by its Certificate ofIncorporation and 
By-Laws, it delegated all power and authority with respect to research, discussion, setting 
and interpreting of standards of financial accounting and reporting. The Foundation also 
created a public advisory body, called the Financial Accounting Standards Advisory 
Council ("FASAC" or the "Advisory Council"), to assist the FASB. 

The principal responsibilities of the Foundation's eleven Trustees (listed in Part IV 
below), who are nominated by the Foundation's six sponsoring organization,'" and serve 
without compensation, are fourfold: 

I. To appoint members to the FASB; 

2. To appoint members to FASA~; 

3. To raise funds for the operation of the Foundation and to approve the annual 
budgets of the Foundation, the FASB and FASAC; and 

4. To review periodically the basic structure of establishing and improving 
standards of financial accounting and reporting. 

Beyond the selection of members of the FASB and FASAC, the Foundation's Trustees 
have no authority with respect to financial accounting and reporting. The Foundation's 
Certificate of Incorporation and By-Laws prohibit FAF Trustees from influencing or 
interfering with the FASB and the exercise of its power and authority in respect of financial 
accounting and reporting standards, whether directly or thrOl<h its approval of annual 
budgets. Additionally; FAF Trustees are prohibited from simultaneously serving on the 
FASB, its staff or any of its task forces, or F ASAC. 

* American Accounting Association, American Institute of Certified Public Accountants, Financial 
Analysts Federation, Financial Executives Institute, National Association of Accountants and 
Securities Industry Association. 
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Th II. FINANCIAL ACCOUNTING STANDARDS BOARD 
.e FASB, the authoritative standard-settin bod . 

profess.lOn for purposes of Rule 203 of the AIC~A' y deSIgnated b~ the accounting 
recognIzed by the Securities and Exchan e'j • s .Code of ProfesslOnal Ethics and 
Securi~ies Laws, has responsibility for estab~shi~o~::lls~lOn f~r pur~os~s of the Federal 
reportIng stand~rds through the issuance of State! d Imp~ovm~ fir . .inClal a.ccounting and 
and InterpretatIons of its Statements 0 . . ents of Fmanclal Accountmg Standards 
A . , pmlOns of the Accou tI' P' . ' ccountmg Research BUlletins. , n ng nnclples Board and 

. Members of the FASB are appointed b th F " 
of five years, which terms may be extended ~o e O~~~~tIon s Trustees for staggered terms 
current By-Laws require that no 1 th "r an a Ihonal five years. The Foundation's 

bl ' ess an lour of theFASB' 
pu IC accountants and the remaining th h ~ s seven members be certified 
must be well versed in financial account::;' w d 0 need .not be certified public accountants 
FASB's seven members are certified p bl' an reportmg. At the'present time, six of tlt~ 

. '. U IC accountants (four of h h 
expenence m publIc practice), and all have sub' . w om ave had extensive 
accounting matters, as shown below in Pa t IV sftanh~Ial ex~e.nence and are well-versed in 

All F ASB rot IS ExhIbIt 
members, as well as all staff directors d '. 

and SUbstantially all other staff memb Ii 11 . an deputy dIrectors ("staff directors") 
d d b ers, are u -tIme employ U d 

a opte y the Foundation's Trustees d d I ees. n er personnel policies 
Government and elsewhere in the a ,~n mo e ~d after comparable requirements in 

. d' ccountmg professlOn FASB b 
are reqUIre to have severed all p . I ,mem ers and staff directors 

d . nor emp oyment and co It' 
aca ernIe leaves in the case of staff d' b nsu mg arrangements (except 

1" f '. ' Irectors ut not FASB b' ) . no Ice 0 mtentlOn to leave the FASB . mem elS and, untIl giving 
agreements or understandings formal ' ~re" not IPermItted to have any arrangements 
em I I" ' or mlorma with any fo . ' p oyer or c lent '"mh regard to their b' . : . rmer or potentIal future 
While with the FASB no FASB b usmess aC~lVltIeS after leaving the Standards Board 

, mem er or staff dIrector can b d d' . 
any amount by any former employer r . e owe , Irectly or indirectly 
security holdings and fixed vested or c tent, other than by virtue of publicly traded 
arrangements. Moreover FASB bamounts under pension, retirement and severance 

'd' ,mem ers and staff directo . 
OUtSI e actIvities which might interfere with th . d' rs are not permItted to have any 
use of any information coming to them elr utles to t?e FASB, nor may they make 
personal benefit or use Each Board bas a result of theIr service with the FASB for 
t: . mem er and staff direct' . 
requently than annually on his material " h or IS reqUIred to report no less 

staff director is obligated to conduct h' mse.cuntles oldings, and each FASB member and 
d t . II IS a aIrs at all times in such a 

e ~J~enta yon the purposes or reputation of the FASB I m~nner as not to reflect 
poitcles have also been extended . or FoundatlOn. These personnel 

I mpart to the FASB's .. 
consu tants and others retained by th FASB r~mammg staff as well as to 
question of disqualification on technic

e 
I or the FoundatIon. These policies leave the 

A FASB 0 . a matters to each FASB member 
. peratmg Procedures . 

The FASB's operating procedures establish a .. 
open to public scrutiny. Thus, as stated in th FA~B~XPitCIt structure for standard-setting 

" . . e s Rules of Procedure: 
The FInancIal Accounting St d d . 

~::~~n~~~~~y U~~t:~g~~~~~nt t~~e;~e~c~Ot~rdt.~: ~~~~~~icw~~ll~ 
~nterest, personal or other~is~, c~~r~; ;~~c:~s ~e~pons~bility, ~o 
mterest, and the Standards Board wiII d e ore t ~ publIc 
keep the pUblic informed as to its activitf~ ,~avor at all tImes to 

In furtherance of this mandate the FASB' R I . 
i d d " '.' sues of Procedure not I t1 n epen ence, objectIvIty and thorough b . on y re ect concern for 

ness, ut also are deSIgned to encourage broad 
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public participation in the standard-setting process by providing publicized. opportunities 
for comment by anyone interested in doing so, at all stages of the Board's technical process. 

I. Statements of Financial Accounting Standards 

The Chairman of the FASB develops, with the assistance of the Board's technical staff 
and the advice of the Advisory Council and others, the agenda of projects and priorities for 
submission to and ultimate approval by the full FASB. Suggestions for possible agenda 
topics have originated with members of the Board, the FASB's staff, members of the 
Advisory Council, members of the FASB's Screening Committee on Emerging Problems 
and task forces, the Securities and Exchange Commission, the business and financial 
communities, accounting educators, issuers of financial statements, and others. 

After a specific project is added to the FASB's agenda, a task force generally is 
appointed to assist in identifying the project's problems and issues, to determine the nature 
and extent of additional research, if any, and to consult with the FASB and its technical 
staff on preparation of a Discussion Memorandum setting forth the issues, arguments, 
alternative solutions and the implications relevant to each. Substantially all members of a 
task force have no other relationship to the FASB and serve without compensation, but a 
task force may include members of the FASB and its technical staff, members of the 
Advisory Council, FASB .consultants, and anyone else who possesses expertise or a 
viewpoint relevant to the project. 

The FASB currently distributes publicly over 27,000 copies of each Discussion 
Memorandum. In order to maximize public involvement, at least one copy of each 
Discussion Memorandum is provided free of charge to anyone requesting a copy. 

After issuing a Discussion Memorandum, the FASB holds a public hearing in order to 
receive public comments and suggested solutions. At least 60 days' public notice is 
normally given of a ,hearing, unless the FASB considers a shorter period (not less than 30 
days) appropriate. The notice of hearing indicates the date or dates prior to the hearing by 
which comments and position papers and outlines of oral presentations should be 
submitted. A public transcript is kept for each hearing, including the question and answer 
sessions between the FASB and those making oral presentations. 

Following the public hearing, the FASB considers the transcript and the comments, 
position papers and proposed solutions submitted by the public, deliberates the issues, and, 
with the assistance of its technical staff, prepares an Exposure Draft of a proposed 
Statement. Each Exposure Draft sets forth the proposed financial accounting and reporting 
standards, the proposed effective date and method of transition, and specifies the time and 
manner in which the public may comment. Under the FASB's present Rules of Procedure, 
no Exposure Draft may be issued for comment unless it is approved by the affirmative vote 
of at least five of the FASB's seven members. The period of public exposure must be at 
least 60 days unless a shorter period (not less than 30 days) is considered appropriate and is 
prescribed by the F ASB. 

The FASB currently distributes publicly over 37,000 copies of each Exposure Draft. As 
in the case of Discussion Memoranda, at least one copy of each Exposure Draft is free to 
anyone for the asking. * 

* The FASB may, under its Rules of Procedure, proceed directly to the preparation of an Exposure 
Draft of a proposed Statement, without appointing a task force, preparing a Discussion 
Memorandum or holding a public hearing. The FASB has followed this procedure where, in its 
judgment, an informed decision can be made without a Discussion Memorandum or a public 
hearing. In other cases, the FASB has held hearings on Exposure Drafts instead of a Discussion 
Memorandum. In no circumstances maya final Statement b~ issued without prior exposure for 
public comment for at least 30 days. 
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FOllowing public exposure and con 'd . 
deliberates further and with the assI'st SI eratfIO.n of the comments received, the FASB 
. , ance 0 Its staff. prepa fi I 
Issu~nce: Generally, each Statement includes the F,' re.s a . na Sta~ement for 
applIcation and method of tran"I'tI'on I b kASB s conclUSIOns, Its effectIve date of 
I . '" , re evant ac ground info t' d h . 

a ternatlve. solutions considered by the FASB i I d' .' rma I?n, an t e vanous 
rejection of some alternatives and th ' nc u Ing the reasoOlng that led to the 

. e acceptance of others d th '. 
resulting from comments received on the Ex osure D : . an ose mOdIfications 
of Procedure require that members' dissents Pb bl' r~ftd' Arldltlonally, the FASB's Rules 

e pu IS e as a part of the final Statement. 

The FASB currently distributes publicly over 100000 . f 
, copIes 0 each final Statement. 

The extent of pUblic participat' . h FAS' . 
following: Ion In t e B s publIc due process is indicated by the 

179 different persons have served as mem bers of 14 FASB task forces. 

2,200 written comments and . . . 
Discussion Memoranda. posltlon papers have been received on the FASB's 13 

322 oral presentations have been made at 15 publ' h . IC eanngs. 

3,160 written comments and ' , 
Drafts. pOSItion papers have been received on 20 Exposure 

2. Interpretations 

The FASB also issues Interpretations of its ow S 
Accounting Principles Board and A . R n tatements, and of Opinions of the 
I 'f ccountIng esearch Bulletins S· I 

c an y, explain or elaborate on a Statement APB 0 . . . ,Ince nterpretations 
as an aid to its understanding, the FASB's R I f~Olon or Accou.ntIng Research Bulletin 
not appoint task forces, conduct research u res 0 ro~edur~ proVIde that the FASB need 
hearings or expose an Interpretation for co'mP epare. DIScu.ssIOn Memoranda, hold public 
However, the Rules of Procedure do re uire ~ent prIor to Issuance, al.though it may do so. 
comment to the members of the FAS~' b a~roposed InterpretatIons be submitted for 
period of not less than 15 days prior t th

s
. ~oa Y representative Advisory Council for a 

members' dissents are published as a P:rt ~~ ~ss~~nce. As i~ the case of Statements, FASB 
FASB does not issue private or informal ex naa

t 
~~~rprNatIO~s. As a matter of policy, the 

, pre InterpretatIons". 

The FASB currently distributes publicly over 90,000 copies of each final Interpretation. 

3. Emerging Problems Procedures 

. Recognizing that a dynamic and chan in econo . 
tIOns, and regulatory and legislatI've a t' g g, my, new forms of bUSIness transac-

. c Ion can rather quickly . 
reportIng problems, the FASB established in mid 197 . c.reate new accountIng and 
Screeni~g Committee on Emerging Probl - T/ a contIn~Ing task .force to serve as a 
evaluating the magnitude and u femhs. lIS Committee aSSIsts the FASB in 
. rgency 0 t ese comparat' I 
Important, accounting'problems and d' , Ive y narrow,. but frequently 
desirable. The Screening Co~mitte: v~es on .a tFIme frame within which a solution is 

w ose non- ASB members serve without com-
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pensation, presently consists of fifteen members, including one FASB memb;;,.c and the 
FASB's Director of Emerging Problems, seven members of the accounting profession, three 
financial executives, two financial analysts and one accounting educator. Additionally, 
representatives of the Office of the Chief Accountant of the Securities and Exchange 
Commission are observers and attend meetings regularly. The preponderance of account­
ing representatives on the Screening Committee is in recognition that practicing accountants 
typically become aware of potential emerging problems first and have the most frequent 
and extensive contacts with them. 

When a problem is brought to the attention of the Screening Committee, the F ASB 
staff prepares background material and information on issues and distributes them to the 
Screening Committee for its consideration at regularly scheduled meetings. Af'cer the 
Screening Committee considers the problem, the matter is referred to the Board with the 
Committee's views as to the scope and urgency of the problem. The Board then considers 
the matter and decides whether to add it to its technical agenda and, if so, its priority and 
manner of resolution. If, on the other hand, the Board determines not to consider the 
matter at that time, it so advises the Screening Committee, in which event the Accounting 
Standards Executive Committee of the AICPA may consider it as a possible subject for an 
AICPA Statement of Position for the guidance of practitioners, or the Securities and 
Exchange Commission may decide to take action. Regardless of whether the AICPA 
proceeds with a Statement of Position, the FASB reserves the right at any time to consider 
the matter, either as originally proposed or as part of an agenda project. 

4. Review Procedures 

(a) FASB. The FASB has been called upon to reconsider certain authoritative 
pronouncements, and has developed and publicly announced procedures by which anyone 
can request FASB reconsideration or review. 

If the FASB receives a request for reconsideration of a pronouncement, a copy of the 
request is circulated to each Board member and appropriate members of the FASB's 
technical staff. In reviewing the request, Board and staff members seek to determine 
whether this information and reasoning submitted in support of the request had been 
properly considered prior to issuing the standard or whether, even though considered 
previously, subsequent events and circumstances have caused reconsideration to be 
warranted. When such information is found to be present and persuasive, the Board is 
prepared to consider appropriate action. For example, F.;SB Statement No. 1 I is a case 
where the Board amended the transition method of its previously issued Statement No.5. 
The Board makes an individual response to each request, whether granted or not. 

Additionally, the Board grants requests for meetings when it is anticipated that a 
meeting will produce new and relevant information not otherwise available. When a 
meeting is requested, the requesting party is asked to submit in advance a written statement 
setting forth the purpose of the meeting and a summary of the matters proposed to be 
discussed. This written material is reviewed by the Board member and project manager 
assigned to the matter in question. If it is felt that a meeting is advisable, the meeting is 
held. 

While not an appeals mechanism 'lS such, the FASB's Screening Committee on 
Emerging Problems is another publicly announced means by which FASB and APB 
pronouncements and existing Accounting Research Bulletins can be and are reviewed. 
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(b) SEC. Apart from its statuto h' . 

::~i~~c~1::a~~db~~~~~g:c;~~~!~:ie:~!1:~~~~s~~:ea;~~:~~~!l~;~~ ~~:rr;:eu~~t!~:~ 
APB pronouncements and Accou t' R d ISsues, InclUding ones related to F ASB 

generally or with· reference to a compa~~~g ~se~rch . Bulletins, can be rev.iewed either 
P . . partlcu ar CirCUmstances. ' 
. re-filIng aSSistance and inter r' . 

partlcular problems. This typicall: oetattve. advlc(~ are available for ad hoc resolutio f 
acCOuntants disa ree CCurs In cases where a com an " n 0 

;'ll.ltion followin~ di~:u~~;~~ :~~~u:~p~;~~;~!~nces ;rehpresente~, a~:~~ul~~l~nr~~~;:; i~~ 
Inance and/or the Office of the Ch' fA ves 0 t e SEC's bivision of Corp . Ie ccountant. oration 

.Also, it is possible to receive an inform 
partlcular accounting problem Th h al statement of the views of the Comm' . 
't . . us t e Co " h ISSlon On a 
I 5 VI~WS may be obtained when it; staff. ummlsslOn as announced procedures by which 

~~~:~oa~: t~o~e~ ;~~i~~~~oC~:::;I~;'i:t~:att~~n o~e~u:;t~~~v~ni~~o~~~c:~~~n~K;;:et~t: 
statement by the Commission is entirely wi~hl'nthl'te dg~antt~g of th(! request or an informal 

s IscretlOn" 
. Additionally, the Commission's Rul . . 
Issuan.ce, amendment or repeal of a substa~ti of Pr~ctlce pro~ide that any person desirin 
~:rP~~~.may fi!e a petition with the Secreta;~~~~;tgpret~tt,:,e rule or a general statemen~ 

IC notice and public procedure ommlsslon. The SEC's rules rovide 
unnecessary or contrary to the public int

S
, e~~ept where found to be "imprac~icable 

statements of policy are involved. In the e~::st , or wh~re interpretative rules or generai 
a pers~n .to be heard, at the discretion of the ~ of.a hearIng, ~he Commission's rules permit 
person s Interests earIng officer, In any matter that ffi h . a ects t at 

5. Public Record 

An integral aspect of the FASB's . 
encourage maximum p bl' ". operational process and of 't 
o· u IC partiCipatIOn and d ' I S procedures to 

peratlOns are Open to pUblic participation and pu~j. pr?cess, is the degree to which its 
Th ~~~ 

us, the FASB is required b' , 
announcement of any development i[ r~ts Rulc..s. of Procedure to make prompt ublic 
announcements are required in the fOllo;l~n~gdS .of Importance to the public. In partkular 

CirCUmstances' , A . 
pproval of projects for the FASB' 

s agenda and assi . " 
Completion of a si 'fi gnment of prIontles; 

- gm cant phase of a project, such as the 
Issuance and availabilit . . work of a task force; 

materials,' y of DISCUSSIOn Memoranda and 

Issuance of notices of public hearings; 

Issuance and availability of Exposure Drafts' 

Availability of transcripts of publl'c h . ' 

baCkground and other 

earmgs; and 

Issuance and availability of Statements and Interpretations. . 

Further, the FASB's Rules ofPr ' 
others, be inclUded in the FASB's p b~~cdure require that the fOllowing documents 
at the FASB's offices in Stamford, ~o~~,~~~~:~:and be made available for public in~p:~t~:! 
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Written research data (other than proprietary information and confidential, 
private statistical data and related explanatory text) and summaries of such data, and 
Discussion Memoranda and background and other materials for public hearings; 

Outlines of proposed oral presentations at public hearings; 

Written comments and position papers submitted to the FASB (other than 
confidential, private statistical data and related explanatory text); 

Written comments of members of the Advisory Council to the FASB; 

Transcripts of public hearings; 

The votes and comments of members of the FASB on the issuance of Statements 
and Interpretations; 

Minutes of the meetings of the Foundation, the FASB and the Advisory Council; 
and 

The annual reports of the Foundation and the Chairman of the FASB. 

B. Liaison with Other Organizations 

Since its formation, the F ASB has maintained active liaison with others, in both the 
public and private sectors, concerned with financial accounting and reporting. The FASB 
maintains continuing channels of communication with governmental bodies, liuch as the 
Securities and Exchlmge Commission and the Cost Accounting Standards Board. 

With respect to the Securities and Exchang~ Commission, the Commission's Acting 
Chief Accountant attends meetings of the Advisory Council and members of the Commis­
sion's accounting staff regularly attend meetings of the Screening Committee on Emerging 
Problems and the FASB's task forces, as well as the FASB's public hearings. FASB staff 
members regularly attend meetings of the Commission's Advisory Committee on. Corpor2te 
Disclosure and its Replacement Cost Advisory Committee. 

In another area, staff representatives of one Congressional committee and several 
agencies of the Federal Government, including the General Accounting Office and the Cost 
Accounting Standards Board, attended task force meetings on the Board's project, 
"Financial Accounting and Reporting in the Extractive Industries". The Comptroller 
General of the United States, a member of the Cost Accounting Standards Board, and the 
Director, Bureau of Accounts, Interstate Commerce Commission, are currently serving as 
members of the FASB's Advisory Council. An FASB senior staff member has attended 
meetings of the Treasury Department's Advisory Committee on Federal Consolidated. 
Financial Statements. 

C. FASB Staff and Budget 

At March 3 I, 1977, the FASB's full-time salaried staff consisted of 79 technical, 
administrative and clerical personnel. Additionally, the FASB had task force consultants 
and part-time technical staff members assigned to various of its technical projects. 

The FAF/FASB's annual expenditures were $2,277,000 in 1973, $3,212,000 in 1974, 
$3,514,000 in 1975, and $4,199,000 in 1976. At the present time the estimated budget for 
1977 is approximately $4,996,000. 

The FAF/FASB's budget is financed from essentially three sources: charitable 
contributions (including associate membership dues), revenues from the sale of its 
accounting pronouncements and royal lies for reprint rights, and interest on investments. 
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Of aggregate revenues of $5,464,000 in 1976, contributions (including associate 
member dues) accounted for $4,007,000, publications and royalties accounted for 
$1,125,000 and interest income accounted for the balance of $332,000. At March 15, 1977, 
the FASB had approximately 2,550 associate members, 13,800 regular subscribers to its 
various publications and 9,041 additional names on its mailing list. 

III. FINANCIAL ACCOUNTING STANDARDS ADVISORY COUNCIL 

The 1972 Report of the Wheat Study Group concluded that the work of the FASB 
would be benefited by the participation of knowledgeable individuals and persons with 
complementary or other skills relevant to financial accounting and reporting. The FASB's 
Advisory Council, or FASAC, provides this additional dimension, in the words of the 
Wheat Study Group, as the FASB's "permanent instrument for maIntaining contact with 
the business and professional world." 

The only qualification for membership on the Advisory Council is the capacity and 
willingness of an individual to make a contribution to the FASB's work. Accordingly, the 
Foundation's current By-Laws provide that membership on the Advisory Council is 
personal to the individuals appointed and, while members may consult with advisors on 
technical matters, no member may delegate his function as a FASAC member to another. 
Co~ncil members serve without compensation and are appointed for terms of one year, and 
may be reappointed for additional terms. The Advisory Council has at least 20 members, 
which at any particular time may vary upwards as the needs .'f the FASB change. The 
current Advisory Council has 29 members, including the Chairman of the FASS, and the 
Chief Accountant of the SEC regularly attends meetings as an observer. (The current 
members of FASAC are listed below in Part IV of this Exhibit.) Consistent with the 
personal nature of membership, the Advisory Council does not vote or otherwise act 
officially as a body. 

As the Advisory Council is the FASB's formai liaison with the business and 
professional world, the Foundation's By-Laws provide that members of the Advisory 
Council will consult with the Board concerning its agenda of proj~cts and the assignment of 
priorities, the selection and organization of task forces, and such other matters as may be 
requested. The FASB is required to submit proposed Interpretations to members of the 
Advisory Council for their comments at least 15 days prior to final adoption by the FASa, 
and members of the Advisory Council may also be asked to review other proposed 
pronouncements and to provide comments and other input on technical matters to the 
Board. The recent report of the FAF Trustees' Structure Committee makes several 
reco~mendations designed to increase the participation and effectiveness of ti)r; Advisory 
Council in the FASB's technical processes. 

It would be impossible as a practical matter to impose restrictions as to financial 
interests and positions held by members of the Advisory Council and still attract individuals 
with that level of competence and diversity of expertise providing maximum support to the 
FASB. This becomes apparent when one considers that among those serving on the 
Advisory Council at varying times during the last four years have been: 

• independr.;nt public accountants 

• accounting educators 

• attorneys 
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• financial analysts 

• investment bankers 

• commercial bankers 

• financial and accounting executives 

• the Comptroller General of the United States 

• the former Chairman of the Board of Governors of the Federal Reserve System 
• the Assistant Comptroller General Mthe United States 
• former Commissioners of the SEC 

• a director of the U.S. General Servkes Adminisr.ration 
• a former Chief Accountant of the SEC 

• the Director of Bureau of Accounts, Interstate Commerce Commission 
• the Chairman of the New York Stock Exchange 

• the Chairman of the American Stock Exchange 

• members of the Federal Government's Cost Accounting Standards Board 

• the Chairman of the New York Municipal Assistance Corporation 

IV. PERSONNEL 

MEMBERS 
FINANCIAL ACCOUNTING STANDARDS BOARD 

(~ith immediate former affiliations) 

Marshall S. Armstrong, Chairman 
(formerly Managing Partner, Geo. S. Olive & Co.) 

Robert T. Sprouse, Vice Chairman 
(formerly Professor of Accounting, Graduate School of Business, 
Stanford University) 

Oscar S. Gellein 
(retired Partner, Haskins & Sells) 

Donald 1. Kirk 
(formerly Partner, Price Waterhouse & Co.) 

Arthur L. Litke 

(formerly Chief, Office of Accounting and Finance, Federal Power 
Commission )' 

Robert E. Mays 
(retired Controller, Exxon Corporation) 

Ralph E. Walters 
( formerly Partner, Touche Ross & Co. ) 

1979* 

1980 

1980 

1981 

1977 

1977 

1978 

* Mr. Armstrong has announced plans to step down as Chairman, effective December 31, 1977, to 
devote his full time, as Chairman Emeritus, to the Foundation. 
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TRUSTEES 
FINANCIAL ACCOUNTING FOUNDATION 

John C. Biegler, President of the Foundation 
Senior Partner. . 
Price Waterhouse & Co. 

Michael N. Chetkovich, Managing Partner 
Haskins & Sells 

Daniel F. Crowley, Executive Vice President-Finance 
McGraw-Hill, Inc. 

James Don Edwards, Secretary of the Foundation 
J. M. Tull Professor of Accounting 
Department of Accounting and Business Law 
College of Business A-dministration 
The University of Georgia 

1. O. Edwards, Controller 
Exxon Company, U.S.A.' 

Ralph E. Kent, Senior Partner 
Arthur Young & Company 

Russell E. Palmer, Managing Partner and Chief Executive Officer 
Touche Ross ~ Co. 

Stanley J. Scott, Managing Partner 
Alford, Meroney & Company 

Walter P. Stern, Treasurer of the Foundation 
Senior Vice President and Director 
Capital Research Company 

Alva O. Way, Vice President of the Foundation 
Vice President-Finance 
General Electric Company 

John C. Whitehead, Senior Partner 
Goldman, Sachs & Co. 

MEMBERS 
FINANCIAL ACCOUNTING STANDARDS ADVISORY COUNCIL 

(all terms expire December 31, 1977) 

Marshall S. Armstrong, Chairman 
Chairman, Financial Accounting Standards Board 

Norton M. Bedford, Arthur Young Distinguished Professor 
and Head of the Department of Accountancy 
University of Illinois 
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1977 
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William E. Buxbaum, Comptroller 
E. I. du Pont de Nemours & Co. 

George R. Catlett, Senior Partner 
Arthur Andersen & Co. 

Joseph P. Cummings, Deputy Senior Partner 
Peat, Marwick, Mitchdl & Co. 

Frank Forester, Jr., Executive Vice President 
Morgan Guaranty Trust Company of New York 

Charles G. Gillette, Partner 
Arthur Young & Company 

John A. Grady, Director of Bureau of Accounts 
Interstate Commerce Commission 

Charles C. Hornbostel, President 
Financial Executives Institute 

Charles T. Horngren, Edmund W. Littlefield Professor 
Graduate School of Business 
Stanford University 

James J. Kerley, Executive Vice President 
Monsanto Company 

Allan Kramer, General Counsel 
Haskins & Sells 

Irving B. Kroll, Managing Partner 
Kenneth Leventhal and Company 

Raymond C. Lauver, Partner 
Price Waterhouse & Co. 

Theodore R. Lilley, President, 
Financial Analysts Federation 

Archie M. Long, Comptroller 
General Motors Corporation 

Robert A. Malin, Senior Vice President and Director 
The First Boston Corporation 

Robert K. Mautz, Partner 
Ernst & Ernst 

Charles T. McGarcaugh, Senior Vice President 
Northwest Bancorporation 

James W. Nethercott, Senior Vice President and Secretary 
The Proctor & Gamble Company 

William C. Norby, Senior Vice President 
Duff and Phelps, Inc. 

David Norc, Partner 
First Manhattan Company 
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Ezra Solomon, Dean Witter Professor of Finance 
Graduate School of Business 
Stanford University 

Elmer B. Staats, Comptroller General of the United States 

Robert B. Sweeney, Professor and Chairman 
Accounting and Information Systems Programs 
University of Alabama 

Robert C. Thompson, Vice President, Finance 
Shell Oil Company 

Charles A. Werner, Assistant National 
Managing Partner-Technical 
Alexander Grant & Company 

Francis M. Wheat, Partner 
Gibson, Dunn & Crutcher 

John A. WilIis, Assistant Vice President 
Union Carbide Corporation 

Observer 

A. Clarence Sampson, Acting Chief Accountant 
Securities and Exchange Commission 

MEMBERS 
SCREENING COMMITTEE ON EMERGING PROBLEMS 

Martin V. Alonzo, Vice President-Controller 
AMAX Inc. 

James H. Combes, Vice President-Finance 
Hertz Corp. 

William H. Conkling, Jr., Partner 
Hurdman and Cranstoun 

Robert S. Kay, Partner 
Touche Ross & Co. 

Raymond C. Lauver, Partner 
Price Waterhouse & Co. 

Robert A. Malin, Senior Vice President and Director 
The First Boston Corporation 

Robert K. Mautz, Partner 
Ernst & Ernst 

Professor Carl L. Nelson, Graduate School of Business 
Columbia University 

David Norr, Partner 
First Manhattan Company 
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Frank J. Tanzola, Senior Vice President 
and Corporate Controller 
U.S. Industries, Inc. 

~George Vogt, Partner 
Peat, Marwick, Mitchell & Co. 

Charles A. Werner, Partner 
Alexander Grant & Co. 

Arthur R. Wyatt, Partner 
Arthur Andersen & Co. 

FASB Representatives 

Donald J. Kirk, Board Member (Committee Chairman) 
J. T. Ball, Director of Emerging Problems 

Observer 

A. Clarence Sampson, Acting Chief Accountant 
Securities and Exchange Commission 

MEMBERS 
FINANCIAL ACCOUNTING STANDARDS BOARD TASK FORCES 

(Since 1973) 

Affiliation at Time of 
Name Appointment to Task Force Task Force 

Paul M. Albert, Jr. Morgan Stanley & Co. Interim Financial 
Incorporated Reporting 

Martin V. Alonzo AMAX, Inc. Interest Costs 
Extractive Industries 

M. L. Alper International Telephone & 
Telegraph Corporation 

Contingencies 

Loren Alter Allstate Insurance C~mpanies Contingencies 
Peter L. Anker Smith, Barney & Co. Extractive Industries 
Robert N. Anthony Harvard University Conceptual Framework 
Hector R. Anton Haskins & Sells Debtors and Creditors 
Kenneth S. Axelson J. C. Penney Company, Inc. Leases 
William J. Badecker Hurdman and Cranstoun Segments 
David A. Baker Boston Company, Inc. Leases 
Andrew Barr American Institute of CPA's Materiality 
Preston C. Basset Towers, Perrin, Forster & Employee Benefit Plans 

Crosby, Inc. Cost of Pension Plans 
William H. Beaver Stanford University Materiality 
Norton M. Bedford University of Illinois R&D and Similar Costs 
George S. Bissell Massachusetts Financial Materiality 

Services, Inc. 
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Dean M. Bloyd 
John F. Bogaard 
Horace Brock 
R. Gene Brown 
Victor H. Brown 

Dudley E. Browne 
George N. Buffington 

Carl B. Burger 
George R. Catlett 
John S. Chalsty 

Edwin Clemens 
Wayland Coe 
Harold Cohan 
Gordon R Corey 

Putnam L. Crafts, Jr. 
", Allan C. Crane 

James H. Crowley 
.Jm;eph Cummings 

Bernard F. Curry 
Clement H. Darby 
Sidney Davidson 
Robert S. Davis 
Philip Defliese 
John S. deGraffenried 

Gary L. Depolo 
Marvin Deupree 

Bernard R. Doyle 
Alan W. Drew 
Robert C. Drummond 
Robert W. Ehrlich 

Robert G. Ellis 
Robert W. Farrell 
Robert E. Field 
Edward P. Fischer 

Frank Forester 
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Affiliation at Time of 
Appointment to Task Force Task Force 

Tesoro Petroleum Corporation Extractive Industries 
Internal Revenue Service Business Combinations 
North Texas State University Extractive Industries 
Berkeley Bio-Engineering Co. Materiality 
Standard Oil Company Business Combinations (Indiana) Extractive Industries 
Lockheed Aircraft R&D and Similar Costs 
National Assoc. of Real Estate Debtors and Creditors 
Investment Trusts, Inc. 
Geo. S. Olive & Co. Business Combinations. 
Arthur Andersen & Co. Conceptual Framework 
Donaldson, Lufkin & Jenrette, Extractive Industries Inc. 
Forest Oil Corporation Extractive Industries 
U.S. Department of Labor Employee Benefit Plans 
S. D. Leidesdorf & Co. Debtors and Creditors 
Commonwealth Edison Contingencies Company 
Studebaker-Worthington, Inc. Business Combinations 
A. O. Smith Corporation Interim Financial 

Reporting 
The Aetna Life & Casualty Co. Contingencies 
Peat, Marwick, Mitchell & Co . Foreign Currency 

Translation 
Morgan Guaranty Trust Co. Employee Benefit Plans 
Builders Investment Group Debtors and Creditors 
University of Chicago Leases 
St. Paul Companies, Inc. Materiality 
Coopers & Lybrand Conceptual Framework 
Merrill Lynch, Pierce, Debtors and Creditors 
Fenner & Smith Inc. 
Transamerica Corporation Interest Costs 
Arthur Andersen & Co. Foreign Currency 

Translation 
General Electric Company Cost of Pension Plans 
Peabody Galion Corporation Segments 
Mobil Oil Corporation Extractive Industries 
American Telephone & Cost of Pension Plans 
Telegraph Corporation 
Motorola, Inc. Cost of Pension Plans 
Bache & Co., Inc. R&D and Similar Costs 
Price Waterhouse & Co. Extractive Industrie~ 
Mobil Oil Corporation Foreign Currency 

Translation 
Morgan Guaranty Trust Foreign Currency 
Company of New York Translation 
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William C. Foster 
Anthony Fox 

Tilford C. Gaines 

Oscar S. Gellein 

Martin S. Gerstel 
Robert B. Gilmore 
J. Spencer Gould 

John A. Grady 

Clyde H. Graves 

David O. Green 

F. Willi~m Gridley 
Ray J. Groves 

Harvey V. Guttry, Jr. 

Joseph W. Halliday 
A. Phillip Hanmer 
John E. Hart 

Donald J. Hayes 

Ernest L. Hicks 

Thomas L. Holton 

A. Charles Howell 

Stanley M. Hunt 

John W. Ingraham 
Robert O. Isban 

Ernest C. Janson, Jr. 

Robert J. Joedicke 
Kenneth P. Johnson 

Orace Johnson 

Robert S. Kay 

Paul J. Kelsey 

Jack F. Kincannon 
Alfred M. King 

Harold Q. Langenderfer 

Irving S. Lauterbach 
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Affilialion al Time of 
Appoinlmenl 10 Task Force 

New York Stock Exchange 

Connecticut General Life 
Insurance Company 

Manufacturers Hanover 
Trust Co. 

Haskins & Sells 

Alza Corporation 

DeGoyler & MacNaughton 

Arthur Young & Company, 
Intt'rstate Commerce 
Commission 

American Mutual Insurance 
Alliance 

University of Chicago 

Chrysler Corporation 
Emst& Ernst 

The Times Mirror Company 
White & Case 

The Dow Chemical Company 
Coopers & Lybrand 

Arthur Young & Company 
Arthur Young & Company 

Peat: Marwick, Mitchell & Co. 
John Hancock Mutual Life 
Insurance Co. 

General Mills, Inc. 
Citicorp, N.A. 

Manufacturers Hanover 
Trust Co. 

Coopers & Lybrand 
Kuhn, Loeb & Co. 

Coopers & Lybrand 

Ohio State University 
Touche Ross & Co. 

The Pillsbury Company 

Sears, Roebuck and Co. 

American Appraisal Associates 
Incorporated 

University of North Carolina 
Clarence Rainess & Co. 
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Segments 

Debtors and Creditors 

Materiality 

R&D and Similar Costs 

R&D and Similar Costs 
Extractive Industries 
Segments 

R&D and Similar Costs 

Contingencies 

Interim Financial 
Reporting 

R&D and Similar Costs 

Business Combinations 
Business Combinations 

Debtors and Creditors 
Contingencies 
Contingencies 

Interest Costs 

Cost of Pension Plans 
Materiality 

Cost of Pension Plans 

Segments 

Conceptual Framework 
Interest Costs 
Debtors and Creditors 
Extractive Industries 

Debtors and Creditors 
Business Combinations 
Interest Costs 

R&D and Similar Costs 
Business Combinations 
Interest Costs 

Interim Financial 
Reporting 

Interest Costs 

Conceptual Framework 

Business Combinations 
Contingencies 

, 

" 

Name 

Raymond C. Lauver 

Robert E. Leech 
J. Spencer Letts 
Theodore R. Lilley 

Peter C. Lincoln 

Leonard Lorensen 

Norman J. Luke 
Oral L. Luper 
W. Fletcher Lutz 
Robert A. Malin 
John W. March 

Edward R. Marshall 
William McChesney 

Martin 

Randal B. McDonald 
Robert K. Mautz 
Maurice H. Mayo 

Charles T. McGarraugh 
Dan McGill 

C. Edward Midgley 
Eugene J. Minahan 

Francis Mlynarczyk, Jr. 
Charles H. Montgomery 

Robert A. Morgan 

T. Lincoln Morison, Jr. 
Everett L. Morris 

Gerhard G. Mueller 

Robert B. Murray 
Robert D. Neary 

James W. Needham 
Carl L. Nelson 

Theodore J. Newton, Jr. 
William B. Nicol 
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AlliliaUon al Time of 
Appninlrnenllo Task Force 

Task Force 

Price Waterhouse & Co. 
R&D and Similar Costs 
Cost of Pension Plans A. M. Pullen & Company 
R&D and Similar Costs Teledyne, Inc. 
Business Combinations 

Financial Analysts Federation 
Employee Benefit Plans 
Cost of Pension Plans United States Steel and 
Debtors and Creditors Carnegie Pension Fund, Inc. 

American Institute of CPA's 
Foreign Currency 
Translation Pennzoil Company 
Extractive Industries Exxon Company, U.S.A. 
Conceptual Framework Alexander Grant & Company 
Leases 

The First Boston Corporation 
Business Combinations Arthur Andersen & Co. 
R&D and Similar Costs Honeywell Inc. 
Segments Retired 
Foreign Currency 
Translation 

Arthur Andersen & Co. 
Extractive Industries Ernst & Ernst 
Conceptual Framework General Electric Company 
Segments 

Northwest Bancorporation 
Materiality 

University of Pennsylvania 
Employee Benefit Plans 
Cost of Pension Plans Kidder Peabody & Co., Inc. 
Leases 

Atlantic Richfield Company 
Materiality Citibank, N.A. 
Interest Costs 

First National Bank of 
Debtors and Creditors Chicago and First Chicago 

Corporation 

Caterpillar Tractor Co. 
R&D and Similar Costs 
Interim Financial 
Reporting 

First National Bank of Boston 
R&D and Similar Costs Public Service Electric & 
Interest Costs Gas Co. 

University of Washington 
Foreign Currency 
Translation 

Eastman KOdak Company 
Segments Ernst & Ernst 
Interim Financial 
Reporting 

White, Weld & Co. 
Conceptual Framework Columbia University 
Contingencies 
Debtors and Creditors 

Blyth Eastman Dillon & Co., Inc. 
Contingencies Meaden & Moore 
Materiality 
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Edmund R. Noonan 

William C. Norby 
Richard E. Nordquest 
David Norr 

Robert A. Orban 
John W. Ostrem 
C. Reed Parker 
Russell Parker 
R. MacDonald Parkinson 

Louis G. Peloubet 
Raymond E. Perry 
William E. Pike 

Charles W. Plum 

Richard M. Pollard 
Stanley P. Porter 
Claude Poulin 

Henry A. Quinn 

Alfred Rappaport 
Donald G. Reed 

W. Rowland Reed 
Leonard G. Reichhard, Jr. 
Robert Rennie 
Frank C. Roberts 
Robert B. Rothermel 

Frank E. Russell 
Leonard Savoie 

Edwin A. Schoenborn 

Charles W. Scott 
Lee J. Seidler 

Gerald E. Sherrod 
Gordon Shillinglaw 
Charles J. Simons 
Bracy Smith 
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Affiliation at Time of 
Appointment to Task Force 

Peat, Marwick, Mitchell & Co. 

Duff and Phelps, Inc. 
Harsco Corporation 
First Manhattan Company 

NCR Corporation 
Household Finance Corporation 
Duff and Phelps, Inc. 
Federal Trade Commission 
Clarkson, Gordon & Co. 

Textron, Inc. 
Touche Ross & Co. 
Morgan Guaranty Trust Co. 
of New York 
The Standard Oil Company 
(Ohio) 
Touche Ross & Co. 
Arthur Young & Company 
UA W Social Security 
Department 
Peat, Marwick, Mitchell & Co. 

Northwestem University 
Booz, Allen Acquisition 
Service~, Inc. 
Continen.talO'H Company 
Union Service Carp. 
Touche Ross & Co. 
Eaton Corporation 
Touche Ross & Co. 

Indianapolis Newspapers, Inc. 
Clark Equipment Company 

Irving Trust Company 

Ernst & Ernst 
New York University 

Citibank, N.A. 
Columbia University 
Eastern Airlines, Inc. 
U.S. Steel Corporation 
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Leases . 
Debtors and CredItors 
Segments 
Cost of Pension Plans 
R&D and Similar Costs 
Extractive Industries 
Interest Costs 
Interest Costs 
Business Combinations 
Segments 
Foreign Currency 
Translation 
Segments 
Cost of Pension Plans 
Leases 

Segments 

Extractive Industries 
Extractive Iadustries 
Employee Benefit Plans 

Interim Financial 
Reporting 
Segments 
Business Combinations 

Extractive Industries 
Contingencies 
Segments 
Segments 
Interim Financial 
Reporting 
Materiality 
Interim Financial 
Reporting 
Interest Costs 
Debtors and Creditors 
Debtors and Creditors 
Foreign Currency 
Translation 
Extractive Industries 
Segments 
Debtors and-'Creditors 
Interest Costs 

------------.:~----~.-------­..------
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Name 

Dan Throop Smith 

George J. Staubus 
Joseph L. Stebick 
Walter P. Stern 
Frances G. Stone 

Kenneth W. Stringer 
E. Palmer Tang 
Frank J. Tanzola 

Richard F. Tharp 
Robert C. Thompson 

Carl Tietjen 

Harry Van Benschoten 
J. V. van Pelt III 

Joseph Van Vleck III 
George Vogt 

Brooks Walker, Jr. 

Richard Walker 
Randolph H. Waterfield 
George C. Watt 

Allan Wear 

Glenn Welsch 
Francis M. Wheat 
Clifford H. Whitcomb 

Gerald I. White 

Robert Whitman 

John A. Willis 

Arthur Wyatt 

James Zid 

Charles T. Ziatkovich 

Charles L. Zody 
Alvin Zuckerkorn 
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Affiliation at Time of 
Appointment to Task Force 

Hoover Institution on War, 
Revolution & Peace 
University of California 
Robertshaw Controls Company 
Capital Research Company 
Merrill Lynch, Pierce, 
Fenner & Smith Inc. 
Haskins & Sells 
Touche Ross & Co. 
U.S. Industries, Inc. 

Fireman's Fund Insurance Co. 
Shell Oil Company 

Price Waterhouse & Co. 
Newmont Mining Corporation 
Retired, formerly with 
Vulcan Materials Company 
Travelers Insurance Companies 
Peat, Marwick, Mitchell & Co. 

United States Leasing 
International, Inc. 
Arthur Andersen & Co. 
Arthur Young & Company 
Price Waterhouse & Co. 

Ford Motor Company 

Task Force 

Foreign Currency 
Translation 
Contingencies 

R&D and Similar Costs 
Materiality 
Foreign Currency 
Translation 
Materiality 

R&D and Similar Costs 
Interim Financial 
Reporting 
Contingencies 
Employee Benefit Plans 
Cost of Pension Plans 
Conceptual Framework 
Extractive Industries 
Contingencies 

Materiality 

Employee Benefit Plans 
Cost of Pension Plans 
Leases 

Interest Costs 
Contingencies 

Foreign Currency Translation 
Leases 
Foreign Currency 
Translation 

The University of Texas at Austin Interest Costs 
Gibson, Dunn & Crutcher 
Prudential Insurance Company 
of America 

Sterling Grace & Company 

American Electric Power Co., 
Inc. 

Union Carbide Corporation 

Arthur Andersen & Co. 

Ernst & Ernst 

The University of Texas 
at Austin 

Exxon Company, U.S.A. 
J. K. Lasser & Co. 

A-I8 

Materiality 

Employee Benefit Plans 

Interim Financial 
Reporting 
Leases 

Foreign Currency 
Translation 
Leases 
Interim Financial Reporting 
Employee Benefit Plans 
Conceptual Framework 

Interest Costs 
Contingencies 



Name 

Horace Brock 

Joe J. Cramer 

Bruce Collier 

Michael Crooch 

Thomas Dyckman' 

James Grier 

Vincent Hennessy 

Stephen Stewart 

Curtis Youngdahl 

John Hanna 

Carl Nelson 

Edward McEnerney 
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FASB TECHNICAL CONSULTANTS 
(Since 1973) 

AIIIUatlon 

North Texas State University 

Pennsylvania State University 

Oklahoma State University 

Oklahoma State University 

Cornell University 

Peat, Marwick, Mitchell & Co. 

Haskins & Sells 

Retired Principal, 
Coopers & Lybrand 

Retired Partner, 
Haskins & Sells 

McMaster University 

Columbia University 

Hurdman and (:ranstoun 

A-19 

Chairman of the task force 
dealing with financial. . 
accounting and reporung In 
the extractive industries. 

Technical writer on the 
discussion memorandum on 
accounting and reporting 
for employee benefit plans, 
and the exposure draft on 
financial reporting in units 
of general purchasing power. 

Technical writer on the 
discussion memorandum on 
accounting for research and 
development and similar costs. 

Technical writer on the 
discussion memorandum on 
accounting for research and 
development and similar costs. 
Consultant on the design and use 
of research and testing methods. 

Consultant on the project on 
accounting for income taxes­
oil and gas producing 
companies. 
Technical writer on the 
exposure draft on accounting 
for employee benefit plans. 

Technical consultant on 
accounting for employee 
benefit plans. 
Researcher and writer on the 
discussion memorandum on 
criteria for determining 
materiality. 
Consultant on field test research 
report on general purchasing pow­
er accounting. 
Technical consultant on discussion 
memoranda on interim financial 
reporting and financial accounting 
and r~porting in the extractive 
industries. 
Editorial consultant on the 
discussion memoranda on 
interim financial accounting and 
reporting with the extractive 
industries. 
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ANAL YSiS OF'DIVERSITY OF 'RESPONSES TO 
FABBPROPOSALS 

EXHIBIT B 

Underlying the Study's criticism of the standard-setting process is its assumption that 
the FASB is "dominated" by the eight largestacc0unting:'firms, the AJCPA and, to a lesser 
extent, its other sponsoring organizations, each of which is in turn alleged to be principally 
responsive to "big business". As a result, the Study concludes, the FASB lacks the 

-independence and objectivity to 'establish meaningful accounting standards In the public 
interest. The FASB staff has analyzed the positions expressed by the largest public 

"accounting"'firms, their clients listed in the Fortune's rankings for 1975, and the FAF's 
sponsoring organizations on eight FASB projects. The results of this analysis, set forth 
. below,. clearly dem('mstrate that with respect to financial accounting standards there is a 
'wide diY.ersity of responses and wiews among .such accounting firms, their corporate clients, 
and the sponsoring organizations, and even· more clearly that "domination" simply does not 
exist. 

Pr,ojects Reviewed. For the purposes of the analysis, the FASB's technical staff 
reviewed the following eight projects which were deemed to have resulted in the most 
significant of the FASB's Statements to date. Selection of the projects was made prior to 
this analysis and without regard to possible outcome. 

Statement No. Tille 

2 Accounting for Research and Development Costs 
5 Accountjng for Contingencies 
7 Accounting and Reporting by Development Stage Enterprises 
8 Accounting for the Translation of Foreign Currency Transactions and 

Foreign Currency Financial Statements 
9 Accounting for Income Taxes-Oil and Gas Producing Companies 

12 Accounting for Certain Marketable Securities 
13 Af.counting for Leases . 
14 Financial Reporting for Segments of a Business Enterprise 

Excluded from this analysis are the other six Statements that the FASB has issued, one 
of which provided interim guidelines and five of which provided technical amendments to 
existing accounting pronouncements.'" It was concluded that review of responses to the 
related Exposure Drafts, which did not evoke wide interest at the time, would not provide 
additional insight and thus was not needed. 

... Specifically, Statement No. I, "Disclosure of Foreign Currency Translation Information," 
provided interim guidelines for disclosure until Statement No.8 could be issued. Statements No. 
3, "Reporting Accounting Changes in Interim Financial Statements (an amendment of APB 
Opinion No. 28)"; No.4, "Reporting Gains and Losses from Extinguishment of Debt (an 
amendment of APB Opinion No. 30)"; No.6, "Classification of Short-Term Obligations Expected 
to Be Refinanced (an amendment of ARB No. 43, Chapter 3A)"; No. 10, "Extension of 
'Grandfather' Provisions fol' Business Combinations (an amendment of APB Opinion No. 16)"; 
and No. II, "Accounting for Contingencies-Transition Method (an amendment of FASB 
Statement No.5") did not affect any of the issues analyzed in this Exhibit and provided technical 
amendments to the existing accounting pronouncements indicated. The Board concluded that it 
could make an informed decision on the matter addressed by each of those Statements without a 
public hearing; in contrast, the Board held a public hearing as part of its due process before issuing 
each of the Statements covered by this analysis. 
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The purpose of the analysis was to ascertain the pOsItiOns on major issues in the 
reviewed Exposure Drafts of those firms, enterprises and organizations alleged by the Study 
to "dominate" the FASB. Since the FASB does not eipress any proposed conclusions in 
Discussion Memoranda and the respondents analyze typically responded to Exposure 
Drafts regardless of whether they previously responde to Discussion Memoranda on the 
same projects, a review of the responses to Discussion Memoranda was deemed unneces­
sary, except in certain instances where comments on Discussion Memoranda were reviewed 
to clarify a respondent's position on the Exposure D~ft. Those firms, enterprises and 
organizations that disagreed with the Exposure Draft br particular issues were probably 
more likely to respond than those that agreed. As with the selection of the projects 
reviewed, issues were selected for review prior to the analysis and without regard to their 
possible outcome. 

The issues covered by this analysis are comprehensively addressed in the appendices to 
the respective Exposure Drafts and Statements, which include a discussion of the Board's 
reasons for accepting or rejecting various alternatives considered. Accordingly, the reader is 
encouraged to refer to those appendices in considering this analysis. As stated by the Board 
and shown by the results of the analysis, it is the substance of arguments put forth by 
respondents and not the number of respondents or their status that the Board takes into 
account in considering comments before issuing a Statement. 

Categories of Respondents Reviewed. Responses to Exposure Drafts were reviewed 
for respondents in the following categories: 

" 6 sponsoring organizations of the FASB: American Accounting Association 
(AAA), American Institute of Certified Public Accountants (AICPA), Finan­
cial Analysts Federation (Analysts Federation), Financial Executives Institute 
(FEI), National Association of Accountants (NAA), and Securities Industry 
Association (SIA)* 

• 15 largest public accounting firms 
• 500 largest industrial enterprises** 
• 50 largest commercial banking enterprises** 
.. 50 largest life insurance enterprises** 
• 50 largest diversified financial enterprises** 
• 50 largest retailing enterprises** 
• 50 largest transportation enterprises** 
• 50 largest utility enterprises** 
• academicians 

The position ascribed to an organization in the tables may not be the position of its 
membership, or even of the organization itself. All of the sponsoring organizations have 
committees charged with considering F ASB Exposure Drafts. The AICP A charges its 
Accounting Standards Executive Committee (AcSEC) with this task. AcSEC's positions are 
the official view of that Committee only when supported by a majority of its fifteen 
members, and in no event purport to represent the views of the AICPA's approximately 
130,000 members. The NAA and the Analysts Federation similarly present views through 
committees with authority to represent only the committees' members Conversely, while 
the FEI charges its Committee on Corporate Reporting with initial consideration of 
Exposure Drafts, ilts Executive Committee has veto power over the comment letters, and the 
comment letters are intended to be regarded as the views of the membership. The 

• The SIA became a sponsoring organization in October 1976. Prior to such time it did not 
comment on any Exposure Draft covered by this analys~s. 

"Based on Fortune's rankings for 1975. 
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comments of the AAA's Committee on Financi I A . 
the views of the AAA nor the Com 'tt b a

l 
ccountmg Standards constitute ne,ither 

'. mi ee, ut on y. the views of,th " ". m preparmg a particular letter. ose persons partiCIpating 
The fifteen accounting firms i' I d d' h . 

be "a useful and reasonably comJ~t~ ge m.t e :eview were those alleged by the Study to 
major accounting firms on the Fed~ral d~:~r~"!e~r ?,urposes of me~suring the influence of 
accounting firms (Arthur Andersen & C . A h ~ Those firms mclude the eight largest 
Ernst & Ernst; Haskins & Sells' Pht ~:' ~t k urM.o~ng & Company; Coopers & Lybrand; 
and Touche Ross & Co) which the Stud ar~I~ , "ItC ell & Co.; Price Waterhouse & Co,, 
other CPA firms that th~; are able to {c,a~ms are so large and influential in relation t; 
in the United States" The next COin rol vIrtually all aspects of accounting and aUditing 

. seven argest account' fi 'd . 
Alexander Grant & Co.; Hurdman and Cra .mg rms 1 entIfied by the Study are 
Horwath; S. D. Leidesdorf & Co . MaI'n L ti nsto&un

C
' J. K. Lasser & Co.; Laventhol & 

., a rentz o· and S 'd & S . 
Th~ responses of academicians are included in" .eI man eldman. 

academIC research and educational t'" the analYSIS because those engaged in 
h ' " . ac IVItles are found by th St d . 

avmg a dIrect vested interest in the type of t d' d b' e u y as ostensIbly not 
Th . san ar s set y the FASB " 

e VIews expressed by the Analysts Federa" . . . , . 
specia! significance to the analysis, since the Stud fot~~~ s commI,ttee may similarly be of 
financIal statements and of the FAF' y. most of Its members to be users of 
Analysts Federation and its members h s sponsorIng organizations, "only the Financial 
standards which clearly convey the resu~ve ~n apparent in,te.r~st in developing accounting 

Organization of Information. An ove:~i ~~;:~rate aCtiVIties to the p~blic." , 
number of responses for each catego f ary shows for each project revIewed the 
analyzed. ry 0 respondents and the fl'lmber of responses 

For each project, commentary is presented that: 
I, Identifies the issues . d d ' 

Draft and in the Statemen/evlewe an theIr resolution by the FASB in the Exposure 

2. Summarizes positi~ns taken b all ' . 
accounting firms compares the respons; f respondents revIewed and in the case of 
clients (the commentary does not includ: ~h suc~ firms to ,those. of the majority of their 
clients split evenly or took no position or ino:h~~~ta~ces m whIch an ac~o,unting firm's 

3. Sets forth considerations or circumstances t~ e firm ~oo~ no POSItiOn); a,nd 
For each project a table sets forth the ' , , at are sIgmficant to the analysis, 

of respondent as to the issues revl'ewed I PdOdsI,tI,on, I.f any, of each resp:ondent or ~~ategorj 
h . . n a IUon If approp . t fi . . 

t at table also sets forth the overall reaction if a ' rIa e or a partIcular project, 
respondent to the provisions of the Expos D' Ii i' of ea~h respondent or category of 
were classified as (a) "yes" (or" agree" )ure (~a) t;, ?,r most I~sues reviewed, the responses 
was used if the response was clearly affir~~~ive eit~O (or"dlsag~e~"). Clas~ification (a) 
or by comparable wording in the reviewer's 'ud er by ~n ~xplt~It affirmatIve statem~~nt 
response wasdearIy negative either by; J f~ent. C,laSSlficatIon (b) was used if the 
wor?ing in the reviewer'sjudg~ent. If the ~s~~n~It n~?:uve statement o.r by comparabl~~ 
the ISsue but did not indicate a position I .~nt ,I not a~dr~ss the ISsue or discussed 
Judgment was required in c1assifYI'ng cer't ~o c aSSI catIon. was mdlcated for the response. 

. . am responses For ce t" h' pOSSIble chOIces as to their resolution res '. r am IssueL __ avmg several 
particular choice. ' ponses were claSSIfied as to the preferenc::e for a 

For certain other issues, preferences for ch . h 
separatel~' tabulated because they we t Olces ot er than the one proposed were not 

re 00 numerous to do so . Ii II 
case, all respondents classified under (b) were . mea~mg u ~. In the latter 
For example, two respondents might b th h not. necessarIly conSIstent WIth each other. 
have preferences fundamentally diffierenOt ti ave dIsagreed with the Exposure Draft, but 

rom one another. 
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SUMMARY OF N~MBERS OF RESPONSES TO EXPOSURE DRAFTS ON 
FASB PROJECTS REVIEWED 

. Statement No. 

2 5 7 8 9 12 

Sponsoring Organizations( I ) .................... 4 5 3 4 3 

Public Accounting: 
8 largest public accounting firms( I ) .. 7 8 8 8 8 
Next 7 largest public accounting 

3 4 2 4 4 4 firms( I ) .............•............................. 
Others ....... : .......................................... 14 23 13 17 24 

25 35 24 29 15 36 

Business Enterprises and Groups: 

500 largest industrial enterprises( I ) .. 51 45 32 87 28 27 
50 largest commercial banking 

0 4 0 9 enterprises( I ) .................................. 0 
50 largest life insurance 

enterprises( I ) .................................. 0 6 3 0 2 
50 largest diversified financial 

enterprises( I ) .................................. 0 I 8 
50 largest retailing enterprises( I ) ...... 0 3 2 3 0 4 
50 largest transponation 

enterprises( I ) .................................. 0 3 0 0 4 
50 largest utility enterprises( I ) .......... 8 14 II 2 6 
Others .................................................. 50 66 46 41 35 79 

109 146 95 139 71 138 

Academicians{ I ) ........................................ 16 12 4 5 4 

Government. Including Individuals in 
7 3 9 Government ............................................ 12 6 

Other Sources( 3) ........................................ 5 9 9 3 II 

Total Responses .......................... 171 213 138 191 98 203 

13(2) 14 

4 

7 

3 4 
36 14 

47 25 

62 96 

5 4 

3 

2 2 
7 4 

6 
19 5 
66 61 

170 174 

II 10 

II 12 

250 233 

. d d . the respondent's position on the ( I ) Each response i~ this category was reVlewe pot:d:~~r:~n: a position on each of the issues issues selected for analysIs. However, not every res 

reviewed. fi f FASB Statement No. 13. 
(
2

) Responses are i?didcated only f~r Ethpoe :::~ ~:~tsu~:t o;:r~ ~ot analyzed for the reasons Responses also were receive ~o a s~c~n x , 
stated in the commentary in this exhibit for that Statement. .. . 

(3) These responses are primarily from respondents in the secuntles mdustry and the legal 
profession. 
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FASB STATEMENT NO.2 

"ACCOUNTING FOR RESEARCH AND DEVELOPMENT COSTS" 
(October 1974) 

Background 

Statement No. 2 established standards of financial accounting and reporting for 
research and development costs and eliminated at least t!uee alternative accounting and 
reporting practices previously followed: Statement No.2 specifies (a) those activities that 
shall be identified as research and development for financial accounting and reporting 
purposes; (b) the elements of costs that shall be identified with research and development 
activities; (c) the accounting for research and development costs; and (d) the financial 
statement disclosures related to research and development costs. 

Analysis of Responses to Exposure Draft 

The resplJDses to the Exposure Draft by respondents in the categories specified in the 
preface to this review were analyzed as to the positions taken on two major issues. No 
separate question focusing on each respondent's overall reaction, if any, was neces.sary 
inasmuch as the first issue addresses the primary area dealt with in the Exposure Draft. 

Issue No. I: Should all research and development costs not directly reimbursable by others 
be charged to expense when incurred? 

FASB Position in ED: Yes 

FASB Position in Statement: Yes (The scope of the Statement excluded '''accounting 
for the costs of research and development activities conducted for others under a 
contractual arrangement," which, according to some, is a slightly broader category 
than "research and development costs directly reimbursable by others.") 

I. The AICPA, Analysts Federation and FEI agreed with or at least found acceptable 
the Exposure Draft and Statement on this issue. 

2. Eleven academic commentators disagreed with the Exposure Draft and the 
Statement; three agreed. 

3. Six major accounting firms agreed with the Exposure Draft and the Statement; 
three disagreed. 

4. Thirty-four major business corporations agreed with the Exposure Draft and the 
Statement; seventeen disagreed. 

5. Three accounting firms took positions consistent with those of the majority of their 
clients responding; one firm took an inconsistent position with those of a majority of 
its clients responding. . 

Issue No.2: Should research and development costs incurred on the basis of a contractual 
arrangement be encompassed and accounted for in the manner proposed in the 
Exposure Draft? 

FASB Position in ED: Yes 

FASB Position in Statement: No 

I. The Analysts Federation and FEI agreed with the Exposure Draft on this issue; the 
AICP A disagreed with the Exposure Draft. 
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2. The one academic commentator who took a position agreed with the Exposure 
Draft. 

3. The five major accounting firms responding on the issue disagreed with the 
Exposure Draft. 

4. Sixteen major business corporations agreed with the Exposure Draft; twelve 
disagreed. 

5. Four accounting firms took positions iaconsistent with those of the majority of their 
clients responding. 

6. A number of the respondents whose responses have been classified as "yes" or 
"agree" under this issue did not explicitly address this issue; instead, they indicated 
overall agreement with the provisions in the Exposure Draft. 

7. Because in the Statement the scope excluded costs incurred in research and 
development activities conducted for others under a contractual arrangement, the 
Board did not accept or reject the various positions taken by respondents about 
appropriate accounting for this issue. Accordirlgly, no comparison is possible of the 
Statement's position to the respondents' positions. 
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" FAS8 Statement No.2 
Accounting for Research and D I 

eve opment Costs" 
. (October 1974) 

I. R&DCoSls 
_~.xpensed 

Yes No FASB Exposure Draft 

;ASB s~atement ......... ::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::: 
ponsonng Organizations( a) 

AICPA 

• 
• 

:~f~~'?::?::':':;:::::-:::--:: 
Academicians 

Major ACCOUnt~'~~';;~:~"""""""""""""'''''''''''''''''''''''''''''''''''''' 
............................................................... 

Business Enterprises ...................................................................... 
Total for Responses Analyzed 

Major Accounting F' ..................................... .. 

Irms and Responding Clients 

Anhur Andersen & Co. 

7:~~~~-~~:;.;;;:;:--::::-ii;_:_~::-
oopers & Lybrand (no response) 
Its Clients 

~~;;,,-;;:;J~~;-:;~:-~_-~~-;--:=-~:-:-; 
Hurdman and Cranstoun ............................... .. 

Its Clients ........................................................ .. 
............................................................................... 

J. K. Lasser & Co 
Its Clients (no ;~~~~~~~.; ....................................................... . 

Peat, Marwick, Mitchell & Co.(e) 

pr:~; ~~;t~:~:~~·~·~~:·.·~~.·~~~.·~~~~~~.·~:.:.:.:.:~:.:.:.~:.::.:.:.:~:.:.:.:.~:.::~:.:.~:.:.::.:.:.~:.:.:.:.:.:~.: 
................................................. 

S. D. Leidesdorf & Co ............................ .. 

Seil~~:~e:t:~;~:~~ .... ::::::::::::::::::;:::::::::::::::::::::::::::::::::::::::::::: 
Its Clients (no res~~~~~·;· .. · ...... · .......... · .................. · .. · .. ·· ...... .. 

Touche Ross & Co. ( e) 
Its Clients ............................................................................. . 

........................................................... '" 
Notes are 'n the followt'n g page. 
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2. R&D Under 
_ Conlract 

Yes No 

• 
• 

• • 
• 
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0 5 

16 12 

19 18 

2 

2 3 

2 
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Statement No.2 

Notes to Table 

. . or Ihese commenl leller po.ilions is for convenience only. .As 
(a) The "sponsoring organization" deslgna~~n fi e resenl Ihe majorilY "icw of each organizalion's respondl?g 

d' cussed in Ihe preface to this exhibit, these poslUons r Ph' s of the organizatiul'l as such or the views of liS 
:mmillee and, except as stated in Ihe preface, do not representt e vIew 

membership. . " to whom we have circulated the proposed (b) The response indicales that the (eplies recelve:l,. from k t~ose 
Statement ... indicated enthusiaslic uffirmalion of the poslUon ta en. ." . 

rt the rovisions in the Exposure Draft, though 11 believes Ihat 
'c) The response indicated that the FEl could ~u~po :ect underlying circumstances." Its position paper on t~e 

the Standard adopted should permit reason.able "a~auons ~oared Development and Similar Costs," proposed that certam 
FASB Discussion Memorandum, "Accounllng f~r /s~a~~ tho~e costs meet certain crileria (in general, a high degree of kinds of research and development costs be caplla tze . 

probability of future economic benefits). AA r't d to "the need for 
'n Practices Commillee of the N was Iml e .. 

(d) The response of the Management ~ccounll g. "I 'lion paper to Ihe aforemenrioned DISCUSSIon 
. t lessen m!Sunderslandmg. ts POSI . . . 

clarification in certam are~s .0 • 'h d development costs that meel certam crllena. Memorandum proposed capllallzauon for researc an . 

(e) The respondenl nOled parricipation in and general agreemenl wilh the response by the Accounung Standards 
Execulive Commillee of the AICPA. 
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,FASB STATEMENT NO.5 
"ACCOUNTING' FOR CONTINGENCIES" 
(March 1975) 

Background 

Statement No. 5 establishes standards of financial accounting and reporting for 
contingencies. The Statement reduced the number of alternative accounting practices 
previously followed and -improved the disclosure of loss contingencies in financial state­

. ments. The Statement specifies (a) the accounting for both loss and gain,contingencies; (b) 
criteria for determining when a loss ,contingency should be accr.ued; and (c) the financial 
statement disclosures related to loss.,.contingencies. It 'also' provides..examples of its 
application to the various contingencies that an enterprise ma~ experience. 

Analysis of Response~ to Exposure Draft 

The responses to the Exposure Draft by respondents in the categories specified in the 
preface to this exhibit were analyzed as to the positions taken on three major issues. Those 
respondents' overall reactions,' if any, to the provisions of the Exposure Draft were also analyzed. 

Overall 

I. The AICPA and Analysts Federation agreed' with the Exposure Draft and 
Statement; the FEI and NAA disagreed. 

2. The seven academic commentators who indicated overall reactions agreed with the 
Exposure Draft and Statement. 

3. Six major accounting firms agreed with the Exposure Draft and Statement; five 
disagreed. 

4. Forty-two major business corporations disagreed with the Exposure Draft and 
Statement; fourteen agreed. 

5. Four accounting firms took positions consistent with those of the majority of their 
clients responding; two firms took positions inconsistent with those of the majority 
of their clients responding. 

Issue No. I: Should accruals be permitted for loss contingencies from self-insured risks? 
FASB Position in ED: No 

FASB Position in Statement: No 

I. The AICPA and the Analysts Federation agreed with the Exposure Draft and 
Statement on this issue; the FEI and NAA disagreed with the Exposure Draft and 
Statement. 

2. The six academic commentators who took positions agreed with the Exposure Draft 
and Statement. 

3. Five major accounting firms agreed with the Exposure Draft and Statement; one disagreed. 

4. Fifty major business 'corporations disagreed with the Exposure Draft and State­
ment; two agreed. 

5. One accounting firm took a position consistent with those of the majority of its 
clients responding; four firms took positions inconsistent with those of a majority of 
their clients responding. 

B-9 
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Issue No.2: Should accruals be permitted for loss contingencies from catastrophe losses of' 
casualty insurers? . 
FASB Position in ED: No 
FASB Position in Statement: No 

1. The AICP A and Analysts Federation agreed with the Exposure Draft and 
Statement on this issue; the FEI disagreed. 

2. The five academic commentators who took positions agreed with the Exposure 
Draft and Statement. 

3. Four major accounting firms agreed with the Exposure Draft and Statement; three 
disagreed. • 

4. Nineteen major business corporations disagreed with the Exposure Draft and 
Statement; six agreed. 

5. Three accounting firms took posluons consistent with those of their clients 
responding; one firm took a position inconsistent with those of its clients respond­
ing. 

Issue No.3: Should accruals be permitted for loss contingencies from non-imminent 
expropriations of foreign assets? 
FASB Position in ED: No 
FASB Position in Statement: No 

1. The AICP A and Analysts Federation agreed with the Exposure Draft and 
Statement on this issue; the NAA disagreed. 

2. Academic commentators did not address tbis issue. 

3. Five major accounting firms agreed with the Exposure Draft and Statement; none 
disagreed. 

4. Four major business corporations disagreed with the Exposure Draft and State­
ment; two agreed. 

5. Two accounting firms took positions inconsistent with those of their clients 
responding. 
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PASB Exposure Draft .......................... . 
FASB Statement ................................. .. 

. Sponsoring Organizations( b) 
AAA .............................................. . 
A/CPA 
Analyst~·F~·d·~·;~;j~~·:::::::::::::::::::::: 
FEI ................................................ . 
NAA ............................................. . 

Academicians ........................................ 
Major Accounting Firms ..................... . 

Business Enterprises ............................. . 

Total for Responses 
Analyzed ........................... . 

Major Accounting Firms and 
Responding Clients 

Arthur Andersen & Co .................... .. 
Its Clients ..................................... .. 

Arthur Voung & Company ............. .. 
Its Clients ...................................... . 

Coopers & Lybrand ........................ .. 
Its Clients ..................................... .. 

Ernst & Ernst ..................................... 
Its Clients ....................................... 

Haskins & Sells ................................. . 
Its Clients ....................................... 

Hurdman and Cranstoun 
Its Clients (no respons~)""""""'" 

J. K. Lasser & Co ............................. . 
Its Clients (no response) 

Main Lafrentz & Co ......................... . 
Its Clients .......................... , ........... . 

Peat. Marwick. Mitchell & Co ........ .. 
Its Clients ...................................... . 

Price Waterhouse & Co .................. .. 
Its Cliems ..................................... .. 

S. D. Leidesdorf & Co .................... .. 
Its Clients ( no response) 

Seidman & Seidman ........................ . 
Its Cliems ( no response) 

Touche Ross & Co .......................... .. 
Its Clients . , .................................... . 

• • 

7 

6 

14 

29 

• 
3 

0 

• 
2 

• 
• 

3 

3 

• 

• 
o 
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FASB Statement No.5 

"Accounting for Contingencies" 

(March 1975) 

Issues-Should accruals be permitted 
for loss contingencies from: 

Overall 
Reaction 

• • 
0 

42 

49 

3 

• 
4 

• 
6 

8 

5 

o 
• 
5 

• 
10 

• 

1. Self-
Insured 
Risks 

Ves No 

• • 
0 

50 

53 

7 

2 

6 

7 

o 

7 

• 
9 

4 

• 
• 

• • 

6 

5 

2 

15 

• 
0 

• 
0 

0 

0 

0 

• 

0 

• 
2 

0 

• o 

2. Catastrophe 
Losses of 

Casually Insurers 

Ves No 

~ 

• 

• 
• • 

0 5 
3 4 

19 6 

23 17 

2 0 

• 
2 0 

• 
3 0 

2 4 

• 
3 0 

• 

0 

• 
2 2 

• 
4 0 

• o o 

J. 
Expropriations of 
Foreign Assets(a) 

Ves 

• 
0 

0 

4 

o 

o 

o 

o 

o 

No 

• 
• 

• 
• 

0 

2 

9 

• 
0 

o 

o 
• 
o 

• 

o 
• 

o 

• 
o 

(a) Accr~als for loss contingencies from expropriation of forei n . . 
permmed in the Statement only if expropriation is "imminen~'" assets were permmed m the Exposure Draft and are 

( b) The "sponsoring organization" designation ror these com I . . . 
preface to this exhibit. these positions represent the ~e?t et~er posll1ons IS for convenience only. As discussed in the 
except as stated in the preface, do not represent the v:~so~i;hvlew of .eac~ organization's responding committee and, 

e orgaruzauon as such or the views of its membership. 
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FASB STATEMENT NO.7 
"ACCOUNTING AND REPORTING BY DEVELOPMENT STAGE ENTERPRISES" 
(June 1975) 

Background 

Prior to Statement No.7, some development stage enterprises had adopted special 
financial accounting and reporting practices that were inconsistent with those applied by 
other developing companies and differed from those used by established operating 
enterprises. Statement No. 7 establishes guidelines for identifying a development stage 
enterprise and provides that financial statements issued by a development stage enterprise 
shall conform to the generally accepted accounting principles that apply to established 
operating enterprises. The Statement also eliminates those special accounting practices and 
reporting formats that were applied to development stage enterprises and requires such an 
enterprise to disclose certain additional information. 

Analysis of Responses to Exposure Draft 

The responses to the Exposure Draft by respondents in the categories specified in the 
preface to this exhibit were analyzed as to the positions taken on three major issues. In 
addition, responses were analyzed according to respondents' overall reactions to the 
Exposure Draft. 

A number of responses suggested that the scope of the Exposure Draft was open to 
misinterpretation. 

First, a number of respondents interpreted the inclusion of subsidiaries, divisions, or 
other components of an established operating enterprise to mean that new financial 
accounting standards were being proposed for costs incurred by established operating 
enterprises in expanding their existing businesses. 

Second, the Exposure Draft stated without qualification that the Proposed statement 
would apply to companies in the development stage in all industries. A number of 
respondents interpreted that sentence to mean that: (a) the Statement would establish new 
accounting standards for costs uniquely incurred in the extractive industries; or (b) the 
general exemption applicable to situations in which the rate-making process in regulated 
industries calls for special accounting practices would not apply to this Statement. 

. In Statement No.7, the Board made clear that those interpretations did not reflect its 
intent. However, in analyzing responses to the Exposure Draft, it could not be determined 
in a number of cases whether a respondent's overall reaction and its position on the first 
issue were based on a misinterpretation of the intended scope. The analysis of responses in 
these two cases is therefore subject to that limitation. 

Overall 

1, The Analysts Federation and FEI agreed with the Exposure Draft and Statement. 

2. The four academic commentators who indicated overall reactions split evenly on 
the Exposure Draft and Statement. 

3. The four major accounting firms that indicated an overall reaction all disagreed 
with the Exposure Draft and Statement. 
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4. ~t:;e:e~~;u;i;~~~~ ~~~~:~.s corporations disagreed with the Exposure Draft and 

S. Two accounting firms took·ti . . 
their clients responding; o!O~r~n:o~:slstent. ~lth .those ~aken b~ the majority of 
majority of its clients responding. a POSltlon Inconsistent WIth those of the 

Issue No. I: Should a development stage enter' I . 
and reporting standards as an established o~~~:ti:~Pe~t!~;~:e~e financial accounting 
FASB Position in ED: Yes 
FASB Position in Statement: Yes 

I. The Analysts Federation AICPA d FEI . 
Statement on this issue. ' an agreed With the Exposure Draft and 

2. ~~:f;oau:d a~~:t::~n~~mmentators that took positions split e~enlY on the Exposure 

3. ~~:f;i:~ ~t~t~~~~ct~unting firms that took positions split evenly on the Exposure 

4. Nineteen major business corpor tio d' 
ment; fifteen disagreed. a ns agree With the Exposure Draft and State-

S. ~~:;ec~~~~~nr~~g o~: t~ok positions consiste?~ With. those taken by the majority of 
maJ'ority of thel' p I' g, two fi~ms took pOSItions Inconsistent with those of the 

r c lents respondIng. 

Issuefi~:~~~1 S~~c~~n~e:geIOPldj1ent sta~e enterprises in certain industries be exempt from the 
an reportIng standards to be appJ' d b d I enterprises generally? Ie y eve opment stage 

F ASB Position in ED: No 
FASB Position in Statement: No 
I. ~s~e~ponSOring organizations or academic commentators took a position on this 

2. One major accounting firm resp nd' h" . 
Draft and Statement as did the :ajol~~y ~~.~ ls/ssue dlsagre7d with the Exposure 
the Exposure Draft and SiS c le.n.ts r~spondIng. One agreed with 
clients responding. tatement but took a POSItIOn Inconsistent with those of its 

. 3. Al 
Ex~~:~:y~~~t ~:~O~t~~:~:~~. corporations that took positions disagreed with the 

Issue No.3: Should the Board establish accountin d 
costs before prescribing accounting standard g{; stadn arlds for start-up costs a~d similar 

FASB P 
" . s or eve opment stage enterpnses? 

OSltlon In ED: No 
FASB Position in Statement: No 
I. 

The ~ICPA.disagreed with the Exposure Draft and Statement on this issue. ' 

2. ~~a~l~~dm;~::e~~~t~nting firms that took positions disagreed with .the Exposure 

3. The four major business corporation.s that took positions 
Exposure Draft and Statement. disagreed with the 

4. Three accounting firms took positions consistent with h f 
responding. t ose 0 their clients 

B··13 
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FASB Statement No.7 

. " "Accounting and Reporting by Development Stage Enterprises 

FASB Exposure Draft .......................... . 
FASB Statemen~ .................................. . 

Sponsoring Organizations( a) 
AICPA .......................................... . 
Analysts Federation ..................... . 
FEI ................................................ . 

Academicians ....................................... . 

Major Accounting Firms ..................... . 

Business Enterprises ............................. . 

Total for Responses 
An~lyzed ........................... . 

Major Accounting Firms and 
Responding Clients 

Anhur Andersen & Co .....•.....•.....•••.• 
Its Clients ..................................... .. 

Anhur Young & Company .............. . 
Its Clients ...................................... . 

Coopers & Lybrand ..•....•.........•........ 
Its Clients .......•....•....•...........••.....•.. 

Ernst & Ernst ................................... .. 
Its Clients ...................................... .. 

Haskins & Sells ................................. . 
Its Clients ...................................... . 

J. K. Lasser & Co ............................ .. 
Its Clients (no response) 

Peat. Marwick, Mitchell & Co ......... . 
Its Clients ...................................... . 

Price Waterhouse & Co .................. .. 

Its Clients .......... 1 .......................... .. 

S. D. Leidesdorf & Co ..................... . 
Its Clients ..................................... .. 

Seidman & Seidman ........................ . 
Its Clients (no response) 

Overall Re.cllon 

Dis-
Aaree aaree 

• 
• 
2 

o 
18 

22 

2 

3 

2 

2 

3 

4 

0 

2 

4 

24 

30 

5 

0 

2 

• 

• 
5 

3 

• 

• 

(June 1975) 

I. Same 
Standards 

Yes No 

• 
• 

• • 
• 
2 

4 

19 

28 

• 
2 

• 

• 
3 

2 

2 

• 
3 

5 

0 

2 

4 

15 

21 

2 

0 

• 
0 

• 
4 

3 

• 
2 

• 

2. Certain 
Industries 
Exempt 

Yes 

o 

22 

23 

0 

• 
3 

3 

2 

6 

0 

No 

• 
• 

o 

Q 

• 
0 

0 

0 

0 

0 

0 

0 

0 

3. Start-up 
and Similar 
Costs First 

Yes No 

• 
" 

• 

0 0 

9 0 

4 0 

14 0 

Touche Ross & Co. ........................... 2;1. 0 

Its Clients....................................... 1 2 . I As discussed in the 

itions is for convemence on y. 
. anization" desillnation for th~se comment letter pohs . tion's responding committee and, e~cept as (a) The "sponsonng org h majority view of cae orgamza b h' 

preface to this exhibit, these positions repre~nt t ; h nization as such or the views of its mem ers Ip. 
stated in the preface, do not represent the views 0 t e orga 
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,,'ASB STATEMENT NO.8 

"ACCOUNTING FOR THE TRANSLATION OF FORII!:IGN CURRENCY 
TRANSACTIONS AND FOREIGN CURRENCY FINANCIAL STATEMENTS" (October 1975) 

Background 

Statement No.8 specifies the method for translating foreign currency transactions and 
foreign currency financial statements.; It eliminated all previously accepted foreign currency 
translation methods and required that exchange gains or losses be included in net income 
currently except for exchange gains or losses reJ'iting to a hedge of an ide!ltifiable foreign 
currency commitment. Those exchange gal" {'I losses are deferred and included in the 
dollar basis of the related (oreign currency hansactions. 

Analysis of Responses to Exposure DUft 

The responses to the Exposure Draft by respondents in the categories specified in the 
preface' to this review were analyzed with respect to the positions. taken on three major issues: 

Issue No. I: Should the modified temporal method be used in translating foreign currency 
transactions and financial statem~nts? 

I. Yes 

2. Yes with Qualification* 
3. No 

F ASB Position in ED: Yes 

FASB Position in Statement: Yes 

I. The Analysts Federation agreed with the Exposure Draft and Statemtmt on this 
issue; the AICPA, FEI and NAA agreed with qualification to the Exposure Draft. 

2. Academic commentators were split with two fully agreeing with the Exposure Draft 
and Statement, two disagreeing and one agreeing with qualification. 

3. Five major accounting firms disagreed with the Exposure Draft and Statement, and 
four agreed with qualification. Only one firm fully agreed. 

4. Thirty-eight major business corporations agreed with qualification; twenty-nine 
disagreed; ten fully agreed. 

5. Two accounting firms took positions consistent with those of the m!ljority of their 
clients r<!sponding; six took positions inconsistent with those of the majority of their. clients responding. 

Issue No.2: Should exchange gains and losses be included in net income currently? 
FASB Position in ED: Yes 

FASB Position in Statement: Yes 

• Because the issue is relatively complex, a separate category is necessary to designate those 
respondents agreeing with.the basic principle but djsagreeing with some specific requirement of 
the translation method. For example, some respondents indicated general agreement with the 
Exposure Draft but suggested that inventory be translated at the current rate. 
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I. The Analysts Federation agreed with the Exposure Draft and Statement on this 
issue; the NAA disagreed. 

2. One acadeuic· commentator agreed witJ:>.'·le Exposure Draft and Statement; one 
disagreed. 

3. Three major accounting firms disagreed with the Exposure Draft; three agreed. 
4. Fifty-four major business corporations disagreed with the Exposure Draft and 

Statement; five agreed. 
5. Two accounting fim,~ :ook positions consistent with those of the majority of their 

clients responding; two took positions inconsistent with those of the majority of their 
clients responding. 

Issue No.3: How should c.hanges In market value of unperformed forward exchange 
contracts be treated? 

I. Accrued and included in net income for the period in which the market 
value changes 
2. Accrued but defer gain or loss where contract is a hedge of an identifiable 
foreign currency commitment 
3. Other 

FAS13 Position in ED: Accrued and included in net income for the period in which the 
market value changes 
FASB Position in Statement: Accrued but defer gain or loss where contract is a hedge 
of an identifiable foreign currency commitment 
I. The only sponsoring organization that responded to this issue was the AICPA, 

which disagreed with the Exposure Draft and recommended the position taken in 
the Statement. 

2. One academic commentator agreed with the Exposure Draft; one disagreed. 
3. Seven major accounting firms disagreed with the Exposure Draft, six of which 

recommended the position of the Statement; one agreed. 
4. Twenty-four major business corporations disagreed with the Exposure Draft, 

fourteen of which recommended the position of the Statement; two agreed. 
5. Four accounting firms took positions consistent with those of the majority of their 

clients responding in generally opposing the Exposure Draft; one supporting the 
Exposure Draft took a position inr.onsistent with those of its clients responding. 
Three firms took positions inconsistent with those of the majority of their clients 
responding on the particular position taken, and two firms took positions consistent 
with those of the majority of their clients responding. 

In many cases, judgment was required in categorizing specific responses. For instance, 
judgment had to be used to categorize a respondent's choice of translation method if a 
'method was adequately described but not expressly named. 
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FASB Statement No.8 
"A . ccountmg for the Translatio . 

Transactions and Foreign C n of Foreign Currency 
urrency Financial Statements" 

(October 1975) 

I. Modified 
Temporal Method 

Yes 

2. Exchange 
Adj. 10 Income 3. Forward 

Exchange Contract 

wllh 

~ Yes No 
Allow 
Hedg_ In-FASB Exposure Draft 

FASBStatement ........................................... . .............................. • 
• 

Yes No 

• 
• 

come ing ~ 

Sponsoring Organizations( a) ...................... . 

AICPA 
Analyst;·;;~d~;~·ti~~ ............ · ................ · ...... · .. · 
FEI ..................................... .. 

Acad::i:::~;::::::::::::::::::::::::::::::::::::::::::::::::::::::::: 
.................................... 

Major ACCOunting Firms .................... . 
........................................ 

Business Enterprises ............................................... 
Total for Responses Analyzed 

Majcl~~~~unting Firms and Responding 

Alexander Grant & Com . 
Its Clients pany .......................... .. 

Arltt~u~I~~~Se~~·~·~·~·~~:· ..................... · ... ·.· ....... · ...................................... .. 
Arthur youn~·~·~~·:~~~~ ...... · .. · ........ · ............ .. 

Its Clients ............... : ............... . 

Coopers & L;~~~:~ ............ · .... · ................ · ...... · .. · 
Its Clients ........................................... . 

Ernst & Erns; .. · ...................... · ........ · ........ · ........ · .. 

• • 
• 
• 

2 

4 

10 38 

14 46 

• 
0 0 

• 
0 8 

4 

2 

2 

29 

36 

4 

• 
2 

• 
6 

• 

3 

5 

10 

o 

• 
o 

o 

• 

3 

54 

59 

o 

10 

• 
5 

• 
5 

• 
r • 

• 

0 

6 

2 14 10 

4 21 12 

• 
0 0 

• 
0 3 0 

• 
0 0 2 

• 
Its CHents ..................................................... . 2 

Haskins & S~;;~ .... · ...... · ...................................... .. 
Its Clients .................................................. . 

H ~~: ~,~:n~;.~.·.i~~~.~ii.~.~ .. :·;:~~~~~:~~;:~~:· .................................... .. 
Main Lafrentz & Co ................. .. 

Its Clients ......................................... .. 

Peat. Marwi:~ ... ~;;·~~~;;·~·~~· ............ · .......... · .. · 

pr:~; ~;~~:~.~.~~.~.~~ ..................... :..:.:.::.:.:.::.:.::.::::.:.:.:::::.:.:.~: 
Seidman & S~;~:·~~ .......................... · ........ · .... · .. · 

Its Clients (no res;;~~~i ............ · .. · ...... .. 

3 2 

• 
4 3 

• 
0 0 

0 0 

• 
2 5 3 

• 4 7 6 

• 
Touche Ross & Co 

Its Clients ............................................ .. ---_ ....................................................... . • 

o 

o 

• 
o 

o 

• 
2 

2 

4 

6 

o 

• 
o 

7 

13 

o 

o 

o 

o 

o 

o 

4 

• 
o 

• 

o 

o 

3 

• 
o 3 2 0 • 

( a) The "sponsoring organization" d' . 4 0 0 0 
preface to this exhibit. these :i~l.gnauon for these comment letter positions is for . 
except as stated in the preface~ tons represent the majority view of each 0 ~on~en~ence only. As discussed in the 

• 0 not represent the views of the organiza' rgantzauon s. responding committee and 
Uon as such or tlie views ofits membe h' ' rs Ip. 
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FASB STATEMENT NO.9 
"ACCOUNTING FOR INCOME TAXES-OIL AND GAS PRODUCING 
COMPANIES" 
(October 1975) 

Background 

In computing taxable income, oil and gas producing companies generally deduct 
intangible development costs and other costs of exploration for and development of oil and 
gas reserves (IDC) in the year incurred and capitalize IDC for financial reporting purposes 
and amortize them over the productive lives of producing properties. Prior to Statement 
No.9, generally accepted accounting principles did not requ.ire the recording of deferred 
income taxes for intangible development costs that oil and gas producing companies 
capitalized for financial reporting and expensed for federal income tax reporting because 
percentage depletion over the life of oil and gas properties was. generally expected to exceed 
the amount. of costs capitalized and amortized in the financial statements (sometimes 
referred to as "interaction"). While .some oil arid gas producing companies recorded 
deferred taxes applicable to intangible development costs, most did not. 

The Tax Reform Act of 1975 substantiallY'reduced or eliminated .percentage depletion 
as a federal income tax deduction for many oil and gas producing companies as of January 
1, 1975. Statement No.9 requires that commencing January 1, 1975 all enterprises must 
record deferred income taxes for intangible development costs and other costs of explor­
ation for, and development of, oil and gas reserves entering into the determination of 
financial accounting 'c;come· and taxable income in different periods. 

Analysis of Responses to:Exposure Draft and at Public Hearing 

'Ehe.'responses to the'Exposure Draft by respondents in·the categories specified in the 
preface to this exhibit were analyzed as to the positions laken on two major issues: 

Issue No. 1:: Should interperiod tax allocation be required for intangible drilling cost if 
percentage depletion is· no longer available? 

FASB Position in ED: Yes 

FASB Position in Statement: Yes 

All respondents that 'indicated a pOSItIon agreed with the Exposure· Draft and 
Statement. Two respondents. did not take a po.sition on this issue, but sought 
reconsideration of APB Opinion No. 11 and elimination of interperiod tax allocation 
for all firms. 

Issue No.2: In adopting interperiod tax allocation how should the retroactive effect, if any, 
be treated? 

a. Charge to income 

b. Retroactive restatement 

c. Direct charge to retained earnings 

d. Allocate taxes prospectively-"gross" method (This m!!thod would 
allocate income taxes only with respect to financial statement/tax differences 
arising from costs incurred after December 31, 1974.) 
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e. Allocate taxes prospectively-Unet" m h . 
income taxes commencing .Ii~nua I I ;~5 0: (ThIS method w?u~d allocate 
ences arising on or after that dat; , n the excess of tImIng differ­
differences that had arisen prior to ~~:: ~ea~:~~als of financial statement/tax 

F ASB Position in ED: (a) 

FASB Position in Statement: (b) or (e) 

Exposure Draft Responses 

I. The Analysts Federation agreed with the Ex 
sponsoring organizations indicated th Id posure Draft on this issue; other 
not respond. ey cou not reach a majority position or did 

2. One academic commentator agreed with th E 
method adopted in the Statement. exposure Draft; one recommended a 

3. Eight major accounting firms di~agreed wi h h 
recommended a method adopte'd I'n th Stt t. e Exposure Draft; two agreed; eight 

. e atement. 
4. Thirty-three major business corporations disa re d . 

5. 

agreed; tWf:nty-four recommend·ed m th d d
g 

e ~Ith the Exposure Draft; one 
e 0 s a opted In the Statement 

!he t~o acc'()'.mting firms ag:reein with th . 
InCOnsIstent with those of the rna 'oJ f . e ~xposure Draft took positions 
disagreeing will. the Exposure Dra~t ty ~ theiT clIents .r~sponding. Of the firms 
its client responding as to the p ro' ' lone rm took a POSItIon consistent with that of 
. '. a cu ar method to be used' s· fi k' . 
InconsIstent WIth those of the majority f th' r ' ~ rms too pOSItIOns 
method to be used. 0 elr c Ients respondIng as to the particular 

.In light of those response" and further 'd . 
heanng and solicited additional views Th' consl eratIOn, t?e Board announced a public 
Draft responded to the second I:'t .my-one ?fthe partIes responding to the Exposure 
t . so ICI anon of VIews and t 
estI~nony at a pUblic hearing held on September 10- ' wenty-seven present~d oral 

partIcular respondents were the sa II, 1975. In most cases, the VIews of 
respondents added an acceptable r:~t as e~pressed for the Exposure Draft, but a few 
preference. . ernatIve method and others dropped a second 

Public Hearing 

I. No sponsoring organization or academic 
Exposure Draft at the public hearing. commentators took .a position on the 

2. Each method adopted in the Statement was . 
ing firms. recommended by four major account-

3. Twelve major business corporations recommende 
Method e; nine recommended at I d Method b; ten recommended 
N' east one method not adopted in the Statement. 

4. 0 acc<"Intmg firm recommended a parti I 
by a majority of its clients. cu ar method that also was recommended 
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FASB Statement No.9 

-Oil and Gas Producing" Companies" "Accounting for Income Taxes 

(October 1975) 

Z. Transition Method <a) 

1. Tax 
Allocation 

Exposure Drart __ Public Hearing 

Yes No 

FASB Exposure Draft ................... .. 
FASB Statement ............................. . 

Sponsoring Organizations< b ) 

AICPA .................................. ... 
Analysts Federation ............... . 
FEI ................................•.......... 

Academicians ................................. . 

Major Ac~,ounting Firms ................ . 

• 
• 

• 
• 

JO 

Business Enterprises ........................ 35 

Total for Responses 
Analyud ...................... 48 

Major Accounting Firms and 
Responding Clients 

An~.ur Andersen & Co .............. .. 
Its Clients ............................... .. 

Anhur YOl:i'~ & Company ........ . 
Its Clients ................................ . 

Coopers & Lybrand .................... . 
Its Clients ................................. . 

Ernst & Ernst ............................. .. 
Its Clients ................................ . 

Haskins & Sells .......................... .. 
Its Clients ............................... .. 

Hurdman and Cranstoun .......... .. 
Its Clients (no response) 

Main Lafr~::;£& Co ................... . 
It~ ~lients ................................ . 

Peat, Marwick, Mitchell & Co ... . 
Its Clients ............................... .. 

.. 
8 

• 
3 

• 
4 

• 
2 

• 

• 

• 

• 
4 

Price Waterhouse & Co............... • 
Its Clients ................................. II 

Touche Ross & Co ..................... .. .0 
Its Clients ................................ . 

Notes are on the next page. 

o 

o 
o 

o 

0 

0 

0 

0 

0 

o 

o 

o 

o 

Agree. 
(8) 

• 

(c) 

• 

2 

6 

• 
0 

0 

0 

0 

o 

• 
o 

o 

o 

(b) 

• 
(c) 

5 

15 

22 

• 
3 

2 

• 
2 

• 

o 

• 

5 

• 
o 
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(c) (d) 

• 

0 0 

0 

7 8 

7 JO 

0 

0 

2 

0 

0 

• 
o 

2 3 

o o 

(e) 

.. 

0 

4 

JO 

14 

4 

0 

• 
0 

0 

• 
0 

• 

o 

2 

• 
3 

(a) 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

! 0 

(b) 

.-

0 

4 

12 

16 

• 

2 

• 
2 

• 
o 

0 

• 

5 

0 

(c) (d) 

0 0 

0 0 

5 4 

4 

o o 

o 

o 

o 

0 

0 0 

2 

0 0 

(e) 

0 

4 

10 

14 

4 

o 

o 

• 
o 

• 

0 

• 
4 

• 
0 

" 

I 

I 
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Statement NO.9 

Notes to Table 

(a) Several respondents identified two or more alternative methods as being acceptable, and the analysis includes for those respondents each method so identified. 

(b) The "sponsoring organization" designation for these comment letter positions is for convenience only. As discussed 
in the preface to this exhibit, these positions represent the majority view of each organization's responding committee and. 
except as stated in the preface. do not represent the views of the organization as such or the views of its me~bership. 

(c) The AICPA Accounting Standards Executive Committee was unable to agree on transition. There was suppon for both methods a and b. 
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FASB STATEMENT NO. i2 
"ACGOUNTJNG FOR CER'r'A1N MARKETABLE SECURITIES" 
(December "!975) 

Background 

'Hl@ FASB was asked to determine the appropriate carrying llmount for marketable 
seourities .and was informed that an answer was needed as expeditiQusly as possible. 
Accordingly, this project .was confined to that question for .. marketable .equity securities 
(essentially quoted common and preferred stocks). The- Board ruled out the possible use of 
market value alone as the determinant of carrying value, since consideration of that 
possibility would raise pervasive issues concerning the valuation of other types of assets, 
including the concept. of historic cost versus current or realizable value. The Board 
concluded that it would.not-examine those conceptual issues in a project oflimited scope. 

Statement No. 12 requires that both current and noncurrent portfolios of marketable 
equity securities are to be valued ·at and shown in the -financial statements at the lower of , 
cost or market value.. If market value is. below·.cost, the difference is included in the 
determination of' net income for securities classified as .current assets or included in 
stockholders'.equity for securities classified a&.noncurrent assets. The Exposure Draft would 
have required all.changes in the carrying amounts of the marketable equity securities 
i:ortfolio to be reflected in determining income currently and made no distinction between 
the current or noncurrent classifications of such securities. 

Analysis of Responses to Exposure Draft 

The responses to the Exposure Draft by respondents in the categories specified in the 
preface to this exhibit were analyzed as to the positions taken on two major issues. In 
addition, responses were analyzed according to respondents' overall reactions to the 
Exposure Draft. 

Overall 

1. The Analysts Federation, AICP A and AAA agreed with the Exposure Draft; the 
FEI disagreed. 

2. The four academic commentators who indicated overall reactions were evenly 
divided on the Exposure Draft. 

3. Five major accounting firms disagreed with the Exposure Draft; four agreed. 

4. Thirty-eight major business corporations disagreed with the Exposure Draft; 
thirteen agreed. 

5. Four accounting firms took positions consistent with those of'the majority of their 
clients responding; four firms took positions inconsis!ent with those of the majolity 
of their clients responding. 
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Issue No. l' ShOUld k bl . 
lower o'f cost or mn:~~e~t:al~e;qUIty securities be carried on the balance sheet at the 

FASa Position in ED: Yes 

FASB Position in Statement: Yes 

I. The Analysts Federation, AICPA and AAA . 
Statement on this issue' the FEI d' agreed WIth the Exposure lOraft and , Isagreed. 

2. Two academic commentators a reed . h 
disagreed. . g WIt the Exposure Draft and Statement; one 

3. Major accounting firms wer I d' . 
(5 to 5). e even y lVlded on the Exposure Draft and Statement 

4. Thirty-eight major business corporations d' . 
Statement; only two agreed. IS agreed WIth the Exposure Draft and 

5. Three accounting firms took positions . . 
responding; five firms took positi . :onsIste~t WIth those of their clients 
clients responding. ons InCOnSIstent WIth those of the majority of their 

Issu~ No.2: Shollld declines in market value below 
InclUded in determining income currently? cost of marketable equity securities be 

FASB Position in ED: Yes . 

FASB Position in Statement: 
Yes, where listed as current assets 

The Analysts Federation AICP A d l. 
issue; the FEI disagreed.' an AAA agreed with the Exposure Draft on this 

2. The two academic commentat h" 
Draft. ors w 0 IndIcated positions agreed with the Exposure 

3. Five major accounting firms disagreed with th E 
. exposure Draft; four agreed. 

4. Twenty-rune major b . . 
agreed. USIness corporatIOns disagreed with the Exposure Draft· two 

. -' 
5. F?ur accounting firms took positions consi . 

clIents responding; four firms took ositio st~nt wI~h those. of the majority of their 
of their clients responding. p ns InCOnSIstent WIth those of the: majority 

6. Since. the Board modified its position from the Ex " 
descnbed above, it is not possible to d t . posure DraY! to the Statement, as 
respondents classified as disagreeing ';her::ll~e the extent to which the thirty-four 
have disagreed with the Stateme t WI H t exposure Draft on Issue 2 would also 
recognizing changes in the value o~ ~ecu;:evelr, ~fiosdt of them were opposed to 

es c aSSI e as non-current assets. 
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'FASB Statement No. 12 

. "Accounting for Certain Marketable Securities" 

(December 1975) 

FASB Exposure Drafl .............................................. . 
FASB Slalemenl ...................................................... .. 

Sponsoring Organizations( b l 
AAA .................................................................. . 
AICPA ............................................................. .. 
AnalysIs Federation ......................................... . 
FEI.. .................................................................. . 
NAA .................................................................. . 

Academic,ians .......................................................... .. 

Major Accounting Firms ......................................... .. 

Business Enterprises ................................................. . 

Total for' iesponses Analyzed ................ .. 

Major Accounting Firms and Responding 
Clients 

Anhur Andersen & Co ......................................... . 
Its Clients ......................................................... .. 

Anhur Young & Company .................................. . 
Its Clienls ........................ : ................................. . 

Coopers & Lybrand ............................................. . 
Its Clients ......................................................... .. 

Ernst & Ernst ........................................................ . 
Its Clients ......................................................... .. 

Haskins & Sells .................................................... .. 
Its Clients ......................................................... .. 

Hurdman and Cransloun .................................... .. 
lIS Clienls .......................................................... . 

J. K. Lasser & Co ................................................ .. 
Its Clienls (no response l 

,,- Laventhol & Horwath ................................ :: ........ . 
Its Clients .......................................................... . 

Main Lafrentt & Co ............................................. . 
Its Clients .......................................................... . 

Peal, Marwick, Mitchell & Co ............................. . 
Its Clients ................. " ....................................... . 

Price Walerhouse & Co ........................................ . 
Its Clienls .......................................................... . 

Touche Ross & Co .................................... ~ .......... .. 
lIS Clients .......................................................... . 

Overall Reaclion 

Agree Disagree 

• 
• 
• 

2 

4 

13 

22 

• 
3 

o 

2 

o 

0 

0 

• 
4 

• 
2 

• 
0 

• 
2 

5 

38 

46 

4 

2 

• 
2 

• 
7 

• 
6 

• 
I 

• 

0 

8 

5 

2 

1. Lower of Cost 
or Market Value 

Ves 

• 
• 

• 
• 
• 

2 

5 

2 

12 

• 
o 

• 
o 

o 

o 

o 

0 

0 

• 
0 

• 

• 
0 

No 

• 

38 

45 

4 

3 

• 

• 
7 

• 
6 

• 
I' 

• 

9 

3 

2 

2. All Declines 
Included in 

Ves 

• 

• 
• 
• 

2 

4 

2 

II 

• 
o 

o 

o 

o 

o 

0 

0 

• 
0 

• 
I 

• 
0 

Income 

No 

• (al 

• 
0 

29 

35 

3 

• 
2 

• 
2 

• 
6 

• 

• 

0 

6 

2 

(a l See Note 6 in Ihe commentary for Issue 2. . . 

b The "sponsoring organization" designation Jor Ihese commenlletler positions is for ~n~enience only .. As dlscus~d 10 the 
( l preface to Ihis exhibit, these positions ,represent Ihe majority view of each orgamzauon's res!",nd1O~ comml~tee h~nd, 

excepl as Slated in Ihe' preface, do nOI represent the views of Ihe organization as such or the vIews of Its mem ers lp. 
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FASB STATEMENT NO. 13 
"ACCOUNTING FOR LEASES" 
(November 1976) 

Background 

• 

271 

This Statement establishes accounting and reporting standards for leases, including 
leverage leases, from the standpoints of both lessees and lessors. 

A revised Exposure Draft was issued for comment on this project because the changes 
the Board decided to make to the first Exposure Draft were in the Board's judgment 
SUfficiently extensive to warrant re-exposure. For purposes of this analysis, only the 
responses to the first Exposure Draft were reviewed, as it was felt that the letters of 
comment received in response to the first Exposure Draft were more likely to reveal 
respondents' preferences as to the major issues of the project. The second Exposure Draft 
apparently convinced many respondents that their preferences had little chance of being 
adopted and, as a result, many letters of comment on the second Exposure Draft were 
limited to relatively minor points of implementation. 

A'lalysis of Responses to Exposure Draft 

The responses to the first Exposure Draft by respondents in the categories specified in 
the preface to this exhibit were analyzed as to three major issues. In addition, responses 
were analyzed according to respondents' overall reactions to the Exposure Draft. 
Overall 

1. 

2. 

3. 

4. 

5. 

6. 

The Analysts Federation and NAA agreed with the Exposure Draft; no other 
sponsoring organization clearly agreed or disagreed with the Exposure.Draft. 

Four academic commentators agreed with the Exposure Draft; two disagreed. 

Four major accounting firms agreed with the Exposure Draft; five disagreed. 

Thirty-six business corporations agreed with the Exposure Draft; 30 disagreed. 

Three accounting firms took positions consistent with those of the majority of their 
clients responding; three took positions inconsistent with those of a majority of their 
clients responding. 

The FASB changed some provlSlons of the first Exposure Draft to reflect the 
expressed views of some respondents and also made changes that were contrary to 
their views and to the views of others. For example, though the 25 percent residual 
value and special purpose property criteria were each supported, either as written or 
with certain modifications, by approximately 55 percent of all respondents ex­
pressing a view on them, the FASB eliminated both and substituted a criterion 
based on lessor recovery, which was suggested by only 15 respondents included in 
the analysis. Also, despite the preference of most respondents for prospective 
application, the FASB changed the Exposure Draft to require delayed retroactivity, 
a s~ggestion made by only four respondents. 

Issue No. I: What criteria should be used, anyone of which, if met, would identify those 
leases that a lessee must capitalize? 

( a ) The lease transfers title to the' property to the lessee by the end of the 
leaSe term. 

B-25 

t I 

1 
I 
t 
~ 

f 
I 

I 
I 
I 
I 
I 
I 

J-i 

r 
I 

---I 



272 

(b) ·The lease contains a bargain purchase option. 

(c) The lease ,term is . equal to 15 -percent or more of the estimated 
economic life of the leased property. 

( d) The estimated residual 'value .of the leased property is less than 25 
percent of the property's fair value at the inception of the lease. 

( e) The leased property as a w!':ole is special purpose to the lessee, i.e., it 
either cannot be used by anyone other than the lessee .or can be used by 
someone else only through incurring excessive (uneconomic) costs to 
obtain, convert, relocate or operate the property. 

(f') The :present value of lease payments to the lessor is greater than 90 
percent of the value of the leased property. 

- FASB Position in ED: (a), (b), (c), (d) and (e) 

FASB Position in Statement: (a), (b), (c) with modification and (f) 

I. The FEI agreed with the Exposure Draft on criteria a and b; would have modified 
criteria c and d; and disagreed with criterion e. The NAA would also have 
modified criteria c and d. The AICPA disagreed with criterion d and adv0cated 
criterion f. 

2. One academic commentator agreed with criteria a through e; one would have 
modified criteria c and d; four academic commentators advocated criterion f; two 
commentators advocated other criteria. 

3. Major accounting firms agreed with criteria a (2 to I) and b (2 to I); they 
disagreed with c (2 to 5), d (I to 5) and e (I to 3). In addition, seveQ firms 
recommended criteriqn f and four firms recommended other criteria. 

4. Business corporations agreed with criteria a (34 to 2), b (32 to 4) and e (21 to 18). 
They disagreed with criteria c ( 15 to 22) and d ( 16 to 26). If recommendations for 
modifications are counted as general approval of criteria, business corporations 
agreed to all five criteria. Three firms advocated criterion f, and thirteen 
recommended other criteria. 

5. When the response of each accounting form to each of the criterion a through e is 
compared with the responses of the majority of its clients to each of the criterion a 
through e, the.accounting firms took positions consistent with those of the majority 
of their clients responding in II cases and took positions inconsistent with those of 
the majority of their clients responding in 17 cases. 

6. The sixth note under "Overall" also applies to this issue. Because of the complexity 
and interrelationship of the possible criteria, no conclusions beyond those set forth 
in that note have been reached as to the agreement or disagreement of respondents 
to criteria in the Statement. 

Issue No.2: Should the present value of operating leases be presented as supplemental 
information on the face of the balance sheet? 

FASB Position in ED: Yes 

FASB Position in Statement: No 

1. The AICPA, Analysts Federation, FEI and NAA disagreed with the Exposure Draft 
on this issue. 
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2. The tw.o academic commentators who indicated positions split evenly. 

3. Seven major. accounting firms disagreed. with the Exposure Draft; one agreed. 

4. All but one of the 84 business corporatiolls disagreed with the Exposure Draft. 
5' F" . . 
. t~V~ ~~J.or accountl~g firms took positions consistent with those of the majority of 

re
elf cdl~nts respondmg; one took a position inconsistent with those of its clients spon mg. . 

6. i:;~:~;e9~~:f:~e;~i;i:s~on~~:t~~~~ ~o~o~tion on t~is issue disagreed with the 

respondents and concluded in the Stateme:t t~:;s~::~v:uthe argume~ts by th?se 

tahbout operatding leases not be disclosed, the position supp~~~edm~;t~~~:~~ryr:~~~nf. 
ose respon ents. 

Issue ~o. 3: ShOUld the provisi.ons of the Statement 
actIvely? be applied prospectively or retro-

FASB Position in ED: Prospectively 

FASB P.osition in Statement· A I . 
January 1 1977' I . PP,! prosp:ctIvely to new leases entered into on or after 
December' 31 I' a~p y ret.roactIVely wIth restatement for years beginning after 

financial state:ne:t~Ofo;~ec~~c~~~e 3 ~~~~;;f retroactive application beginning with 

1. The AICPA, FEI and NAA agreed with h E 
Analysts Federation disagreed. t exposure Draft on this issue; the 

2. E
The 

three academic commentators who indicated positions 
xposure Draft. disagreed with the 

3. Th~ee major accounting firms disagreed with the Exposure Draft; one agreed. 

4. ThIrty-seven business corporations agreed with the Exposure Draft; 10 disagreed. 

5. ~~~ ~c~~~ntin~ firm ~.ook a P?sition consistent with that of its client responding' two 
Sl Ions mcOnSIStent WIth those of a majority of their clients respondin;. 

6. e~~ite the .~reference ~or. prospective implementation by 41 of the 58 respondents 
St~te a POSltI.on on. this Issue, the FASB required delayed retroactivity in the 
deter::::' ~:~g;~:tlon made b~ only f.our respondents. It is impossible to reliably 
would h responses t e number .of additi.onal respondents if any that 

ave supported that approach. ' , 
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FASB Exposure IlI'drt (First) ....... . 

FASB Statement ..........••......•........... 

Sponsoring Organizations (b) 
AICPA •....................•............... 

Analysts Federation (c) ...•...... • 
FEI .......................................... . 

NAA ...••............•..................... ·· • 
Academicians .................................. 4 2 

Major Accounting Firms................. 4 

Business Enterprises ........................ 36 30 

Total for Responses 
Analyzed ~..................... 46 37 

Major Accounting Firms and 
Responding Clients 

Alexander Grant &: Company .... 

Its Clients (no response) 

Anhur Andersen &: Co ............... . 

Its Clients ................................. 4 

Anhur Young &: Company ........ . 

Its Clients ................................. - I 

Coopers &: Lybrand .................... . 

Its Clients ................................ . 

Response to 
Clilerion Cooing 

A - agree 
o - disagree 

M - DIOdify 

Note!; are at the end of the table. 

• 
4 

• 

• 
6 

• 
2 

4 
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FASB Statement No. 13 

"Accounting For Leases" 

(November 1976) 

I. Lealie CapilaUulion Criteri. 

FiBI .:0 Crilerion 
Others 

RccOnlmcndt.'1I 

!!.! 
A 
A 

~ 
A 

!!l 
A 

Other 

A A 
A M 

A 

A-I 
0-0 
M-O 

A-2 
0-1 
M-I 

A 

o 
o 

2 

A-34 32 
0-2 4 
M-I 5 

A-38 36 

0-3 
M-2 

o 
A-5 

0-1 

5 
6 

o 
5 
2 

M-O 0 

A A 
A-3 3 

0-0 0 
M-O 0 

M 
A-2 

0-0 
M-O 

2 
o 
o 

M 
M 

I 

o 

2 
5 
2 

15 
22 
17 

18 
27 

22 

o 
J 
6 
o 

A 

I 

o 

2 

2 

A 

o 85-90%(d) 

M 
M 

o 

4 

16 
26 

14 

18 
32 

21 

o 
3 
6 
o 

A 

I 

M 
I 

2 
3 

o 

o 
o 

3 
3 

21 

18 

23 

22 

4 

4 

7 

3 

15 

o IOO%(d) 

2 

o 

A 
3 
o 
o 

2 
o 

o 

100%(d) 

I 
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2 

4 

13 

19 

• 
4 

• 

2 

1. OperlllinK ulIses 
on FlillteorB/S 

YeN No 

• 
• 

• 
• 
• 
• 

7 

83 

3 95 

'. 
• 

o 12 

o 
• 
4 

9 

3. Implcmcnllllliion 

Prospt.'C- Relro-
~ active 

• 

• 
• 
• 

.(a) 

• 

o 3 

3 

37 10 

41 17 

6 

4 

.(a) 

• 
4 

• (a) 

o 

I 
I 

.-., 

'. 

." 
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1. LeaKe Capt',Uuden CrUeri. 

FiOiI ED CrUerioft 
O.herN 

Recommended 

Ernst & Ernst ............................... • 
Its Clients ................................. 8 

Haskins & Sells ............................ • 
Its Clients ................................. I 4 

Hurdman and Cranstoun ............ • 
Its Clients................................. 0 

Main Lafrentz & Co . 
(no response) 

Its Clients ................................. 0 0 

Peat, Marwick, Mitchell & Co. ... • 
Its Clients................................. 7 

Price Waterhouse & Co .............. . 
Its Clients ................................. 8 

Seidman & Seidman.................... • 
Its Clients (no response) 

Touche Ross & Co ...................... . 
Its Clients ................................ . 

¥Ii 

(a) Delayed retroactivity. 

A 
A-4 
0-0 
M-O 

A-6 
0-0 
M-O 

A~I 

0-0 
M-O 

A-O 
0-0 
M-O 

A-5 
0-1 
M-O 

A-8 
0-0 
M-I 

A-O 
0-0 
M-O 

A 
3 
o 
2 

6 
o 
o 

I 
o 
o 

o 
o 
o 

5 
I 
o 

M 
7 
I 
3 

o 
o 
o 

A 
2 
I 
3 

M 
2 
5 
o 
o 
o 
o 

o 
I 
o 

3 
3 
3 

M 
3 
3 
7 

o 

o 
o 
o 
o 

M 
2 
3 
I 

M 
2 
5 
o 
o 
o 
o 
I 

o 
I 
o 
o 
3 
4 
3 

M 
4 
4 
5 

o 

o 
o 
o 
o 

o 100%(d) 
3 0 0 
I 
o 

M 9O%(d). 
2 0 3 
5 
o 

80-90%(d) 
I 0 0 
o 
o 

o 0 
o 
o 

M 
4 
2 
o 

M 
5 
3 

o 
o 
o 
o 

100%(d) 
o 

o 

• 

o 

2 

• 

o 

1. Operllllll"IllA!JI~ 
on Flee of BIS 

• 
o 7 

o 

• 
o 

o 

o 

o 

o 

• 
II 

2 

• 
14 

22 

• 

J. Implement.lion 

Pro~pec- Re.ro-,'ve ~ 

3 2 

6 

• 
I 

o 

4 

12 

o 

o 

o 

2 

o 

o 

(b) The "sponsoring organization" designation for these comment letter positions is for convenience only. As discussed in the preface 
to this exhibit, these positions represent the majority view of each organization's responding committee and, except as stated in the prefaCe, 
do not represent the views of the organization as such or the views of its membership. 

(c) Although the Analysts Federation disagreed with the Exposure Draft as to presentation of operating leases on the face of the 
balance sheet and as to implementation of the Statement and did not explicitly agree with the criteria, it nevenheless' expressed explicit 
agreement with the Exposure Draft as a whole. 

(d) The respondent recommends adoption of the criterion (f) (see issue No. I). The percentage given is the respondent's 
recommendation for the percentage of the value of the leased propeny to be recovered through the present value of the lease paYments . 
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FASB STATEMENT NO. 14 
"FINANCIAL REPORTING FOR.SEGMENTS OF A BUSINESS ENTERPRISE" 
(December 1976) 

Backgr.ound 

-Statement No. 14 requires that 'companies include within 'their financial statements 
information about operations in different industries, foreign .operations and export sales, 
and major customers. Prior to Statement No. 14, some 'companies included information of 
that type in reports to.securityholders and- in filings with the SEC, but the nature and extent 
of the information disclosed and "the· methods of presentation varied considerably; 
moreover, only a portion of -that .information .was included within the financial statements 
cand, therefore, subject to examination by an independent auditor. 

With respect to operations in Aifferent industries, the Statement requires disclosure of 
(a) revenue, (b) operating profit (Ievenue less operating expenses), and (c) identifiable 
assets for each significant industry segment of the . company. Certain other related 
disclosures also are required, and guidelines are provided for determining whether an 
industry segment is significant. 

Information similar to that required for industry segments also is required for a 
company's .operations in different geographic areas of the world, and the Statement 
provides guidelines for distinguishing foreign and domestic operations and for grouping 
foreien operations by geographic area. 

Analysis of Responses to Exposure Draft 

The responses to the .Exposure Draft by respondents in the categories specified in the 
preface to this exhibit were analyzed as to the positions taken on five major issues. Those 
respondents' overall reactions, if any, to the provisions of the ED were also analyzed. 

Overall 

1. The AAA, Analysts Federation and NAA agreed with the Exposure Draft and 
Statement. 

2. Five academic commentators agreed with the Exposure Draft and Statement. 

3. Seven major accounting firms agreed with the Exposure Draft and Statement; two 
disagreed. 

4. Major business corporations were almost split on the Exposure Draft ~nd Statement 
( 3 7 agreed to 42 disagreed). 

5. Two accounting firms took positions consistent with those of the majority of their 
clients responding, three took positions inconsistent with those of the majority of 
their clients responding. 

Issue No.1: Should segment information be required to be included in annual financial 
statements (and, therefore, to be audited if the financial statements are audited)? 

FASB Position in ED: Yes 

FASB Position in Statement: Yes 

1. The Analysts Federation agreed with the Exposure Draft and Statement. on this 
issue; the FEI and NAA disagreed with the Exposure Draft an~ Statement. 
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2. One academic commentator disagreed with the Exposure Draft and Statement. 

3. The five major accounting firms responding disagreed with the Exposure Draft and 
Statement; none agreed. . 

4. All but two of fifty-one major business corporations disagreed with the Exposure 
Draft and Statement. 

5. Tw? acc?untin? firms took positions consistent and one accounting firm took a 
position Inconsistent with those of their clients responding in opposition to the 
FASB's position. 

Issue No.2: Should segment information be required to be i.ncluded in complete financial 
statements for interim periods? 

FASB Position in ED: Yes 

FAS~ Po~ition in St?tem~nt: Yes, but only in financial statements expressly described 
as bemg m conformIty with generally accepted accounting principles. 

I. !he Analysts F~deration agreed with the Exposure Draft and Statement on this 
Issue; the FEI disagreed. 

2. Academic commentators expressed no clear position on the Exposure Draft and 
Statement. 

3. The five major accounting firms responding disagreed with the Exposure Draft and 
Statement. 

4. All but one of thirty-nine major business corporations disagreed with the Exposure 
Draft and Statement. 

5. !wo acc~~nting firms took positions consistent with those of their clients responding 
In OppOSitIOn to the FASB position. 

6. With respect to Issue No.2 (inclusion of segment information in interim financial 
statement.s), an ~verwheJming majority of respondent. took the position that 
seg~ent InformatIon should not be required in financial statements for interim 
perIod.s .. Alth~ugh the modifications reflected in the final Statement are expected to 
result m InclUSIOn of segment information in fewer interim financial statements than 
wo~ld. the position in the Exposure Draft, the Board did not accept the view of the 
majorIty of respondents. 

Issue No.3: Should companies below a certain size or whose securities are not publicly 
traded be exempted from the final Statement? 

FASB Position in ED: No 
FASB Position in Statement: No 

1. The Analysts Federation agreed with the Exposure Draft and Statement on this 
issue; the AICPA disagreed. 

2. Academic commentators expressed no position on the Exposure Draft and State­
ment. 

3. Eight major accounting firms disagreed with the Exposure Draft and Statement; 
one agreed. 

4. Three of four major business corporations responding disagreed with the Exposure 
Draft and Statement. 

5. !wo accounting fir~~ to?k pos!tions c~nsistent with those of their clients respond­
Ing; one took a pOSItion InCOnSIstent WIth that of its clients responding. 
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·Issue No. A: Should disclosure of information about an industry segment's assets be 
required? 

FASB Position in ED: Yes 

FASB Position in Statement: Yes 

. I. The Analysts Federation, FEI and AAA· agreed with the Exposure Draft and 
Statement on this issue; the AICPA disagreed. 

2; One academic commentator disagreed with the Exposure Draft and Statement. 

3. Three offour major .. accounting firms responding disagreed with the Exposure Draft 
and Statement. 

4. Twenty~five major business corporations di§agreed with:Jthe_Exposure Draft and 
Statement; fifteen agreed. 

5. Three accounting firms took positions consistent with those of the majority of their 
clients responding in opposition to the Exposure Draft. 

Issue No.5: Should disclosure of information about a company's major customers be 
required? 

FASB PositiOn in ED: Yes 

FASB Position in Statement: Yes 

I. The Analysts Federation and FEI agreed with the Exposure Draft and Statement. 

2. One acadernl!; .;0mmentator agreed with the Exposure Draft and Statement. 

3. The six major accounting firms responding on this issue agreed with the Exposure 
Draft and Statement. 

4. Twenty-three major business corporations agreed with the Exposure Draft and 
Statement; fourteen disagreed. 

5. One accounting firm took a position consistent with those of the majority of its 
clients responding, and one took a position inconsistent with those of the majority of 
its clients responding. 
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FASB Statement No. 14 

"Financial Reporting for Segments of a ~Business Enterprise" 

(December 1976) 

I. Annuli 2. Interim "J.Io:xemplion Oteri II ~ ~. ~~ 
~ ~ Ye .. No ~ N. ~ N. 

FASB Expo,ure Draft .................................................. • • • FASB Statement .......................................................... • • (a) • Sponsoring Organizations( b) 

AAA ...................................................................... • 
AICPA .................................................................. • Analysts Federation ............................................. • • " • FEI ........................................................................ • • NAA ..................................................................... • • 

Academicians ............................................................... 0 

Major Accounting Firms .............................................. 

Business Enterprises ..................................................... 37 42 49 -.!. 38 -.!. 
Total for Responses Analyzed ..................... 52 44 3 57 44 12 

Major Accounting Firms and Responding Clients 

Alexander Grant & Company ................................. • • • • Its Clients .............................................................. 0 0 0 0 
Anhur Andersen & Co ............................................. • 

Its Clients .............................................................. 
0 

Anhur Young & Company ...................................... • • Its Clients .............................................................. 0 0 
Coopers & Lybrand ................................................. • • Its Clients .............................................................. 

0 
Ernst & Ernst ............................................................ • • Its Clients .............................................................. 

Ha,kin, & Sell, ......................................................... • 
Its Clients .............................................................. 

5 0 
I-Iurdman and Cranstoun ......................................... • • • ItsClienls .............................................................. 

0 0 
1. K. Lasser & Co ..................................................... • • • • Its Clients (no response) 

Main Lafrentz & Co. (no response) 
lIs Clients .............................................................. 0 0 

Peat, Marwick, Mitchell & Co ................................ • • Its Clients .............................................................. 
0 

Price W.ucrhouse & Co. (no response) 
Its Clients .............................................................. 10 10 0 0 

Seidman & Scid:!'!un ................................................ • • • • hs Clients (no resPQnse) 

Touche, Ross & Co .................................................. • • • Its Clients ................................................ , ............. 0 0 

(a) Position in Exposure Dran was modified in the tinal FASB Statement. 
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(b) The "sponsoring organization" designation for these comment letter positions is for convenience only. As discussed in the preface to this exhibit. these 
positions represent the majority view of each organization'S responding committee and, except as stated in the preface, do not represent the views of the 
organization as such or the views of its membership. 
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EXHIBIT C 

COMPARATIVE ANALYSIS OF SPECIFIC STANDARDS OF CONDUCT 

ORGANIZATION 

FASBt (Members, Dire("tors and 
Deputy Directors) 

PASB' (Stalf) 

U.S. Senate t3 (Senalors) 

U.S. House of Represenl3tivI;s14 
( Representatives) 

SEC (Members) 

SEC (St.lf) 

CASB (Members and Stalf) 

GAO (Employees) 

Federal Judiciary III (Judges) 

Obligations from 
Former Employers 

Prohibited except for 
fixed. vested amounts and 
annuities2 

No reJitriction. ___ ~ ---

No restriction, but see 
XLIV 3.(c)( 13) 

No restriction 

Not specific"lIy prohibited. 
See 17 C.F.R. 200.735-3 

Not specifically prohibited. 
See 17 C.F.R. 200.735-3 

Not specifically provided. 
See 4 C.F.R. 302.35 

Not specifically provided. 
See 4 C.F.R. 6.26 

Not specifically prohibited. See 
28 U.S.C. 455; Canons 2. 3 and 
5. Disqualified if he or former 
associate served as a lawyer 
in the matter, 28 U.S.C. 
455(b)(2); Canon 3C( I )(b) 

C-I 

PROHIBITIONS 

Obligations to 
Form~r Employers 

Prohibited3 

No restriction 

No restriction 

No restriction 

Not specifically prohibited. 
See 17 C.F.R. 200.735-3 

Not specifically prohibited. 
See 17 C.F.R. 200.735-3 

Not specifically provided. 
See 4 C.F.R. 302.35 

Not specifically provided. 
See 4 C.F.R. 6.26 

Not specifically prohibited. See 
28 U.S.C. 455; Canon .• 2, 3 and 
5. Disqualified if he or form~r 
associate served as a lawyer In 
the matter, 28 U.S.C. 455 
(b )(2); Canon 3C( 1)( b) 

Outside 
Employmc"t 
or ACIMties 

Employment prohibited'" 

ReStricIl!d
'
° 

Generally pro~i~ited, XLV. 
Earned income hmued to. 15% ~r 
Senate salary (excepuons) , 
XLIV 

Earned income limited t,o 15~ 
of House salary (exceptions) 
XLVII 

Prohibited, 17 C.F.R. 200.70; 15 
U.S.C. 78d( a) 

Prohibited if outs!de activity is 
incompatible1s with SEC em­
ployment, 17 C.ER. 200.735-4 

Prohibited if oUlsi?e activity is 
incompatible1s with employ­
ment, 4 C.F.R. 302.38 

Prohibited ·if ou[si~e activity is 
incompatible '8 with employ­
ment, 4 C.F.R. 6.30 

Prohibited from practic.i,!g I~w, 
28 U.S.C. 454, or panlclpaung 
actively in any busmess, Canon 
5C(2) 
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ORGANIZATION 

'FASB (Members, Directors and 
Deputy Directors) 

FASB (Stalf) 

U.S. Senate (Senators) 

U.S. House of Representatives 
(Representatives) 

SEC (Members) 

SEC (Stalf) 

CASB (Members and Stalf) 

GAO (Employees) 

Federal Judiciary (Judges) 

Arranaemen.s (or 
Future Employment 

Made While 
Currently Employed 

Two-moDlh notice is preferred: 
otherwise no restriction 

DiSclosure required, XLII 2.( R) 

No restriction 

Prohibited if Member panici­
pates in a mailer in which the 
prospective_ future employer has 
II ,financial interest, 18 U;S.C. 
2e8 

NellotiaticH'l.c; prohibited if future 
employer is pany to. a mUlier or 
chiefiy affected by it, 17 C.F.R. 
2oo.735-7(a); undertaking any 
mailer in which the future em­
ployer is even indirectly af­
fected also prohibited. l7 C.F.R. 
200. 735-7( b); 18 U.S.C. 208 

D~iqualified if prospective 
future employer has a financial 
interest in a mailer before the 
Board, 4 C.F.R. 302.35; 18 
U.S.C.208 

Disqualified if prospective 
future employer has a financial 
interest in a maHer before the 
Board, 4 C.F.R. 6.48, 6.49; 18 
U.S.C.208 
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PROHIBITIONS 

Prohibited 11 

None in exc,!ss of .$ I ,ODD fcr a 
single appearance, XLIV.2 

None in excess of $750 for a single 
appearance, XLVII.2 

Prohibited if appearance is related 
to the SEC or draws on non-public 
information, 5 C.F.R. 735.203(c); 
Ex. Order 11222 

:~~~~~~ii~ i~EtPf:f~~"m~ti!::w~r °l} 
pan ofempJoyec's official duties, 17 
C.F.R.2oo.735_4 

Prohibited if appearance draws on 
non-pUblic information: written 
approval req~ired, 4 C.F.R. 
302.38(b), (c) 

Prohibited if appearance draws on 
non-pUblic information; Wthten 
approval req~ired, 4 C.F.R. 631 

Permitted if no interference with 
judicial duties and do not exceed 
r'!3sonabJe amount: pUblic dis­
closure required. Canons SA and 6 

C-2 

In"e!ifmen'5 

No specifiC restriction but subject to 
general policy ag&inst potential can­
fiicts8 

No specific restriction but subj'!ctto 
general policy against pofenti~1 con­
flicts8 

~e~t ;(Lvircally reslrictec. 

No restriction 

Permitted only if for "investment 
purposes" (held more than one 
year); other restrictions15, 17 C.F.R. 
200.735_5 

Permitted only if for "investment 
purposes" (held more than one 
year): other Reslrictions15, 17 
C.F.R. 200.735-5 

Disqualified if employee has a 
financial interest in any mailer be­
fore the Board, 4 C.F.R. 302.35; 18 
U.S.C. 208; prohibited if appears to 
conflict substantially with Govern­
ment duties. 4 C.F.R. 302.33 

Disqualified if employee has a 
financial interest in a matter before 
the GAO, 4 C.F.R, 6.26; 18 U.S.C. 
208: prohibired if appears to conflict 
substantially with Government 
duties, 4 C.F.R. 6.24 

Disqllalified if he or any m~mber of 
his famity has a financial b~;'f'!St20 
in the proceedings, 28 U.S.Co 455; 
Canons 3C( I )( c) and 5C 



ORGANIZATION 

FASB (Members, Directors 
and Deputy Directors) 

FASB (Slaff) 

U.S. Senate (Senators) 

U.S. House of Representa­
tives (Representatives) 

SEC (Members) 

SEC (Staff) 

CASB (Members and 
Staff) 

GAO (Employees) 

Federal Judiciary 
(Judges) 
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PROHIBITIONS 

Use of Inside Gifts, Entertainment, etc_ 
Information from Those Regulated 

Prohibited7 Not specifically prohibited 
but subject to general 
polides against potential 
conflicts· 

Prohibited 12 Not specifically prohibited 
but subject to general 
policies against potential 
conflicts· 

No restriction Prohibited, XLIII; bribery 
prohibited, 18 U.S.C. 20 I 

No restriction Prohibited, XLIII.4.; bribery 
prohibited, I g U.S.C. 20 I 

Prohibited, 17 C.F.R. Prohibited (exceptions) 17 

200.735-3(a); Ex. Order 17 C.F.R. 200.735-3(bH I) 
11222; 15 U.S.C. 78d(a) 

Prohibited, 17 C.F.R. Prohibited (exceptions) 17 

200.735-3(a); Ex. Order 17 C.F.R. 200.735-3(b)( I) 
11222 

Prohibited, 4 C.F.R. 
302.32 

Prohibited, 4 C.F.R. 
6.23, 6.24( b ) 

Prohibited, 
Canon 5C(7) 

Prohibited (exceptions) 17 
4 C.F.R. 302.24 

Prohibited (exceplions) 17 
4 C.F.R. 6.15, 6.16, 6.19 

Prohibited (exceptions )21 
Canon 5C(4) 

C-3 

Appearances by Former 
Employees of the 

Organization 

No restriction 

No restriction 

Lobbying prohibited for one 
year after leaving office, XL V 9. 

No restriction 

Prohibited if he appears within 
one year after termination in a 
mauer over which he had "offi­
cial responsibility" within one 
year before termination, or if he 
appears in any mauer which he 
personally considered, 17 C.F.R. 
200.735-8; 18 U.S.C. 208 

Prohibited if he appears within 
one year after termination in a 
mauer over which he had "offi­
cial responsibility" within one 
year before termination, or if he 
appears in any maUer which he 
personally considered, 17 C.F.R. 
200.735-8; 18 U.S.C. 208 
Prohibited if he appears within 
one year aner termination in a 
mauer over which he had "offi­
cial responsibility" within one 
year before termination, or if he 
appears in any matler which he 
personally considered, 4 C.F.R. 
302.61; 18 U.S.C. 208 
Prohibited if he appears within 
one year after termination in a 
matter over which he had "offi­
cial responsibility" within one 
year before termination, or if he 
appears in any mailer which he 
personally considered, 4 C.F.R. 
6.48,6.49; 18 U.S.C. 208 

No restriction 
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ORGANIZATION 

FASB 
(¥embers, Directors and Deputy 
Directors) 

FASB 
(Staff) 

U.S. Senate 
(Senators) 

U.S. House of Representatives 
(Representatives) 

SEC 
(Members) 

SEC 
(Staff) 

CASIi 
(Members and Staff) 

GAO 
(Employees) 

Federal Judiciary 
(Judges) 

Provided 
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Annual 
Questionnaire 

PROCEDURES 

?rovided.; no disclosure of financial 
mformauon required. 

Provided, XLIV 

Provided, XLIV 

Provided, Ex. Order I 1222 

Provided, 17 C.F.R. 
200.735-11 

Provided, 4 C.F.R. 
302.72 

Provided, 4 C.F.R. 
6.50-6.64 

Not Provided 

C-4 

Specific Body to 
Advise on Conduct 

Provided 

Provided 

Provided, XLlV.2 

Provided, XLIV 

Provided, 17 C.F.R. 
200.735-15 

Provided, 17 C.F.R. 
200.735-15 

Provided. 4 C.F.R. 
302.3 

Provided, 4 C.F.R. 
6.53 

Not Provided 
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NOTES 

I. Members, Directors and deputy directors are governed by the rules set out in "Policies 
in Respect of Investments, Personal Activities, Speeches and Publications of Members, 
Directors and Deputy Directors of the Financial Accounting Standards Board (As 
ame.nded December 21, 1976)." . 

2. The rule states that "no financial or other obligations shall be owed, directly or 
indirectly, to such Member or Director by any former employer, business partnership 
or client. " Exceptions are made for normal banking relationships, limited partnerships, 
and holdings in government or publicly traded securities. No retirement or deferred 
benefits may be paid except fixed, vested amounts or annuities not materially affected 
by the prospects of the business. 

3. The rule states that "no Member or Director shall have any financial or other 
obligations to any former employer, business relationship or client." Obligations such 
as normal banking relationships and covenants not to divulge trade secrets are 
excepted. 

4. Members and Djrectors may be affiliated with non-profit organizations and may serve 
as directors or officers of family or personal investment holding companies, as 
executors, administrators, guardians, trustees of inter vivos or testamentary trusts, 
custodians for minors and in similar representative capacities, provided that such 
activities do not interfere materially with their devoting their full business time to the 
FASB and do not affect their independence or objectivity. 

5. The rule states that "no Member or Director shall have any formal or informal 
agreement, arrangement or understanding with any person to the effect that after 
termination of his employment relationship with the Foundation or the Standards 
Board he can or will return to, or become affiliated with, an employer Qr business 
partnership, or resume or enter into consulting or other similar arrangements; provided, 
however, that, in the case of a Director, this subparagraph ... shall not prohibit a leave 
of absence of an academician with or without tenure from an educational institution; 

" 
6. The rule states, "Members and Directors may accept reimbursement for out-of-pocket 

expenses incurred in connection with any such speech or writing, but' any fees, 
honorariums or other payments in connection therewith shall be remitted or paid over 
to the Foundation." 

7. The rule states, "Members and Directors shall not, directly or indirectly, use or 
otherwise place themselves in a situation to benefit personally from, or, directly or 
indirectly, disclose or make available to others (other than as required by their 
employment and duties), any information which might be regarded as material 
relating to the functions or activities of the Foundation or the Standards Board 
obtained in the course of their employment and which has not been released or 
announced or otherwise made availab!~ p!.lblicly." 

8. Both sets of rules provide that each member, director, deputy director, and staff 
member "should take great care to conduct himself and all his activities in such a 
manner so that [they] will not affect bis independence or objectivity or be detrimental 
to the interests or repute of the Foundation or the Standards Board." 

9. Staff members are governed by Internal Policy Bulletin, File Ref. 1.07, "Policies in 
Respect of Personal Activities, Speeches and Publications of Members of the Staff of 
the Financial Accounting Standards Board" (April 1976). 
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10. The ru!e.s~ates, "Each member of the staff is ex '. 
~he actIvItIes of the Standards Board d h II pected to d~vote hIS full bUSIness time to 
Interferes with the performance of h,.and s. a not engage In any outside activity which 

b IS utles to the Standards B d h" way may e, or appear to be in contlict with th oar , or w lCh In any 
Standards Board. Each member of th t ff' e staff member's responsibilities to the 

• the Standards Board at the earliest e ~b~ I~ ur~ed to consult with the Chairman of 
outside activity which might conflict ~i~~ h ~ tIme If ~e. ~e~ls that he is involved in an 

II Th I" IS responsIbllltIes to the Standards Board " 
. . e ru e states, Staff members may acce t rei b . 

Incurred in connection with any h Ph m u.r~ement for Out-of-pocket expenses 
oth SUC speec or wfltIng but any Ii h 

er payments in connection therewith h 11 b '. ees, onorariums or 
Foundation." s a e remItted or paid over to the 

12. The rule states, "Members of the staff shall not directl '. 
place themselves in a situation to b fi ' Y or IndIrectly, use or otherwise 
disclose or make available to oth (ene

h 
t Phersonally from, or, directly or indirectly 

d .). ers ot er t an as required b h' , UtIes ,any Information which . h b . Y t elr employment and 
or activities of the Foundation :I;he

t S~a~~~:~ded as matefl?1 rel?ting to the functions 
employment and which has not b I s Board obtaIned In the COurse of their 
available publicly." een re eased or announced or otherwise made 

13. Citations are to Standing Rules of th S . 
14 e enate set out In the Senate Ma I 95 h 

. Citations are to Rules of the H f nua, t Congo 
Rules of the House of Repres~~::t~e~e:;tehsecntatives set out in Jefferson's Manual and 

, ong. 
15. No n:ember or employee of the SEC rna e '. 

margIn accounts; short sales' securitl'es Yf ffe~t transactIOns In commodity futures' 
stat d I ' 0 an Issuer Who has h d '. ' .ement ec ared effective within 60 d ". a any regIstratIon 
regIstered public utility holding ays. or whIch IS pendIng; securities of any 
. . company, Investment co b 
Investment adVIser; or securities which . I . mpany, roker, dealer or 

16' are InVO ved In any investigation 
. IncompatIble activities include em 10 ment ". . 

dealer, public utiHty holding comPp Y . or assocIatIon WIth any registered broker 
k' h" any, Investment compan' , 

wor In w Icn any government may be si nifi . y or Investment adviser, 
creates, or appears to create a contl' t f' g cantly Interested, employment which 
employee's ability. ' IC 0 Interest, and employment which impairs any 

17. Exc7Ptions to the general prohibition a I w . . . 
motIvates the gift; When food and refres:~/ hen an ob~lous famIly relationship 
conference or tOUf' when promotion I . nIts are offered In the Course of a proper 
f . I' a matefla such as pens d o nomIna value are offered' or wh h C .. . ,notepa s and other items 

8 '. ,en t e ommlsslOn makes an exce tion 
I . IncompatIble actIvities include those which m' p . 

conflict of interest and those wh' h . . ay result In, or create the appearance of a 
C· . IC ImpaIr the employee's ability. ' 

19. Itatlons are to the U. S. Code and the C .. 
American Bar Association. ode of JudICIal Conduct adopted by the 

20. "F~nancial interest" means ownershi of a Ie '. 
actIve participation in the affairs of P ~al or equItable Interest, however small Of 

provided the judge does not participaaPt a;ty. xcepted are ownership in a mutual fU~d 
f I . e In management· own h' b hI' ' o a mutua Insurance company dep . . ,ers Ip y 0 dIng policies 
f ' osIts In a mutual savings .. o government securities provided th aSSOClatlon and holdings 
ffi h ' eoutcomeoftheproc d' d a ect t e value of the interest· and offi . d' e.e .Ings 0 not substantially 

or civic organizations. ' ces. ,e ucatlOnal, relIgIOUS, charitable, fraternal 
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22. 

23. 
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b ' f hl's f:amily residing in his household. . .. I' t . dges and mem ers 0 I' d b 
The prohlbltlOn app les oJu. .. to ublic testimonials, books supp Ie y 
Exceptio.ls are made for gifts Inc~d~nt ti ·ts ordinary social hospitality, gifts from 
publishen, invitations to bar-relate . un~ 0 s' from lending institutions made in the 
relatives, wedding o~ engagemen!h~lf:S~n~af~llOwShiPS' Other gifts, etc. are per~itted 
I,'gular ('.)Urse of busIness, scholar p d are not likely to come before the Judge, 
from those whose interests have n,ot come a:

blicl 
but any gift over $100 must .be disclosed .~ ;~fit-sharing or stock bonus plans or 

. "d s not Include penShJns, p 
"Earned Income oe . fi family controlled businesses. 
amounts not "significant" rece1Ve~ rom". I ~e book royalties income from family 
Exclusions from "outside .earned I:i~oe~e Sel:;t~rs' services are Il~t n'iateriall~ ~ncome 
businesses and partnerships. (pr? . tments interest, rents, dividends, ' 

. ~ d lIng In property or Inves, bil' f th producing), gaInS !rom ea t related to future profita Ity 0 e ahihony, annuities and buy-out arrangements no , 
enterprise. 

\\ 
. d its Committee on Personnel Policie~ to 

The FAF's Trustees ha~e. recentlYar~:~~~!: the Trustees have charged th~ Committee 
review existing Personnel Pohcles. In p b 'd staff directors schedule all mvestipents, 

. h t FASB mem ers an . . d . t f to consider a reqUirement t . a r . ti on certain securities transacUons an recelPI.. 0 
even immaterial ones; specific Imlta on~ ti of a more general rule with respec{ to 
gifts from non-family members; and a. op ?n pected to make its recommendations at a 

otential conflicts of interest. The Co~mlt~ee IS ex 
p . f tho FAF Trustees later thiS sprmg. meetmg 0 ,. 
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EXHIBIT D 

THErREC9RD'OF.THEFASB AND THE ACCOUNTING 
PROFESSION IN SETTING ACeOUNTING STANDARDS 

I. Introduction 

Since its formation in 1973, the FASB has issued: 

-14 Statements of Financial Accounting Standards; 

-18 Interpretations of FASB Statements, APB Opinions and Accounting Re-search BUlletins; 

-20 Exposure Drafts; and 

-13 Discussion Memoranda analyzing significant issues, soliciting written com-
ments and serving as hases for pUblic hearings, including in December 1976 its second 

' Discussion Memorandum on a Conceptual Frt:lmework for Financial Accounting and 
Reporting: Elements of Financial Statements and Their Measurement and its Tentative 
Conclusions on Objectives of Financial Statements of Business Enterprises. 

In addition, the FASB has not yet taken final action on one Exposure Draft of a 
proposed Statement of Financial Accounting Standards. Public hearings have been 
announced on two projects (Conceptual Framework and Accounting for Business Com­
binations and Purchased Intangibles), and pUblic hearings on the FASB's Extractive 
Industries Project were held on March 3D-April I and on April 4, 1977. Additionally, the 
FASB has other technical projects on its agenda. 

The Study asserts that the FASB's output has not improved financial accounting and 
reporting. As examples, the Study claims ~'hat the FASB and its standard-setting 
predecessors have not dealt with the significam acco'.i:ting issues, have not eliminated 
alternative accounting prnctices, have not developed Ot-,iF ctives of financial statements or a 
conceptual framework within which all accounting standards may be establish~d, and have 
protected the prerogatives of "special interest groups."* 

This Exhibit examines the reco.rd in relation to these charges. 

II. Table of Statements, Interpretations and 
Discussion Memoranda Issued and Public Hearings Hf.:ld 
by the FASB and Current Projects 

Statements of Financial Accounting Star.dards 

No. I -Disclosure of Foreign Currency Translation Information-Issued December 1973 
No.2 
No.3 

No.4 

No.5 

-Accounting for Research and Development CostS-Issued October 1974 
-Reporting Accounting Changes in Interim Financial Statements-An 

Amendment of APB Opinion No. 28-Issued December 1974 
-Reporting Gains and Losses from Extinguishment of Debt-An Amend­

ment of APB Opinion No. 3D-Issued March 1975 
-Accounting for Contingencies-Issued March 1975 

* See also Exhibit B as to the independence and objectivity of the FASB as evidenced by the ai'!llysis 
of responses to its most significant accounting proposals. 
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No.6-Classification of Short-Term Obligations Expected to Be Refinanced-An 
Amendment of ARB No,: 43,. Chapter 3A-Issued May 1975 

No.7-Accounting and Reporting by Development Stage Enterprises-Issued June 
1975 

No.8-Accounting for the Translation of Foreign Currency Transactions and 
Foreign Currency Financial Statements-Issued October 1975 

No.9-Accounting for Income Taxes-Oil and Gas Producing Companies-An 
Amendment of APB Opinions No. 11 and 23-Issued October 1975 

No. 10 -Extension of "Grandfather" Provisions for Business Combinations-An 
Amendment of APB Opinion No. 16-Issued October 1975 

No. II -Accounting for Contingencies-Transition Method-An Amendment of 
FASB Statement No.5-Issued December 1975 

No. 12 -Accounting for Certain Marketable Securities-Issued December 1975 
No. 13 -Accounting for Leases-Issued November 1976 
No. 14 -Financial Reporting for Segments of a Business Enterprise-Issued Decem­

ber 1976 

Interpretations 

No. I -Accounting Changes Related to the Cost of Inventory (APB Opinion 
No. zO)-Issued June 1974 

No.2-Imputing Interest on Debt Arrangements Made under the Federal Bank­
ruptcy Act (APB Opinion No. 21 )-Issued June 1974 

No.3-Accounting for the Cost of Pension Plans Subject to 'the Employee Retire­
ment Income Security Act of 1974 (APB Opinion No.8 )-Issued December 
1974 

No,4 -Applicability of FASB Statement No.2 to Business Combinations Account­
ed for by the Purchase Method-Issued February 1975 

No.5-Applicability of FASB Statement No. 2 to Development Stage Enter­
prises-Issued February 1975 

No.6-Applicability of FASB Statement No. 2 to Computer Software-Issued 
February 1975 . 

No.7-Applying FASB Statement No.7 in Financial Statements of Established 
Operating Enterprises-Issued October 1975 

No.8-Classification of a Short-Term Obligation Repaid Prior to Being Replaced 
by a Long-Term Security (FASB Statement No. 6)-Issued January 1976 

No.9-Applying APB Opinions No. 16 and 17 When a Savings and Loan 
Association or a Similar Institution Is Acquired in a Business Combination 
Accounted for by the Purchase Method-Issued February 1976 

No. 10 -Application of FASB Statement No. 12 to Personal Financial State­
ments-Issued September 1976 

No. 11 -Changes in Market Value after the Balance Sheet Date (FASB Statement 
No. 12 )-Issued September 1976 

No. 12 -Accounting for Previously Established Allowance Accounts (FASB State­
ment No. 12 )-Issued September 1976 

No. 13 -Consolidation of a Parent and Its Subsidiaries Having Different Balance 
Sheet Dates (FASB Statement No. 12 )-Issued September 1976 

No. 14 -Reasonable Estimation of the Amount of a Loss (FASB Statement No.5) 
-Issued September 1976 

No. 15 -Translation of Unamortized Policy Acquisition Costs by a Stock Life 
Insurance Company (FASB Statement No.8 )-Issued September 1976 
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No. 16 -Clarification of Definitions and· Ac~ounting for Marketable Equity Securities 
f~;j Become Nonmarketable (F~SB Stat.;!ment No. 12)-Issued February 

No. 17 

No. 18 

-Applying the, Lower of Cost or'M~rket Rule in Translated Financial 
Stateme~ts (fASB Statement No. 8.)-Issued February 1977 

-Accountmg for Income Taxes in Interim Periods (APB Opinion No 28) 
-Issued March 1977. . 

Discussion Memoranda 

~~i~~~~~i~~~s~~~Jb~~~~~r ~08,~~~~unting for Research and Development and 

~nF~~~~~f £ia!~~:~!el~~~~e~ :ee6r~~gl~~~:~cts of General Price-Level Changes 

~;b~na~~tO[J~~ues Related to Accounting for Foreign Currency TranslatioIJ-Issued 

t9n7tnalysis of Issues Related to Accounting for Future Losses-Issued March 13, 

An Analysis of Issues Related to Financial Re . r. S . 
Enterprise-Issued May 22, 1974 portmg or egments of a Busmess 

Conceptual Framework for. Ac~unting. and Reporting: Consideration of the Re ort of 
the Study <?roup on the ObjectIves of Fmancial Statements-Issued June 6, 1971 
An AnalYs~s ofIssues Related to Accounting for Leases-Issued July 2, 1974 

tI~ i9~~IYSIS of Issues Related to Criteria for Determining Materiality-Issued March 

~~n~n~~~~dob;~~:~ 6~~~ai~d to Accounting and Reporting for Employee ~enefit 
t9c~~unting by Debtors and Creditors When Debt is Restructured-Issued May II, 

~~a~~&r:;~fs!~~~e~~;~~~e19~01 t~~ounting for Business Combinations and Purchased 

~n Anl.lly~is ~ Issues Relate~ to C~:mceptual Framework for Financial Accounting and 
D:~~~~~~' 2, 1ge7~ents of Fmanclal Statements and Their Measurement-Issued 

~~~~J~sis I~~J:~t;;e~e~a~:~ i~,~~7a;cial Accounting and Repocting in the Extractive 

Public Hearings 

Subjeci 

Account.in~ for Research and Development 
and SImIlar Costs .......................................... . 

Reporting the Effects of General Price-Level 
Changes in Financial Statements ................. . 

Accounting for Contingencies .......................... . 
Accounting for the .Translation of Foreign 

Curren~y Tr!lnsactlOns and Foreign Cur-
rency Fmanclal Statements .......................... . 

Financial Reporting for Segments of a Busi-
ness Enterprise .............................................. . 
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March 15, 1974 

April 23-24, 1974 
May 13,1974 

June 10-11, 1974 

August 1-2,1974 

Numbero( 
Oral 

Prescnlalion.~ 

14 

23 
19 

15 

21 
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Subject Dates 

Conceptual Framework for Financial Ac-
counting and Reporting................................. September 23-24, 1974 

Accounting for Leases ...................................... . 
Accounting for Income Taxes-Oil and Gas 

Producing Companies .................................. . 

November 18-21,1974 

September 1O-1l, 1975 
December 8, 1975 Accounting for Certain Marketable Securities. 

Res~ruct?ring of a Debt in a Troubled Loan 
Sltuatton ......................................................... December 12, 1975 

Accounting and Reporting for Employee Ben-
efit Plans ........................................................ . 

Criteria for Determining Materiality ............... . 
Accounting by Debtors and Creditors When 

February 4-5, 1976 
May 20-21, 1976 

Debt is Restructured...................................... July 27-30, 1976 
Prior Period Adjustments.................................. October 15, 1976 
Financial Accounting and Reporting in the 

Extractive Industries ...................................... March 30-31 and April I 
and 4,1977 

Total .................... . 

Current Projects 

Number of 
Oral 

Presentations 

21 
32 

27 
20 

5 

23 
16 

37 
10 

39 

322 

Exposure Draft of Proposed Statement of Financial Accounting Stand~rds 
Accounting by Debtors and Creditors for Troubled Debt Restructurmgs-Issued Decem­
ber 30, 1976 

Other Technical Projects 

Accounting for the Cost of Pension Plans 
Accounting and Reporting for Employee Benefit Plans 
Interim Financial Reporting 
Reporting Redeemable Preferred Stock and Long-Term Debt 
Accounting for Interest Costs 
Accounting for Business Combinations and Purchased Intangibles 
Criteria for Determining Materiality 
Accounting and Reporting in the Extractive Industries 
Conceptual Framework for Financial Accounting and Reporting 

III. Summary of Work of the FASB 

A. Statements of Financial Accounting Standards 

Certain of the FASB's Statements have dealt with broad, pervasive accounting 
questions long in need of resolution, such as:-

• Accounting for Research and Development Costs. (FASB Statement No.2) 

• Accounting for Contingencies. (FASB Statement No.5) 
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• Accounting for the Translation of Foreign Currency Transactions and Foreign 
Currency Financial Statements. (FASB Statement No.8) 

• Accounting for Leases. (FASB Statement No. 13) 

Other Statements have also addressed and resolved long-standing ~$ues; (although 
their application may not be as pervasive as the Statements listed above), including: 

• Accounting and Reporting by Development Stage Enterprises. (FASB State­
ment No.7) 

• Financial Reporting for Segments of a .Business Enterprise. (FASB Statement 
No. 14) 

Still other FASB Statements have been. issued in response to emerging problems 
perceived as urgently in need of solution: 

• Reporting Accounting Changes in Interim Financial Statements. (F ASB 
Statement No.3) 

• Reporting Gain" and Losses from Extinguishment of Debt. (FASB Statement 
No.4) 

• Gassification of Short-Term Obligations Expected to Be Refinanced. (FASB 
Statement No.6) 

• Accounting for Income Taxes-Oil and Gas Producing Companies. (FASB 
Statement No.9) 

• Accounting for Certain Marketable Securities. (FASB Statement No. 12) 

Set forth below is a summary discussion of these FASB Statements of Financial 
Accounting Standards, prepared by the FASB technical staff, indicating the contribution of 
each to improving financial accounting and reporting, and the extent to which alternative 
accounting practices have been eliminated. * 

Statement No. 2-"Accounting for Research and Development Costs." October 1974. 
This Statement established standards of financial accounting and reporting for research and 
development costs and eliminated alternative accounting practices for such costs by 
requiring that they be charged to expense when incurred unless related to an item with an 
alternative future use. Prior to the issuance of the Statement, at least four alternative 
methods of accounting for research and development costs existed, including (a) capital­
izing all costs when incurred, (b) capitalizing some costs when incurred and charging other 
costs to expense, (c) deferring all costs until the existence of future benefits can be 
determined at which time costs without future benefits are charged to expense, and (d) 
charging all costs to expense when incurred. 

Statement No.2 also sets forth guidelines specifying activities that should be identified 
as research and development and the elements of costs that should be identified with such 
activities-matters that were previously undefined by the authoritative accounting liter­
ature. 

* Discussion of Statements Nos. I, 10 and II was omitted because: Statement No. I was 
superseded by Statement No.8; Statement No. 10 simply extends the grandfather provisions of APB 
Opinion No. 16-"Business Combinations" until the Board completes its current project on business 
combinations and purchased intangibles; and Statement No. II only amends the transition method 
in Statement No.5. 
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Statement No. 3-"Reporting Accoun.ting Changes in Interi;n;~:~:~ala~t:~~:::~:; 
December 1974. Prior to the is~uan~e oft~s Statement, mar~:;':~scal ear fe.g. during the 
change in other than the first m~r~m :enf~e~~ )a~~~~t~~~ in net inco~e for the period the 
second, third or fourth qUl!rter 0 t eIlsca 1 the cumulative effect of the change in 
cumulative effect o~ the ch~nge. ~ genera, t . come (a) as reported using the old 
a[c9unting metho~ IS the dlfference e~ee~f ~~e ~~wlY adopted method were used in all 
method of accountmg, and (b) compute as 1 . 

prior years. . . 
. . h mulative effect of the change be mcluded m net 

Statement No.3 requires that t e cu f . h n e Further the effect of the change on 
income of the first interim period :~th~ ye::~h~n~egi~terim pe;iods by applying thl~ newly 
the current year ~ust b~ r~corde m t e p r -chan e interim periods. The result was to 

adopted account~ng prmcIph~ to. th~se ~ e ; ~ in which a change would be made and 
eliminate the optIon of cho~smg: .. e mfter~m ~er~Oge entirely in net income for that interim 
then including the cumulative ettect 0 t e c a 
period. 

S 
t N 4-"Reporting Gain.~ and Losses from Extinguishment of Debt." March 

tatemen o. N 4 . s and losses from the early repayment 
1975. Prior to the issu~nce ~fStat.ement ~~h ii;t~~nor no separate disclosure of the details 
of debt were induded m ordmary mcome WI 
of the transaction or the related income tax effects. 

Statement No.4 requires that the aTgregat~hof ~:~~s ~~d t~o:s~~:~~~ e~~~e~~~m:~t ~: 
debt, if material, be shown .separate y o~ t e It also requires that the transaction be 
extraordinary item net. of the mco~e tax ~ t~C 'per share amount of the aggregate gain or 
described and th~t the mcome tax e o~c:h~ninco:e statement or in a note to the financial 
loss be shown, eIther on the face

4 
. d th ability of users of financial statements to 

statements. Thus, Statement No. Impr~ve .e 
determine the components of a company s earnmgs. 

. ." M ch 1975 This Statement 
S t t No 5-"Accounting for Contmgencles. ar· 1 

ta emen. . h t r rise must record a loss from a oss 
eliminated the di~ersity in .practIce as to w en an te~peri~es accrued estimated losses from 
coritingGncy. Pnor to thIS ~tatement,. so:et:e

n 
:ccurrence of a loss, while under similar 

contingencies by a charge t? mcome pnodr f< th losses only when they actually occurred. 
circumstances other enterpnses accounte or e 

. an existing condition, situation or set of 
Statement. No. : defines a. contmgenc~s~~le ain or loss that will be resolved when 

circumstances InvolVIng uncertaInty ~\to p a~d permits accruals for loss from a loss 
one ?r more fu~ure ~ve~:~ oC~~~:~~e ~~:t t~no~~s~ has been impaired or a liability has been 
contIngency on Y w en 1 IS P I h t d the amount of the loss can be reasonably 
incurred at the date of the ba ance s ee an 
estimated. 

hibits reserves for general contingencies or unspecified 
Statement No. 5 also pro d Prior to the issuance of Statement No.5, 

business risks or for losses that. have ~ot occurre. itted including self-insurance reserves, 
.reserves for.a variety of contIngencIes w~r~o~~r~ exchange transactions, catastrophe loss 
reserves agamst gen.eral losses, :eserves of, fut;re repair$, plant conversions, blast furnace 
reserves of casualty msure~s, an reserv~s or t f work force reductions, and the like. 
relining, future losses on mvestments, ut~re c~~:ao charges to operations, often over a 

The baccumf ulation a~~ t~~:;:;;:;s o~~i:~~~~:nt or~ecurring losses against these reserves 
num er 0 years, . (" 11 d "smoothing") 
had the effect of reducing fluctuations in earmngs olten ca e -' 
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In connection with the Study's contention that the F ASB often bows to pressure from 
"big business", it should be noted that the FASB was and continues to be criticized within 
the business community over the adoption of Statement No.5. 

Statement No. 6-"Classification of Short-Term Obligations Expected to Be Refi­
nanced." May .1975. Statement No.6 conformed the various practices with respect to the 
balance sheet classification of short-term obligations that are expected to be refinanced. 
The Statement provides criteria that must be met for a short-term obligation to be e}':duded 
from current liabilities. Short-term obligations may be excluded from current liabilities only 
if the enterprise intends to refinance the obligation on a long-term basis and has the ability 
to consummate such a refinancing. The Statement specifies the ways that an \!nterprise may 
demonstrate its ability to consummate a refinancing. 

Prior to Statement No.6, because existing authoritative literature did not provide 
definitive criteria, short-term obligations expected to be .refinanced were presented in 
balance sheets in a. number of ways, including: a.) classification. aSvcurrent liabilities, b) 
classification as long-term liabilities, and·c) presentation as a/class of liabilities .distinct from 
both current liabilities and 10ng~term liabilities. 

Statement No. 7-"Accounting and Reporting by Development .stage Enterprises." June 
1975. Statement No.7 applies to companies devoting substantially all of their efforts to 
establishing a new business and not yet commencing substantial operations and requires 
them to follow generally accepted accounting principles applicable to established operating 
enterprises. 

Prior to the issuance of Statement No.7, many development stage enterprises had 
adopted special accounting and reporting practices, including special forms of financial 
statement presentation or types of disclosure. Special accounting practices included (a) 
deferring all costs without regard to.the possibility. of recovering them, (b) offsetting 
revenue'illgainst deferred costs, and (c) not assigning dollar amounts to shares of stock 

. issued for consideration other than cash. Special reporting formats included statements of 
(a.) assets and unrecovered pre-operating costs, (b) liabilities, (c) capital shares, and (d) 
cash receipts and disbursements .. ' Before eliminating these alternatives, the FASB in­
vestigated the potential economic effects of such- action. The .Board was advised that 
conforming development stage accounting to accounting principles applicable to established 
operating enterprises was unlikely to have a significant adverse effect on the ability of 
development stage enterprises to obtain capital. 

Statement No. 8-"Accounting for the rrans/ation of Foreign Currency Transactions 
and Foreign Currency Financial Statements." October 1975. This Statement continues to be 
one of the FASB's most controversial Statements, eliciting strong criticism from business. 

Statement No.8 specifies the method for translating foreign currency transactions and 
foreign currency I1nancial statements. It requires that exchange gains or losses resulting 
from application of that method must be included in net income currently (except for 
exchange gains or losses relating to the hedge of an identifiable foreign. currency 
commitment, which gains or losses are deferred and included in the dollar basis of the 
related foreign currency transaction). It eliminated all alternative methods of accounting 
and reporting for foreign currency transactions and for translating foreign currency financial 
statements incorporated in the financial statements of a domestic enterprise. To incorporate 
foreign currency transactions and foreign currency financial statements in its own financial 
statements, an enterprise must translate (i.e. express in its reporting currency-generally the 
U.S. dollar for U.S. companies) all assets, liabilities, revenues, or expenses that are 
measured or denominated in foreign currency. 
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Prior to Statement No.8, a wide variety of methods of translating foreign currency had 
evolved and a variety of methods of determining and accounting for exchange gains and 
losses existed in practice. In addition to those divergent practices, international business 
activities of U.S. companies had expanded rapidly after the publication of the basic 
accounting pronouncements in this area, and the international monetary system .. had 
undergone significant changes, including U.S. dollar devaluations in 1971 and 1973 and the 
switch from fixed to floating rates in most foreign exchange markets. 

Statement No. 9-"Accounting for Income Taxes-Oil and Gas Producing Com­
panies." October 1975. Statement No.9 was issued to provide new accounting standards 
required as a result of the passage by Congress of the Tax Reform Act of 1975 (the "Act"). 
Among other things, the Act substantially reduced or eliminated percentage depletion as a 
federal income tax deduction for many oil and gas producing companies as of January 1, 
1975. APB Opinions issued prior to the Act had not required the recording of deferred 
income taxes for intangible development costs that oil and gas producing companies 
capitalized for financial reporting and expensed for Federal income tax reporting, because 
percentage depletion over the life of oil and gas properties was generally expected to ex~eed 
the amount of costs capitalized and amortized in the financial statements (sometimes 
referred to as "interaction"). Prior to Statement No.9, some oil and gas producing 
companies had recorded deferred taxes applicable to intangible development costs but most 
had not. 

Statement No.9 requires that commencing January 1, 1975 all enterprises must record 
deferred income taxes for intangible development costs and other costs of exploration for, 
and development of, oil and gas reserves entering into the determination of financial 
accounting income and taxable income in different periods. Oil and gas producing 
companies that the Act still permit~ to deduct statutory depletion for income tax reporting 
and that have statutory depletion in excess of cost depletion may elect to recognize that 
excess statutory depletion in the computation of the amount of deferred taxes to be 
recorded. The Statement permits oil and gas producing companies to adopt interperiod tax 
allocation retroactively for intangible development costs without recognizing interaction 
with percentage depletion. 

Statement No. 12-"Accounting for Certain Marketable Securities." December 1975. 
This Statement also continues to be highly controversial. The Statement requires that both 
current and non-current equity security portfolios be valued at and shown in the financial 
statements of an enterprise at the lower of cost or market value, with the difference between 
cost and market value being shown as it reduction of income for current portfolios and as a 
reduction of stockholders' equity for non-current portfolios. 

Prior to the issuance of Statement No. 12 and in accordance with then existing 
accountjng requirements, many companies reported marketable securities at cost, with 
disclosure of market value, even though market value was less than cost. A significant 
decline in the market prices of equity securities occurred during the recession of 1973-1975. 

Certain specialized industries (e.g., insurance companies, broker-dealers, and in­
vestment companies) are exempt from the lower of cost or market requirement of 
Statement No. 12, because companies in those industries report marketable securities at 
current market value, whether above or below cost, under specialized industry accounting 
practices. 

Statement No. 13-"Accounting for Leases. " November 1976. This Statement elimi­
nates inconsistencies in lease accounting practices and provides specific and objective 
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criteria for determining when a lease is a capital lease (which must be accounted for as if 
the lessee purchased an asset and incurred a liability), and when, a lease is an operating 
lease (which does not result in the recording of an asset and liability). 

The Statei"ent provides scandards of financial accounting and reporting for leases that 
are consistent for both lessees and lessors and also eliminates alternative methods of 
accounting for leveraged leases and all alternative definitions of what constitutes a 
leveraged lease. 

Over the years the Accounting Principles Board had issued several Opinions and the 
SEC had issued several A.ccounting Series Releases as to accounting by lessees and lessors. 
Despite these Opinions .'nd Releases, criteria were stated in broad terms so that similar 
transactions sometimes were accounted for differently. In addition, the same lease was 
often accounted for differently (i.e., capital vs. operating) by the lessor and the lessee. 
Moreover, a variety of accounting practices had developed with respect to leveraged leases, 
a comparatively recent method of financing but one of growing significance. 

Statement No. 13 provides standards applicable to substantially all leasing transac­
tions. It is based on the premise that a lease whi\;h transfers substantially all of the benefits 
and risks incident to the ownership of property should be accolJnt~d for as the acquisition of 
an asset and the incurrence of an obligation by the lessee anrlls a s"le or financing by the 
lessor. All other leases should be accounted for as operating: ~easeii.. Criteria are specified 
for determining whether substantially all benefits and risks indJeiO!t 'to ownership have been 
transferred. Special provisions apply to leases of land, sales and lease backs, related party 
leases, subleases and leveraged leases. 

This Statement has received a great deal of attention, even though it has only been 
issued .ecently. For example, the Interstate Commerce Commission and the Civil 
Aeronautlcs Board have already announced that they will adopt it in its entirety for 
purposes of carriers and air carriers subject to their respective jurisdictions. 

Statement No. 14-"Financial Reporting for Segments of a Business Enterprise." 
December 1976. Statement No. 14 requires that an enterprise report specified financial 
information including revenues, profitability, assets, depreciation and capital expenditures 
for each significant segment of its business. A segment is regarded as significant if its sales, 
operating profit, oridentifiable assets are 10% or more of the related combined amounts for 
all a company's industry segments. Information similar to that required for industry 
segments also i!;, required for a company's operations in different geographic areas of the 
world, as is certain information as to sales to major customers. The Statement also provides 
guidelines as to the manner in which such information is to be derived and presented. 

Prior to Statement No. 14, luthoritative accounting literature did not require com­
prehensive reporting of segment information in an enterprise's financial statements, 
although existing pronouncements r<!quired disclosures related to an enterprise's foreign 
operations, information concerning companies accounted for by the equity method, and 
information as to discontinued operations of a segment of a business. Information as to 
sales and profits by lines of business was required by the SEC in certain of its filings, but 
because this information was not a part of the financial statements, it was not required to be 
assembled in any particular way. 

Statement No. 14 is significant in terms of the Study in that it demonstrates that the 
FASB not only can, but will, require more than a Federal agency when the Board views this 
to be in the pu blic interest. 
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B. Interpretations 
. I'r Of elaborate on FASB Statements of 

, FASB Interpretations are issued t~,!'!x~lam~~n~~~cements of its predecessors. The 
Financial Accounting Standards I an t. ~ If.ffering applications -of the related accounting 
Interpretations eliminate or severe Y restflc' 
standards or practices. . . 

. N 1 interpreted the criteria in APB Opml0n No. 
For example, FASB Interp~etauon 0.' t be justified on the basis that the new 

20 to require that .an accountmg dchailnlgeonmsutl·Stute an 'improvement in financial reporting; 
. th d IS preferable an w c 

accoun~mg mle 0 t adequate J'ustification for an accounting change, 
tax savmgs a one are no 

. . No 3 which the Board issued shortly after 
Another example IS FASB Interpretatton S . .'t A t of 1974 (ERISA). The Board 

I R ti ement Income eCUfl y c . 
passage of the Emp ~y~e e r h t any' change in pension .cost resulung from 
interpreted APB OpmlOn No,. 8 sbo tad d when the plan became subject to the Act's 
compliance with the new Act w~uld e ~ecor e . 
participation, vesting and fundmg reqUlrements, 

"'" f APB 0 ;nions No 16 and 17, the Board found 
In a case involving the appbcauon 0 . p. "u'on's FASB Interpretation No, 9 

. d t recorcl certam. acqUlsl. . . 
that two methods were bemg use ,,0. b came widely accepted, thereby eliminaung 
rejected the use of one method belore ItS use e 
an alternative practice, . 

, . N 18" Accounting for Income Taxes m 
The FASB's most recent mterpre~uo;' d~~ wiilingness to eliminate differences in 

Interim Periods", also demonstrates t e ~ar N 18 descfl'bes the general computation 
, "I' ti Interpretauon o. . 

accountmg fo~ Sl~1 ar situa ons. d't pplication in specific <;:omplex situations, 
of interim peflod mcome taxes an 1 s a 

C. Summary of Significant Current Pro. ... ;ects 

1. Conceptual Framework and Objectiv.es I h 
. h h accounting profession and more recent y t e 

A recurring theme of the Study IS t at t e, . and a conceptual framework. within 
FASB have failed to prescrib,e a clea~ set of obJ~cuve~d re ortin can occur. These charges 
which further improvement~ m financI~\aCCountm~haat th/BoarJ has made, particularly in 
do not take into account the substanua progress 

the past year. . 
. . , If, rts to establish a more logIcal conceptual 

The history of the accounung profes~lOn s e 0 two important studies prior to the 
basis for its principles and standards mc1~des (a ~am that the Board currently has well 
establishment of the FASB and ~ ~,:e .m~;~c~~~; and Accounting Principles Underlying 
under way. APB Statement ~o., aSIC . "was issued by the Accounting Principles 
Financial Statements of Bus~ness E~terpr~~~~ over a five-year period. In that Statement, 
Board in October 1. 970 followmg wor e~tefi ~ I accounting the environmental forces 
the AP~ (~) discussed the. nature ,

0 ita:6:~16f accounting in providing useful inforrr:.~­
influencmg It, and the p~ten.ual an: ~m . I ccounting and financial statements, (lll) 
tion, (ii) suggested obJecttves 0 nanCla a. (.) em hasized the dynamic nature of 
discussed the basic elements of financial a~co~ntmg, ~~nges P The heart of APB Statement 

. d ( ) set fOlth proposals lor luture c· d h accountmg, an v . . 'ples that were generally accepte at t e 
No.4 was a descripGcn of those acc~~onu,n~ p~!nc~ the APB however, so members of the 
. The "Statemem" was not an pmIon 0, ' . 
~:~~ssion were not obligated to call attention to departures from It. 
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In 1971 the Board of Directors of the AICPA constituted a special study group (0 hold 
hearings and to investigate thoroughly the objectives of financial statements. This Study 
Group, chaired by the late Robert Trueblood, issued its report, "Objectives of Financial 
Statements" (often referred to as the Trueblood Report), in October 1973. The Trueblood 
Report was in the nature of a research study with recommendations and was to provide a 
basis for the FASB's further consideration of objectives. 

13efore the Trueblood Report was issued, the FASB was established. On April }, 1973 
the Board placed on its initial technical agenda a comprehensive project to identify the 
objectives of financial statements and provide a conceptual framework for financial 
accounting. This project was to build on the Trueblood Report and on APB Statement No. 
4. In June 1974, the FASB issued a Discussion Memorandum on the objectives of financial 
statements and in September 1974 held public hearings on this subject. In December 1976, 
the Board published its Tentative Conclusions on the Objectives of Financial Statements of 
Business Enterprises and issued an additional Discussion Memorandum entitled Conceptual 
Frameworkfor Financial Accounting and Reporting: Elements of Financial Statements and 
Their Measurement. Public hearings have been scheduled for June 1977. 

At the time the Board issued its second Discussion Memorandum in December 1976, it 
also issued a document entitled Scope and Implications of the Conceptual Framework 
Project, a non-technical summary of the other two 1976 pUblications and their significance. 
A brief review of this simplified summary indicates the enormous complexity of the subject. 
For example, the summary describes a conceptual framework as a constitution to provide "a 
coherent system of interrelated objectives and fundamentals that can lead to consistent 
standards"; it characterizes objectives as identifying the goals and purposes of accounting, 
and fundamentals as the underlying concepts that guide the events to be accounted for, 
their measurement and the means of summarizing and communicating them to users. The 
summary states that the project is expected to lead to FASB pronouncements involving (i) 
objectives of financial statements, (li) qualitative characteristics of financial statement 
information (e.g. relevance, objectivity and comparability), (iii) basic elements (e.g. what 
is an asset, a liability, revenue, expense; should earnings be defined in terms of changes in 
assets and liabilities or should assets and liabilities be determined only after revenue, 
expenses and earnings have been defined?), (iv) bases of measurement (e.g. historical cost, 
replacement cost, current selling price and present values of future cash flows), and (v) 
units of measure (e.g. current dollars or dollars adjusted for changes in general purchasing 
power). These issues are extremely complex and require logical, objective and thorough 
analysis by the most competent professionals available. Work on this critical project is 
continuing as a matter of priority. 

2. Extractive Industries: PL 94-163 

The Board also is engaged currently in a project related to Section 503 of the "Energy 
Policy and Conservation Act" enacted in 1975 (Public Law 94-163). In that Section, 
Congress empowered the SEC either to prescribe accounting rules applicable to persons 
engaged in the production of crude oil or natural gas or to recognize accounting practices 
developed by the Financial Accounting Standards Board if the SEC is assured that such 
practices will be observed to the same extent as if the SEC had prescribed the practices by 
rule. 

In December 1976, the FASB issued its Discussion Memorandum, Financial Account­
ing and Reporting in the Extractive Industries. This project is broader than the concern of 
the "Energy Policy and Conservatio.n Act" with oil and gas producers in that the FASB is 
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considering the accounting. and reporting issues applicable to companies engaged in other 
extractive industries. In addition, the Discussion Memorandum presents issues and seeks 
public comment relevant to the financial information needed for the energy data base 
specified by the Act. At the request of the SEC, the FASB also included in its Discussion 
Memorandum a series of issues developed by the SEC in connection with its responsibilities 
under the. Act, and the FASB expects to issue a Statement of Financial Accounting 
Standards prior to the end of 1977 on which the SEC may rely. Representatives of the SEC, 
the Federal Energy Administration, the General Accounting Office, the Cost Accounting 
Standards Board and the Federal Power Commission, as well as one committee of the 
Congress, have observed the activities of the FASB's task force on this project. Public 
hearings were held on March 30 -April I and on April 4, 1977. Apart from the national 
significance of accounting and energy data compilation in respect of oil and gas producers, 
the issues involved in this project have been debated for years, and the FASB regards this 
project as not only one of priority, but one of the most difficult it has faced. 

3. Other Significant Projects 

Of the other projects on the Board's current technical agenda, several are also matters 
of priority and of gmat significance in the. improvement of financial accounting and 
reporting. 

For example, a project receiving national attention is the Board's project on Accounting 
by Debtors and Creditors for Troubled Debt Restructurings. This project has evolved 
because of the many loan restructurings involving the nation's financial institutions. The 
significant increase in restructurings resulted from the economic recession and inflation 
affecting the economy in recent years and the attempts by the City of New York to resolve 
its financial difficulties through moratoriums on the payment of its maturing debt and 
through exchange offers by the Municipal Assistance Corporation. 

The Board issued an Exposure Draft relating to accounting by debtors in such 
circumstances in November 1975, and held hearings in December of that year. It became 
clear at this stage of the project that accounting by creditors should also be encompassed 
within the scope of the project, and, accordingly, the Board appointed a task force and 
issued a Discussion Memorandum in May 1976. The Board received nearly 900 written 
responses to its Discussion Memorandum, and heard 37 oral presentations at four days of 
public hearings in July. In December 1976, the Board issued an Exposure Draft covering 
accounting by both debtors and creditors for troubled debt restructurings. The public 
comment period on this Exposure Draft ended on March 10, 1977. The Board expects to 
issue a final Statement towards the middle of this year. 

While the FASB acted promptly in 1974 to issue an Interpretation to prevent divergent 
practices from developing following enactment of the Employee Retirement Income 
Security Act of 1974, the significance of this legislation caused the FASB to add two related 
mll;jor projects to its technical agenda-Accounting for the Cost of Pension Plans aneJ 
Accounting and Reporting for Employee Benefit Plans. The Board issued a comprehensive 
Discussion Memorandum on the latter project in October 1975 and held public hearings in 
February 1976. The staff is currently developing a proposed Statement for exposure and 
public comment within the next few months. 

4. Summary of Work of the Accounting Principles Board 

The AccJunting Principles Board, the FASB's predecessor standard-setting body, made 
significant contributions to financial accounting and reporting in its 31 Opinions and 4 
Statements by reducing alternatives in some very significant areas. A table listing the 
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~pinions and Statements is set forth 
~Iscussion of certain of h a~ th~ end of this section. Set r. . 
Improved accounting and t e m?re slgntficant APB Opinions anodrthhb~low IS ~ summary 

reportmg. ,.. t elr contnbution to 
APB Opinion No 8 "A Th' . - ccount' r. 

IS Opinion made a '. mg .I or the Cost of Pension Pi " 
increasing significance o~lgntfi~ant cont.ribution to accounting lite a~s. "!ove'!'ber 1966. 
operations of man busi pensIon ~ost m relation to the financial ra l~r~ In vIew of the 
pension plans, acc:ptabl;esses .. ThIS Opinion establishes the basic POsItion. and results of 
losses. The Opini act~anal cost methOds and the accou t' ~ccountln~ method for 
employment and pr:h~b~~qulres t~at pension costs be accr::;g d or.actuanal gains and 

accountIng for pensions on unng .the period of 
In light of the enactment f h a pay-as-you-go basis. 

accounting for pension COSts an~ its ~o~~~~~nl;g~~~~t~o~: th~ FASB is currently reassessing 
APB Opinion Mo 9 "R' . n Ing or employee benefit plans 

h . - eportmg tl R . 
t e Treatment of Extraordi Ie esuhs of Operations" Part " 
APB Opinion No. 30-" na,,: Items and Prior Period Ad'ust:n " 1- Net Income and 
No.9 made a significant~epor~mg .the Results of Operation;" Ju;;t; , December 1966, and 

permitted an enterprise to 0~~;~~:1~7g~rfielimi?ating an alte:native a~:~~n~~rgt pI :aft<?Pinhion 

P . " '. cant Items from net inco c Ice t at 
nor to Opinion No". . me. 

P . . . ' :7, extraordInary 't 
nor penod adjustments 011 I ems, other material ch 

thereby bypassing the i ten were charged or credited direct! arges and credits, and 
view as to this practice ncome st~tement. Opinion No.9 resolved: to ~tockholde.rs' equity 
adjustments were reqUi~e~~~O~dl.ngl to on~ viewpoint, if extraordina~n~lderable d~versity of 
of "net income" a e mc uded m net income for a I ~ms or pnor period 
would be im aired

s 
a me~surement of the ordinary recurrincurrent p~nod, the significance 

"ne~ income,PshoUlda;:fI:~sl~ading inf~rences might be draw~.o~r~tJons of ~n enterprise 
equIty of the enter rise a 1. tra~sactlOns a.tfecting the net increase ontrary vle~ was that 

tra~sactions of a capi~al nat~~;I)ng A;Bc~r~n.t period (except divide~~ d~~:~~~eu~ Owners' 
penod should reflect all 't' PInIOn No.9 requires that. ons and 
extraordinary items I e~s of profit and loss recognized d . net Ip'come for a current 

, except lOr cert' I"· unng the pe . d' . 
9 also requires that . am ImIted pnor period adJ'u t no , IncludIng . extraordInary . s ments APB 0 ' . 
operations and be show Items be segregated from th' . Plnton No. 
amounts be disclosed n separately in the income statement d ehresults. of ordinary 

. an t at theIr nature and 
APB 0 ' . 

PInIOn No. JO addressed '. 
after the issuance of 0 ... certaIn dIfferences of 0 . . 
item. It provides that PInIOn No.9 with respect to determini~InlOn that continued to exist 
usual activity, the effect:~;:~~t :r ~ransacci~n should be pres~m~~a~ow~s an extr~ordinary 
transaction is distin' IC s ould be Included in incom e an ordInary and 
The Opinion also spgeU~sfihed by both its unusual nature and the I.e lifrom operations, unless the 

. CI es account' d' n requency of't 
bUSIness, requiring that th mg an ~eportIng standards for dis I I S occurrence. 
from discontinued 0 . e results of COntInuing operations sh Id ~osa of a segment of a 

peratlons and that any gain or loss Ii °d~ e reported separately 
* rom Isposal of a· se'" 

The Opinions no! .J'. d 6ment of a 
O . . "ISCUsse were . 

PInIons or FASB Statem omItted because: they were s 
superseded four APB 0 i:.nts (.for example, FASB Statement No uper~,eded by ~ubsequent APB 
below (for example, OPi~io~o~~: 20r they d~alt wit~ special apPlic~ti~~s ~ccountll~g. for ~eases", 
taxes were dealt with by 0 " N3 deals wIth speCIal areas of accou ti Ii ~n OPinIon dIscussed 
they resolved Ion -stand' PlnI?n o. II); or they may not have erv n ,ng or I~co~e taxes; income 
convertible debt a;d deb/?g I~ue~ (for example, Opinion N~ l:sl~e ~pPh~atJon, even though 

Issue wlth stock purchase warrants).' ea s With accounting for 
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business should be reported in conjunction with the related reslllts of discontinued 
operations and not as an extraordinary item. 

APR Opinion No. ll-"Accountingfor.lncome Taxes." December 1967. This Opinion 
eliminated numerous alternative practices in accounting for income taxes, principally 

·involving acco.unting for the tax effects of transactions that enter into the determination of 
financial accounting income and taxable income in different reporting periods (referred to 
as "timing differences"). 

The amount of income taxes payable for a period is 'not necessarily equal to income tax 
expense applicable to transactions recognized for financi"i accounting purposes in that 
period because ·the' objectives of financial reporting are not the same as the goals and 
objectives of Federal-tax policy; Divergent practices .existed as to the measurement and the 

,recording of.the effects of differences' between financial accounting and taxable income. For 
example, the Internal Revenue Service permits!!. "net operating lo&s" in one period to be 
deducted in determining taxab~e income of other periods. In some instances the tax effects 
of an operating loss were reflected in the financial statements in the period of the loss, while 
in other cases the tax elfects of the loss were. reflected in income of the periods in which 
income taxes payable were reduced. 

Opinion No. II requires that income tax expense include the tax effects of all revenue 
and expense transactions included in .the determination of pretax accounting income for that 
period. The Opinion also establishes reporting requirements concerning the reporting of 
·income tax. expense and deferred income taxes and guidelines for accounting for the tax 
effects of timing. differences, operating losses and similar items. 

APR Opinion No. 15-"Earnings per Share." May 1969. Opinion No. IS establishes 
guidelines to assure that earnings per share data are compu~ed on a consistent basis and 
presented uniformly in financial statements. This was an ':mportant contribution to 
accounting in view of the increasing preoccupation of investors in the 1960's with earnings 
per share data. Among other things, the Opinion aids investors by requiring corporations 
with complex capital structures to present two measures of earnings per share with equal 
prominence on the face of the income statement-the first based on the number of common 
shares outstanding plus those securities that are in substance equivalent to common shares 
(e.g., stock options and warrants) and that would have a dilutive effect ("primary earnings 
per share"); the second, a pro-forma presentation to show the maximum potential dilution 
of current earnings on a prospective basis by assuming that all contingent issuances of 
common stock having a dilutive effect had taken place at the beginning of the period ("fully 
. diluted earnings per share"). 

APR Opinion No. 16-"Rusiness Combinations" and Opinion No. 17-"Intangible 
Assets, " August 1970. The era of the 1960's was marked by increased acquisition activity, 
and the complexity and variety of these transactions multiplied greatly. APB Opinions No. 
16 and 17 eliminated as accounting alternatives a number of divergent accounting practices 
that had evolved at the time, and prescribed strict rules to standardize accounting in this 
important area. 

Among other things, Opinion No. 16 drastically reduces the availability of pooling of 
interests as an acceptable method of accounting for a business combination. Although both 
the purchase method and the pooling of interests m.::thod of accounting for a business 
combination remain in use, the two methods are no longer available alternatives in 
accounting for the same business combination. Opinion No. 16 sharply defines the 
circumstances in which each method must be used. In the case of a purchase transaction, 
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t?e ,?~inion specifies how to allocate the ur h' ' 
lIabilItIes assumed Amounts r"'m " t1 P case pnce among assets received and 

• w ammg a ter that allo f ' 
asset, often called goodwill It al' ca IOn are conSidered an intangible 
for business combinations. . so reqUires substantial additional disclosure of information 

Opinion No. 17 prescribes standards for accoun ' . 
purchased from others. A generall . d tI.ng an? disclosure of intangible assets 
amortize the cost of intangibles ~ accep~~ p:actlce pnor to this Opinion was not to 
existed prior to Opinion No 17 A' 0 spehcI c ~lsc1osure requirements as to intanllibles 
, . . mong ot er thmgs th' 0 ' , <:> 

mtangibles, including the excess of th h '. IS PlDlOn requires that the cost of 
~cquired ("goodwill"), be amortized be ~u;c ase, pnce over H~e fair value of the assets 
lIfe of the intangibles but not more tha: 4b ;:::~IC charges to income over the estimated 

The FASB currently has the subject of "Ac' , 
Purchased Intangibles" 'on its tech' I d cou?ong for BUSiness Combinations and 
h' . mca agen a and Issued D' -t IS subject in August 1976. a ISCUSSlOn Memorandum on 

APR Opinion No. 18-"The E ui AI, I 
Stock." March 1971. This Opinion ~le~1 ;~ IOd of Ac~ountingfor Investments in Common 
method or the "equity" method b Y fines the Circumstances under which the "cost" 

. . must e used and elim' t h 
alternatIVes In accounting for invest t' Ina es t e lise of these methods as 

Un . men s m common stock. 
der the eqUHy method, an investor initiall d" 

another enterprise (the "investee") y recor s hiS Investment in stock of 
, at cost and arlJ'ust th . 
Investment to recognize his share of the . . s e ~arrylng amount of the 
acquisition. Under the cost method e~rmngs or losses ?f the Investee af{er the date of 
when dividends are paid or when 'than ,Investor records Income on his investment only 

, . e Investment is Iiq 'd t d I ' 
speCified by the Opinion, the equity method is ' UI a e " n the CirCUmstances 
because the results of the investment i e f.' • co~sldere~ supenor to the cost method 
currently rather than only when dl' 'd (d'" -qUlt~ In earnings and losses) are reflected 

. VI en s are received. 
Pnor to APB Opinion No ! 8 the . 

statements in accounting for i~ve~tme et~~lty method ":~s required in, consolidated financial 
both the equity method and the cost ;e~~~dn~~~~nsolId~ted ~omestIc s.ubsidiaries, While 
of nonconsolidated foreign subsidl'arl'e th permitted m accounting for investments 
, . s, e cost method was II JOint ventures and investments in genera y used for corporate 
investor. The use of the equity meth c~mmon stocks ?f enterprises not controlled by the 
subsid~ari~s whose principal activity °wa:~~~~~ permitted, ho~ever, for investments in any 
consolidatIon of those subsidl'arl'es ,g property to Its parent or other affiliates' 

I, . , was reqUired APB 0 " N ' 
app Icabllity of the equity method to all nonc '. plm,o~ . o. 18 extends the 
(except subsidiaries that lease onsolidated subsldlanes of an enterprise 
consolidated) and to investmentsPI,roperty to a parent or affiliates and that must be 
'. n common stock ofJ'oi t . 

over whICh an mvestor has the ability t '. ,n ventures and other InV.::stees 
APR 0 ' , " 0 exert slgmfici:nt mfluence. 

, . 'PillIOn No. 19- Reporting Chan es' F: ' "" 
OplIlIon requires a third basic fina 'I g III lIlanclQl positIOn. March 1971. This 
fi 'I . , nCla statement-a statement ' . 

nancla POSitIOn for each period fo h' h . summanzlng changes in 
financial statement, which summarl'zerswfi IC ~nl Incdo~e statement is presented. This new 

h· h nancla an Invest t " , 
W IC the enterprise generated funds t1 . , men actlvltles and the extent to 
b fi '. rom operations dunng a 'd' f ' ene t, as It reqUires information that finan . I peno , IS 0 partICular puhlk 
previously provided or had previo I cI~d statements and footnotes either had not 
information by analysis. us Y proVI ed only to those able to derive such 

AP!1 Opinion No. 20-:'AccGunting Chan cs " .l Iy " , 
accounting changes to those that t g. u 1971. ThiS OpinIOn serves to limit 
improvement in financial reporting. are 0 a preferable method and that result in an 
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. '. nder which an . . d s to theclrcumstances u 
Prior to this .. Opinion, practice vane :end be changed, as well as the method by 

accounting. principle once adoPtedcould',:~~:~~ed i: an enterprise's fin~ncial. st~tements. 
which the effects 0f the change wer~. resumption .that an accountmg pn?Clp!e once 
Opinion No. 20 concludes that".there IS a:p for ev.ents and, transactions of a slmllar ty?e. 
adopted should not be changed m accoulnt~~~he ent~rprise justifies the use of an al.ternative 
That presumpthn could b'e: o~ercome on y ~asis that it is preferable and CO~stitutes an 

. acceptable accounting pnnclpl~ on F
the 

h the Opinion requires extensive dlsclosure of . . financial reportmg. urt er: 
Improvement In ffi ts of the accountmg change. 

the reasons for and the e ec .. h' curacy and completeness of the 
. I' . fi ance m assessmg t e ac t1 one ThkOpinion is of specla slgm c "unrestricted" ability to change rom Study's,: assertions that businesses have an 

. accounting principle to another. dP bles" August 1971. Opinion 
. "I t n Receivables'an aya . rty 

APB Opinion No. 21- nte~es, o. countin for the exchange of cash or prope N 21 e
liminated numerous vanations m ac g t and the stated interest r,ate of the 

o. . h n the face amoun bl' , or for a note or similar mstrument wet either the present value of the ? IgatlOn h 
note or instrument did not reaso~ably represen 0 inion specifies that accountmg. for suc 
the prevailing market rate of mterest. T~e ~stance of the financing transactlOn rather . hould be based on the economlC su transactions s 

than its form. ,. tl'ng literature generally did 
.. authontative accoun . fi 

Prior to the issuance of the OpmlO?, for cash and that issued m exchan.ge. or 
distinguish between indebtedness Issued fons involving interest rates or pn~cl~al 

not d d did not address transac 1 . • The authontative property or goo s, an . . . h light of existing COndltiOn~.. . 
amounts that appeared unreah~dticI.m t :Or determining an appropnate dlSCOUnt rate m I ovided no gUl e mes bl 
literature a so pr I f I ng-term receivables or paya es. computing the present va ue 0 0 d . ing an 

. . orth eneral guidelines for etermm 
Among othel things, the .Oplmon s~~s : ofth; credit standing of the issuer, collateral, 

appropriate interest rate, inc1udmg reco:n~lo transaction to both buyer and seller, a~d . a 
repayment terms, tax cons.equencels 0 tq~al to the rate at which the debtor could 0 tam . h hate shoulo be at east e . 
proVISO t at t e. r . h date of the transaCtion. 
financing of a slmliar nature at t e .. "A '11972 While brief in 

At' g Pobcles. prl . APB O'Pinion No. 22-"Disclosure Of. cC?Un'filn ," By requiring disclosure of all 
22 . I m slgm canc... ltd tent APB Opinion No. IS ong . fi which there are gen(.;ral y accep.e 

con , r' sed by an enterpnse or . nservatlve significant accounting po lCles u h as whether the enterprise is usmg co 
alternatives, users may assess ~atters su~ rna also facilitate some assessment as, to 

ting m"thods. Information of thlS type: . y w investment in the enterpnse. accoun . ~, . ted wid! a contmumg, or ne , 
future prospects or nsks aSSOCla ., Debt" October 1972. APB Opinion 

AP B Opinion No. 26- H Early, ExtmgUl~hme~~/~eflecting gains and losses on debt 
No. 26 eliminated two alternative practices 

retirements. . b fi l'tS scheduled maturity and 
. . h d' vanous ways e ore • t 

Debt is frequently extmguls e .l.n. f the debt securities differs from the amo~n~ a 
generally the amount paid upon acqUlS1t~O~ °books at the time of acquisition. The OP1~lOn 
which the debt is carried on the enterpnse s lly accepted methods should be. ~se .to 
addresses the. question of which of three ge:nera ; amortization over the remamm~ ~lfe 
account for gains and losse.~ on suc~ tr~nsa~~~;:he ~iie of the new issue, or (iii) recog~1tlOn 
of the extinguished issue, .(ll} amort1z~t~~~ncludes that all extinguishments of debt pnor to of gain or loss currently m mcome. t. . 
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maturity are fundamentally alike, and thus the accounting treatment should be the same 
regardless of the means used to achieve the extinguishments. The Opinion requires that the 
difference between the acquisition price and the net carrying amount of the extinguished 
debt should be' recognized currently in income as losses or gains in the period in which the 
extinguishmeni OCcurs and identified as a separate item. 

FASB StJtement No.4, "Reporting Gains and Losses from Extinguishment of Debt", 
now requires that such gains or losses be reported as extraordinary items; this presentation 
benefits users by facilitating their assessment of the components of an enterprise's earnings. 
Debt restru¢turings in troubled situations have grown in significance as a result of the recent 
economic r6cession, and the FASB is currently considering specific accounting fOr these debt . / 
restructurings. 

AP~ Opinion No. 28-"lnterim Financial Reporting." May 1973. Prior to Opinion No. 
28, there was no definitive pronouncement on interim reporting and a wide variety of 
divergeft practices had evolved. In recognition of this fact and the increasing significance 
of interim reports to investors, Opinion No. 28 prescribes modifications of annual 
accounting practices I req!lired in the preparation of interi~ financial information. The 
Opinion also sets forth guidelines for the preparation, prese~tation and reporting of interim 
financial information, with particular attention to problems' involving revenues, costs and 
expenses, income tax provisions, seasonal factors, accounting changes, disposal of a segment 
of a business, and extraordinary, unusual, infrequently occurring and contingent items. 

APB Opinion INo. 29-"Accounting for Nonmonetary Transactions." May 1973. In 
Opinion No. 29, tije APB addresses business transactions involving (a) an exchange with 
another entity thal involves principally nonmonetary assets (e.g., inventory or real estate) 
or liabilities (e.g., rent collected in advance) or (b) a transfer of nonmonetary assets where 
no assets are received or relinquished in exchange (as contrasted with business transactions 
involving exchanges of cash or other monetary assets or liabilities). 

The Opinion notes varying practices as to the amount to assign to a nonmonetary asset 
transferred to or from an ,enterprise in a nonmonetary transaction and' to the recognition of 
gain or loss on a nonmonetary asset transferred in a nonmonetary transaction. Some 
nonmonetary transactions had been accounted for at the estimated fair value of the assets 
transferred and some at the amounts atAwhich the assets transferred were previously 
recorded. The Opinion concludes that, with certain exceptions, accounting for nonmonetary 
transactions should be based on the fair values of the assets involved (which is the same 
basis as that used in monetary transactions), thus eliminating a then accepted alternative. 
Accordin~ly, the cost of a nonmonetary asset acquired in exchange for another nonmone­
tary asset is the fair value of the asset surrendered to obtain it, and a gain or loss should be recognized on the exchange. 

Addendum to APB Opinion No.2, "Accountingfor the 'Investment Credit~" December 
1962. The Addendum to APB Opinion No.2, "Accounting for tht! 'Investment Credit'," 
discusses the application of generally accepted accounting principles to regulated industries 
(such as electric utility companies) and states that differences may arise in the application 
of generally accepted accounting principles as between regulated and non-regulated 
businesses because of the effect of the rate-making process. These differences usually 
concern the time at which various items enter into the determination of net income. FASB 
Statements and Interpretations and APB Opinions are applied to regulated companies in 
accordance with the provisions of the Addendum. For example, FASB Statement No.2, 
"Accounting for Research and Development Costs," requires that research and devel­
opment costs must be charged to expense When incurred. An electric utility may be 
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permitted for rate-making purposes to amortize these expenses to operations over a 
specified number of future periods. In this situation the Addendum permits the utility to 
defer to future periods those research and development costs that are to be amortized to 
future operations. 

When the Addendum permits regulated companies to follow accounting practices other 
than those required by FASB Statements and Interpretations and APR Opinions, disclosure 
may be required of the effect on reported results of operations and financial position as a 
result of using those alternative accounting practices. 

5. Table of Opinions and Statements issued by the APB 

Opinions 

No. I -New Depreciation Guidelines and Rules-Issued November 1962 
No.2-Accounting for the "Investment Credit"-Issued December 1962 
No.3-The Statement of Source and Application of Funds-Issued October 1963 
No.4-Accounting for the "Investment Credit" (Amending No.2 )-Issued March 

1964 

No.5 -'-Reporting of Leases. in Financial Statements of Lessee-Issued September 
1964 

No.6 
No.7 
No.8 
No.9 
No. IO 
No._ II 
No. 12 
No. 13 

-Status of Accounting Research Bulletins-Issued October 1965 
-Accounting for Leases in Financial Statements of Lessors-Issued May 1966 
-Accounting for the Cost of Pension Plans-Issued November 1966 
-Reporting the Results of Operations-Issued December 1966 
-Omnibus Opinion-1966-Issued December 1966 
-Accounting for Income Taxes-Issued December 1967 
-Omnibus Opinion-l 967-Issued December 1967 
-Amending Paragraph 6 of APB Opinion No.9, Application to Commerical 

Banks-Issued March 1969 
No. 14 -Accounting for Convertible Debt and Debt Issued with Stock Purchase 

Warrants-Issued March 1969 
No. 15 -;Earnings per Share-Issued May 1969 
No. 16 ...."Business Combinations-Issued August 1970 
No. 17 ·-Intangible Assets-Issued August 1970 
No. 18 .-The Equity Method of Accounting for Investments in Common Stock-

Issued March 1971 
No. 19 -Reporting Changes in Financial Position-Issued March 1971 
No. 20 -Accounting Changes-Issued July 1971 
No.21 --Interest on Receivables and Payables-Issued August 1971 
No. 22 -Disclosure of Accounting Policies-Issued April 1972 
No. 23 -Accounting for Income Taxes-Special Areas-Issued April 1972 
No. 24 -Accounting for Income Taxes-Investments in Common Stock Accounted 

for by the Equity Method (Other than Subsidiaries and Corporate Joint 
Ventures )-Issued April 1972 

No. 25 -Accounting for Stock Issued to Employees-Issued October 1972 
No. 26 -Early Extinguishment of Debt-Issued- October 1972 
No. 27 -Accounting for Lease Transactions by Manufacturer or Dealer Les­

sors-Issued November 1972 
No. 28 -Interim Financial Reporting-Issued May 1973 
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No. 30 
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Statements 

No.1 
No.2 

No.3 
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-':'Accou~ting for Nonmonetary Transactions-Issued May 1973 
-Reportmg.the Resul~s of Operations-Reporting the Effects of Disposal of a 

OSegme!lt of a Busmess, and Extraordinary, Unusual and Infrequently 
ccurnng Events and Transactions-Issued June 1973 

-Disclosure of Lease Commitme~ts by Lessees-Issued June 1973 

, 

-St~tement by the Accounting Principles Board-Issued April 1962. 
-DIS?losure of Supplemental Financial Information by Diversified Com-

pames-Issued September 1967 

~Financial Statements Restated for General Price-Level Changes-Issued June 1969 

-Basic ~oncepts an~ Accounting Principles Underlying Financial Statements 
of Busmess Enterpnses--Issued October 1970 
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THE STUDY'S OUTDATED ANALYSIS OF 
ALTERNATIVE ACCOUNTING PRINCIPLES 

EXHIBIT E 

. . . . f counting alternatives by reproducing a table 
The Study supports Its CntlClSr; ~ a~ h shows a variety of alternative accounting 

:~i~:~~da~~il~~~~e:~o;c~~:::o~ t~:1 ~am: b~siness transactions. 

. . laced for the data presented are based on a 
The Study's reliance on that table IS rr;:sp th Study to reflect 12 years of progress by 

1965 research study which was not update. In p.e . I s Board. The Study also makes no 
the FASB and its predecessor, the Accoun.tlng nnclp e to reflect clearly different circum-

.. . h those alternatives necessary d 
effort to dlstlnguis among. h h the 1965 research study took care to 0 stances or wholly different transactIOns, even t oug 
so when originally published. .. , 

. . the FASB's technical staff, discusses In deta~l the ~t~~y.s 
This Exhibit E, prepared by . S fI th at the conclusion of this Exhibit IS a 

outdated tabulation and th7 Staff's ~ssertlOns. ~t ~~e Study on the basis of accounting 
table which restates the informatIOn shown In 
principles in effect in 1977. 

.. 'ble 30 are not alternatives or are of such 
Of the 42 "alternatives" hsted In the ~tUdffiY s ta fi' nCI'al statements as the following 

b · t ial in their e ect on na " bl 
minor import as to e Im~a ~r E 8 u dating and correcting the Study s ta e, tabulation and the reconclhatlOn on page -, p 
show: 

14 

4 

10 

2 

10 

42 

. umstances which clearly differ and for which th~re are :~!l:n~~ec~rccriteria for determining the appropriate practice, or 
apply to wholly different transactions. 

have been eliminated. 

is n(.;w the sole practice. 

is not an accounting method. 

relate to items having no material effect on financial statements. 

are rare and disappearing. 

are practices which may be alternatives. 

Of the 10 practices which may be alternauves, . 2 are currently under study by the F ASB 
in its Extractive Industries project. 

, . tabulation from Accounting Research Study No.7, 
The basis for the Study s chart IS a . P' . 1 s" prepared for the AICPA by 

"Inventory of Generally Accepted Accounting nnclp e ~de in the Study to update Mr. 
. 65 A ntioned no attempt was m Ii . 

Paul Grady In 19 . s me , . h twelve years since its pub cation. h t for developments In ted' 
Grady's researc ~o accoun ,. to the Study distorts its significance. an Ign?res 
Further in borrowmg from Grady s Inven ry, lt atives and variant practicl!s reqwred 
the distinctions Grady highlighted between true a ern 
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by differing circumstances or transactions. In this regard, Mr. Grady was careful to preface 
his "inventory" with the following statemem: . 

"The following list of alternative methods does not purport to be 
all inclusive. The methods listed are not all of the same nature, 
some are truly 'either-or' choices of management while others are 
applicable or not applicable depending on the circumstances. The 
latter illustrate the versatility of accounting to meet different 
conditions and to prevent financial and accounting abuses." 
(Accounting Research Study No.7, at 373) 

The following summary of the accounting methods tabulated by the Study shows 
that-rather than constituting interchangeable alternatives-certain of the methods are 
essential to meet differing circumstances or wholly different transactions, others have been 
or are being addressed in official pronouncements aimed at narrowing areas of difference 
and inconsistencies in practice, and with respect to others, the method chosen has little 
effect on financial statements generally used by investors and creditors. 

I. When revenue generally recognized 

Grady stated in 1965 that revenue is recogniz ~d in the sale of products or services on three bases: 

I. At the time of sale 

2. At the time of collection of sales price 

3. At the time of completion of the product. 

Notwithstanding the existence of separate approaches to revenue recognition, account­
ing standards prqvide criteria for the application of the appropriate method, depending 
Upon the circumstances. Generally, revenue recognition is based upon the principle of 
realization. Thus, under ARB No. 43, Chapter IA and APB Opinion No. 10, where the 
collection of receivables can be estimated with reasonable accuracy, revenue is realized at 
the time of sale and it is recognized for financial .accounting purposes at that time. When 
the coUectibility of a receivable is subject to a significant degree of uncertainty, proper 
recognition of revenue must await collection following sale. As Grady explains and as 
existing accounting literature confirms, it is only in the exceptional case that revenue may be 
properly recognized upon completion of the prodUct and prior to its sale. As stated in ARB 
No. 43, Chapter 4, Statement 9, such method of recognition is appropriate only in' highly 
specialized circumstances where, by the nature of the product, an .assured market and price 
exist, as, for example, in the case of certain agriCUltural products and precious metals. 

Clearly, each of the three "alternatives" cited by the Study addresses a specific set of 
circumstances, and no one uniform method of revenue recognition would be appropriate for all. 
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2. ·When revenue recognized for long-term contractors 

Grady's inventory noted'in 1965 that revenue is recognized in the context of long-term 
contracting operations on two alternative bases: either proportionately over the period of 
performance ("percentage-of-completion method") or aUhe time the contract is completed 
.("completed contract method"). 

Percentage-of-comphition.accounting was -developed in response to the unique charac­
ter of long-term construction contracts that often require years to complete. When reliable 
estimates are available, the percentage-of-completion method permits the financial state­
ments of construction contractors. to reflect periodic progress.over a period of years. In the 
same circumstances, the completed.-contract method might'produce wide swings of losses 
and profits because all accumulated progress would be reported in the year the contract is 
completed. .APB Statement No. 4 states that the appropriateness of the recognitioq of 
revenue. as construction progresses is based .on the consensus that a better measure of 
·periodic income results. ARB No. 45 expressly notes that, when estimates of costs to 
complete.and the extent of progress toward completion are reasonably dependable, the 
percentage-of-completion method is preferable. Where the lack of dependable estimates or 
inherent hazards cause. estimates to be doubtful, however, ARB No. 45 states that 
recognition upon completion .of the contract is preferable. 

. Here 'again, .the. existence of alternative modes of revenue recognition provides 
improved financial reporting where circumstances d4fer. 

3. -Accounting for unfunded pension cost 

The Study lists the two methods of accounting for pension payments to employees that 
were cited by Mr. Grady in 1965. It overlooks, however, that in 1966 APB Opinion No.8 
prohibited one of the two methods and affirmed the appropriateness of the other for 
accounting for such payments. 

The first method, commonly referred to as "pay-as-you-go", was, at the time of 
Grady's research, a vestige'of earlier pensions "voluntarily" granted by corporations. With 
the surge of formal pension plans in the late 1940's and 1950's, however, advance funding 
of pensions developed as a general practice. In 1956, ARB No. 47 prohibited "pay-as-you­
go" accounting for vested pension benefits and required that those benefits be accounted for 
on the accrual basis. In 1966, APB Opinion No.8 responded to the surviving diversity in 
accounting practice by prohibiting pay-as-you-go accounting for the cost of pension plans 
and by requiring that unfunded pension costs be accounted for on the accrual basis (the 
second of the. prior two ml;thods) independent of the method of funding. 

Thu~, "pay-as-you-go" is no longer an acceptable method of accounting for unfunded 
pension costs. Also, as a result of the Employee Retirement Income Security Act of 1974 
(ERISA), the subject of accounting for pension costs is on the FASB's technical agenda as 
noted below. 

4. Accounting for f,!nded pension cost 

Grady stated in 1965 that pension payments made indirectly to retired employees 
through the medium of a fund are c~arged to expense on three different bases: 

"1. When payments are made to the fund 

2. Normal or current costs on an accrual basis over the period of service of the 
employees ... 
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3. So-called past service credits at time of adoption of plan­

. (a) Not provided for, except as to interest 

. (b). Accrued over period permitted in Income Tax Cod . . 

::.n;,~~ey~:; ~.f.e,~Ployees or over longer period such as total ave;~g~~:;;7c~~~I~~ 

In borrowing from Mr Gradv' 1965 t b I . 
1966 APB Opinion No. 8 P;ohibit~d Sthe first~fu~::~n" the St~?y overl?ok~, the fact that in 
a~e not, in fact, alternatives but are different sUbject~. s ~~~:al alte:natl~es . Items.2 and 3 
(I.e., costs related to service rior to d' '. cos s an past servIce costs 
Actuarial methods determine ~he annu

a 
10PtlO? of the pensIOn plan or amendment of it). 

past service costs. APB Opinion No 8:e pu~slOn costs t~ be accrued for normal costs and 
consistent basis and sets limits within whi~ h eths that penlslOn costs be accrued annually on a 

c e annua accrual must fall. 
In view of the recent ERISA legislation th FASB . 

pension costs on its technical agenda. ,e has the subject of accounting for 

With regard to pension fu d' h d . " . 
ERISA, Congress allowed alt:rnl:tTv

met 
0 ~, It ~s mterestlng to note. that, in enacting 

. . e practices m a number of im t . 
recogmtlon of the variety of conditio " . por ant areas m 

ns eXISting among employers and their pension plans. 

5. Charging of real and personal property taxes to income 

. Grady cited in 1965 . eight different methods of h . 
taxes against income. Grady's list qu t db' c argmg real and personal property 

. 0 ever atlm from ARB No 43 (i 953) hi h . 
tum, summanzed ARB No. IO (1941) ARB N IO . ,w c , m 
that the eight methods listed were m~thods tha~' hada~d A~BllNo. :3, though observing 
monthly accrual of such taxes durin th . een 0 owe , recommended the 
acceptable basis. g e fiscal penod of the taxing authority as the most 

The differences in methods stem ba' II fi h . 
be accrued and recognize legal tech .SICt

ti
y r~m t e question ~f~hen these taxes should 

jurisdictions. . mca I es t at may vary slgmficantly among taxing 

The subject of accounting for rId 
subsequent pronouncements of acco::( an personal property taxes has not appeared in 
of these taxes in almost all fi a . I mg standards because of the relative insignificance 
11 II . n nCla statements Moreover any of th . h h 
o owed consistently produces virtually th . I' e elg t met ods, 

any differences caused by changes in assess:~a:n~ re~u t year after year as any other, with 
I'a uaqons or tax rates from year to year. 

For the above reasons these items are I 

;~a~~~:~na:::t:; ;t is n7ve~heless interestin~o:a~Xt~~~:~:~~:~heo: ~~ t~t:~;d~s~~~:: 
alternatfves. p rtant Item account for almost 20% of its outdated listing of accounting 

6. Treatment of tax versus financial accounting divergencies 

~rady stated in 1965 that "when items affecting taxable 
finanCIal t t income are reported m 

s a ements and income tax returns in different periods: 

l. The tax effect is allocated between periods in the financial statements. 

2. The tax effect is not allocated between periods 

3. The tax effect is allocated for some items but not for others." 
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The three different practices cited by Grady in 1965 were used in accounting for the tax 
effects of "timing differences" (transactions that are reported i.n financial statements and 
income tax returns in different periods). Subsequent to the date of Grady's study the 

.. differences in'tax,allocation practices have been substimtially narrowed through the issuance 
of AP.R Opinion No. 11 (1967), APR Opinions No. 23 and No. 24 (1972), AICPA 
Intetpretations (1969-1972), and FASR Statement No.9 (1975). 

-Nonallocation· of the tax effects of timing differences among periods (t~e second 
~practice cited ,by Grady) has' been eliminated. Allocation of the tax effects of timing 
_differences among periods is now required except for a limited number of specific timing 
differences or in circumstances for which recognized criteria have been established to 
determine whether tax allocation is required. 

7. Methods 0/ depreciation 

Grady cited in 1965 the following four methods of depreciation for charging off the cost 
of depreciable assets over their estimated lives: 

l. Increasing charge (annuity, sinking fund) 

2. Production or "use" methods 

3. Straight-line 

4. Decreasing charge (declining balance, sum-of-years' digits). 

Depreciation has probably been the subject of more legal controversy in the rate­
making and tax accounting contexts than any other accounting subject. The underlying 
economic theory is that depreciable cost should be amortized over the useful life of an item 
in proportion to the consumption of its economic potential. The' difficulty in its application 
is that in most cases no one method can be objectively demonstrated as b!!st carrying out the 
theory. Therefore, the general accounting principle simply requires that depreciable cost be 
amortized over the estimated useful life in a systematic and rational manner. All four of the 
depreciation methods listed by Grady meet this criterion. 

The annuity or sinking fund depreciation method is rarely used. 

The unit-of-production (production or use) method is encountered more frequently, 
but is quite dearly a minority practice. The idea of charging each unit of output the same 
depreciation cost as all others over the estimated life of a facility is perhaps the most logical 
method of all. However, in most circumstances, estimating the likely total number of units 
of output over the useful life of the facility is far more difficult than estimating the useful life 
itself, and thus for sound practical reasons, this method is not widely used. 

The straight-line method is by far the most widely used method. Its rationale is that 
the passage of time is as good as any standard by which to measure the expiration of 
economic, potential of a depreciable asset. 

The use of accelerated depreciation methods has increased considerably in the last 25 
·years, in large part because the Internal Revenue Code of 1954 permits the use of 
accelerated depreciation methods for Federal income tax purposes. The earlier, higher cash 
flow, through reduced income taxes, recovers dollars of investment sooner. 

The Government's Cost Accounting Standards Board accepts all three of the above­
described widely used depreciation methods. 

E-5 

1 
j 

11 

') 

1 
l 

j 
1 
j 

I 
l 

n ~ _"'~, __ <"_~~"S,'=="~,,'~"'"' ... ,,"'"' - ____ "_L,,,, 

, 

I 
I 
1 

I 
1 
1 

311 

8. Inventory methods 

. -:he Study's tabulation relies on the following five "alternative" methods for determi-
nl11g I11ventory cost described by Grady: ' 

I. First in, first out (FIFO) 

2. Last in, first out (LIFO) 

3: Average cost 

4. Base stock, and 

5. Various combinations of these meth~ds. 

The "base ~tock" method cited by Grady in 1965 is a forerunner of the LIFO method 
but f~r all practical ?urp~ses this method is now extinct. Item 5 is not a separate accounting 
practice, and thus dISCUSSIon of "alternative" inventory methods must focus on FIFO LIFO 
and average cost. ' 

A~ ~nalysis of inventory accounting methods reveals that no single method listed 
a.bove IS lIkely to result in a fair matching of revenues and costs for all companies under all 
CIrcumstances. 

, So long as the rate ofinflat~on ~xperienced by an enterprise is not substantial, the FIFO 
or average cos.t methods ofvalumg mventory permit a reasonable matching of revenues and 
~osts. Under mftationary conditions, however, FIFO or average cost results in including in 
mcome for the year an "unrealized inventory profit" when lower beginning-of-the-year 
costs, rather t?a!l higher current replacement costs, are matched with current revenues. 
ynder such c!rcumstances, many companies have elected to use the LIFO method of 
I11ventory costing, which charges higher current costs against higher current revenues. 

One aspect of in~ento~ accounting is that the method that achieves a better matching 
of cost and revenue m'. the m~ome. statement may not produce the most realis,tic balance 
sheet. For example, m an mflatlOnary period LIFO puts current cost in the income 
state~ent and leaves earlier costs in the balance sheet, while FIFO would put more current 
costs m the balance sheet. 

Th~ Government's Cos~ Accou~ting Standards Board permits any of the three 
altern~tlves. The SEC .has gIven particular consideration to the disclosure of information 
about mve~tory values m ASR 151 and ASR 190 without, however, eliminating any of the 
acceptable mventory methods. 

9. Accounting for discounts 

. Grady noted in 19~5 tw~ existing accounting practices for cash discounts on sales: 
dIscounts may be recogmzed either at the time of sale or at the time of collection. 

Discounts ~re among the numerous types of transactions that have not been dealt with 
to any. ?egree I.n recent accounting literature. This is probably because the timing of 
recogmtlOn of dls~ounts taken on repetitive transactions makes little difference in financial 
~tate~ents. Also,.m !~~ms of acco~nting for discounts, the potential for what the Study calls 
,creative accountmg IS almost nil because one method must be used consistently. 
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10. Fixed asset acquisition 

Grady's 1965 survey states that acquired properties may be recorded at: 

I. cost 

2. appraisal amounts 

3. original co:;t to first owner using them for utility purposes, in the case of public 
t,tilities, and 

4. book value to previous owner in business combinations accounted for as 
poolings of interests. 

As with many of the practices tabulatec by the Study, those four methods are not true 
"alternatives" because each particular method applies to a different type of transaction. 

Except where special circumstances require a different treatment, acquired properties 
are recorded at cost. (Method I). Although in the early part or' this century there were 
examples of write-ups to appraised values (Method 2), this procedure was generally 
eliminated by APB Opinion No.6. Today, appraisal values are used only to allocate the 
total cost paid to acquire a group of assets among the various assets acquired. Method 3 
describes an accounting practice required by most public utility regulatory authorities and is 
unique to public utilities. Finally, Method 4 describes the accounting treatment required for 
assets obtained in a business combination that meets specified criteria to be accounted for as 
a pooling of interests. 

Accounting for business combinations is currently on the FASB's technical agenda. 

II. Fixed asset construction 

Grady's 1965 inventory shows constructed properties recorded at: 

1. direct costs only 

2. direct costs plus partial overhead costs 

3. direct costs plus all overhead costs, including interest on all funds used in the 
construction (funds from equity sources as well as debt). 

The three methods listed usually apply to three different types of relationships between 
a company's construction activities and its main business activities. The relationship of 
construction to main activities can vary widely among companies, of course, as can the 
involvement of executive and other overhead personnel. 

A company that uses employees normally employed in its principal business activity in 
occasional construction may charge the project only with direct costs and not with a part of 
the overhead that would be incurred in any event. A company that has more frequent self­
construction activities will usually have assigned to such work more or less continuously a 
certain number of people from the overhead pool-engineers, draftsmen, etc.-and may 
assign a portion of the overhead to the construction project. (Method No.2). 

Finally, the "full costing" of construction projects (Method 3) exists largely in the area 
of regulated utilities where regulatory commissions prescribe accounting methods and 
permit such costs to be included in the utility's rate base. 

The practice of capitalizing interest during construction is one of general concern within 
the profession and is currently one of the topics on the FASB's technical agenda. Pending 
resolution of this issue by the FASB, the SEC, in its Accounting Series Release 163, 
prohibited the use of this method to those who had not used it consistently in the past. 
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12. Development costs in extractive industries 

Grady cited in 1965 three methods of accounting fi th d I 
extractive industries: or e eve opment costs of 

I. capitalized and allocated to future production through depletion charges 

2 .. capitalized but not charged to future income statements (certain mining 
enterprIses) 

.3. cap~tal~zed ~n part and the remaining part charged to expense currently' the 
poruon capHahzed IS allocated to future production through depletion charges. ' 

FAS~,ccountin~ for exploration and development costs in the 'extractive industries is on the 
s tcchrucal agenda. In this regard, the F ASB recently issued a Discussion 

Memorand~m ~December 2~. 1976), ".Analysis of Issues Related to Financial Accountin 
a~d ~epo[tIng In t~e ExtractIVe Industnes", specifically addressing this and other problem! 
re aUng to accounUng for extractive enterprises. 

THE STUDY'S "42 ALTERNATIVES" IN 1977 

The following table summarizes the current status of the "42 alternatives" tabulat d . 
the Study: e In 

Grady's Issue No.: I 2 3 ·4 5 6 7 8 9 10 II 12 
Diff~rent Circumstances or Wholl 

DIfferent Transactions ( 14 ) 

Eliminated (4) 

Sole Practice ( I ) 

Not Accounting Method ( I ) 

Immater~al ( 10) 

y 
3 2 

I 

I 

2 2 3 I I 

I I I 

I 

8 2 
Rare and Disappearing (2) 

Alternatives (10) 

"-I I 

3 3 2 2 
Total (42) 3 2 2 3 8 3 4 5 2 4 3 3 , I I I I I 

In summary, if c~rrent ac~until J~' principles are applied to the Study's 1965 tahle, it is 
apparent that, on an Issue by Issue hasis, only 10 may be alternative practirc0s. Of these, 2 
are c.u~rently under st~dy b~ the 'P~B. in its Extractive Industries project, and of the 
remamIng 8,. the 6 dealIng WIth deprecIaUon and inventories are accepted for government 
contract cosUng purposes by the Co!'t Accounting Standards Board. 
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