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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

N . publicly-owned corporations.
FINANCIAL ACCOUNTING FOUNDATI(()) -
FINANCIAL ACCOUNTING STANDARDS B

opinion the present System of setting financial accounting standards, as it has evolved and s
evolving, has successfully served the public interest,

further developing accounting standards which are meaningful and usefy) to the investing
public and other users of financial statements,

STATEMENT OF POSITION
ON - |
STUDY ENTITLED, “THE ACCOUNTING ESTA:;:?]:I\;E .
DATED DECEMBER 1976, PREPARED BY THE STAFE OF
SUBCOMMITTEE ON REPORTS, ACCOUN NeaND
' ENT, COMMITTEE ON GOVERNMENT
M ow COMMITTEE ON GOVERNMENTAL AFFAIRS)
v UNITED STATES SENATE
(THE “STUDY”)

“There is also no evidence in the Study or elsewhere, and indeed substantia] doubt, that
a Federal Governmen; 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 t0 a consulting or advisory body, would seriously disrupt the
progress being made and . would inevitably: result in significant delays while ap 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, financia] analysts and other users of financial
Statements, and others within the business and financial ‘communit

7
it

Second, the Study fails 1o document its claim ‘that standard-setting by the Federal
Government—whjch has concentrated in special, limited areag such as regulated industries,
or on a particular aspect of accounting, such as cost determinati
contracts—would be feasible or effective in the broader area o
statements. We are clear that it would nor, be, Public investor \
concerned with capital formation and deployment and the re
business enterprises rely on general purpose financial Statements rrepared 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 op which these financiaj statements are based s
infinitely more pervasive and complex, the constituency sigm'ﬁcantly 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
financial Statements i
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, but has not disturbed it. Ag documented in this Statement of
ting profession, the SEC, the 2 Position, this structure has assured develepment of meaningful financia] accounting
ithin the FAF, was widely endorsed by the accoudn 3 hge rpcommemators. As such, ; o standards in the public interest and financial statements useful for €conomic and investment
body within the ’ . unting educators, and o d take decisions
. : community, acco | nt fo comment on an : )
financial and business ith, and specially compete ; unting
is primarily concerned with, . nt of financial acco . . . . .

. 1.:he FA.SB 1shprlsl::1*‘(1y}5’ assertions with respect to the establlls }ggiernment in that area. We ‘ X T Th_lrd, thc_a present‘syst.em of setting accounting standards promc_nes the coming together
issue with, t & commendations for action by the Federa ial associations, individual . 5 of varying points of VIEW In order to assist the FASB in determining what js most in the
standards ; ndhnts rtehe AICPA, other professional andd_ﬁ.nancli:i the other major areas of . £ public interest, This is not to say that consensus satisfactory to all js necessarily desirable or
understand tha . b mmenting on auditing an :

: d others will be co
accounting firms an

can always be reached, or that progress is always as fast ag some would have it. Some
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the Study.
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process, but this criticism is positive 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 naFure, and ({onstructlve criticism
and willingness to cooperate would diminish, and with it accounting standards most
responsive to the needs of investors and the general pubh.c.. We' are conf:ernc?d that
Government accounting standard-setting would become legatistic and mechanical in both
formulation and application, with problems frequently resolved in the courts.

Finally, we are concerned that displacement by Government of the present process of
setting accounting standards could adversely affect the status of Fhe U{uted States as the
world’s largest and most open capital market. That status was aghxeve::l in p.art })ecause _the
existing framework for establishing accounting sFan‘dards' prov1des' ‘hnffnaal m.f‘ormatfon
recognized and relied on throughout the world for its 1qtegr1ty and utility in reaching capital
and investing decisions. If, on the other hand, accounting sta{ldards come to bfe foqulated
primarily to direct or implement specific, and changing, policy goals, this o.bJ.ectlve coul‘d
seriously undermine confidence in financial statements and hamper the promising efforts in
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 apd 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 Staternent of Position is to provide a completfe,
accurate and balanced portrayal of the corporate financial accounting matters dea‘lt with in
the Study. We are confident that our presentation will demqnstrate to the satxsfgctlon of the
Subcommittee that no fundamental change is required in the .standard-s.ettmg process
which, in cooperation with the SEC, has worked successfully tc? 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, that:

I. The accounting profession and the FASB, with the support, cooperatior? 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 Stu.d‘y s assertions,
the FASB’s public due process procedures result in broad public partxcnpanon in the
standard-setting process. The analysis of the record demonstrates cqnclys_wely thi'it the
FASB meets its responsibilities with integrity, independence z?nd .obJecnvuy and is not
“dominated” { whether in terms of money, personnel or organizational suppc?rt).by any
of its sponsoring organizations, the large accounting firms or any “specml_ 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 Statemgnts o_f Financial
Accounting Standards, 18 Interpretations, 20 Exposure Drafts, 13 szcusswn Memq-
randa and held 15 public hearings on a range of signiﬁcant. accounting matters, and is
currently engaged in a project to establish a comprehensw.e conceptual f:ramewor'k,
including objectives of financial statements, to guide futhfsr improvements in financial
accounting and reporting. (Parts I, I and III and Exhibits A, B, C and D)
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2. The record is clear that the SEC has continuously exercised effective review of
the FASB, its predecessor accounting standard-setting bodies and the accounting
profession, and has not hesitated to exercise its autherity 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 not “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 and 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 cases 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-
perienced 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 I 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 matters in the most favorable light. Both
the profession and the SEC havs acted so that the FASR’s and its predecessors’
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
accouniing alternatives cannot be relied on, for the data the Study cites were developed
in 1965 and have not been updated to reflect i2 years of progress, including steps by
the FASB and its predecessor, the Accounting Principles Board, to reduce and in some
cases eliminate alternatives. The Study, moreover, makes no effort to distinguish
alternative practices which are necessary to refiect different circumstances or wholly
different transactions. The Cost Accounting Standards Board has recognized the need
for alternative accounting standards to meet differing circumstances and conditions in s
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, estimates and
judgments proved wrong by subsequent events, or simply poor or inadequate
management—but not the inadequacy of accounting standards. We 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 or 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 Gavernment and the private sector, for the FASB and the existing
framework for establishing and improving financial accounting standards. (Parts I, II,

II1, 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 public investors and others using financial information, and
which draws on the substasrtial knowledge, experience and expertise of those who
prepare, attest to and use zuzncial statements, all as continuously reviewed and from
time to time supplemented 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 credit, 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 eéventually
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 data 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 Accoumin'g Standards Board, the Federal Power Commission, the Federal
Energy Administrat*za, and a Congressional commiittee, is testimony to the feasibility and
advantages of maintanzing financial accounting and reporting where it now is, rather than
having the Federal Governuten' assume direct control, and the corresponding sole

responsibility for the work and e 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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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 1, 1976.

In December 1976, the third anniversary of the FASB’s first accounting pronounce-
ment, the FAF’s Trustees directed the Structure Committee to ¢::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 FASB’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 edach 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 FASB’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
reporting 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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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-setiing 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

1. 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 affiiations at the time were John C. Biegler
(senior partner of Price Waterhouse & Co.), Arnold I Levine (naticnal 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 School 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 siructure of the standard-setting
organization;

2. The FASB be given all authority, functions and power of the AICPA and
Foundation’s Trustees for establishing-and-improving standards of financia! accounting
-and reporting and the conduct of all activities relating thereto. The FASB would have
seven full-time, salaried members independent of all 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

~comImunity, 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 501(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 1, 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 of looking
to the accounting profession’s authoritative standard-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 Vs
and Finance of the Federal Power Commission, and a former corporate financial executive. Ses’
Exhibit A hereto for a listing of the seven current FASB members and their former affiliations.

**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
(ie., 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 te 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 AICPA (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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responses on these proposals and issues from public respondents in the following categories:
the FAF’s six sponsoring organizations, the 15 largest accounting firms, all academicians,
and Fortune’s 19775 listing of the 500 largest industrial companies and each of the 50 largest
cemmercial banking, life insurance, diversified financial, retailing, traasportation, and
utilities enterprises. These responses are contained in the FASB’s public record and are
available for public inspection at its offices in Stamford, Connecticut.

This analysis shows in detail how incorrect it is to speculate, as the Study does, that
professional organizations, accounting firms and business enterprises act in concert when

commenting to the FASB on accounting proposals.

As Exhibit B shows, sponsoring organizations frequenctly disagree among themselves;
major accounting firms disagree with each other, their clients and the AICPA; and the
FASB’s .0st consistent support in terms of positions taken seems to come from users of
financiai statements. If cne were to generalize, or “keep score”, the following could be

viewed as representative of the entire analysis.

Taking the 19 issues* analyzed in Exhibit B on which it is nossible to say that a given
response on the Exposure Draft was equivalent to a given attitude on the Board’s final
position in the Statement, one sees that the least supportive of FASB decisions were
business enterprises. Views expressed by a majority of business enterprises were rejected by
the Board on 12 of 19 issues. Those sponsoring organizations representing the views of
corporate financial and accounting executives also had little apparent influence on the
FASB, for the FEI disagreed with the Board on 6 of the 10 issues it addressed and the NAA

disagreed on all 5 on which it took a position.

The record of rejection of the views of business enterprises and corporate financial and
accounting executives, conveniently classified as preparers of financial information, stands
in sharp contrast to the record of users of financial information, to the extent represented by
the Analysts Federation. The Analysts Federation supported the Board on all 15 issues on
which it teok a position.** The major accounting firms and the AICPA were somewhere
between preparers and users on these proposals; the AICPA supported the FASB on 8
issues and disagreed on 4, while major accounting firms were in accord on 9 and in

disagreeinent op 6.

The analysis also contradicts the Study’s unsupported charge that accounting firms are
“dominated” or “controlled” by their clients: the number of issues on which major
accounting firms were consistent with a majority of their responding clients was roughly
equivalent to the number of issues on which they disagreed (43 to 42).

* The questicns used in these aggregate figures are Statement No. 2, issue 1; Statement No. 5,

issues 1, 2 and 3; Statement No. 7, issues !, 2 and 3; Statement No. 8, issues 1, 2 and 3; Statement -

No. 9, issues 1 and 2 (Exposure Draft and Public Hearing); Statement No. 12, issue |; and
Statement No. 14, issues 1-5. On Statement No. 8, issue 1, qualified agreement was classified as

disagreement.

** The Study states: “Of the five private groups sponsoring the FASB, only the Financial Analysts
Federation and its members have an apparent intergst in developing accounting standards, which
clearly convey the results of corporate activities to the public. . . . The Financial Analysts

Federation appears to have the least influence as a sponsor of the FASB, and the FASB has yet to
establish the type of meaningful accounting standards which would be most beneficial to

investors and other users of financial statements.”
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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. Contrittvrion campaigns. were undertaken by other
sponsoring organizations, particularly the Financia} Executives Institute. Beginning in 1974
the FAF also commenced direct annual solicicaticns to further broaden support. Last year
the Foundation miailed 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 autosatically the FASB’s technical and other

publications. 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 1% 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 in 1972. This plan will
have the practical effect of reducing the annual contributions of the eight Iargest 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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made financial, career or personal sacrifices to serve on the Board. The FAF’s By-Laws
specifically disallow the use of the Trustees’ budget authority to interfere with or influence
the work of the FASB. The Study does not, and cannot, offer evidence of any attempt to

influence FASB action through ﬁnanc@al means.

E. Personnel
1. Training, Experience and Professional Associations.

The Study decries the extensive participation in the FASB’s processes of persons within
the professional, business and financial community—defined by the Study to include all
persons associated with the AICPA, “big business”, members of the sponsoring organiza-
tions, lawyers, investment and commercial bankers and others.

The Study’s stated concern is that participation of those belonging to the AICPA and
other sponsoring organizations mutes potential criticism of the FASB and assures com-
patibility of the FASB’s accounting standards with the views of the major accounting firms
and their large corporate clients. This is without basis in fact, as the Summary and Exhibit
B’s analysis of responses to FASB technical proposals prove. In practical terms, it is
principally from among the membership of these organizations that persons best qualified
to set accounting standards are to be found. If there is one essential characteristic of
accounting, it is its technical complexity and the need to rely on the judgment and
willingness of knowledgeable, experienced and.dedicated people from a range of disciplines
and with varying points of view. No one is excluded from the FASB’s processes, however,
for the fundamental qualification is only the capacity and willingness to contribute to the

work of the Board.
Each FASB member meets this standard, and has brought a certain dimension and an
individual point of view to the FA#3’s standard-setting process.

Marshall S. Armstrong, the FASB’s first and only Chairman, was never associated with

“a “Big Eight” firm, having formerly been managing partner of a regional accounting firm

headquartered in Indianapolis with several smaller offices elsewhere in Indiana. Prior to his

appointment, Mr. Armstrong had been a member of the Accounting Principies Board and

the AICPA’s Committee on Auditing Procedure, and was the President of the AICPA when

the Wheat and Trueblood Study Groups were commissioned to study and report on
establishing accounting standards and the objectives of financial statements.

Arthur L. Litke, former Chief of the Federal Power Commission’s Office of Accounting
and Finance, joined the FASB in 1973 after many years of Government service, including
service as Associate Director, Civil Accounting and Auditing Division, of the General
Accounting Office. Mr. Litke also served as President of the Association of Government
Accountants and as a member of the Committee on Auditing Procedure.

Robert T. Sprouse joined the Board in 1973 after eight years as Professor of
Accounting at the Stanford University Graduate School of Business. Prior to joining
Stanford, Mr. Sprouse had taught for 13 years at the Schools of Business Administration of
the University of Minnesota, the - University of California at Berkeley and Harvard
University. Though not a member of the AICPA, Mr. Sprouse is a past President of the
American Accounting Association, and is the author of several books and many articles on

accounting.
Oscar S. Gellein was a retired former partner of Haskins & Sells when he joined the
Board in 1974. During his years in practice, Mr. Gellein was National Director of
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2. Personnel Policies.

In recognition that the appearance of independence is as important as its fact, the
Board of Trustees has adopted personnel policies to govern the activities of FASB members,
and FASB staff directors and deputy directors. The Chairman of the Board has adopted
similar policies governing the activities of the remaining FASB staff. These policies are
strict, and with respect to outside earned income, receipt of honoraria, obligations owing to
or payable from former employers, and understandings and arrangements for future
employment, are stricter than standards applicable to members of Congress and compare
favorably with standards applicable to Government agencies. Each FASB member,
director and deputy director is required to sign an annual acknowledgment that he has not

violated these policies.*
Pursuant to these policies, FASB members, directors and deputy directors

(a) may not be owed any financial or other obligation, directly or indirectly, by
any former employer or client, other than fixed and vested pension, retirement or
separation benefits and other than may arise in normal banking relations, ownership of
governmental securities or publicly traded securities, and certain other limited in-

vestments,

(b) prior to advising the Trustees of intent to resign or not to stand for
reappointment, may not have any formal or informal arrangement or understandi.:g
with any person to the effect that he can or will return to, or become affiliated with, a1
employer or business partnership, or resume or enter into consulting or other simila:
arrangements after termination of his relationship with the FASB or the Foundation.**

* See Exhibit C for a comparison of these policies to those applicable to members of Congress, the
SEC, CASB and GAO and the Federal Judiciary.

** An exception is made for academic leaves of absence for staff (but not FASB) members.

The Study suggests that Walter Schuetze’s resignation and his rejoining Peat, Marwick,
Mitchell & Co. violated personnel policies applicable to FASB members. This is speculation and

incorrect.

The FASB understands that Mr. Schuctze first brought up the possibility of returning to his
former firm, Peat, Marwick, Mitchell & Co., with that firm’s senior partner shortly before April 9,
1976. On that date, Peat, Marwick’s senior partner advised Mr. Schuetze that his readmission to
the firm would be recommended to Peat, Marwick’s partners and principals, but that there were
no assurances that Mr. Schuetze could or would be readmitted since readmission was conditioned,
in accordance with Peat, Marwick’s established practice, on the unanimous affirmative vote of all
of the firm’s more than 850 partners and principals. That same day, April 9, Mr. Schuetze
notified the FAF’s President and the FASB’s Chairman of this and that he would resign from the
FASB, effective June 30, 1976, which Mr. Schuetze confirmed by letter on April 12, 1976. It was
not until May 13, 1976 that Mr. Schuetze was notified by Peat, Marwick that the vote on his
readmission was favorable and that he could return as a partner, effective July 1, 1976.

During the period from April 9, 1976 through June 30, 1976, the Board took no votes on the
issuance of any Exposure Drafts, final Statements or final Interpretations, and Mr. Schuetze
disqualified himself from voting on the four Interpretations proposed for submission to the
Advisory Council for comments. During this period, the Board also considered a Discussion
Memorandum as the basis for a public hearing, and requests that it reconsider Statement Nos. 5,
8 and 12 issued in 1975. Mr. Schuetze participated in these matters, since none involved the
issuance of a new accounting pronouncement or issuance of an amendment or proposed
amendment of an existing pronouncement. Under the personnel policies, the question of
disqualification on a vote is left to each FASB member.
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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 careers 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 educator and an official in the Federal Government before becoming FASB
members. Donald J. Kirk was reappointed in 1976 to a five-year FASB term expirinig in
1981 and Ralph E. Walters just joined the Board effective April 1, 1977.

The same pattern also emerges 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.

IL. 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 of Incorporation 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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comment letters and position papers have been received on 20 Exposure Drafts; and 179
different individuals have served on 14 task forces.

The Board’s Statements are not dictated as unsupported decrees. In addition to stating
the accounting standard, each Statement 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 dissenting 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
FASB does not issue them. Arbitrary or self-interested standard-setting could not stand 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®echnical 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 priorities 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 Interpretations.
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By way of brief summary, certain of the FASB’s Statements have dealt with broad,
pervasive accounting questions long in need of resolution, such as:

e Accounting for Research and Develbpment Costs. (FASB Statement No. 2)
e Accounting for Contingencies. (FASB Statement No. 3)

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

o 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. (FASB State-
ment No. 7)

e 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: .

e Reporting Accounting ‘Changes in Interim Financial Statements. (FASB
Statement No. 3)

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

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

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

e 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 Zosts 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, thfare
were a variety of generally accepted methods of translating foreign currency, including
current—non-current, mongatary—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 FASB 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”.

As for the FASB’s predecéssors, 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 Principles Board, issued 31 Opinions and 4 Statements on a variety of
accounting matters through 1973, some of, the more significant of which are summarized in
Exhibit D. P

It is interesting to note that for all of its 1,760 pages of text and reproduced information
and data, the Study devotes less than two pages to the FASB’s accounting standard-setting
activities and mentions only four of the FASB’s Statements—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; following
interviews with 40 lenders and investors, 11 small, high-technology firms, 11 accountants
and selected Government agencies, the Commerce Department’s study concluded that the
“FASB’s Statement Two should nat 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 applicable to established operating companies. The Study
again fails 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 1, 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 project.

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 securities
classified as current assets and in stockholders’ equity for securities held for long-term
investment. 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., brokgr-dealers and inve.st'ment
companies) because those enterprises already were carrying their marketablg segurltxes at
current market. Statement No. 12 more properly should be regarded as having improved
consistency in accounting for marketable equity securities.

B. Conceptual Framework and Objectives

A particular aspect of the Study’s criticism of _accounting standard-setting requires
special mention. The Study asserts that the accounting profgsswn and more recently the
FASB have failed to prescribe a comprehensive set of objectives for ﬁr}anmal statements
and a conceptual framework within which further improvements in financiai 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_. Al:"B
Statement No. 4, “Basic Concepts and Accounting Principles Underlying F1panc1al
Statements of Business Enterprises”, was issued by the Accounting Principles Board in 1970
with a stated purpose of providing an enhanced understanding of the brgad fundamentals
of accounting and guiding the future development of financial accounting. In !971 the
AICPA commissioned the Trueblood Study Group to hold hearings and to mvestlgate t.he
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 substanFial
resources to establishing a comprehensive conceptual framework for‘ financial accounting
and reporting, including objectives of financial statements. On Apnl' 1, 1973 th‘e Bogrd
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 Framewor}<
for Financial Accounting amd Reporting: Elements of Financial Statements and Their
Measurement”. As discussed more fully in Exhibit D, this project 1‘: expec.ted to lead to
FASB pronouncements involving objectives, qualitative characteristics, basic elfements of
financial statements, bases of measurement and units of measure. These issues are
extremely complex and require logical, objective and thorqugh a.nalys.is by knowledgeablg,
experienced experts. The second public hearing on this project is scheduled for this
summer. ;

C. The Sdundness of the Structure for Selecting and Applying Accounting Standards

The Study asserts, incorrectly, that the structure for selecting and applying accguntipg
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 wtill
demonstrate the soundness of the existing structure for selecting and gpplygng ﬁnancx'al
accounting standards and how it assures meaningful and useful information for the public.

Financial accounting and reporting is the process of recording, class}fying, sgmm.ariz-
ing and interpreting transactions and events, and presentil?g that mformaqon in a
meaningful and useful manner in financial statements. Accounting standards delme.ate 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 management 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 ratemaking 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 informaticn that has been recorded, classified,
summarized and interpreted in books and records and presented in financial statements is
reviewed to determine whether 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 corpcrate 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,

L. Generally Accepted Accounting Principles.

Any body of accounting standards must be responsive to the myriad of variables,
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
principles for which there was no substantial authoritative support would be viewed as
misleading and would not be accepted in filings and reports with it. In 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 under the Federal
Securities Laws, unless the independent auditor can conclude that the financial 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 account-
ing profession and its designated standard-setting bodies (the FASB and its predecessors*)
with SEC encouragement and participation, has long contained enumerations of the sources
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 “picking and choosing”
among accounting principles when more than one acceptable principle exists. First, the
profession’s Code of Professional Ethics and SEC policy require that the accounting
principles applied be not only generally accepted but also appropriate in the circumstances.
Second, the accounting profession and the SEC both recognize certain generally accepted
accounting principles as presumptively binding, and, in the absence of unusual circum-
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 conformity with
generally accepted accounting principles if the statements depart from 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 APB Opinion or
an ARB would be presumed to have no substantial authoritative support and 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 understand there
have been almost no instances since 1973 where the SEC has accepted financial statements
departing from an FASB or APB pronouncement or an AKB.

* 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. I, 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 FASB or APB pronouncement or an ARB,
au'thqritaﬁve literature provides direction for the selection of generally accepted accounting
pn.nmples. The AICPA’s Statement on Auditing Standards No. 5 enumerates these sources
as 1pcluding 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
{he 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
reasbriable manner, that is, neither too detailed nor too condensed ... ; and (e)
the financial statements refiect 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.”

Stz‘ite{nent on Auditing Standards No. 5 also states that generally accepted accounting
principles recognize the importance of recording transactions in accordance with their

substapce, 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
ad(?pted 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 justification clearly explaining why the newly adopted principle is preferable. The SEC
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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 sindependent accountant must be prepared to justify in
filings under the Federal Securities Laws, as tto which liability for false or misleading
statements attaches, that the accounting.change will constitute an improvement in ﬁnanc1al
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 «as -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. Forexample, a change from accelerated to straight-line depreciation
is a change to a 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. s

4. Accounting Alternatives.

Financial accounting-encompasses all operations, of all companies, in all industries,
and in all environments. 1:i 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 124) a table which is represented as showing a variety of
alternative accounting methods avzilable 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
ongmally 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. Ili, 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 SEC motion to dismiss are currently pending before the Court.

31

215

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 shown 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.
1 is now the sole practice.
1 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 parncular 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 c1rcumstances 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 mformauon
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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
(FIFQ), 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 recordkeeping, 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 &

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 !etters 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 financial 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 Congress in the 1930’ 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 financial 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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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 generaily
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 accountability 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 the limited area of improper payments,
first by the SEC and also by Congress if legislation is adopted, does not support the Study’s

* Recently proposed SEC Regulation 13B, “Accuracy of Books, Records and Reports”, and Senate
Bill 8. 305, recognize implicitly that the prevention of illegal and questionable corporate
disbursements through the falsification of accounting records rests in the enforcement of internat
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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prospective principles will have no greater force than the present ones do. The SEC
will consider them authoritative, which they clearly are and will be, but ASR 150 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 reaffirmed in ASR 150, the
Commission adopted its comprehensive Regulation S-X, setting forth its requirements 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 alsc issued over 200 Accounting Series Releases (over 70. within
the past five years) covering a variety of accounting, auditing and re{ated financial and
accounting matters, some of which have conflicted with, or e.ﬂ’ec.nvely amended‘or
superseded, standards set by the accounting profession’s authoritative standard-setting
bodies.

For example,

_in its ASR 96, the Commission tejected APB Opinion No. 2 and permiFted
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 Al?B :
Opinion No. 31 as inadequate, and imposed additional disclosure requirements of its
own;

—in ASR 148, the Commission adopted accounting rules for ce.rtain'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 of 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 gccelerate_lts
retroactive applications except for conmpanies 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 by the prot:essxgn’s
standard-setting bodies. Among other examples are accounting for business combinations
as poolings of interests (ASR’s 130, 146 and 146A); catastrophe reserves (ASR’s 134 and
145); disclosure of inventory profits (ASR 151); capitalization of .interest (ASR 16.3);
disclosure of unusual risks and uncertainties (ASR 166); disclosures relating to the afioptlon
of LIFO (ASR 169); disclosure as to holdings of securities of New York City and
accounting for securities subject to exchange offers and moratoria (ASR 188); and
disclosure of replacement cost data (ASR’s 190 and 203).
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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, “Financial 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 pukblished to date have covered a wide range of accounting
and reporting subjects, including business combinations, financial statements for foreign
companies, balance sheet presentations, 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 novel 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
Accquntant 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 Government’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 created as an agent of the Congress in August 1970 by an amendment
to the Defense Production Act of 1950 and was formally organized in 1971. The
Comptroller Genera! of the United States is Chairman and appoints the other four m;ambers
of _the Boa‘rd, of whom two are from the accounting profession (currently a partner and the
retired senior partner of two “Big Eight” firms), one from private industry and one from the
Federal Government. The Act prescribes the CASRB’s function as follows: .

. . .
‘The. Board shall. from time to time promulgate cost-accounting stan-
dards designed to achieve uniformity and consistency in the cost accounting

- procedures followed by defense contractors and subcoatractors under Feder-
al contracts.”

St.an‘dar_ds promulgated by the CASB are submitted to Congress and, unless disapproved
within 60 days by conhcurrent resolution, have the full force and effect of law.

) The CASl}, like the FASB, is a panel of experienced experts, and the two Boards and
their staffs rr.lahmtain continuing liaison and comment on each other’s proposed pronounce-
ments. Additionally, two members of the CASB, including the Comptroller General of the
United S.tatgs, 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 performin
a standard-setting function similar to that performed by the FASB. Analysis of the purposi
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.

F1r§t, the scope of concern to the CASB—developing cost accounting standards for
companies contracting with Federal Government agencies, principally in defense procure-
me:nt-—ls mucp narrower and more specialized than the FASB’s responsibility for devel-
oping accounting standards to be applied in the preparation and presentation of financial
statements for all publicly and privately-owned companies.

Second, thfa objective of the CASB—to achieve increased comparability and uniformity
of cost accounting procedures for Government contracts in order to facilitate Government
procurement—is a particularly appropriate objective to be carried out by a Governmental
entity, By.contrast, the FASB’s objective of establishing and improving financial accountin
standard's is designed to meet the varied needs of investors, creditors and other members ogf
tl}e public engaged in investment decisions and private capital formation and allocation., As
discussed above, this task is infinitely more complex, the constituency is significantly la.rger

and more diverse, and the subject matter is not limited to a special function of Government.

’I:hlrd, thc.e 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 years for th_e FASB and a bit more than six years for the CASB. Without considering
the dl’ﬁ‘erences In scope and complexity of subject matter and periods of existence, the
FASB’s output of 14 Statements, 18 Interpretations, 20 Exposure Drafts, 13 Discu;sion
Memoranda, and 15 public hearings compares favorably with that of the éASB.

. The“Stl{dy repeatedly critic%zes the accounting profession and the FASB for failing to
achieve “uniformity” by not eliminating 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 Board 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]o particular method [of depreciation] 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 (FIFQ), (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
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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
FASB 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. 11 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 and /S“EC requirements.

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 then, 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, 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 rgvisions to its system of
accounts to eliminate certain disparities cited by the Committee. (
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EXHIBIT A

FINANCIAL ACCOUNTING FOUNDATION
FINANCIAL 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, preparers 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 of Incorporation 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 organizations* and serve
without compensation, are fourfold:

1. To appoint members to the FASB;

2. To appoint members to FASAC;

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 throu: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 FASAC.

* 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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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.
1. 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 FASB.

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 may a final Statement be issued without prior exposure for
public comment for at least 30 days.
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pensation, presently consists of fifteen members, including one FASB membur 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 FASB
stafl prepares background material and information on issues and distributes them to the
Screening Committee for its consideration at regularly scheduled meetings. After 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 exampie, FASB Statement No. 11 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 as 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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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 FASB 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, such as the
Securities and Exchange Commission and the Cost Accounting Standards Board.

With respect to the Securities and Exchange 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 FASR’s task forces, as well as the FASB’s public hearings. FASB staff
members regularly attend meetings of the Commission’s Advisory Committee on Corporate
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, 2 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 31, 1977, the FASB’ 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 royalties 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 royaities 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.
Council memn:bers serve without compensation and are appointed for terms of one year, and
may be reappcinted for additional terms. The Advisory Couacil 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 FASB, 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 formal 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 projects 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 FASB,
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
recommendations designed to increase the participation and effectiveness of the 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 maxifaum 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:

» independ«nt public accountants
e 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 Cemptroller General of the United States

former Commissioners of the SEC

a director of the U.S. General Servires Administration

a former Chief Accountant of the SlC

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
(with immediate former affiliations)
Term
Expires
Marshall S. Armstrong, Chairman 1979*
(formerly Managing Partner, Geo. S. Olive & Co.)

Robert T. Sprouse, Vice Chairman 1980
(formerly Professor of Accounting, Graduate School of Business,
Stanford University)

Oscar S. Gellein 1980
(retired Partner, Haskins & Sells)

;  Donald J. Kirk 1981
r (formerly Partner, Price Waterhouse & Co.)

Arthur L. Litke 1977
: (formerly Chief, Office of Accounting and Finance, Federal Power
\ Commission )
- Robert E. Mays 1677
(retired Controller, Exxon Corporation)

Ralph E. Walters 1978
(formerly Partner, Touche Ross & Co.)

* Mr. Armstrong has announced plans 1o 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 ACCOUNTIN G 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 Administration
The University of Georgia

J. 0. 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

Alvg 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

A-10

S—— REnr A v g

Term
Expires

1978 -

1977

1979

1977

1977

1977

1979

1978

1978

1979

1979

SRS I n bt as e aa

e g




238

William E. Buxbaum, Comptroller
E. I du Pont de Nemours & Co.

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

Joseph P. Curumings, Deputy Senior Partner
Peat, Marwick, Mitchell & 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. McGarraugh, 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 Norr, 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 0il Company

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

Francis M, Wheat, Partner
. Gibson, Dunn & Crutcher

John A. Willis, Assistant Vice President
Union Carbide Corporation
Observer

A Clare_n'ce Sampson, Acting Chief Accountant
Securities and Exchange Commission

MEMBERS
SCREENING COMMITTEE ON EMERGING PROBLEMS

Martin V. Alonzo, Vice President—ControHer
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 Car] I, 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 Controiler
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

Name

Paul M. Albert, Jr.
Martin V. Alonzo
M. L. Alper

Loren Alter

Peter L. Anker
Robert N. Anthony
Hector R. Anton
Kenneth S. Axelson
William J. Badecker
David A. Baker
Andrew Barr
Preston C. Basset

William H. Beaver
Norton M. Bedford
George S. Bissell

(Since 1973)

Affiliation at Time of
Appointment to Task Force

Morgan Stanley & Co.
Incorporated

AMAX, Inc.

International Telephone &
Telegraph Corporation

Alistate Insurance Cqmpanies
Smith, Barney & Co.

Harvard University

Haskins & Sells

J. C. Penney Company, Inc.
Hurdman and Cranstoun
Boston Company, Inc.
American Institute of CPA’s

Towers, Perrin, Forster &
Crosby, Inc.

Stanford University
University of Illinois

Massachusetts Financial
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

Allan C. Crane

James H. Crowley
Joceph 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

Putnam L. Crafts, Jr. '
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Affiliatiorn at Time of
Appeiztment to Task Force

Tesoro Petroleum Corporation
Internal Revenue Service
North Texas State University
Berkeley Bio-Engineering Co.

Standard Oil Company
(Indiana)

Lockheed Aircraft

National Assoc. of Real Estate
Investment Trusts, Inc.

Geo. 8. Olive & Co.
Arthur Andersen & Co.

Donaldson, Lufkin & Jenrette,
Inc.

Forest Oil Corporation
U.S. Department of Labor
S. D. Leidesdorf & Co.

Commonwealth Edison
Company

Studebaker-Worthington, Inc.
A. 0. Smith Corporation

The Aetna Life & Casualty Co.
Peat, Marwick, Mitchell & Co.

Morgan Guaranty Trust Co.
Builders Investment Group
University of Chicago

St. Paul Companies, Inc.
Coopers & Lybrand

Merrill Lynch, Pierce,
Fenner & Smith Inc.

Transamerica Corporation
Arthur Andersen & Co.

General Electric Company
Peabody Galion Corporation
Mobil Oil Corporation

American Telephone &
Telegraph Corporation

Motorola, Inc.

Bache & Co., Inc.

Price Waterhouse & Co.
Mobil Oil Corporation

Morgan Guaranty Trust
Company of New York
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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. William 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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Affiliation at Time of
Appointment to Task Force

New York Stock Exchange

Connecticut General Life
Insurance Company

Manufacturers Hanover
Trust Co.

Haskins & Sells

Alza Corporation
DeGoyler & MacNaughton
Arthur Young & Company

Interstate Commerce
Commission

American Mutual Insurance
Alliance

University of Chicago

Chrysler Corporation

Ernst & 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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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

artin
Randal B, McDonald
Robert K. Mautz
Maurice H. Mayo
Charles T. McGarraugh
Dan McGili

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,
Willian? B. Nicol
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Price Waterhouse & Co.

A. M. Pullen & Company
Teledyne, Inc,
Financia] Analysts Federation

United States Steel and
Carnegie Pensjon Fund, Inc,

American Institute of CPA’s

Pennzoil Company

Exxon Company, US.A.
Alexander Grant & Company
The First Boston Corporation
Arthur Andersen & Co.
Honeywell Inc,

Retired

Arthur Andersen & Co.
Ernst & Ernst

General Electric Company
Northwest Bancorporation
University of Pennsylvania

Kidder Peabody & Co., Inc.
Atlantic Richfield Company
Citibank, N.A.,

First National Bank of
Chicago and First Chicago
Corporation

Caterpillar Tractor Co,

First National Bank of Boston

Public Service Electric &
as Co,

University of Washington

Eastman Kodak Company
Ernst & Ernst

White, Weld & Co.
Columbia University

Blyth Eastman Dillon & Co., Inc.
Meaden & Moeore
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liation at Time of
N IA“ﬁ of t to Task Force
ame —

Edmund R, Noonan Peat, Marwick, Mitchell & Co.

William C. Norby Duff and Phelps, Inc.

Richard E. Nordquest Harsco Corporation
David Norr First Manhattan Company

NCR Corporation
Household Finance Corporation

Duff and Phelps, Inc.

Robert A. Orban
John W. Ostrem
C. Reed Parker

Russell Parker Federal Trade Commission
R. MacDonald Parkinson Clarkson, Gordon & Co.
Louis G. Peloubet Textron, Inc.
Raymond E. Perry Touche Ross & Co.

illi i Morgan Guaranty Trust Co.
William E. Pike Morgan Gua
Charles W. Plum The Standard Oil Company

(Ohio)
Richard M. Pollard Toucke Ross & Co.
Stanley P. Porter Arthur Young & Company
i UAW Social Security

Claude Poulin Do

Henry A. Quinn Peat, Marwick, Mitchell & Co.

Northwestersi University

Booz, Allen As¢iuisition
Services, Inc.

W. Rowland Reed Continental Git Company
Leonard G. Reichhard, Jr. Union Service Carp.
Robert Rennie Touche Ross & Fo.
Frank C. Roberts Eaton Corporation
| Robert B. Rothermel Touche Ross & Co.

Alfred Rappaport
Donald G. Reed

Indianapolis Newspapers, Inc.
Clark Equipment Company

Frank E. Russell
Leonard Savoie

Edwin A. Schoenborn Irving Trust Company

Ernst & Ernst
New York University

Charles W. Scott
Lee J. Seidler

Gerald E. Sherrod Citibank, NA '
Gordon Shillinglaw Columbia University
Charles J. Simons Eastern Airlines, Inc.

Bracy Smith U.S. Steel Corporation
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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 111

Richard Walker
Randolph H. Waterfield
George C. Watt

Allan Wear

Glenn Welsch
Francis M, Wheat
Clifford H., Whitcomb

. ; George Vogt
- : Brooks Walker, Jr.
|
/
|
i
i
]
!
i
|
( Gerald I. White
|
H Robert Whitman
John A. Willis

Arthur Wyatt

James Zid
Charles T. Zlatkovich

Charles 1. Zody
Alvin Zuckerkorn
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Affiliation at Time of
Appointment to Task Force
—_—— 0 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

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

of America

Sterling Grace & Company

American Electric Power Co.,

nc.

Union Carbide Corporation

Arthur Andersen & Co.

Ernst & Ernst

The University of Texag
at Austin

Exxon Company, US.A.
J. K. Lasser & Co.
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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 érooch

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)
Am;lntion

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 Cranstoun

A-19

Asslgnmant

Chairman of the task force
dealing with financial
accounting and reporting 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 purchdsing power.

Technical writer on the
discussion memorandum on
accouriting 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 memorqn_dum on
criteria for determining
materiality.

Consultant on field test regearch
report on general purchasing pow-
er accounting. .

Technical consultant on discugsion
memoranda on interim ﬁnanaa_l
reporting and financial accounting
and rzporting in the extractive
industries.

Editorial consultant on the
discussion memoranda on
interim financial accounting and
reporting with the extractive
industries. '
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EXHIBIT B

ANALYSIS OF DIVERSITY OF RESPONSES TO

FASB PROPOSALS
PREFACE

Underlying the Study’s criticism of the standard-setting process is its assumption that
the FASB is “dominated” by the eight largest accounting:firms, the AICPA 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 demonstrate that with respect to financial accounting standards there is a
wide diversity of responses andwiews amaong such accounting firms, their corporate clients,
and the sponsoring organizations; and even.more clearly that “domination” simply does not
exist. ‘

Projects 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. Title

2 Accounting for Research and Development Costs

5 Accounting 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 Arcounting 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. 1, “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 for Business Combinations (an amendment of APB Opinion No. 16)”;
and No. 11, “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.

B-1

94-081 O - 77 - 17

s g Y




248

. .. . in the
The purpose of the analysis was to ascertain the posm'ons. on nlllajordlls)su:e;exgmdy
reviewed Exposure Drafts of those firms, enterprises and orgamzauon(s) ;10 Seeg: i nyC she Study
i i FASB does not express any pr
“dominate” the FASB. Since the ‘ ns in
giscissio‘n Memoranda and the respondents analyze typlqally r'espc;Ilded taonixgn ure
Drafts regardless of whether they previously respogde to Discussion chi;ed @ on the
same projects, a review of the responses to Discusswr} Men'loranda was dee °d uncces
sary, except ir; certain instances where comments on Dlscuss1on’Memoran a wter reviewed
torz:,iarify a respondent’s position on the Exposure Diaft. Tflose ﬁ.rms, eneerep ebaly
or ani.zations that disagreed with the Exposure Draft r particular issues wf theppmjects
mgre likely to respond than those that agreed. As with .the selef:tlllon o he prolecs
reviewed, issues were selected for review prior to the analysis and without reg
s
ible outcome. B . .
pOSSl"lI)‘he issues covered by this analysis are comprehen51yely addres§ed in the ?ptizngﬁ::rd’s
the respective Exposure Drafts and Statements, which mglude a dlscuss1.onlo ihe Board s
reasons for accepting or rejecting various alternatives con§1dered. .Accordmg C)i/,b c reader is
encouraged to refer to those appendices in considering tigls analymfs‘ Ai rsrt;:;t ! p)l,; NP
is, it is the substance of arg .
own by the results of the analysis, i : uments put forth by
?:sc:)osxildents a)rlld not the number of respondents or their status that the Board takes in
i ideri issuing a Statement.
t in considering comments before issuing e
accm(ljr;tegories of Respondents Reviewed. Responses to Exposure Drafts were reviewe
dents in the following categories: ‘ ' o
for respog 6 sponsoring organizations of the FASB: Amencan Accou(n:?gpﬁs)sog?;:::
AAA i itute of Certified Public Accountants PA), Fir
( ), American Institu . : ants A, Finan
i i Federation), Financial Execu
ial Analysts Federation (Analysts iy
((:FEI) b}/ational Association of Accountants (NAA), and Securities Industry
Association (SIA)* '
e |5 largest public accounting firms
e 500 largest industrial enterprises** o
¢ 50 largest commercial banking enterimses
e 50 largest life insurance enterprises* .
» 50 largest diversified financial enterprises
® 50 largest retailing ent'erpnses**‘ »
e 50 largest transportation enterprises
. & 50 largest utility enterprises**
¢ academicians o W
The position ascribed to an organization in the tables may noF be the p;:lttilé):s or i
membership, or even of the organization itself. All of the sponsoring X;éz;)r: hares it
committees ::harged with considering FASB Expczjsn).lre.lsx;if_‘ts; S:‘heA RO o e
i i ittee (AcSEC) with this task. :
ccounting Standards Executive Commi -SE itions are
ﬁxe oﬂ‘icia% view of that Committee only when supported by a rIngi)(Xftyaof r; iy
members, and in no event purport to represent the views o_f t'he A s ppws et
130,000 r’nembers The NAA and the Analysts Federation similarly present vie through
. ‘ i !
com’mittees with authority to represent only the committees’ members.  Conversely,

. e : ion of
the FEI charges its Committee on Corporate Reporting with initial consideratio

i v 1s, and the
Exposure Drafts, its Executive Committee has veto power over the c<;lmmenrtn lg;tresmp e
comment letters are intended to be regarded as the views of the me .

. e .
* The SIA became a sponsoring organization in October 1976, Prior to such time it did no

comment on any Exposure Draft covered by this analysis.

**Based on Fortune’s rankings for 1975,

N

iAo, s

h

‘other CPA firms that they are able to control virtually

of respondent as to the issues reviewed. In addition, if appr
that table also sets forth the overal] reaction, if any,

respondent to the provisions of the Exposure Draft. For
were classified as (a) “yes” (or “agree”), or (b) “no” (or “disagree”
was used if the response was clearly affirmative, either by an explicit
or by comparable wording in the reviewer’s judgment.

response was clearly negative, either by an explicit neg
wording in the reviewer’s judg
the issue but did not indicate a position, no classification w
Judgment was required in classifying certain responses.

possibie choices as to their resolution, responses were cla
particular choice.

separately tabulated because they were too numerous to do
case, all respondents classified under (b) were not necess
For example, two respondents might both have disa
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comments of the AAA’s Committee on
the views of the AAA nor the Committe
in preparing a particular letter.

The fifteen accounting firms iéxcluded in the review were t
be “a useful and reasonably complete grouping for purposes of measuring the influence of
major accounting firms on the Federal Government.” Those firms include the eight largest
accounting firms (Arthur Andersen & Co.; Arthur Young & Company; Coopers & Lybrand;
Ernst & Ernst; Haskins & Sells; Pia‘*:at, Marwick, Mitchel] & Co.; Price Waterhouse & Co.;
and Touche Ross & Co, ), which the Study claims “are so large and influential in relation to

all aspects of accounting and auditing
in the United States.” The next seven largest accounting firms identified by the Study are
Alexander Grant & Co.; Hurdman and Cranstoun; J. K. Lasser & Co.; Laventhol &
Horwath; S. D, Leidesdorf & Co.; Main Lafrentz & Co.; and Seidman & Seidman.
ici i in the analysis because those engaged in
academic research and educational activities are found by the Study as ostensibly not
having “a direct vested interest in the type of standards set by the FASR. LY
The views expressed by the Analysts Federation’s committee may similarly be of

special significance to the analysis, since the Study found most of iis members to be users of

financial statements and, of the FAF’ sponsoring organizations, “only the Financial

parent interest in developing accounting
standards which clearly convey the results of corporate activities to the public.”

Organization of Information. An overall summary shows for each projec
number of responses for each category of respondents and the number
analyzed.

For each project, commentary is presented that:

1. Identifies the issues reviewed and their resolution by the FASB in the Exposure

Draft and in the Statement; )

2. Summarizes positions taken by all respondents reviewed and in the case of
accounting firms compares the responses of such firms to those of the majority of their
clients (the commentary does not include those instances in which an ac

Financial Accounting Standards constitute neither
e, but only. the views of those persons participating

hose alleged by the Study to

t reviewed the
of responses

1); and
analysis,
of each respsndent or category
opriate for a particular project,
of each respondent or category of
most issues reviewed, the responses
). Classification (a)
affirmative statement
Classification (b) was used if the

For each project, a table sets forth the position, if any,

, zs indicated for the response.
For certain issuey, having several
ssified as to the preference for a

For certain other issues, preferences for choices other than the one proposed were not

so meaningfully. In the latter
arily consistent with each other.

greed with the Exposure Draft, but
ave preferences fundamentally different from one another.
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SUMMARY OF NUMBERS OF RESPONSES TO EXPOSURE DRAFTS ON
FASB PROJECTS REVIEWED .

. Statement No.

2 5 7 8 9 E 13(2) _l_i
' i 4 s B 4 3 s 4 s
Sponsoring Orgunizations( 1) _4 _5 3 _4 _3 _s
Public Accounting: . . . ;
8 largest public accounting firms(1).. 7 8 8 8
Next 7 largest public accounting 3 4 , 4 3 4
firms( 1) ... 4 4 ” - >
Others........ 14 23 13 17 s 24 36 14
; 35 24 29 £ 36 _ﬂ 25
Business Enterprises and Groups: 2 ” o o
500 largest industrial enterprises(1).. 51 45 32 87 ‘
50 largest commercial banking . 0 4 0 5 s 4
enterprises( 1 )uoviverrerenreneensrsnacsenes 0
50 largest life insurance | 0 5 3 .
enterprises( | ) 0 6 3
50 largest diversified financial o 0 | . | g 5 5
enterprises( 1 )....coerererrererrenrsrnosese ; ; : ; 2 :
50 largest retailing enterprises(1}...... 0 3
50 largest transportation 0 5 0 0 | 6 |
enterprises( 1)..... N : : : . .
50 largest utility enterprises{1). 52 éz . o - - - .
Others 50 _66 _46 4 35 79 _66 61
109 146 95 139 _Z_l_ ﬂ m _1_71
= nad = = -
Academicians( 1) 6 12 4 5T 3 4 1
Government, Including Individuals in 6 ; s 3 N m 2
Government _6 _1 _5 __3 _: - ;
9 5 9 i 1 7
Other Sources(3) _9 5 _9 3
233
Total Responses 171 213 138 191 ﬁ 203 250 233

I

. . -
(1) Each response in this category was reviewed to determine the re:s.pondent s ﬁost;x:)l:: oiIsls:[l;Z
issues selected for analysis. However, not every respondent took a position on each o
reviewed. 5
(2) Responsss are indicated only for the first Exposure Draft of FAS? St(;n?metr}llte I:ec;.sons.
Responses also were received to a second Exposure Draft, but were not analyzed for
stated in the commentary in this exhibit for that Statement. o .
(3) These resbonses are primarily from respondents in the securities industry and the lega
profession.

i A PR Y
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FASB STATEMENT NO. 2

“ACCOUNTING FOR RESEARCH AND DEVELOPMENT COSTS”
(October 1974)

Background

purposes; (b) the elements of costs that shall be identified with researc

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 respunses 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 necessary
inasmuch as the first jssue addresses the primary area dealt with in the Exposure Draft,

Issue No. 1: Should all research and development costs not directl
be charged to expense when incurred?

FASB Position in ED: Yes

FASB Position in Statement: Yes (The scope of the Statement excluded
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.”)

y reimbursable by others

1. 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.

arrangement be encompassed and
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
AICPA 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 inconsistent 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. Accordingly, no comparison is possible of the

Statement’s position to the respondents’ positions.
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FASB Statement No. 2
Accounting for Research and Development Costs”
- (October 1974)

1. R&D Costs
E}tpensed 2, g&l!) Under
ontract
FASB Exposure Draft.., & M ’
FASB Statement B B &
.
n * .
Sponsoring Organizarions( a) ) R )
AICPA ...
Analysts l*ederation( b). . _
FEI(c).... . : :
NAA(d). i . -
| °
Academicians ........... B " R -
Major Accounting Firms ) | 0
Business Enterprises ) : 0 5
34 17
Total for Responses Analyzed N N "
46
N . " - 3 '
Major Accounting Firms and Responding Clients - ]=9 -
Arthur Andersen & Co. ..
Its Clients y
Arthur Young & Company . 4 3 2 _‘
Its Clients s
Coopers & Lybrand ( 5 | : :
no res 2
Its Clients ... ponse) |
Ernst & Erngt .. 4 0 |
Its Clienss ... 3 : 2
Haskins & Sells... 3 3 _2 .
Its Clients 3 p l
— .
Hurdman and Cranstoun ., 3 2 |
Its Clients 0
J. K. Lasser & Co 2 0 0 _‘
Its Clients (no response ) * -
Peat, Marwick, Miichel] & Co.(e) .
Its Clients ... . ; 2
Price Waterhouse & Co...... 2 2 | :)
........ .

Its Clients

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

Seidman & Seidman............

Its Clients (no response )

Touche Ross & Co.(e).
Its Clients

o
N
[~}

(=1
o
o

Notes are on the following page,

B-7

e ST

R e e -

o e




e —

254

Statement No. 2
Notes to Table .

ios ; y ience only. As
i ization” desi ion for these comment letter positions lshfo! Cm}ve;;en’s respgnding
P “sponsoring org ton A Fyy H organiza
i (‘l)d-li‘:ethe.‘s l:)Oreface fo this exhibit, these positions represent the majomi'] V‘cwaz‘:;:zgﬂ asgsuch or the views of its
e d, except as stated in the preface, do not represent the views of the org: )
committee and, exc

membership.

i ve circulated the proposed
(b) The response indicates that the replies received; from * ll,xose to whom we have
it y
Statement , . . indicated enthusiastic affirmation of the posiiion taken.

} i it “believes that
isions in the Exposure Draft, though it
indicated that the FEI could support the provision 1 the ] o, hit “believes that
o fang responsdcslzg:xclad ;ermit reasonable variations to reflect underlying cxrcurpst‘anmz. h,f p:-)‘:nu;mpt :a( on the
the Slam?ard .{dopbt: orandum, “Accounting for Research and Development ar}d Sx'mxl.ar .osts, el;a] p: i Qo ar
FA§B ?lSCUSS:Olf: anfimdevclopm:zm costs be capitalized if those costs meet certain criteria (in general,
kinds of researc

probability of future economic benefits}).

T e COu| ractices Committee o! e as hmited to e need
(d) he response of the Manag nent Ac nting P tt f the NAA was limited t th for
clarificatio: s to lessen misunderstanding. Iis posituon paper to the aforementioned Discussion
& 4
lon In certaln area
Memorandum ploposed Capl(dllZdHOH for research and de»elopmcm costs that meet certain criteria.

(e) The respondenl noted participation in and genetal agreement with the response by the ACCOUllllﬂg Standards
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-FASB STATEMENT NO. 5

“ACCOUNTING FOR CONTINGENCIES?”
(March 1975)

Background

Statement No. § establishes. st ,
contingencies. The Statement reduced the number of alt

€ accounting for both loss and gain.contingencies; (b)

§ contingency should be accrued; and (c) the financial
statement disclosures related to loss..contingencies. It ‘alsor provides..examples of jts

application to the various contingencies that an enterprise may experience.

Analysis of Responses to Exposure Draft

The responses to the Exposure Draft
preface to this exhibit were analyzed as to
respondents’ overall reactions, if any,
analyzed.

by respondents in the categories specified in the
the positions taken on three major issues. Those
to the provisions of the Exposure Draft were also

Overall
I The AICPA and Analysts Federation a
Statement; the FEI and NAA disagreed.

2. The seven academic commentators who indicated overall reacti
Exposure Draft and Statement.

3. Six major accountin
disagreed.

greed: with the Exposure Draft and

ons agreed with the

g firms agreed with the Exposure Draft and Statement; five

4. Forty-two major business

corporations disagreed with the Exposure Draft and
Statement; fourteen agreed.

5. Four accounting firms took positions consistent with thos

clients responding; two firms took positions inconsistent
of their clients responding.

Issue No. 1: Should accruals be
FASB Position in ED: No
FASB Position in Statement: No

. 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.

¢ of the majority of their
with those of the majority

permitted for loss contingencies from self-insured risks?

2. The six academic commentat

ors 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 dis

agreed with the Exposure Drafi and State-
ment; two agreed.

5. One accounting firm took
clients responding; four fir
their clients responding.

a position consistent with those of the majority of its
ms took positions inconsistent with those of a majority of
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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 AICPA and Analysts Federation agreed with the Exposure Draft and
Statement on this issue; the FEI disagreed.

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. . et e
4. Nineteen major business corporations disagreed with the Exposure Draft an
Statement; six agreed. : . . '

5. Three accounting firms took positions consistent with thos? of_ their cl1enc:s
‘ responding; one firm took a position inconsistent with those of its clients respond-
i)

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 AICPA and Analysts Federation agreed with the Exposure Draft an
Statement on this issue; the NAA disagreed.
Academic commentators did not address this issue.
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; twc agreed. ‘ ‘ .

5. Two accounting firms took positions inconsistent with those of their clients
responding.

B-10
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FASB Statement No. 5
“Accounting for Contingencies”

(March 1975)

Issues —Should accrugls be permitted
for loss contingencies from:

1. Self- 2. Catastrophe 3
Overall Insured Losses of Expropriations of
Reaction Risks Casualty Insurers Foreign Assets(a)
Agree  Disagree Yes No Yes No Yes No
FASB Exposure Draf...................... L— ° — @ — °
FASB Stat, -— [ — [ —_ [}
* Sponsoring Organizations(b)
AAA - — - — - - - -
AICPA ° — — [ — ° — °
Analysts Federation.................... [ —_ — L] — [ —_ [}
FEI —-— [} ] — [} — — —
NAA - [} [ — — — ° —
Academicians ..o, 7 0 0 6 0 5 0 0
Major Accounting Firms ....... SOOI 6 5 1 5 3 4 0 5
B Enterprises 14 42 50 2 19 6 4 2
Total for Responses
Analyzed ..o, 29 49 53 Is 23 17 5 9
Major Accounting Firms and
Responding Clients
Arthur Andersen & Co.. . — — ° - — — °
Its Clients.............. 3 3 7 4] 2 0 | 0
Arthur Young & Company.. - . — [} — ° — —_
Its Clients............... 0 4 2 0 2 0 0 1
Coopers & Lybrand — [} — — . —_ —_ —
Its Clients..... 1 6 6 0 3 0 0 0
Ernst & Ernst [ —_ — — —_ — - —
Its Clients. 2 8 7 0 2 4 1 0
Haskins & Sells —_ - - — . — — .
Its Clients.. ] 5 8 0 3 0 0 0
Hurdman and Cranstoun... o — — — — — —_ —
Its Clients (no response)
1. K. Lasser & Co. w...vcvvorennnnn., L — — o — [ — [
Its Clients (no response)
Main Lafrentz & Co. —_ — —_ — — —_— — —
Its Clients.............. 1 0 0 0 1 0 0 0
Peat, Marwick, Mitchell & Co —_ . — ° - . — .
Its ClLents...vuuunnnrevenesrireresnnn, 3 5 7 2 2 2 1 1
Price Waterhouse & Co, . — o [ — [ — — —_
Its Clients 10 9 0 4 0 o] 0
. — — — —_ _ — —
p— ® -— — p— _— —_— —
Touche Ross & Co. ° — — ° — ° —_ [}
Its Clients., 0 1 4 0 0 0 1 0

(a) Accruals for loss contingencies from ex
permitted in the Statement only if expro,

(b) The “sponsoring organization” designation Ior these comment letter positions is for convi

present the majority view of each organization's r
do not represent the views of the organization as such or th

preface to this exhibit, these positions re;
except as stated in the preface,

propriation of foreign assets were
priation is “imminent”,
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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 te 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 r#flect 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.

B-12
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Issue No. 3: Should the Board establish accounting standards for start-

259

4. Twenty-four major busines
Statement; eighteen agreed

5. Tw ) - .
;I};ei(; zzcl:ic:nutrsmrr;g ﬁrr:;§ took positions consistent with those taken by the majority of
ir ¢ Sponding; one firm took a position in i i
majority of its clients responding,. P Fonsisient with those of the

Issue No. I: Should a develo i
_ pment stage enterprise apply the same fi i i
and reporting standards as an established operating enterpn'se‘?e nencial accounting
FASB Position in ED: Yes
FASB Position in Statement: Yes

1. The Analysts Federation, AICPA and
4 FE .
Statement on this issue. Iagreed with the

2. The four academic commen
Draft and Statement.

s corporations disagreed with the Exposure Draft and

Exposure Draft and

tators that took positions split evenly on the Exposure

3. The eight major accountin

firms that iti i
Draft s g0t accc g at took positions split evenly on the Exposure

4. Nineteen major business corp
ment; fifteen disagreed.

. . . .
Three accounting firms took posttions consistent with those taken by the majority of

their clients responding; tw it
ir ¢ _ ; two firms took positions inconsis i :
majority of their clients responding. fent With those of the

Issue No. 2 Should development sta
financial accounting and re
enterprises generally?

FASB Position in ED: No :
FASB Position in Statement: No )

orations agreed with the Exposure Draft and State-

ge enterprises in certain industries be exempt from the
porting standards to be applied by development stage

1. No sponsoring organizations or academic

issue. commentators took a position on this

clients responding.

3. All twenty-two maj i i
jor business corporations that took iti i i
Exposure Draft and Statement, positons disagreed with the
up costs and similar

costs before prescribing accounting standards for development stage enterprises?

FASB Position in ED: No
FASB Position in Statement: No
1. The AICPA disagreed with the

2. All nine major accountin
Draft and Statement.

Exposure Draft and Statement on this issue,
g firms that took positions disagreed with the Exposure

3. The four major busi i
) Siness corporations that took positi i i
Exposure Draft and Statement. positons disagreed with the

4. Three accounting firms took

0sitin i i ir cli
responding, p n$ consistent with those of their clients
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: ‘ FASB STATEMENT NoO, 8 i
‘ j “ACCOUNTING FOR THE TRANSLATION OF FOREIGN CURRENCY i
No. 7 ' TRANSACTIONS AND FOREIGN CURRENCY FINANCIAL STATEMENTS?” :
FASB Statement No. - . (October 1975) .
“Accounting and Reporting by Development Stage Enterpris |
' Background !
(June 1975) ;
2. Certain 3-‘15'5“‘;:;"'5 Statement No. 8 specifies the method for translating foreign currency transactions and !
1. Same "":S’x'fr:";fs Costs First : foreign currency financial statements.. It eliminated aji previously accepted foreign currency }
Overall Reaction Standards . , translation methods and required that exchange gains or losses he included in net income !
Dis- No Yes No Yes No A currently except for exchange gains or losses relating to a hedge of an identifiable foreign f
Agree _agree Yes - — o - . currency commitment. Those exchange gai~ . o1 losses are deferred and included in the !
BE Draft b - il . — ° dollar basis of the related foreign currency tiunsactions, i
FAS Xposare Dralt...iiiiii. . — — i B !
FASBS . .
o . - Analysis of Responses to Exposure Draft
Sponsoring Organizations(a) _ . - — - _
o _ . — - - . — The responses to the Exposure Draft by respondents in the categories specified in the :
" e — U - - 0 preface to this review were analyzed with respect to the positions. taken on three major 1
FEI ) ) 2 2 0 0 0 issues:
Academici 1 9 0 . . ,
ing Firms . 0 4 4 4 : 0 N Issue No. 1: Should the modified temporal method be used in translatinig foreign currency
Major Accounting Firms ... . » . 3 2 K 4 0 transactions and financial statements?
Business Enterprise: = - - -
o ; 1. Yes
23 1 M = . o ‘
Toxr:arlmesponses z 2 L z = = o N . 2. Yes with Qualification* i
' | 3. No ' I
Major Accounting Firms and - .. ¢
Responding Clients _ . . - FASB Position in ED: Yes b
- . - 0 L
Arthur Andersen & Co....cvvrivnirensonae -; s ) 2 5 0 » FASB Position in S tatement: Yes
115 CHentS.ccuivevererissercsvnsoracssssssssans _ . _ - . ' .
Compan _ — ) - _0 o e ) 1. The Analysts Federation agreed with the Exposure Draft and Statement on this
Af;"“&‘@‘:"“"‘ ompany... i 0 1 . . issue; the AICPA, FEI and NAA agreed with qualification to the Exposure Draft, :
ts Clients ° — - ) £
Coopers & Lybrand ... soserees - ‘; ° : 3 0 1 0 2. Academic commentat9rs were split with two fu{ly agn:eeing w.ith t}_le Exposure Draft
Its Clients 3 _ . — and Statement, two disagreeing and one agreeing with qualification, ]
[ 4 - . . H
— b4 - 0 0 . . . . sor e :
Ernst & Ernst N i 2 0 ! 0 3. Five major accounting firms disagreed with the Exposure Draft and Statement, and :
Its Clients.......... [T . _ . _ _ .0 _0 four agreed with qualification. Only one firm fu]ly agreed. :
ins & Sells, - 3 0 . . . N . . . . . i
"*;:'(':’lsicm:“ 2 5 2 4 o _ 4. Thirty-eight major business corporations agreed with qualification; twenty-nine E
8 _ _ — - - - disagreed; ten fully agreed. »
J. K. Lasser & Co. ......... ;
Its Clients (no response) _ — ) - 5. Two accounting firms took positions consistent with those of the majority of their
Peat, Marwick, Mitchell & Co.......... - —3 ° 3 2 0 1 0 : . clf'ents responding; six took positions inconsistent with those of the majority of their.
Its Clients 3 : _ — - clients responding, i
. -
- . - l 0 . . . . 1]
Price Waterhouse & Co. ... T, s 6 0 Issue No. 2: Should exchange gains and losses be included in net income currently? ;
Its Clients . _ — — :
— —_— — _ 0 . . . I
$.D. Leidesdorf & Co. - , . X 0 0 0 » FASB Pos‘xt‘lon .m ED: Yes !
ItS CENLS covversreserirsssssssrissansssersresss 0 . _ _ . _ : FASB Position in Statement: Yes ;
Seidman & Seidman ......ou.euvsoniereneess - b - - . . . . ) . ;
Its Clients (no response) . N . Because the issue js relatively complex, a separate category is necessary to designate those i
» ltsClients (no — - - respondents agreeing with the basic principle but disagreeing with some specific requirement of H
- — - - 1 0 .
Touche ROSS & €O, .eonrrrreeesarrsesmmsnes A ) 2 0 4 the translation method. For example, Some respondents indicated general agreement with the !
f1s Clients 1 2 iions s for sonvéience only. As diseussed in the Exposure Draft but suggested that inventory be tranislated at the current rate, !
—_— ization” designation for these comment letter positions 18 for ¢ ding committee and, except as
. oring organization dc':slgnauon e . f cach organization’s responding T ', ‘ ‘
® ;'l:’efa;p::’n:h‘is exhibit, these positions o iew o ':310:‘ gln;:ri’oz acsa:uch or the views of its membership. ) & B-15 l
stated in the preface, do not represent the views of the org !
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The Analysts Federation agreed with the Exposure Draft and Statement on this
issue; the NAA disagreed.
One academic- commentator agreed with

disagreed. ‘
Three major dccounting firms disagreed with the Exposure Draft; three agreed.

Fifty-four major business corporations disagreed with the Exposure Draft and

“1e Exposure Draft and Statement; one

Statement; five agreed.
Two accounting firs:s ook positions consistent with those of the majority of their

5.
clients responding; two took positions inconsistent with those of the majority of their

clients responding.

Issue No. 3: How should changes in market value of unperformed forward exchange

contracts be treated?
1. 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
FASB 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
1. 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.

One academic commentator agreed with the Exposure Draft; one disagreed.

Seven major accounting firms disagreed with the Exposure Draft, six of which
recommended the position of the Statement; one agreed.

Twenty-four major business corporations disagreed with the Exposure Draft,
fourteen of which recommended the position of the Statement; two agreed.

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 inconsistent 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.

w

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.

B-16
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FASB Statement No. 8

[11 H
- :s::::;mtmg for the Translation of Foreign Currenc
ons and Foreign Currency Financial Stateme:ts”

(Octoher 1975)

_

1. Modified
Terk 2._ Exchange
—seed | Aditoncome __ Bucianet ontact_
Yes )
Yes Allow
. Yes  Qualr, om,
FASB Exposure Draft........... e & E ’E M:.e His;g- -
FASB Statement.... ' . _ — . B -
. — _ * . _
Sponsoring Organizau'ons( a) - ) - - -
AICPA ]
Analysts Federation . i - .
FEl.... : . _ : - - : -
NAA.. _ . _ _ n - -
Academicians , ; , N ; : - ;
+ 2 L I
Major Accounting Firms I : ' ] l . l
. 1
Business Enterprises 10 X : l l
38 29
' 29 5 54
Total for Responses Analyzed.... 14 46 36 0 . ] "
Major Accountj i i - - - - . :
Tifheco nting Firms and Respondmg B - - ﬂ 2
Alexander Grant & Co
mpany..
Its Clients.............. . e 0 p 0
............ 0 0 0 0 |
Arthur Andersen & Co... , ' . i . | .
Is Clients................ 0 P P p :
. 0 8 ’ 10 o 3 0
Arthur Young & Company ... ; i N i 3 i
IsClients............. S P p 0 3
..... 1 0 p
Coopers & Lybrand.. ‘ 2 i 5 i ' :
Its Clients........... I 5 % I 3 2
. l '
Ernst & Erngt i o l 5 ' .l :
Its Clients ... B B B 0 :
, — —_ —
Haskins & Sej) 3 . i : i i :
S CUCNES om0 0 P p o |
I 4 P B P N
Hurdman angd Cranstoun .. 3 , : | ;
Iis Clients............. T B o0 P I
e s 0 0 0
Main Lafrentz & Co... ' i i , : :) ’
Its Clients 0 N 0 0 p 0
...... 0 i 0 I 0
Peat, Marwick, Mitchel] & Co. , : ; i i |
Its Cliems ............... . X S 5 3 p 0
S e, 2 B PO
Price Waterhouse & Co... 5 3 2 7 i l ;
Its Clients P E % 3
6

Touche Ross & Co..
Its Clients.... ;.
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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 require 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 and 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 «:.come and taxable income in different periods.

Analysis of Responses to-Exposure Draft and at Public Hearing

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:

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 position 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 method would
allocate income taxes only with respect to financial statement/tax differences
arising from costs incurred after December 31, 1974.)

B-18
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e. Allocate taxes prospectively—*“net”

incom s

ences :r::i):les commencing ianuary 1, 1975 on the excess of timing differ

diffe g on or aft.er thar date over reversals of financial statement/
ences that had arisen prior to that date ) ent/tax

FASB Position in ED: (a)
FASB Position in Statement: (b) or (e)

Exposure Draft Responses

method (This method would allocate

l. Ihe Analysts l edelatloﬂ agree Wlth the Exposule ratt on thls 1ssue Otllel
g d ’
D f
Sponsoullg Olgalnzauons uldlcated they cou d not ]each a "lalollty p()Sltl()ﬂ Oor dld
l i

2. One C demlc
g
aca commentator a leed wlth the Exposure Dl‘aft, one IeCOlllmended a

3. Eight major accountin i
g firms disagreed with the E ; i
recommended a method adopted in the Stateﬁfen:posure Prafl two agreed; eight

4. Thirty-three major business cor|

porations di i
agreed; twenty.four oo COF sagreed with the Exposure Draft; one

ed methods adopted in the Statement.

inconsistent with those of the
method to be used.

In light of those res ‘
. ponses and further iderati
hearing and salictt oo ‘ consideration, the Board announced i
itional views. Thirty- i e B
D . Thirty-one of the parties respondi
teSu_mor:)e}s}p;atn;led btl(‘) the second solicitation of views, and twenfy-sev:r% tOrtehe Exgosure
Py at (;)):d ic hearing held on September 10-11, 1975. In most casez t;eﬂtt? g
reaondo & :dde ;n;s were thebsame as expressed for the Exposure Draf,‘t gu‘tqzw:' o
n accept i ) : d
orepondent . ptable alternative method and others dropped a second

Public Hearing

1. No sponsorin izati
& organization or academic
co iti
Exposure Draft at the public hearing. mimentators fook & position on the

2. Each method adopted in the Stat

' ement w 4 j
ing firme as recommended by four major account-

3. Twelve major business corp

. orations recomm :
Method oot oo oo ended Method b; ten recommended

o . ed at least one method not adopted in the Statement
- No acccunting firm recommen .

int ded a parti
by a majority of 1 SeomE particular method that also was recommended
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FASB Statement No. 9
“Accounting for Income Taxes—Oil and Gas Producing Companies”
(October 1975)
2. Transition Method (a)

1. Tax Exposure Draft Public Hearing
Alocation -
= Agree.
Yes Noo @ ®) © @) © @ B @ @ (@
FASB Exposure Draft...........ens s °* - - - - _ = = - =
FASBS o . — - ° — — e. — — — — —
Sponsoring Organizations(b)
AICPA ... . — () (¢) — — — — e - = —
Analysts Federation . e ® — . — - [ — - - = = e
FEI [ — o - - = -
Academician 1 0 ] 1 0 0 ] 0 0 0 0 0
Major Accounting Firms................. 10 0 2 5 [} 1 4 0 4 0 0 4
Business Enterprises 3 00 11 7 8 10 0 12 5 4 10
Total for Responses
Analyzed ...coovinnnrnnnn. i§ . ] _6 2 _’{ E l_4 4 _!_6_ _5 _ﬁ 1_4
Major Accounting Firms and
Responding Clients
Arthur Andersen & Co.......un...... . — —_ [} —_ —_ = — . — — —
Its Clents ....ucrecrerenrerveareensonenne 8 1 3 0 i 4 i [ 0 4
Arthur Youir & Company ........ . — [ - — — — — — —_ — —
Its Clients ....oeveenccvrernnrerecsniens 3 0 0 2 0 0 2 0 i 0
Coopers & Lybrand [} — —_ [ — — [ —_ [ — — —
Its Clients -4 0 2 1 0 0 2 1 1 1
Ernst & Efnst .....covvererceneenrsrernnees (] - - . — — — —_ [ —_ — —
Its Clients .....oveceeeniacnennsnsnrsens 2 0 0 1 1 0 0 0 0 i 0 0
Haskins & Sells... v ® — — — — — . — — — — .
Its Clients 1 0 0 1 1 0 0 0 1 1 ] 0
Hurdman and Cranstoun............. [ — —_ - — — [} — —_ — — .
Its Clients (no response)
Main Lafreziz & Co. ocvvvrvrrerreene. @ — — — — [ —_ - — — — —
Tte THENLS couvverneerrnenrsnrnrernenen 1 ] 0 [ 0 1 1] 0 0 0 0
Peat, Marwick, Mitchell & Co.... @ — [ [} — — — — [ — — -
Its Clients..... 4 0 0 1 1 1 2 0 1 1] l
Price Waterhouse & Co. . — — — —_— — . _ - = = .
Its Clients 1 [¢] 0 5 2 3 5 2 4
Touche Ross & Co. ° — — . -~ —_ — —_ — — —_ Y
Its Clients 1 0 0 1] 0 [} 1 20 0 0 0
Notes are on the next page.
B-20
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Statement No. 9
Notes to Table

(a) Severa respondents identi ed two or mory I{ ve methods as bein acceptab the alysis /| f
I dent: fi 'y
more alternati e h an ’lnc udes
B ptable, and y!
d
or

.

o h( b) The “sponsoring organization” desj
the preface to this exhibit, these position
€xcept as stated in the preface,

gnation for these comment letter sttions only, Cl
ition ly As dis ussed
po: is for convenience

ew of izati

A ﬁz each orgamzaluon"s responding committee and

nization as such or the views of jts membership, '
; X

S represent the majority vj
y vi
do not Fepresent the views of the orga

(c) The AICPA Accounu'ng Standards E

both methods a and b, Commiee was unabl

to agree on transition, There was support for
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FASB STATEMENT NQ. 12
“ACCOUNTING FOR CERTAIN MARKETABLE SECURITIES”

(December 1975)

Background

The FASB was asked to determine the appropriate carrying amount for marketable
securities .and was informed that an answer was needed as expeditiously 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 of limited 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 as.noncurrent assets. The Exposure Draft would
have required all .changes in the carrying amounts of the marketable- equity securities
sortfolio 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, AICPA 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 inconsistent with those of the majority

of their clients responding.

B-22
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Issue No. 1: Should marketable e

quity securiti i
lower of anoule ke oole € es be carried on the balance sheet at the

FAS3B Position in ED: Yes
FASB Position in Statement: Yes

1. The Analysts Federation AAA
, AICPA and i
Statement on this issue; the FEI disagreed. agreed with the Fxposue Draft and

2' I wo acadelnlc Commeﬂtatou agleed hlth the Exposule Dlaft a]ld State“lentv one

3. MaIOI aCCOUIltln ﬁImS were eveﬂly dlvlded on the Ex osure Dlatt and ‘>tatenlen
g
(5 to 5 )' p t

4- “111 ty-elght major bUSlﬂeSS COIpox ations dlsa leed Wlth the Ex osure I)I aft and
.l
g p

5. Three accounti
a .. .
tng firms took positions consistent with those of their clients

Iespondlng) ﬁ\e ﬁr"ls took pOSltlons 'lnCOHSIStent “lth those Ot the Hla_’ollt) Ot th 25

Issue No. 2: Should declines in market value below cost of marketabl

included in determining income currently? " cauity securities be

FASB Position in ED: Yes

FASB Position j
osition In Statement: Yes, where listed as current assets

1. ly «
] I
Ihe Ana Sts I edelatlon A CI A and AAA agleed Wlth the Exposule DI ltt on th-ls

. Fiv j i i
€ major accounting firms disagreed with the Exposure Draft; four agreed

. y-nme m. T 1 cor pOl ations dlsa Ieed Wlth the Ex osure [)l aft two
4 I went aJO bUS ness co
g p »

. g ﬁ ms t p 1tions n _] ty
) F()"l accountin rms ()()k 0s1t1o comnsliste, t wlth th()Se ()f the majori Of theu

p g) f p J )
chents Ies ondln our ﬁrms took ositions lnconslstent “uth those of the. majorit

6. Since the B i i iti
e azzrvde n;'ltogslfxi;)(: ;)ts pg;;uon grom the Exposure Draft to the Statement, as
X ossible to determine th i ’
rooribed. . ] _ _ € extent to which the thirty-
g ‘1,)6 e gtiec;:ssxf?el;i a; dlsagreemg with the Exposure Draft on Issue 2 ::)ﬁz sur
reognipree wit .t e Statement. However, most of them were opposed ©
& changes in the value of securities classified as non-current as]sgts e
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‘FASB Statement No. 12
~“Accounting for Certain Marketable Securities”
(December 1975)

2, All Declines
1. Lower of Cost * Included in
- Overall Reaction or Market Value Income
Agree-  Disagree Xe_s l& )(ﬁ N_o
° — ° —
FASB Exposure Draft : - . .o
FASB St
Sponsoring Organizations(b) . . 3 . 3
AAA — - : -
AICPA L] — : - : =
Analysts Federation [ . * s . .
FEl — * - .
NAA — — :
Academiciun 2 2 2 1 2
‘ 4
Major Accounting Firms 5 5 X .
38
Business Enterprises 3 38 2 38 2 29
1 35
Total for 'lesponses Analyzed ............... .2.—3 f_t_g I__ZQ 4__2 3
Major Accounting Firms and Responding
Clients
— [ ] R
Arthur Andersen & CO.....c.vunnverresienmnnssresorsennes [ —4 .o . ! ;
s Clients 3 ;
— ° — —
Arthur Young & COMPANY .........eeeeenevversressersseens — ; ! ; S .
Its Clients H i :
— [ ] _—
Coopers & Lybrand - 02 , | ) !
Its Clients I ]
— o —
Ernst & Ernst — 07 . g . y
Its Clients 0 :
— > —
Haskins & Sells — .6 . p ; g
Its Clients 2
— . — —
Hurdman and Cranstoun — Ol X . " 1
Its Clients 0

1. K. Lasser & Co. —
Its Clients (no response)

" Laventhol & Horwath " — — — — -

o |
[=]

s Clients 0 1
Main Lafrentz & Co. — — — — — )
1 0
Its Clients 1] ] 4]
~—— [ ) —
Peat, Marwick, Mitchell & Co. ......c.onveevrercecernnnnne [ —_ 00 ; , p
Its Clients 4 8
— [ ] f—
Price Waterhouse & Co. [} —-5- ol ; | ;
Its Clients 2
f— [ ] u—
Touche Ross & Co. ° —2 oo . ' )
Its Clients 0
(a) See Note 6 in the commentary for Issue 2. o ‘ ) .
(b) The “sponsoring organization™ designation for these comment letter positions is for con only. As in

preface to this exhibit, these positions represent the majority view of eac'h organization’s res.pondmg. commn;teeha{nd.
except as stated in the-preface, do not the views of the organization as such or the views of its members ip.
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FASB STATEMENT NO. 13
“ACCOUNTING FOR LEASES”
(November 1976)

Background

This Statement establishes accounting and reportin

g standards for leases, including
leverage leases, from the standpoints of both lessees and

lessors.

sufficiently extensive to warrant re-exposure. For purposes of this analysis, only the
Tesponses to the first Exposure Draft were reviewed, as it was felt that the letters of

eir preferences had little chance of being
adopted and, as a result, many letters of comment on the second Exposurz Draft were
limited to relatively minor points of implementation, -

Analysis 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 t

, o three major issues. In addition, responses
were analyzed according to respondents’ overall reactions to the Exposure Draft.

Overall

1. 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 Draf;

2

3 five disagreed.
4. Thirty-

5

six business corporations agreed with the Exposure Draft; 30 disagreed.

Three accounting firms took positions consistent with those of the

clients responding; three took positions inconsistent with those ofa
clients responding.

majority of their
majority of their

6. The FASB changed some provisions of the first Ex
expressed views of some respondents and also made ¢
their views and to the views of others. For example,

posure Draft to reflect the
hanges that were contrary to
though the 25 percent residual
, either as written or
ercent of all respondents ex-
th and substituted a criterion
nly 15 respondents included in
st respondents for prospective
to require delayed retroactivity,

with certain modifications, by approximately 55 p
pressing a view on them, the FASB eliminated bo
based on lessor recovery, which was suggested by o
the analysis. Also, despite the preference of mo.
application, the FASB changed the Exposure Draft
a suggestion made by only four respondents.

Issue No. 1: What criteria should be used, any one 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. ’
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2. The two academic co indi s .
(b) The lease contains a bargain purchase option. 3 . mmentators who indicated positions split evenly.
(c) The lease ;term “is-equal to 75 percent or more of the estimated + SEVen major. accounting firms disagreed. with the Exposure Draft; one agreed.
economic life of the leased property. 4. All but one of the 84 business corporations disagreed with the Ex osure Drafi
(d) The estimated residual value of the leased property is less than 25 5." Five major accounting firms .. . posure Draft.
percent of the property’s fair value at the inception of the lease. their clients respondiﬁg'r:;se tct)ol(kpos1t10p§ consistent with those of the majority of
L ; 0 i : Lo
(e) The leased property as a whole is special purpose to the lessee, i.e., it responding. ] 0% & position inconsistent with those of its clients
either cannot be used by anyone other than the lessee or can be used by : 6 1
someone else only through incurring excessive (uneconomic) costs to ! . En total, 95 of t!)e 98_r.espondents with a position on thijs issue disagreed with the i
. obtain, convert, relocate or operate the property. f re’;POS‘:;e Draft’s position. The FASB found persuasive the arguments by those
. | on i
(f) The:present value of lease payments to the lessor is greater than 90 - ab:ut o;:rt:tﬁ?gd 122;1:slu::tdbm dthelSta(tjem;nt that such supplemental information i
; e disclosed,
percent of the value of the leased property. those respondents sed, the position supported by virtually all of
~ FASB Position in ED: (a), (b), (c), (d) and (e) . .
' won ! . . ' ‘ Issue Np. 3: Should the provisions of the Statement be applied prospectivel
FASB Position in Statement: (a), (b), (c) with modification and () actively? Y or retro-
1. The FEI agreed with the Exposure Draft on criteria a and b; would have modified o FASB Position in ED: Prospectively -~ 1
criteria ¢ and d; and disagreed with criterion e. The NAA would also have FASB Position in St :
? .o at :
modified criteria ¢ and d. The AICPA disagreed with criterion d and advocated . January 1, 1977 ex;lent Appl}' prospectively to new leases entered into on or after
- ’ »_8pply retroactively with restatement for ears begi
criterion f. December 31, 1980; and dj ! . y eginning after
) » and disclose effect of retroactive application beginning with

2. One academic commentator agreed with criteria a through e; one would have financial statements for December 31, 1977,

‘modified criteria ¢ and d; four academic commentators advocated criterion f; two . I. The AICPA, FE] .

commentators advocated other criteria. Analysts Fe(ieratio :ﬁsgﬁdagreed with the Exposure Draft on this issue; the
3. Major accounting firms agreed with criteria a (2 to 1) and b (2 to 1); they ) 2. The three . o

disagreed with ¢ (2 t0 5), d (1 to 5) and e (1 to 3). In addition, seven firms . » Exposure De;;:i;:iemxc commentators whe indicated positions disagreed with the

recommended criterion f and four firms recommended other criteria.

3. Three maj i i :
4. Business corporations agreed with criteria a (34 to 2), b (32 to 4) and e (21 to 18). AJjor accounting firms disagreed with the Exposure Draft; one agreed.
They disagreed with criteria ¢ (15 to 22) and d (16 t0 26). If recommendations for 4. Thirty-seven business corporations agreed with th, . :
modifications are counted as general approval of criteria, business corporations 5 & e Exposure Draft; 10 disagreed.

- - : One accounti iti ; . \
agreed to all five criteria. Three firms advocated criterion f, and thirteen X .u'ntmg‘ firm t,°°k a position consistent with that of jtg client responding; two
took positions inconsistent with those of ’

recommended other criteria. a majority of their clients responding,

_ L _ ) 6. Despite the prefere ive i ;
5. When the response of each accounting form to each of the criterion a through e is with P nce for prospective implementation by 41 of the 58 respondents

compared with the responses of the majority of its clients to each of the criterion a Statexs erlx)to s;uon on this -is;uel; the FASB required delayed retroactivity in the
through e .accounti ms took positions consistent with those of the majorit .1 & suggestion made by only four respon i
rough e, the.accounting firms took p jority ] determine from the reg y pondents. It is impossible to reliably

of their clients responding in 11 cases and took positions inconsistent with those of .

the majority of their clients responding in 17 cases. would have supported that approach.

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. . : |
B-27 !
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FASB Statement No. 13
. “Accounting For Leases”
(November 1976)

Lo i S SRR

B i e

1. Lease C: H; Criteria
i Others 2. O Leases 3.
Overull Reaction First ED Criterion R ded on Fuce of B/S Prospec. Rc:.m-
e e @ @ @ @ @ 0 Ok Ye Ne e i
T A A A _ — ) — . —
FASB Exposure Dzaft (First) ........ : : :,: A f - * N M o)
FASB S —
. ST b
Spon:;z;gA Orgunizations (b) 3 B 3 3 o _ es90md) — B . . .
— — — [ ) —
: Federation (c)... — - - — = *
QE‘;lym o © - - A M M D — — — e :
NAA (] — —_— = M M - - — “= LJ
3
Academician 4 2 A-l 1 i [ ! 4 2 1 ] 0
’ D-0 0 (1} 1] 0
. M-0 0 1 0
3
i i 1 7 4 i 7 1
aj unting Firms.....ooseeeeses 4 5 A-2 2 2
Major Accounting Al , : ; ;
M-1 1 2 4 3
; ‘ : 10
' 16 21 3 13 1 8. 37
! i Emerprises ..oueuiseveerns 36 30 A-34 32 15
Business Eerp D2 4 22 2 I8
ML 5 17 14 1 _ _ o .
‘ 17
Tokat:x{lmfpfis:f .......... 46 37 A-38 36 18 18 23 15 19 3 95 41
‘ D3 5 27 32 22
R
Major Accounting Firms and
Responding Clients v
— — — ‘e — a
Alexander Grant & Company .... -— [ - - - - =
Its Clients (no response) .
— ® —
Arthur Andersen & Co.....ccvevenne —_ [} D D D D D IOO?(d) 04 . . p y
Its Clents ...uucecvensirersencnsrscaessens 4 6 A-S 5 3 3 2
D-i 2 6 6 5
M-0 0 0 0 [
—_ ) -— [ ] —_ ®(a)
Arthur Young & Company ......... — ° A A A A A ; 1 . y ) g
- Its Clients.. . 2 A-3 3 1 1 3
i D-0 0 1 1 [
"4 MO 0 1 1 0
: ‘ B o o B _
Ccopers & Lybrand, o —_ M -— D M 100%;;( ) ; , ; y ,
Its Clients 4 4 A-2 2 1 I I
D0 0 2 2 2 ,
M-0 ] 2 3 0
Response to
Ciriterion Coding
A = agree
D = disagree
i M = modify
1 Note: are at the cnd of the table.
- ’i_
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1. Lexse Cupl Criteria
Overall Reaction ’ ’ Others 2. O fag Leases 3, Implem
_— First ED Criterion R d on Face of B/S
Dis- Prospec-  Retro-
Ernst & Ernst. ] — A A A M D 100%(d) ~— — . - —
Its Clients 8 1 A-4 3 2 2 3 0 0 0 7 3 2
D-0 0 1 3 1
M-0 2 3 1 0
Haskins & Sells [} - —_ —_ M M M WN%(d) e — L —_ —_
Its Clients I 4 A6 6 2 2 2 0 3 0 11 6 i
.o D-0 0 5 5 5
) Mo 0 o0 o0 o
Hurdman and Cranstoun............. — o — _ D D — 80-90%(d) — L] — ] —
Its Clents ..oucvevervenrsenrrsasessssnees i 0 Al 1 0 0 1 0 0 0 2 I 0
D-0 0 0 0 1]
M-0 0 1 1 0
Main Lafrentz & Co. e
(no response) ,
1ts CHERLS «.cvorereervsrerernneisennes ] 0 A0 [ 0 1] 0 i 0 0 i 0 0
D-0 0 1 1 0
M-0 0 0 0 0
Peat, Marwick, Mitchell & Co.... — [ — — — D M 100%(d) — —_ [ — —_
Its Clients ....cueevvnrennirnessernecsens 8 7 A-5 5 3 3 4 0 2 0 14 4 2
D-1 1 3 4 2
M-0 1] 3 3 ]
Price Waterhouse & Co.............. — — — M M M M — o — — — -
Its Clients ......cooveervervnnrenrennsnnens 8 5 A-8 7 3 4 5 0 1 0 22 12 0
D-0 1 3 4 3
M-i 3 7 5 1
Seidman & Seidman.................... [ — -— — D D - [ —_ — [ - —
Its Clients (no response )
Touche Ross & Co, —_ — — — D b D — — — - —_ —
It CHENLS ccuvervrererrrersenesnenens 1 1 A0 0 0 0 0 1} 0 0 ! ] 0
‘ D-0 0 0 0 (]
M-0 0 0 0 0

(a) Delayed retroactivity. -

(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.
(¢) 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 impl ion of the St and did not explicitly agree with the criteria, it nevertheless expressed explicit
agreement with the Exposure Draft as a whole. ’

(d) The respondent recommends adoption of the criterion (f) (see issue No.

) 1). The percentage given is the respondent’s
recc dation for the perc ge of the value of the leased property to be recovered t

hrough the present value of the lease payments.

B-29




‘[‘\»«.»M

276

' FASB STATEMENT NO. 14

“FINANCIAL REPORTING FOR.SEGMENTS OF A BUSINESS ENTERPRISE”
(December 1976) '

Background

‘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
and, therefore, subject to examination by an independent auditor.

With respect to operations in ifferent industries, the Statement requires disclosure of
(a) revenue, (b) operating profit (revenue 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
foreign 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 =

I. 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 almest split on the Exposure Draft and Statement
(37 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 and 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. Two accounting firms took positions consistent and one accounting firm took a

position inqopsistent with those of their clients responding in opposition to the
FASB’s position.

Issue No. 2: Shoulq segment information be required to be included in complete financial
statements for interim periods?

FASB Position in ED: Yes

FASB quition in Stgtemgnt: Yes, but only in financial statements expressly described
as being in conformity with generally accepted accounting principles.

1. The Analysts Federation 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 accql}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 overwhelming majority of respondents took the position that
segment information should not be required in financial statements for interim
penod's. Although the modifications reflected in the final Statement are expected to
result in inclusion of segment information in fewer interim financial statements than
Wol'lld. 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 ihe Exposure Draft and State-
ment.

3. Eight major accounting firms disagreed with the Exposﬁre Draft and Statement;
one agreed. ‘ ’

4. Three of four major business corporations responding disagreed with the Exposure
Draft and Statement.

5. Tl“wo accounting firms took positions consistent with those of their clients respond-
Ing; one took a position inconsistent with that of its clients responding.
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‘Issue No. 4: Should disclosure of information about an industry segment’s assets be

required?
FASB Position in ED: Yes
FASB Position in Statement: Yes

The Analysts Federation, FEI and AAA-agreed with the Exposure Draft and
Statement on this issue; the AICPA disagreed.

One academic commentator disagreed with the Exposure Draft and Statement.

+ Three of four major.accounting firms responding disagreed with the Exposure Draft

and Statement.

Twenty-five major business corporations disagreed withsthe Exposure Draft and
Statement; fifteen agreed.

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

1.
2.
3

The Analysts Federation and FEI agreed with the Exposure Draft and Statement.
One acadeimic vommentator agreed with the Exposure Draft and Statement.

The six major accounting firms responding on this issue agreed with the Exposure
Draft and Statement.

Twenty-three major business corporations agreed with the Exposure Draft and
Statement; fourteen disagreed. ,

RN,

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)

1. Annual 2. Interim °3, Exempitan
Overult S . For Small Co.'s
FASB Exposure Drafi ) - . _ — .
FASB S ° _ o(a) — —_ .
Sponsoring Organizations(b)
AAA 3 — — — - — — —_
AICPA — — —_ — —_ [ .
Analysts FEderation wovummmmmmmseecomeememsmsnmmesson, L — —_ o —_ — .
FEI —_ — ] — . — —_
NAA . pu— — . —
Acad 5 (] 0 ! 0 0 0 0
Maujor Accounting Firms 7 0 [} S 8 1
Busi Enterprisc: 37 42 2 49 1 38 3 1
Total for Responses Analyzed ...covrrveronnne. 52 44 3 57 2 44 12 3
Major Accounting Firms and Responding Clients
Al der Grant & Company — ] —_ L] - (] ] —
Its Clients 1 0 0 1 0 0 0 0
Arthur Andersen & Co, . — — — — — - —
Its Clients 7 4 0 7 0 5 0 0
Arthur Young & COMPANY corvnerverernerinassinseriresoee . — —_ — - - . —
Its Clients 2 2 ] 3 0 5 0 1
Coopers & Lybrand _ — — ° — — . —
Its Clients 4 7 0 6 0 3 0 0
Ernst & Ernst — 'y —_ - — — . _
Its Clients 3 8 1 8 0 4 2 0
Haskins & Selis . — —_ — — — _ —
Its Clients 4 6 0 7 1 5 0 0
Hurdman and Cr: 3 — - — — . . —
Iis Clients 0 0 0 1 0 ! 0 0
J. K. Lasser & Co. L] — — . — 3 [ —
hts Clients {no response )
Main Lafrentz & Co. (no response}
Iis Clients 0 1 [} 0 0 0 0 0
Peat, Marwick, Mitchell & Co. . —_ —_ — — — ° -
Its Clients s 7 [¢] 6 0 7 1 4]
Price Waterhouse & Co. (no response)
Its Clients 10 7 0 10 [ 7 0 0
Seidman & Seidman . — — . — 3 . -
s Clients {no response )
Touche, Ross & Co, — —_ —_ . — . —_ [
Its Clienis t 0 t 0 o 1 0 0

(a) Position in. Exposure Draft was modified in the final

FASB Statement.

4. Awseis
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8, Major
Customers
. —
. —
. _
[} —
! 0
23 14
32 14
0 f
. —_—
2 4
2 0
2 2
3 —_
3 3
. —
3 2
. —_
0 0
. —_
! 0
4 0
5 2
(3 —
1 0

(b} The “sponsoring organization” des;

for these

positions represent the majority view of each or

's

these

letier positions is for convenience only. As discussed in the preface to this exhibit,

organization as such or the views of its membership,
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EXHIBIT C

COMPARATIVE ANALYSIS OF SPECIFIC STANDARDS OF CONDUCT

ORGANIZATION

FASB' (Members, Directors and
Deputy Directors)

FASBS (Staff)

U.S. Senate®d (Senators)

U.S. House of Representatives14
(Representatives)

SEC { Members)

SEC (Staff}

CASB ( Members and Stafl)

GAOQ (Employees)

Federal Judiciary's (Judges)

Obligations from
Former Employers

Prohibited except for
fixed, vested amounts and
annuities?

_No restriction -

No restriction, but see
XLIV 3.(c)(13)

No restriction

t specifically prohibited.
EJ:?: lsg C.F.R.200,735-3

Not specifically prohibited.
Scoc IgeC.F.R. 200,735-3

Not specifically provided.
Se‘; 4%.F.R‘ 302.35

Not specifically provided.
See 4pCc.F.R. 6.26

specifically prohibited, See
;lSQ:J.g.C. 455;yCanons 2,3 and
5. Disqualified if he or former
associate served as a lawyer
in the mauer, 28 USC,
455(b)(2); Canon 3C(1)(b)

PROHIBITIONS

Obligations to
Former Employers

Prohibited?

No restriction

No restriction

No restriction

hihited

Outside
Employment
or Activities

Employment prohibited4

Restricted 10

rall rahilgited. XLV.
g:::xeud ir)llcon?e limited to. IS%%{'
Senate salary (exceptions)??,

Earned income limited to 15%
of House salary (exceptions)2?
XLVIt

hibited, 17 C,F.R, 200.70; 15

Not specifically p
Scoe I"I’C.F.RA 200.735-3

" sroad

P
US.C. 78d(a)

Prohibited if outside activity is

« specifically prohib
S el 200,735-3

Not specifically provided.
Sc(:: 4pC.F.R. 302.35

Not specifically provided.
See 4pC.F.R. 6.26

t specifically prohibited. See
;izou.g.c. 455;yCanons 2,3 and
5. Disqualified if he or former
associate served as a lawyer in
the matter, 28 US.C, 455
(b)(2); Canon 3C(1}(b)

i tible'® with SEC em-
ﬁﬁ‘;’:@ix. 17 C.E.R. 200.735-4

Prohibited if outside activity is
inrcompatiblc‘ﬂ with  employ-
ment, 4 C.F.R. 302.38

Prohibited if outside activity is
inrcompmiblc" with  employ-
ment, 4 C.F.R. 6.30

Prohibited from practicing law,
28 U.S.C. 454, or participating
actively in any business, Canon
5C(2)

o A .

ORGANIZATION

*FASB (Members, Directors and
Deputy Directors)

FASB (Staff)

USS. Senate (Senators)

U.S, House of Representatives
(Representatives)

SEC( Members)

SEC (Staff)

CAS!; (Members and Staff)

GAO (Employees)

Federal Judiciary (Judges)

Arrangements for
Future Employment
Made While
Currently Employed
N0y Lmployed

Prohibited until notice of Tesig-
nation has been ivens; acade-
mic leaves allowed for Ditectors
and Deputy Directors

Two-month notice is preferred;
otherwise no restriction

Disclosure required, XLI 2.{R)

No restriction

Prohibited if Member artici-
pates in a matter in which the
prospective. future employer hus
g(‘.gnuncial interest, 18 US.C.

Negotiations prohibited if future
employer is panty to.a matter or
chiefly affected by it, 17 CE.R,
200.735-7(a); undertaking any
matter in which the future em.
ployer is even indirectly af-
fected also prohibited, 17 C.F.R.
200.735-7(b); 18 U.S.C. 208

D lified if pro
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PROHIBITIONS

Honoraria
Prohibitede

Prohibited 11

None in excess of 31,000 for 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
in!‘ormau‘on. 5 C.F.R. 735.203(c);
Ex. Order 11222

Prohibited if agpcamncc draws on
non-public SEC information or if
part of employee’'s officia) duties, |7
C.F.R. 200.735.4

if
future employer has a financial
interest in & “matter before the
Board, 4 CFR, 302.35; 18
US.C. 208

Disqualified  jr prospective
future employer has 3 financial
interest in a matter before the
Board, 4 C.F.R, 6.48, 6.49; 18
U.S.C. 208

Not sgeciﬁcally prohibited. See
§8 U.S.C. 455; Canons 2, 3 and

Prohibited j app e draws on
non-public  information; written
approval  required, 4 C.F.R.
302.38(b), (c)

Prohibitc.d if appearance draws on
nen-public  information: wiitien
approval requited, 4 CF.R. 63|

Permitted if no interference with
judicial duties and do not exceed
reasonablée amount; public  dis.
closure required, Canons SA and 6

Investments
—_—_aenis

No specific restriction but subject to
general policy against potential con-
fiicts8

No speciﬁc‘resuiclion but subjizct to
general policy against potentiz! con-
flicise

Not specifically restricted.
See Xrl)..Vl

No restriction

Permitted only if for “investment
purposes™ (held more than one
year); other restrictions1s, 17 C.F.R.
200.735.5

Permitted only if for “investment
purposes™ (held more than one
year): other Restrictions?s, 17
C.F.R. 200.735.5

Disqualified ir employee has a
financial interest in any matter be-
fore the Board, 4 C.F.R, 302,35; |8
U.S,C. 208; prohibited if appears to
conflict substantially with Govern-
ment duties, 4 C.F.R, 302,33

Disqualified ir employee has a
financial interest in o matter before
the GAO, 4 C.F.R, 6.26; 18 U.S,C.
208; prohibited if appears to conflict
substantially  with Governmen;
duties, 4 C.F.R. 6.24

Disqualified if he or any member of
his family has a financial i,

in the proceedings, 28 Us.C.
Canons 3C(t)(c)and 5C

rest0
455;

i
3

¥
i
{
¢
{
{
|
1
|
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ORGANIZATION

FASB (Members, Directors
and Deputy Directors)

FASB (Staff)

U.S. Senate (Senators)

U.S. House of Representa-
tives ( Representatives)

SEC (Members)

SEC (Staff)

CASB (Members and

Staff)

GAO (Employees)

Federal Judiciary
(Judges)

Use of Inside
Information

Prohibited?
Prohibited 12

No restriction
No restriction

Frohibited, 17 C.F.R.
200.735-3(a); Ex. Order
11222; 15 US.C. 78d(a)

Prohibited, 17 C.F.R.
200.735-3(a); Ex. Order
11222

Prohibited, 4 C.F.R.
302.32

Prohibited, 4 C.F.R,
6.23, 6.24(b)

Prohibited,
Canon 5C(7)
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PROHIBITIONS

Gifts, Entertainment, etc.
from Those Regulated

Not specifically prohibited
but subject to general
policies against potential
conflicts®

Not specifically prohibited
but subject to general
policies against potential
conflicts®

Prohibited, XLIII; bribery
prohibited, 18 U.S.C. 20!

Prohibited, XLIIL4,; bribery
prohibited, 1§ U.S.C, 201

Prohibited (exceptions)t?
17 C.F.R. 200.735-3(b)(1)

Prohibited (exceptions)1?
17 C.F.R. 200.735-3(b)(1)

Prohibited (exceptions)'?
4 C.F.R. 302.24

Prohibited (exceptions)2!
Canon 5C(4)

C-3

Appearances by Former
Employees of the
Organization

No restriction
No restriction

Lobbying prohibited for one
year after leaving office, XLV 9.

No restriction

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 matter 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 2
matter over which he had *offi-
cial responsibility” within one
year before termination, or if he
appears in any matter 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
matter over which he had “offi-
cial responsibility” within one
ycar before termination, or if he
appears in any matter 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 2
matter over which he had “offi-
cial responsibility” within one
year before termination, or if he
appears in any matier which he
personally considered, 4 C.F.R.
6.48, 6.49; 18 U.S.C. 208

No restriction

< LA L SR

ORGANIZATION

FﬁSB
embers, Directors and D
Directors) ne Depity

FASB
(Staff)

U.S. Senate
(Senators)

U.S. House of Representatives
(Representatives)

SEC
(Members)

SEC
(Staff)

CASBE
(Members and Staff)

GAO .
(Employees)

Federal Judiciary
(Judges)

283

PROCEDURES
Annual Speci
! pecific Body to
Questionnaire Advise on Con{iucl
Provided Provided
Provided; no disclosure of fi i i
information rema du.r\. of financial Provided
Provided, XLIV Provided, XLIV.2
Provided, XLIV Provided, XLIV
Provided, Ex. Order 11222 Provided, 17 C.F.R.
200.735-Is

Provided, 17 C.F.R. i

ds . Provided, 17 C.F.R.
200.735-11 200.735-15
Provi .
361:2>Y’;ged. 4CF.R, :l;(l)'gv:;ded. 4C.F.R.
Provided, 4 C.F.R. i
6.20(},-16.%4 4C.F.R grso:;vlded. 4C.F.R.
Not Provided Not Provided
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NOTES

1. 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

amended December 21, 1976).”
I 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

excepied.
| 4. Members and Directors 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.
B 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 or 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;

kRl

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 available publicly.”

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 his 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).

C-5
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10. The rule states,

13.

14,
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“Each i
he activiisofthe Sandards arg: g aps sS40 i ull usngs ime 1o
orvities , | engage in any outsid ivi i
oy o ; t\;\:tf:) rtl:; g:;fr‘o:m;nge of hlS. dut{es to the Standards }}3,oa.'d, :ra;tfi}g}tlyi‘:}:sh
Stenanay B;ard, pear ,(1)1 ‘ e [l,n conflict wnh.the staff member’s responsibilities to th:
the Standung o B < thcm (;.r of the §taﬂ” Is urged to consult with the Chairman of
o i activity o e ear lest po§51ble time if he feels that he is involved j
Y Which might conflict with his responsibilities to the Standards eBo::-dag

The rule states, «
‘ ‘ » “Staff members may accept reimbursement for out-of-pocket expenses

The r «

o Lil}:eeiizzf;es Memb?rs o_f the staff shall not, directly or indirectly

Gisolose el in _a: Situation to benefit personally from, or, dire::

duicey, o e avai able to othe:rs (other thap ag required by their
'), any information wl?lch might be regarded as material relatin

use or otherwise
tly or indirectly,
employment and

commodity futures;
ad any registration
& securities of any
s b.roker, dealer or
gation.

repi . . .
: I0.135‘13sttered publ.xc utility holding company, investment com an
stment adviser; or securities which are involved in any in}:'esg

I . CeL
dr;;(l)mpanbh? acn_v.mes include employment or association with a
Gea ker_, publ_lc‘ utility holding company, investment company o

in which any government may be signiﬁcantly intereste

C]cates, or appeals to crea llltelesl alld elnployln
te a COnﬂlCt 01
»

ny registered broker,
T Investment adviser,
d, employment which

I 'luanClaI interest means ow nelSh]p 01 a legal or equltable Hlte[est, hO“e VeI Snla“’ Of
active pal th1patloll n the aﬂaus 01 a palty- EXCepted are OWllerShlp n a nlu[ual 1ulld,
plc \1ded theJudge does not paI t‘lClpate in “la“agenlent, ow “eISlup b) hOldlug pOhc‘les
01 a ""’nual ulSUIance Conlpaﬂ): depos'lts in a ﬂlutual savings aSSOClanO" and hOldulgs

g
0‘ goveln"le”t Secuutles, plOVlde h t X h pl‘ d ngS d nots bS a Iy
d the outcon £ Ol the oceedi O not su t lltlal

aﬁect the Value Of the lﬂtelest a“d omces f e(lll(fall()]lal lell 10us a
m . . I
3 Iy g ) Ch rltab]e, fraterﬂal
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: is fami iding in his household.
i i i bers of his family residing in .
i ibition applies to judges and mem ' 1 : e by
2 }]i‘he pi?oh:: ltare nI::de for gifts incident to, pubhc‘ tesUmoqxa;lsl; boi(::]s}ty g)ﬁs 3 oy
xfj'ph ;«' invitations to" bar-related functions, ordinary socia .os;t)ions n,‘ade  from
pul t;s 2 Yvedding or engagement gifts, loansvfrom_ lending ms.t;‘ttu e e nttod
r,e: . lv: czoﬁrse of business, scholarships and fellowshlps.' Other gifts, be.f e e
?-gu‘ ih se whose interests have not come and are not likely to come .
roni tho ‘ ‘
i disclosed publicly. .
ny gift over $100 must be ‘ . s olans of
‘t‘,ll;t fneydgincome” does not include pensions, proﬁt-sharmg or s:;)::c b p
- am?)unts not “significant” received from famlly-cortl)tro:(led ax;;l:se inc;)me from family
i i ” include book roy s _ '
i from “outside earned income ,  from family
% Eﬁg;::ls(s):: arnd partnerships (provided Senator‘s’ servxcest ar;l t:ro;stmf;ﬁts d)i,vidends,.
i ins 9 ing i ty or investments, Y . di
ains from dealing in proper! dividends,
p}r 'Oduc;nga)x;nguities and buy-out arrangements not related to future profitab ty
aliinony,

enterprise.

N
i i i 1 Policies to
The FAF’s Trustees have recently directed its fommltt;:vgthzi;i%n?;e Solictes t0
; ici i the Trustees
evi isti nel Policies. In particular, ( ' nmitec
to con %msnnrgepzirs::ment that FASB members and staff du_'e.ctors sched}xle alal nlgv::; e\ipt 0%
even i nelarxta:zria\(]l ones; specific limitations on certain securities translai:ll;;nswnh e
’ .
erin ;‘?clm non-family members; and adopngn of a more gineirt: e with respect to
glottsantiallconﬂicts of interest. The Committee is expected tc make
gleeting of the FAF Trustees later this spring.
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"EXHIBIT D

THE'RECORD OF THE FASB AND THE ACCOUNTING
PROFESSION IN SETTING ACCOUNTING 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

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 30-April 1 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
reporting.  As examples, the Study claims that the FASB and its standard-setting
predecessors have not dealt with the significant acco:

-iting issues, have not eliminated
alternative accounting practices, have not developed obir stives of financial statements or a

conceptual framework within which all accounting standards may ve established, and have
protected the prerogatives of “special interest groups, "*

accounting and

~This Exhibit examines the record in relation to these charges.

IL Table of Statements, Interpretations and

Discussion Memoranda Issued and Public Hearings Heid
by the FASB and Current Projects

Statements of Financial Accounting Stardards

No.1 —Disclosure of Foreign Currency Translation Information—Issued December
1973

No. 2 —Accounting for Research and Development Costs—Issued October 1974
No. 3 —Reporting Accounting. Changes in Int

No. 4 —Reporting Gains and Losses from Extinguishment of Debt—An Amend-
ment of APB Cpinion No. 30—Issued March 1975

No. 5 —Accounting for Contingencies—Issued March 1975

* See also Exhibit B as to the independence and objectivity of the FASB a

s evidenced by tha apalysis
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 3
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. 11 —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 —Financia! Reporting for Segments of a Business Enterprise—Issued Decem-
ber 1976
Interpretations
No.1 —Accounting Changes Related to the Cost of Inventory (APB Opinion
No. 20)—Issued Jure 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 v
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
Mo. 15 —Translation of Unamortized Policy Acquisition Costs by a Stock Life

Insurance Company (FASB Statement No. 8)—Issued September 1976
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—Clarification of Definitions and-Accounting for Marketable Equity Securities

That B \
B ;17 ecome Nonmarketable (F.{\S]? Statement No. 12)—Issued February

—Applying the Lower of Cost 6r .AM'arket Rule i i i
Statements (FASB Statement No. 8)—Issued I;JegrdgryTlrgr‘;glated Financial

—Accounting for Income T i i ; ~ -
—Issued March 1977 o 1 Imefnm Periods (APB Opinion No. 28)

Discussion Memoranda

An Analysis of Issues Related to Accountin
Similar Costs—Issued December 28,1973

An Analysis of Issues Related to Reportin the Effe
in Financial Statements—Issued Felﬁuawgl 5, e1 97: s

An Analysis of Issues R
February 21, 1974

An Ana
1974

" An Ana

Enterprise—Issued May 22, 1974

g for Research and Development and

of General Price-Level Changes

elated to Accounting for Foreiga Currency Translation—Issued

lysis of Issues Related to Accounting for Future Losses—Issued March 13

lysis of Issues Related to Financial Reporting for Segments of a Business

Conceptual Framework for Accountin ‘ i i
" Ac g and Reporting: Considerati
the Study Group on the Objectives of Financial Staterﬁents——lssur:d ?Sn(:efgh‘lag;ipon of

An Analysis of Issues Related to Accounting for Leases—Issued July 2, 1974

An Anal
21, 1975

An Analysis of Issues Related to A i
Plans—Issued October 6, 1975 ccountin

Accounti
1976

ysis of Issues Related to Criteria for Determining Materiality—Issued March

g and Reporting for Employee Benefit

ng by Debtors and Creditors When Debt is Restructured—Issued May 11

An Analysis of Issues Related t i i inati
Intangibi of Losu Augustel 9,01 gfgounnng for Business Combinations and Purchased

An Analysis of Issues Related to Conceptual Framework for Financial Accounting and

Reporting: El i i i
Delc)embegr ) ]9e71761ents of Financial Statements and Their Measurement—Issued

- An Analysis of Issues Related to Fj i
Industries—Issued December 23, 119‘17216n cial Accoun

ting and Reposting in the Extractive

Public Hearings
Number of
Subject by
. l_)aﬁ Presentations
Account'mg_ for Research and Development
and Similar CoSts.........o.vvveremsresr March 15, 1974 14
Reporting the Effects of General Price-Level
Changes in Financial Statements............. .. April 23-24, 1974 23
Accounting for Contingencies ....................... May 13, 1974 19
Accounting for the Translation of Foreign
Currenqy Transactions and Foreign Cur- '
rency Financial Statements .................. . June 10-11, 1974 15
Financial Repprting for Segments of a Busi-
ness ERerprise .......ouvvuvemeeeevemereoooo August 1-2, 1974 21

%

et e SR R ST

T

.. OO A e e P

T T




290
Number of
Oral
Subject ' Dates Presentations
1]
Conceptual Framework for Financial Ac-
ch::inll)ting and Reporting........cccocvenernecsiveeerennes September 23-24, 1974 2;
Accounting for Leases . . ... November 18-21, 1974 3
i Taxes—Oil and Ga
Acﬁ?ggfgﬁgfgror{?;:nni]:s September 10-11, 1975 27
Accounting for Certain Marketable Securities. December 8, 1975 20
i t in a Troubled Loan ,
ReSslttrL?:ttxlgrllngOfaDebm ............................... December 12, 1975 5
i ing for Employee Ben- ‘
Acgg:x;&rg,;andRepomngpy ............. February 4-5, 1976 23
Criteria for Determining Materiality ................ May 20-21, 1976 16
Accounting by Debtors and Creditors When
Debt is ReStructured.......eoeeeeveereerreesresseerenees July 27-30, 1976 3;
Prior Period Adjustments..........c..ccu.... October 15, 1976 1
Financial Accounting and Reporting in the )
acti i cresssesseresenaneeneeess - March 30-31 and April 1
Extractive Industries.............. e d 017 —22
Total .....coevennenen. 322

\

Current Projects

Exposure Draft of Proposed Statement of Financial Accounting Standards

Accounting by Debtors and Creditors for Troubled Debt Restructurings—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 issues (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, (FASB
Statement No. 3) :

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

* Ciassification 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 JSor 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 1 was omitted because: Statement No. 1 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. 11 only amends the transition method
in Statement No. 5, :
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Statement No. 3—“Reporting Accounting Changes in Interim Fina;(l'cial St:ézz:::i.:;g
i i f this Statement, management making an )
December 1974. Prior to the issuance ot th e o during the
i ¢ interim period of an enterprise’s fiscal y .
change in other than the first in : i fscal year (S8 eriod the
i fiscal year) included in net n 1
second, third or fourth quarter of the _ com e O e B e
i In general, the cumulative € 4 .
mulative effect of the change. . Ry
th'éounting method is the difference between net income (a) as reporgad. usznli :;?n i
method of accounting, and (b} computed as if the newly adopted method wer

ptior years.

‘ i i in net
Statement No. 3 requires that the cumulative effect of ;he ct;lan%; bte ;rlt(l:::ciicz nngle 0en
i 0 1y
i j i i f the year of change. Further, the effec :
income of the first interim period o ' i the clfect 0 fing the nowly
in the pre-change interim periods by pp
the current year must be recorded in nterir ‘ new
adopted aczounting principle to those pre~cha_nge. interim periods. Thfdrgzurl;ade 10
eliminate the option of choosing ¢ interim period in Vyhxch'a chaqge wou b e
then including the cumulative effect of the change entirely in net income

period.

. . »
Statement No. 4—*Reporting Gains and Losses from Extmguzshmelt;t of ll)ebt. Mma.;cnht
. i rly repay
i i t No. 4, gains and losses from the ea ‘
75. Prior to the issuance of Statemen . 4, : n
f)? djebt were included in ordinary income with little or no separate disclosure of the detail
of the transaction or the related income tax effects.

. . of
Statement No. 4 requires that the aggregate of gains and losses from e)itx?gr:luesrtltm:?t o
. i ate
i i tely on the face of the income s .
bt, if material, be shown separa ‘ an
2§traordinary iter;x net of the income tax effect. It also requires t?a; the t;a;l:fecté(;?n e
i aggre
i ffect and the per share amount ol the .
described and that the income tax ¢ ( 1 aggregate B )
i the income statement or in a no
be shown, either on the face of at _ !
ls(t)zsi:emems Thus, Statement No. 4 improved the ability of users of financial statements t
determine the components of a company’s earnings.

i 7 i nt
Statement No. 5—“Accounting for Contingencies.” March 1975(.1 'lI‘hls er(:fK:e:\liss
: . . SS
imi iversity i to when an enterprise must recora a 20
eliminated the diversity in practice as r record @ o et from
it i i tement, some enterprises accrued es R
contingency. Prior to this Sta 5 rued e e nilar
i i i rior to the occurrence of a loss,
contingencies by a charge to Income D Sy
circumgstances other enterprises accounted for the losses only when they actually occ

- - L ;
Statement No. 5 defines a contingency as an existing condmen., suuauonwc;j svevth :n

circumstances involving uncertainty as to possible gz;m or lgss that ;;Uf;)rel Cr)z:ofmm when

' fails to occur and permits accru ‘

one or more future events occurs or ] ol o s been
i it i le that an asset has been impaire

contingency only when it 1s probab e

incurregd aty the date of the balance sheet and the amount of the loss can be reaso y

estimated.

. . ified
Statement No. 5 also prohibits reserves for general contmgena;:; totr :lzzyt);clgies
: i i ate .5,
i i ot occurred. Prior to the issuance o
business risks or for losses that have n :  the 12 ‘ o>
i i elf-insurance reserves,
i ies were permitted, including s
reserves for a variety of contingenc ' e e o
, i erves on foreign exchange transactions, 1
reserves against general losses, res : 1, CALEOD e e
i s for future repairs, plant conve R :
ceserves of casualty insurers, and reserve f : e
: i eductions, and the like.
ini tments, future costs of work force r .
relining, future losses on nves R : : ctons, an A er &
i by discretionary charges to oper ,
The accumulation of these reserves Dy diS | ral o
number of years, and the charging of significant or recurring lo‘s‘ses aga;\xpst:)hese rese
had the effect of reducing fluctuations in earnings (often called “smoothing”).
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In connection with the Study’s contention that the FASB 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 excluded
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 enterprise 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. as.current liabilities, b)

classification as long-term liabilities, and:c) presentation as arclass of liabilities distinct from
both current liabilities and long-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 substantiai 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-:against 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 Translation 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 criticistn from business.

Statement No. 8 specifies the method for translating foreign currency transactions and
foreign currency financial 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 fo'r exchal'lge gainsAaind
losses existed in practice. In addition to those divergent practices, 11.1terf1atlonal busme§s
activities of U.S. companies had expanded rapidly after the publication of the basic
accounting pronouncements in this area, and the intema‘tiona'l 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—Qil and Gas Producing Com-
panies.” October 1975, Statement No. 9 was issued to provide new accounting stz‘i‘ndaf::ls
required as a result of the passage by Congress of the Tax l.leform Act of 1975 (the. Act”).
Among other things, the Act substantially reduced or eliminated percentage depletion as a4
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 recordl_ng of deferrf:d
income taxes for intangible development costs that oil and gas producmg 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.ceed
the amount of costs capitalized and amortized in the financial statements (sometupes
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 enterptises must record
deferred income taxes for intangible development costs and other costs of .exploratxon fgr,
and development of, oil and gas reserves entering into the detefminanon of ﬁnanct‘lal
accounting income and taxable income in different period§. Oil'and gas produc*ng
companies that the Act still permits 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 deferrefi taxes to be
recorded. The Statement permits oil and gas producing companies to adopf .mteljperlod 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 bqth
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 diﬂ'erer}ce between
cost and market value being shown as a 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 existipg
accounting 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 standards 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 iease. :

Over the years the /Accounting Principles Board had issued several Opinions and the
SEC had issued several Accounting Series Releases as to accounting by lessees and lessors.
Despite these Opinions ond 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 which transfers substantially all of the benefits
and risks incident to the ownership of property should be accounted for as the acquisition of
an asset and the incurrence of an obligation by the lessee ang as a sale or financing by the
lessor, All other leases should be accounted for as operating *eases. Criteria are specified
for determining whether substantially all benefits and risks incidess to ownership have been

transferred. Special provisions apply to leases of land, sales and leasebacks, related party
leases, subleases and leveraged leases.

This Statement has received a great deal of attention, even though it has only been
issued izcently. For example, the Interstate Commerce Commission and the Civil
Aeronautics Board have already announced that they will adopt it in its entirety for
purposes of carriers and air carriers subject to their respective Jjurisdictions.

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, or identifiable 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 is 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, authoritative accounting literature did not require com-
prehensive reporting of segment information in an enterprise’s financial statements,
although existing pronouncements required 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 public interest.
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B. Interpretations

i i ‘ ts of
FASBR Interpretations are issued to.explain, clarify or elabora;e.?n I;iil:g:::;;nen oo
inanci i d the pronouncements of IS T
al Accounting Standards and the Proit ents cessors
frll?:rl;)crletations- eliminate or severely restrict differing.applications of the relate g

standards or practices.

. L - on No.
For example, FASB Interpretation No.-1 interpreted ftihfj cntertx: u‘n) giBﬁ(‘)a;:mtﬁe M.
: . .
i i must be justified on the _ :
uire that an accounting chapge i : _ ¢ new
igc;?lni?x?g method is preferable and will constitute an -1mprov§men; in ﬁenancxal rep g
tax savings alone are not adequate justification for an accounting change.

Ancther example is FASB Interpretation No. 3', which the Board li{slssv.xlid Sl?l("}i:szi::;
pa&&age ;;f the Employee Retirement Income Securx;xty Act. ofple9n7;itoI(IECOSt r)e.sumng oarc
i B Opinion No. 8 so that any-change in cost "
| u:)trflrll))lriit:ge v/:llt,h theri)ew Act would be recorded: when the plan became subject t0 the Act’s
ye

participation, vesting and funding requirements.

D ini found
In a case involving the application of ’AI—’B 'Opuég):i:itli\g;s16F%Bll’i;t;kr‘;rg(;?;:n oung
ds were being used to recor certain acqis . . ion No
t:;c:ctt:g ?\Ztﬁ:e Sof one metﬁod before its use became widely accepted, thereby eliminating
I

an alternative practice.

i i e Taxes in
The FASB’s most recent interpretation, No. lf%, .“Accounungl‘ fo;n:?:o;;ﬂerences in
Interim Periods”, also demonstrates the Board’s wnllmgnes§bto tehlm mate Qe arion
’ . . . 3 e g
i imi Interpretation No. 18 describes enera
ccounting for similar situations. AN tion Na ; el o
?)f imerimgperiod income taxes and its application 1n specific complex situations

C. Summary of Significant Current Proiects

1. Cbnceptual Framework and Objectives

i i ly the

A recurring theme of the Study is that the z}cco.unung professxontz:;;l fl_rr;onrlee \rvi;:rei:;, S{thin

FASB have failed to prescribe a clear set of Ob_)f.BC[lVCS and a cfoncepn O raes

hich further improvements in financial accounting and reporting ca . . o
:o lflot take into account the substantial progress that the Board has made, pa

the past year. » .
The history of the accounting profession’s efforts to establish a more logical concep

i i i ior to the
basis for its principles and standards mchfdes (a) two 1mp;l)rtgnta rs(;u;i:::e :trl;ohas Ihe
establishment oF 8 B algd (4b z‘gzlaii:?:r:cg;r;t)f Zlﬂ; Xlrf:olneting Principles Underlying

ment No. 4, . c ; lerl;
;?::;cvilaiyétgle)r?lgfsteof Business Enterprise§,” was issued by the ‘Agcoll:ln:}l:;%sft’;zizfi
Board in October 1970 following work extendmg_ over a ﬁve-'year ;;]e:z n.vironmemal ment
the APB (i) discussed the nature of ﬁx.l'anmal accounting, t vironmen o,
. R d the potential and limitations of acc?untmg in providing : o
"'muemi:iu)lgslltl,gztelsted objectives of financial accounting and t:manctal stdten}ex; a;ure b
:;;rcl:’usged the basic elements of financial accounting, {iv) emphakslxzehd ;&rx:e ggxrlgcstatemem
accounting, and (¥) set L pr0posali“fi‘<:lr f;:?nr:lpcl}:s"iﬁzst wncl;ree geilerally accepted at the
I;;: "‘I(‘z;\se %‘gf:tcé:sgir’l’ 25;:‘ (x)xsoet Z(:?‘l;)pin%on” of the APB, however, so members of the

profession 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 to 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.

Before the Trueblood Report was issued, the FASB was established. On April i, 1973
the Board placed on its initial technical agenda a comprehensive project to identify the
objectives of financial svatements 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 Concepiual
Framework for 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
Praject, 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, (ii) 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 genéral 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 1875 (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 Conservation 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 ,SCussion of certain of the mor

specified by the Act. At the request of the SEC, the FASB also included in its Discussion , , Improved accounting and l'eportine *SIgmﬁcam APB Opinions apq their confrimme:

Memorandum a series of issues developed by the SEC in connection with its responsibilities APB Opinion N ) & ontribution to

under the Act, and the FASB expects to issue a Statement of Financ}al Accounting This Opinon mZd a: 8.— ‘Accounting for the Cost of Pens.

Standards prior to the end of 1977 on which the SEC may rely. Representatives of the SEC, : increasing signif. € a Significant contribution to accoumslon Plans.” Novemper 1966.

the Federal Energy Administration, the General _Agcountmg Office, the Cost f\ccountmg 3 operations of manaﬂge qf pension cost in relation to the f r::g llierature In view of the

Standards Board and the Federal Power Commission, as well as one committee of the ! pension plans, acce};) tﬂl:)sl?zistizr‘];hls Opinion establishes the rbl:;lsé:c ggjf,t;or; and results of

losses, . uanal cost methodg nung method f

fing &he period of

Congress, have observed the activities of the FASB’s task force on this project. Public
hearings were held on March 30-April 1 and on April 4, 1977. Apart from the national employment )
significance of accounting and energy data compilation in respect of oil and gas producers, and prohibits accounting
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.

for pensions
In ii on a pay-as-yoy. )
a°C°“"t;;gghtro(;f;::sgamment of the ERISA legislation | YouE0 bass
costs and is considerin :
& accounting for em
ployee benefit plans

APB Opinion No. 9«
- 9—"Reporting the Resul;
is of Operations, » Part
A ~—“Net Income ang

the jrealmen’ 0, ExuaO)dInaIV 116”15 and | rior 1 eriod J‘d’usune‘“s s DeCel“bel ‘S66, ana
f

3. Other Significant Projects
Of the other projects on the Board®’s current technical agenda, several are also matters APB Opinion No oirao
No. 9 raade o . ;- — Repor{zng the Results of Operations” J

. gntficant contribution by eliminau‘ng an alt » June 1973. Part of

of priority and of great significance in the improvement of financial accounting and
. f permitt .
: ed an enterprise to exclude significant items fro
m

he FASB js Currently reassessing

reporting.
For example, a project receiving national attention is the Board’s project on Accounting net income
This project has evolved .

P 10T to Opuuoﬂ o. ¥ Iy N
T N ‘g" e'xtlaoldi“a ltellls
pIIOI peIIOd ad_’us“"eﬂts Clteﬂ were C]lalged or
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by Debtors and Creditors for Troubled Debt Restructurings.
because of the many loan restructurings involving the nation’s financial institutions. The
significant increase in restructurings resulted from the economic recession and inflation ~ view as to thi me statement. Opinjon ;redlted directly to stockholders® equit
affecting the economy in recent years and the attempts by the City of New York to resolve adjustm 0 this practice According to one viewpo to . ? resolved a considerable diversity 0¥'
: ! ents were required . Int, if extraordinary j
‘ of “net income” asz meato be included in net income for a Cummrgext_etgs (})f Signaeniod
Tiod, the significance

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
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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 period should r
. . . . . i € H

issued a Discussion Memorandum in May 1976. The Board received nearly 900 written extraordinary | :::‘:Cte :ll items of p{-oﬁt and loss recoggxl;:gs;zat net income for a current
responses to its Discussion Memorandum, and heard 37 oral presentations at four days of 9 akso requires th;t cept for certain limited prior period adju ring the period including
public hearings in July. In December 1976, the Board issued an Exposure Draft coverin'g operations and be Shoi‘:/(rtlraordmary i}ems be segregated f‘rJo ;tmtint& APB Opinion No
The public amounts be disclosed S€parately in the income statement and (:harlistulits of ordinary
! . €Ir nature and

accounting by both debtors and creditors for troubled debt restructurings.

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. APB Opinion No 30 addresse d
. . . , \ i j after the issuance of Opi certain differences of opinion th
thle the FASB actgd prompt_!y in 1974 to issue an Interpretation to prevent divergent i item. It provides th Pinion No. 9 with respect to determj 1 that continued to exist
practices from developm_g i:ollowmg en:actmc.snt f’f the Employee Retirement Income ’ usual activity, the ;ﬁ:één :ver{t Or transaction should pe p‘:é:lfm\:l:jat was an extraordinary
. Sequnty Af:t of 197“1, the &gplﬁcance of this leglslafmn caused the FASB to a_dd two related ‘ transaction is distin " of which should be Included in incom fi 0 be an ordinary and
major projects to its tgchmcal agenda——Accounting for the Cost. of Pension Plans a.nd The Opinion alsg s gel:ii ed by bot{m 1ts unusual nature ang the iifrom Operations, unless the
Ac:caun{mg and Reporting for Employee Be_neﬁ{ Plans. The Board issued a cqmpreh.ensn"e business, fequxrin pthl €S accounting and reporting standards f, fequency of its occurrence
Discussion Memorandum on the latter project in October 1975 and held public hearings in ‘ from discontiny, dg at the results of continuing operatio ~h0r disposal of 3 segment of a
. . , & e i ns s
February 1976. The staff is currently developing a proposed Statement for exposure and | —_— Operations and that any gain or loss from Zl:s]gol;;lre?orted ~eparately
* The Opinions not ¢ Of a segment of a
.. t discussed :
Opinions or FASB Statements (for axporrr 0, PECAUSE: they were Superseded by subsequent A

uent APB

public comment within the next few months.

4., Summary of Work of the Accounting Principles Board
The Accounting Principles Board, the FASB’s predecessor standard-setting body, made ' b o d ]
g Princip p g body . ta?:sww(ef;%r;xalmpleiloplmon No. 23 dealy w?:?:hsxctﬂuspeml Fobcaaaons of an Opinion discussed
ealt with by Opjn; ) areas of accountj
y pinion No. 11); or they may not have per:::itg :‘;‘;)llnco{ne faxes; income
i lcation, even though

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 they resolved long-standing issyes (f
L& 18 or example
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business should ‘be “reported in conjunction with the related results of discontinued
operations and not as an extraordinary item.

APB Opinion No. 11— *“Accounting for Income Taxes.” December ]1967. This Opinion
eliminated- numerous alternative practices in accounting for income taxes, principally
«involving accounting 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 financiai accounting purposes in that
period because:the-objectives of financial reporting are not the same as the goals and
objectives of Federaltax 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 a “net operating loss” in one period to be
deducted in determining taxable 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 effects of the loss were. refiected in income of the periods in which

income taxes payable were reduced.

Opinion No. 11 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.

APB Opinion No. 15—“Earnings per Share.” May 1969. Opinion No. 15 establishes
guidelines to assure that earnings per share data are computed on a consistent basis and
presented uniformly in financial statements. This was an Important 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™).

APB Opinion No. 16—“Business 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 method 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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purc}?pugofr} No. 17 prescribes standards for accoun
ased fr A
purchasc theoggs?t(ljir.s. A generally accepted practice prior to thig Gpinion was not t
exived prien i i;‘iomtlz\ixnglbles. No specific disclosure requirements as to intanpib]e(s)
intanaiin o O (;i)in rtlh 0. 17. Among other things, this Opinion requires that the czst of
o (‘,‘ nel ‘“§ e excess.of the purchase price over the fair value of th
equir , 80odwill™), be amortized by Systematic charges to inc timated
ife of the intangibles but not more than 40 years ome
o The FASB currently has the subject of
l{rchas.ed Intangibles” on its technical agen
this subject in August 1976.
St I:i,l,’fl Opzlmon No. Ic?—‘ffhe Equity Method of Accountin
meth(;d atr}c]' h ‘]‘971. This Opinion clearly defines the
or the “equity” method must b imi
. . . e used and eliminates
alternatives in accounting for investments in common stock fhe use of these methods *
hUnder the equity method, an investor initiall
another enterprise (the “investee”) at cost and
Investment to recognize his share of the earnings or i
.
acquisition. Under the Cost method, an investor records inco

ting and disclosure of intangible assets

13 M
d Accou_nr.mg for Business Combinations and
a and issued a Discussion Memorandum on

_ g for Investments in Comrion
circumstances under which the “cost”

szzzlfedt}t;y the lOpinion, the equity method is ¢
se the resu e i ity i

ooty s thts of the mvestrpe:nt (i.e., equity in earnings and losses) are reflected

: an only when dividends are received. s

qate,l::ﬁf to APB Opipion Nq. 18, the equity meth
s § In accounting for investments in nonco
both the equity method ard the cost method were
f’f' nonconsolidated foreign subsidiaries, the cost
Joint ventures and. investments jn cor;1mon sto

investor. The use of the equj
Sto quity method was not permitted i

saban T he ¢ ne ot permitted, however, for investm in

Consondationwf:)?‘sihprmmp?l .ac‘:tu{ny was leasing property to its parent or othe:nz:;illr'l dﬂ}"

oplicabite o o ose §ubs1d1anes was required. APB Opinion No, 18 extendslattis,

€ equity method to all nonc i idi ‘ :

of th onsolidated subsidiari i

oD cabili sidiaries of g

gonsoﬁdatel;;l(;lﬁgletso tige;;stlease property to a parent or affiliates and th:t e:ﬁifnlf:

: ments in common stock of ioj
¢ : ir Joint ventures : inve
ver which an investor has the ability to exert significant influence > and other invostecs

{erorting Changes in Financial Position.”” March 197; This

od Was required in consolidated financial
nsohdgted domestic subsidiaries, While
permitted in accounting for investments
method was generally used for corporate
cks of enterprises not controlled by the

previously provided or had i i
D ously by anssn, previously provided only to those

APB Opini “Accounti
pinion No. 20— Accounting Changes.” July 1971, This Opinion serves to limit

g g
accountin Chan es to those that are to a pleteldble llleﬂl()d and tha[ leSUlt in an
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Prior to this.Opinion, practice varied as to the circumstances under which an
accounting. principle once adopted could subsequently be changed, as well as the method by
which the effects of the change were:reflected in an enterprise’s financial statements.
Opinion No. 20 concludes that.there is a presumption-that an accounting principle once
adopted should not be changed in accounting for events and transactions of a similar type.

. That presumption could be overcome only if the enterprise justifies the use of an alternative

acceptable -accounting principle on the basis that it is preferable and constitutes an
improvement in financial reporting. Further, the Opinion requires extensive disclosure of
the reasons for and the effects of the accounting change. '

This-Opinion is of special significance in assessing the accuracy and completeness of the
p. p g gt y p
Study’s assertions that businesses have an “unrestricted” ability to change from one

- accounting principle to another.

APB Opinion No. 2]1—"‘Interest on Receivables-and Payables.” August 197]. Opinion
No. 21 eliminated numerous variations in accounting for the exchange of cash or property
for a note or similar instrument when the face amount and the stated interest rate of the
note or instrument did not reasonably represent either the present value of the obligation or
the prevailing market rate of interest. The Opinion specifies that accounting for such
transactions should be based on the economic substance of the financing transaction rather

than its form.

Prior to the issuance of the Opinion, authoritative accounting literature generally did
not distinguish between indebtedness issued for cash and that issued in exchange for
property or zoods, and did not address transactions involving interest rates or principal
amounts that appeared unrealistic in the light of existing conditions. The authoritative
literature also provided no guidelines for determining an appropriate discount rate in
computing the present value of long-term receivables or payables.

Among other things, the Opinion sets forth general guidelines for determining an
appropriate interest rate, including recognition of the credit standing of the issuer, collateral,
repayment terms, tax consequences of the transaction to both buyer and seller, and a
proviso that the rate should be at least equal to the rate at which the debtor could obtain

financing of a similar nature at the date of the transaction.

APB Opinion No. 22— “Disclosure of Accounting Policies.” April 1972. While brief in
content, APB Opinion No. 22 is long in significancs. "By requiring disclosure of all
significant accounting policies used by an enterprise for which there are gencrally accepted
alternatives, users may assess matters such as whether the enterprise is using conservative
accounting methods. Information of this type may also facilitate some assessment as to
future prospects or risks associated with a continuing, or new, investment in the enterprise.

APB Opinion No. 26— “Early Extinguishment of Debt.” October 1972. APB Opinion
No. 26 eliminated two. alternative practices for reflecting gains and losses on debt
retirements.

Debt is frequently extinguished in various ways before its scheduled maturity and
generally the amount paid upon acquisition of the debt securities differs from the amount at
which the debt is carried on the enterprise’s books at the time of acquisition. The Opinion
addresses the. question of which of three generally accepted methods should be used to
account for gains and losses on such transactions—(i) amortization over the remaining life
of the extinguished issue, (ii) amortization over the life of the new issue, or (iii) recognition
of gain or loss currently in income. It:concludes that all extinguishments of debt prior to
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maturity are fundamentally alike
rggardless of the means used to ac’h
difference between the acquisition
del?t should be' recognized current!
exnnguishmen;‘t occurs and identifi

and thus the aCCounnﬂg tleat"leﬂt ShOUId be the Same
ieve the ethllgUlShmelltS. Ihe Oplmon requlres that the
g f
pllce and the net carr yln a“lount (o] the extmgUIShed
y n lllcome as lOSSES or ga the e[.l()d wWhic
Ins in
g p n } h the

FASB Statement No.‘ 4, “Reporting Gains and Los

restructuriﬁgs, )
APB OpfniOn N !
! 0. 28—“Interim Fj , !
28, th . m Financial Reporting. » ; :
eIe was no definitive pronouncement on ‘iDnteri,i May 1973, Prior to

: Opinion N
divergent practi . o
ces had evolved. In iti i ;
of interim . ; - I Iecognition of this fact and i ing signi
€ports to investors, Opinion No. 28 prescribes t:fo:ini?izea;mg "Enificance
auons of annua]

accounting practices | i i
Opinion . Pract fort/hreg(i};:ir:lq in the preparation of interim/ financial informatj
fioanion oot B p::isc lf(I)r the Preparation, presentation and reportinagl loofni' Y T'he
: , ar attention to i i s and
expensan, o h problems’ involv.
: € tax provisions, seasonal factors, accounting changelsngdirs;ven?esf: oo
\ osal of a segment

» infrequently occurring and contingent items

APB Opml'on No — ¢ 1y . ay ! .
. 29 Accounllng fOI Non”?onela j 'ansac“ons JU H 9 ; 3 In

Opinicn No, 29

. 29, t?e APB addresses bus;

Opini ' ; Tesses business transactions | i

anot be_;_gnuty that involves principally nonmonetary asg SthOIVHl_g o o o o < ith
ilities (e.g., rent collected in advance) e

. : or (b
N0 assets are received or relinquished in exch (5) & wransfer of Toenonetary assets where

Addendum 10 Apg Opinion No, 2, “Accounting JSor the

1?62. The Addegdum to APB Opinion No, 3. « Accoumin‘lnvestmen{ Credit’” Decemper

g for the ‘Investment Credit’,”
! ’

generally acce : . €es may arise i icati
y pted accounting principles as between regulz)i,ted Z;Z the apphclauon
non-regulated

businesses because of the effect of th i
concer the e _ . C e rate-.makmg process. Th i
Statemonry Um Iz:evrv:rx;}; t\i'(e;lr]lsous :items enter. Into the determinationef;' :fiﬁgf:: u;lr;ly
accordancs i S Proviaon a? APB Opinions are applied to regulated com ani 'B
“Acroumting Recomrp 0 fi thhe Addendum. For example, FASB Statemepta ﬁes 2
opment cons ot n evelopment Costs,” requires that resea h d doet
charged to expense when incurred, An electric r:tili?; ‘ devzl-
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 APB 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 Opiniors and Statements issued by the APB

Opinions

No.1 —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

964

No. 6 —Status of Accounting Research Bulletins—Issued October 1965

No.7 —Accounting for Leases in Financial Statements of Lessors—Issued May 1966

No.8 —Accounting for the Cost of Pension Plans—Issued November 1966

No.9 —Reporting the Results of Operations—Issued December 1966
No. 10 —Omnibus Opinion—1966—Issued December 1966

No. 11 —Accounting for Income Taxes—Issued December 1967

No. 12 —Omnibus Opinion—1967—Issued December 1967

No. 13 —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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—Accounting for Nonmonetary Transactions—Issued May 1973

—Reporting the Results of Operations—Reporti i
! t porting the Effects of D
egment of a Business, and Extraordinary, Unusual and Irllsfl‘;géilegg;
Occurring Events and Transactions—Issued June 1973

—Disclosure of Lease Commitmengs by Lessees—Issued June 1973

—Statement by the Accounting Principles Board—Issued April 1962 .

—Disclosure of Supplemental Financial I f i iversi
panies—Issued September 1967 wormation by Diversified Com-

—Financial Statements Restated for General Price
June 1969

~~Basic Concepts and Accounting Principles Underlvi Fi ial Si
of Business Enterprises— Issued Octobel; 1970 ying Hinancial Statements

-Level Changes—Issued
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EXHIBIT E

THE STUDY’S OUTDATED ANALYSIS OF
ALTERNATIVE ACCOUNTING PRINCIPLES

The Study supports its criticism of accounting alternatives by reproducing a table
attributed to Professor Abraham Briloff which shows a variety of alternative accounting
methods available to account for the same business transactions.

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 by
the FASB and its predecessor, the Accounting Principles Board. The Study also makes no
effort to distinguish among those alternatives necessary to reflect clearly different circum-
stances or wholly different transactions, even though the 1965 research study took care to do
so when originally published.

This Exhibit E, prepared by the FASB’s technical staff, discusses in detail the Study’s
outdated tabulation and the Staff’s assertions. Set forth at the conclusion of this Exhibit is a
table which restates the information shown in the Study on the basis of accounting
principles in effect in 1977.

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 their effect on financial statements, as the following
tabulation and the reconciliation on page E-8, updating and correcting the Study’s table,
show:

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 naw the sole practice.

1 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.

The basis for the Study’s chart is a tabulation from Accounting Research Study No. 7,
“Inventory of Generally Accepted Accounting Principles,” prepared for the AICPA by
Paul Grady in 1965. As mentioned, no attempt was made in the Study to update Mr.
Grady’s research to account for developments in the twelve years since its publication.
Further, in borrowing from Grady’s inventory, the Study distorts its significance and ignores
the distinctions Grady highlighted between true alternatives and variant practices required

E-1

S

T At g g

307

by iliﬂ'ering circumstances or transactions. In
his “inventory” with the following statement:

“T}}e foll'owing list of alternative methods does n
all inclusive. The methods listed a
some are truly ‘either-

Ot purport to be
thods 1 re not all of the same nature,
: I 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 financi
. ancial and a i »
; (Accoummg Research Study No. 7, at 373) coounting abuses.

l. When revenue generally recognized

Grady stated in 1965 that revenue is recogniz

three o ed in the sale of products or services on

1. At the time of sale
2. At the time of collection of sales price

3. At the time of completion of the product.

revenue recognition is ba

, under ARB No. 43, Chapter 1A and APBR oo he P ple of

Opinion No. 10, where the

egree of uncertainty, proper
As Grady explains and as

properly recognized upon completi i : Iitia::léha;:e:e?? fnéX' “
. stated in ARB

cited by the Study addresses a specific set of
revenue recognition would be appropriate for
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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 at.the time the contract is completed
.(“completed contract method”).

Percentage-of-complétion.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 recognition 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 differ. :

2. 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’ and 1950°s, however, advance funding
of pensions developed as a general practice. In 1956, ARB No. 47 prohibited “pay-as-you-
g0” 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 methods) independent of the method of funding.

Thus, “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 funded pension cost

Grady stated in 1965 that pension payments made indirectly to retired employees
through the medium of a fund are charged to expense on three different bases:

“l. 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 i i

(b) permitted in Income T

service life of employees or over lon il o
employees . , . »

i over remaining
ger period such as total average service life of

lgﬁlz}?gr(r)c;vivrxl?ognf;c;m 8Mr. Sll')a.dyd’s 5965 tabulation, the Study overlooks the fact that in

0. 6 proaibited the first of Grady’s three “alt ives”

. : ernatives”.
a{'e not, in fact, alternatives but are different subjects: normal e and 3
E\l.e., costs related to service prior to adoption of the pension
; ::::;glicr:?::)l;?sds :}e)t};:rgu.le‘ the annual pension costs to be accrued for normal costs and

. pinion No. 8 requires that pension costs b
: ' pin No. : € accrued annus

consistent basis and sets limits within which the annual accrual must fall annually on a

Iﬂ vView 01 the recent ERISA le lSla ]
tlon, th I SB ha t ub ect 01 acc
g (<] A S he S C Ountmg fol

plan or amendment of it).

Wi . . Lo
ERISA thcf)iggal:stoa lll)enmgn fl'undmg methods, it is interesting to note. that, in enacting
. owed alternative practices in a nu i ’ i
- I mber of import
o n: ra portant areas in
cognition of the variety of conditions existing among employers and their pension plans

5. Charging of real and personal property taxes to income

acceptable basis.

The differences in methods stem basic

!)e'ac.crued and recognize legal technica
Jurisdictions, '

a}l!y from the question of when these taxes should
lities that may vary significantly among taxing

The subject of accounting for real and personal
subsequent pronouncements of accounting standards
of these taxes in almost all financial statements
follovsfed consistently, produces virtually the samé r
any differences caused by changes in assessed

property taxes has not appeared in
because of the relative insignificance
Moreover, any of the eight methods,
e§ult year after year as any other, with
- valuations or tax rates from year to year.
on ol ::ntht;a above reasons, these items are poor examples for any of the Study’s assertions
atives. It is nevertheless Interesting that the methods cited by the Study for this

2
]elatlvely llllullp()] tant item account ‘Or almOSt 20;0 Of its Outdated hstlng ot aCCOunJﬂg

6. Treatment of tax versus financial accounting divergencies

Grady stated in 1965 that “when items affecting taxable income a

. _ re repo i
financial statements and Income tax returns in different periods: ported in

1. The tax éffect 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 in 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 substantially narrowed through the issuance

of APB Opinion No. 11 (1967), APB Opinions No. 23 and No. 24 (1972), AICPA
Intecpretations (1969-1972), and FASB Statement No. 9 (1975).

. ‘Nonallocation: of-the tax effects of timing differences among periods (the second
spractice cited by Grady) has-been eliminated. Allocation of the tax effects of timing
.differences among periods is now required except for a limiied number of specific timing
differences or in circumstances for which recognized criteria have been established to
determine whether tax allocation is required.

7. Methods of depreciation

Grady cited in 1965 the following four methods of depreciation for charging off the cost
of depreciable assets over their estimated lives:

I. 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 best carrying out the
theory. Therefore, the general accounting principle simply requires that depreciable cost be
amortized over the estimated unseful 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 clearly 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 carlier, 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.
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8. Inventory methods

The Study’s tabulation relies on the following five « i
o ve “alternative” i
ning inventory cost described by Grady: * ve" methods for detem}l"

1. First in, first out (FIFO)
2. Last in, first out (LIFO)
3. Average cost

4, Bas¢ stock, and

5. Various combinations of these methods.

The “base stock” method cited b i i
_ y Grady in 1965 is a forerunner of the LIFO meth
but for all practical purposes this method is now extinct. Item 5 is not a separate accouentizg

plaCthC, alld thus dlSCUSSIOH 01 altelnat“’e m&elltOKy nlethOds must IOCUS on I II O LI O
’ F

An analysis of inventory accounting methods reveals that no single method listed

above 1S llkely to I‘eSlllt na falr match“lg 01 revenues alld Costs 101 all Compa]ues u"del a“
ClIClJ‘mStanCCS.

So long as the rate of inflation experienced by an enterprise is not substantial the FIFO
or average cost met'hods of valuing inventory permit a reasonable matching of re\;enues and
costs. Under inflationary conditions, however, FIFO or average cost results in includi i
income for the year an “unrealized inventory profit” when lower beginnin -of-thefl et
costs, rather t!lan higher current replacement costs, are matched with curregnt reven)ilear
.Under such circumstances, many companies have elected to use the LIFO method esf.'
Inventory costing, which charges higher current costs against higher current revenues. °

of One aspect of inventory accounting is that the method that achieves a better matching
o ct:st 2;1(1 revenue m"the income statement may not produce the most realistic balance
cet.  For example, in an inflationary period LIFO puts current cost in the income

statement and leaves earlier costs in the b i
N alance sheet, while FIFO w
costs in the balance sheet. ’ ould put more current

n Th§ Government’s Cos.t Accounting Standards Board permits any of the three
ernatives. The SEC has given particular consideration to the disclosure of information

about llWelltOIy VaIUES m ASI{ l l d A l y
5 an SI{ 90 Wlthout howevel €liminating an 0' (]
y y l n g th

9. Accounting for discounts

. Grady noted in l9§5 two existing accounting practices for cash discounts on sales:
1scounts may be recognized either at the time of sale or at the time of collection

o 4 Dlsgounts are among the numerous types of tran.saytions that have not been dealt with
ny degree In recent accounting literature. This is probably because the timing of
recognition of dlsc:‘ounts taken on repetitive transactions makes little difference in ﬁnangcial
‘s‘tatem_ents. Also,.m terms of accounting for discounts, the potential for what the Study call
.creative accounting” is almost nil because one method must be used consistently Y
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10. Fixed asset acquisition

Grady’s 1965 survey states that acquired properties may be recorded at:

1. cost

2. appraisal amounts

3. original cest to first owner using them for utility purposes, in the case of public
vtilities, and

4. book value to previous owner in business combinations accounted for as
poolings of interests.

As with many of the practices tabulated 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 1). 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.

11. 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
oceasional 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 seif-
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 method i
rady s of accounting for the d
extractive industries: ¢ evelopment costs of

1. capitalized and allocated to future production through depletion charges

2. Capltahzed but not Chal ed to lutu[e income State"len S certain mi 1
g t
) ( n ﬂg

_3. cap@talized .in part and the remaining part charged to expense currently; the
portion capitalized is allocated to future production through depletion charges,

Afcotlntlng for exploration and development costs in the extractive industries is on the
FASB’s technical agenda. In this regard, the FASB recently issued a Discussion
Memorandl}m ( December 23, 1976), “Analysis of Issues Related to Financial Accountin,
and .Reportmg in the Extractive Industries”, specifically addressing this and other problemi
relating to accounting for extractive enterprises.

THE STUDY'S “42 ALTERNATIVES” IN 1977

" S’{'hg following table summarizes the current status of the “42 alternatives” tabulated in
e Study:

Grady’s Issue No. : 112134516 A7 819 101112
Different Circumstances or Wholly,

Different Transactions ( 14) 3 ]2 2 2 3011
Eliminated (4) 171 1 1
Sole Practicg () 1
Not Accounting Method (-l ) 1
Immaterﬁal (10) 8 : 2
Rare and Disappearing (2) 7 1]1
Alternatives (10) 13731 22
Total (42) 3121238134524 313

In summary, if current acesuntiny principles are applied to the Study’s 1965 table, it is
apparent that, on an issue by issue biasis, only 10 may be alternative practigss, Of the;e 2
are c‘ur‘rently under study by the “ASB in its Extractive Industries project, and of t’he
remaining 8, the 6 dealing with depreciation and inventories are accepted for government

contract costing purposes by the Clost Accounting Standards Board.

E-8

S — - e




e B - o B - - N N





