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TheCPALetter
A Semimonthly News Report for Members of the AICPA

Editor’s Note

As announced in the December Journal of Accountancy, the AICPA News
supplement to the Journal is being incorporated in the Letter. The purpose of
the change is to consolidate all news to members, both technical and
professional, in one publication with concise and timely reports. Coverage
of general tax news and other matters of concern to smaller practice units
will also be expanded. The Journal News section will continue to carry more
detailed summaries of stories highlighted in the Letter and to report items of
interest to its nonmember subscribers.
Members who wish to get the Letter by first class mail should check box
on the mailing section of this issue and send it to the circulation department.
Price is $3.00 for March 1 , 1976 to February 2 8 , 1977.

FASB Issues
Statement on
Marketable
Securities. . .

The Financial Accounting Standards Board has adopted a statement which
requires that marketable equity securities held by enterprises in industries
that do not have specialized accounting practices shall be stated at the
lower of cost or market (see November 2 4 , 1975 Letter].
Among the changes from the original proposal are the following:
□ The statement is to be applied as of December 31, 1975, rather than
retroactively, except for consolidations of certain subsidiaries.
□ Securities classified as current and noncurrent assets will be considered
as separate portfolios in the application of the rule. A change in the
valuation allowance for securities classified as current assets will be
included in the determination of net income, while a change for securities
classified as noncurrent will be directly recorded in the equity section
of the balance sheet. Securities held by enterprises with unclassified
balance sheets will be regarded as noncurrent.
□ The definition of marketable equity securities to which the statement
applies, eliminates convertible bonds and convertible preferred stock with
a stated redemption value.
Also, the Board reaffirmed its previous position to apply the statement
to mutual savings banks and other for-profit mutual enterprises to which
generally accepted accounting principles currently apply.
The following disclosures are required:
□ Aggregate cost and market value of the separate portfolios as of the
balance sheet date, with identification as to which is the carrying amount.
□ Gross unrealized gains or losses related to market value over cost or cost
over market value for all marketable equity securities in the portfolio.
□ Net realized gain or loss included in income determination, the basis on
which cost was determined and the change in the valuation allowance that
has been included in the equity section of the balance sheet during
the period and, when a classified balance sheet is presented, the amount of
such change included in the determination of net income.
Copies of Accounting for Certain Marketable Securities can be obtained
for 75¢ each from the FASB, High Ridge Park, Stamford, CT 06905.

. . . and Appoints
Extractive Industry
Task Force

The FASB has appointed an 18-member task force to study the accounting
issues that are unique to the oil and gas industry or to extractive industries in
general. It will deal with accounting and disclosure for exploration, acquisition
of mineral properties, and development and production of reserves.
Headed by Horace Brock, professor of accounting at North Texas State
University, the group will assist the Board in preparing a discussion memo
randum to serve as a basis for public comment.

ASD Issues Position
Statement on
Broadcasting
Accounting. . .

Accounting Practices in the Broadcasting Industry (Statement of Position

. . . and on Profits on
Real Estate Sales

Statement of Position 75-6, prepared by the task force on real estate
accounting, suggests answers to a number of questions that have been raised
about the application of generally accepted accounting principles and
specific conclusions set forth in the AICPA’s industry accounting guide,

75-5) has been prepared on behalf of the AICPA’s accounting standards
division by the task force on entertainment companies and makes recom
mendations in three areas: television film licensing agreements, barter
transactions and intangible assets.
The statement includes the following conclusions:
□ Assets and liabilities should be recorded for television film license agree
ments for films available for telecasting. Classification guidelines for
these assets and liabilities are included.
□ Film rights should be amortized under an accelerated method over the
number of future showings estimated by management when the first
showing is more valuable to the station than reruns, which usually is
the case.
□ The provisions of APB Opinion No. 21, Interest on Receivables and
Payables, are applicable to recorded television film license agreements.
□ All barter transactions, the exchange of unsold advertising time for
products or services, should be recorded by estimating the fair value of
the product or service received, in accordance with APB Opinion No. 29,
Accounting for Nonmonetary Transactions .
□ Guidance is provided with respect to the application of APB Opinion
No. 17, Intangible Assets, to intangibles in the broadcasting industry,
pending reconsideration of business combinations and purchased
intangibles by the Financial Accounting Standards Board.

Accounting for Profit Recognition on Sales of Real Estate.

The areas clarified relate to the buyer’s investment in purchased property
(such as funds loaned by the seller, acceptable letters of credit and the
alternative 115% down payment test), the seller’s continued involvement
with property sold (including condominiums) and applicability of the guide.
Both statements of position have been sent to the FASB for its con
sideration. In the event the Board declines to add these subjects to its agenda,
the position statements will serve as nonbinding guidelines for the profession.

Accounting for
Government Bonds
and Notes

The problem of accounting by investors in certain state and local government
obligations where the issuing body has not been able to meet the interest
or principal payments had not been resolved at press time. However, the
SEC appeared to be on the verge of issuing a ruling on this subject.
(See last page for late devolpments)
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Administrative
Conference Reviews
Report on IRS

The Administrative Conference of the U.S., at a meeting last month, accepted
most of the proposals contained in an extensive study of IRS operations,
but turned down one of the key recommendations of the study group.
Under discussion was a detailed report especially prepared for the
Conference, which was established by Congress 10 years ago to recommend
improvements in the operations of federal agencies. Headed by Assistant
Director for Tax Policy Charles Davenport, of the Congressional Budget
Office, the study was highly critical of the IRS and stated that the unrepre
sented taxpayer “is clearly overmatched” in dealing with the IRS and that the
treatment of taxpayers is often “whimsical, unpredictable and highly
personal.”
A fundamental conclusion of the study was that a “Taxpayer Assistance
Center” be established by Congress, independent of the Treasury Depart
ment, to represent individual taxpayers who have been notified that their
returns will undergo office or correspondence audits. This feature was
rejected by the Conference.
The study, however, included some 36 other recommendations in such
areas as the audit and settlement process, collection of delinquent taxes, IRS
summons power, civil liabilities, taxpayer services and tax return con
fidentiality. Most of these were approved either as submitted, or as amended
at the meeting.
The Conference proceedings will appear in the Federal Register this month.

N.Y.C. Restricts Tax The New York City Department of Consumer Affairs has cracked down on the
Preparer Advertising claims of commercial tax return preparers who advertise.
Consumer Protection Law Regulation 45, issued last month, precludes,
for example, advertising of “instant tax refunds” unless they are described
as loans and the range of interest rates is given. Other provisions include:
□ Prohibitions against using the word “accountant” unless someone trained
in accountancy is always present; “expert,” “master,” “consultant,” or
“specialist” cannot be used without stating the basis for the claim.
□ All material must be kept confidential, including name and address of the
taxpayer, and returns cannot be altered after they are signed by the tax
payer, without his consent.
□ A conspicuously posted sign in the office must include minimum and
average fees charged for each type of tax return, a statement that the
preparer will not represent the taxpayer at an audit unless he can, and, if
the preparer is not enrolled with the IRS, licensed by the State Board of
Public Accountancy, or is not a lawyer, the sign must so state.
Five Members
are Disciplined...

The Institute’s bylaws provide that when a member is convicted of a crime
defined as a felony under the law of the convicting jurisdiction, and if the
conviction is not reversed on appeal or becomes a final conviction, the
membership is automatically terminated.
The following three AICPA members have been notified that their mem
berships have been terminated after their convictions of felonies arising from
the failure of the Equity Funding Corporation of America became final:
□ David Jack Capo, Sherman Oaks, California; conspiracy and mail fraud.
□ Lloyd Douglas Edens, Santa Monica, California; conspiracy, mail and
wire fraud.
□ Samuel B. Lowell, Malibu, California; conspiracy and mail fraud.
Suspended, pending appeal, were Marvin A. Lichtig, Woodland Hills,
California and Julian S. H. Weiner, Los Angeles, California, who were
convicted of fraud in the sale of securities and of false filings with the
Securities and Exchange Commission.

... and Trial Board
Acquits Another

AICPA member Maurice H. Stans, former Secretary of Commerce, has been
found by a subboard of the Trial Board of the AICPA to be not guilty of
charges brought by the AICPA’s division of professional ethics.
The ethics division’s charges arose from Mr. Stans’ plea of guilty in
Federal Court in Washington in March of last year to five misdemeanors
relating to his conduct as Chairman of the Finance Committee to Reelect the
President. It was alleged that the subsequent conviction tended to bring
discredit to the profession. Mr. Stans contended that the offenses were
minor and technical, that they had been found by the court to be unwillful
and that the transactions upon which the convictions were based had been
handled by him in good faith.
Following a full-day hearing, the subboard, on October 2 8 , 1975, found
that the charges of the ethics division had not been proved. Mr. Stans re
quested publication of this finding and the subboard has authorized this notice.

Draft International
Standard Exposed

The International Accounting Standards Committee has issued for exposure a
proposed statement on international accounting standards, Accounting
Treatment of Changing Prices. The seven-month comment period ends on
August 7.
The exposure draft proposes that enterprises should provide information
that represents a systematic response to specific price changes, to changes
in the general level of prices, or to both. Included is an appendix which
describes the publications in different countries that deal with this subject. No
effective date for the statement is being proposed. Instead, the committee
has asked for advice on suitable dates for implementation and whether
different categories of companies might have different effective dates.
Copies of the draft are available from the AICPA’s international practice
division, without charge.

Washington Briefs

Requirements for Individual Retirement Accounts have been relaxed by the
Federal Deposit Insurance Corporation. There are no longer any early
withdrawal penalties when an IRA holder reaches age 59½ or is disabled.
The minimum of $1,000 for four- and six-year time deposits has been
dropped so that any IRA amount will qualify for the higher interest rates.
The Federal Reserve Board and Federal Home Loan Board had previously
taken similar steps.
The SEC’s Accounting Series Release No. 185 is effective for bank financial
statements filed after January 15. It requires the following reporting changes:
□ Reclassification of loan loss reserves and footnote disclosure of material
differences between the valuation portion and the reserve shown on
tax returns.
□ Reclassification of unearned income as a deduction from loans receivable.
□ Classification of subordinated debt as liabilities.
The Cost Accounting Standards Board has announced that its Standard for
Composition and Measurement of Pension Cost is effective as of January 1,
1976 (see October 6, 1975 Letter).
The SEC has adopted the Financial and Operational Combined Uniform
Single (FOCUS) Report for broker-dealers, as reported in its Release No.
34-11935. The new rules took effect on January 1.
Legislation to reform estate and gift taxes, especially as they apply to owners
of small businesses and farms, has been introduced by Senator Gaylord
Nelson (D-Wis.). The intent of the bill (S.2819) is to provide these owners
with greater opportunities to pass their enterprises to their heirs.

Special Supplement, The CPA Letter, January 1 2 , 1976

AUDIT DIVISION ADOPTS SAS ON LAWYERS’ LETTERS
The executive committee of AICPA’s auditing standards division has adopted
Statement on Auditing Standards No. 12, Inquiry of a Client’s Lawyer
Concerning Litigation, Claims and Assessments, to be effective immediately.
Significant changes have been made to both the exposure draft (see
November 1 0 , 1975 Letter) and the American Bar Association’s original
Statement of Policy, Lawyers’ Responses to Auditors’ Requests for Informa
tion. Both documents now recognize the following key points:
□ The lawyer will not be requested to respond directly, in writing, to the
auditor about unasserted claims.
□ The lawyer will advise his client of the applicable requirements of FASB
Statement No. 5, Accounting for Contingencies, concerning disclosure
of unasserted claims.
□ The lawyer will confirm in the audit inquiry letter that he has advised the
client of any responsibilities to disclose unasserted claims as required
by FASB Statement No. 5.
□ The client will represent to the auditor that he has reported to the auditor
all matters on which the lawyer has reached a professional conclusion
must be disclosed or considered for disclosure.
□ The auditor will send this representation to the lawyer.
Under the new rules, a lawyer’s refusal to furnish the information
requested in an inquiry letter, either in writing or orally, would be a
limitation on the scope of the auditor’s examination sufficient to preclude
an unqualified opinion.
A lawyer’s response to such an inquiry letter, together with other
provisions in the statement, provide the auditor with sufficient evidential
matter to satisfy himself concerning the accounting for and reporting of
pending and threatened litigation, claims and assessments.
As to unasserted claims and assessments, the auditor obtains sufficient
evidential matter to satisfy himself concerning reporting by the lawyer’s
specific acknowledgement, as required by the SAS, of his responsibility
to his client concerning disclosure obligations. This approach with respect
to unasserted claims and assessments recognizes the public interest
in protecting the confidentiality of lawyer-client communications.
The ABA Statement of Policy, as modified and approved by the Board of
Governors, is included as an exhibit to the Statement on Auditing Standards.
Copies of this SAS will be sent to AICPA members about the end of this
month. The text of the illustrative audit inquiry letter to legal counsel
included in the auditing statement is reproduced on the next page for the
guidance of members prior to their receipt of the SAS.

ILLUSTRATIVE LETTER
AUDIT INQUIRY LETTER TO LEGAL COUNSEL
In connection with an examination of our financial statements at (balance
sheet date) and for the (period) then ended, management of the Company
has prepared, and furnished to our auditors (name and address of auditors),
a description and evaluation of certain contingencies, including those set
forth below involving matters with respect to which you have been engaged
and to which you have devoted substantive attention on behalf of the
Company in the form of legal consultation or representation and/or any of its
subsidiaries. These contingencies are regarded by management of the
Company as material [management may indicate a materiality limit if an
understanding has been reached with the auditor for this purpose]. Your
response should include matters that existed at (balance sheet date) and
during the period from that date to the date of your response.
Pending or Threatened Litigation (excluding unasserted claims)

[Ordinarily the information would include the following: (1) the nature
of the litigation, (2) the progress of the case to date, (3) how management is
responding or intends to respond to the litigation (for example, to contest
the case vigorously or to seek an out-of-court settlement), and (4) an
evaluation of the likelihood of an unfavorable outcome and an estimate, if
one can be made, of the amount or range of potential loss.]
Please furnish to our auditors such explanation, if any, that you consider
necessary to supplement the foregoing information, including an explana
tion of those matters as to which your views may differ from those stated
and an identification of the omission of any pending or threatened litigation,
claims and assessments or a statement that the list of such matters is
complete.
Unasserted Claims and Assessments (considered by management to be
probable of assertion , and that if asserted , would have at least a reasonable
possibility of an unfavorable outcome)

[Ordinarily management’s information would include the following:
(1) the nature of the matter, (2) how management intends to respond if the
claim is asserted, and (3) the possible exposure if the claim is asserted.]
Please furnish to our auditors an explanation, if any, that you consider
necessary to supplement the foregoing information, including an explanation
of those matters as to which your views may differ from those stated.
We understand that whenever, in the course of performing legal services
for us with respect to a matter recognized to involve an unasserted possible
claim or assessment that may call for financial statement disclosure, if you
have formed a professional conclusion that we should disclose or consider
disclosure concerning such possible claim or assessment, as a matter of
professional responsibility to us, you will so advise us and will consult with
us concerning the question of such disclosure and the applicable require
ments of Statement of Financial Accounting Standards No. 5. Please
specifically confirm to our auditors that our understanding is correct.
Please specifically identify the nature of and reasons for any limitation
on your response.
[The auditor may request the client to inquire about additional matters,
for example, unpaid or unbilled charges or specified information on certain
contractually assumed obligations of the company, such as guarantees of
indebtedness of others.]

Recent Publications

Distribution of the AICPA’s directory, Accounting Firms & Practitioners 1975,
will be made about the end of this month. In addition, listing all individual
practitioners and firm offices represented in the membership as of July 31,
1975, the directory includes a brief summary of the Institute’s purposes,
qualifications of CPAs and the types of standards to which they are subject.
Copies will be sent to the members of Robert Morris Associates,
commercial and investment bankers, and to the practice units listed.
Statement of Tax Policy No. 2, Value-Added Tax, has been prepared by the
federal taxation division to assist congressional tax writing committees,
members of the executive branch and the public in their consideration of this
subject. It analyzes various aspects of VAT and compares it with other
taxes. Price is $2.50; $2.00 to members.
Financial Report Survey No. 9, Illustrations of the Disclosure of Subsequent
Events, is a survey of the application of Section 560 of Statement of
Auditing Standards No. 1 drawn from the published financial statements of
the more than 6,000 companies stored in the computer base of the Institute’s
National Automated Accounting Research System (NAARS). Price $6.00;
$4.80 to members.
How to Choose and Use a CPA is a pamphlet that has been prepared by the
AICPA’s public relations division to help the general public in determining
when a CPA’s services are needed and how to locate a practitioner. Copies
are available at 25 ¢ each (minimum order is 10) with bulk and school discounts.
Uniform Single Audit Program for Mortgage Bankers (Rev. Sept. ’75) was
prepared by the Mortgage Bankers Association of America in cooperation
with the AICPA. Price to AICPA members, so identified, is $1.00 each
from the MBAA, 1125 Fifteenth Street, N.W., Washington, D.C. 20005.

MAS Group
Exposes Draft
Guidelines. . .

The AICPA’s management advisory services division has issued for comment
an exposure draft on Guidelines for Cooperative Management Advisory
Services Engagements on which views are sought by February 6.
The guidelines are designed to assist practitioners in structuring a
cooperative MAS engagement among CPA firms or between a CPA and
another discipline. It deals with the following relationships: the CPA as
prime contractor; the CPA as subcontractor; joint venture; and a permanent
organization.
Copies have been sent to state society MAS committees and members of
the AICPA’s Council, among others, and are available from the MAS division.

. . . and Sets
Conference Date

The AICPA’s Third Annual MAS Conference will be held on October 6-7 in
Chicago at the Marriott Hotel. It will deal with trends and recent developments
in MAS practice techniques.
Herbert P. Dooskin, of New York, heads the program planning task force.
Further details will be forthcoming in the spring.

IBM Issues Catalog
on Audit and
Control Aids

At the request of the AICPA, IBM has prepared a catalog of its currently
available software products which can assist in raising the overall auditability
of a system. The program products, field developed programs and installed
user programs are described, classified as either system or application
programs and their auditability features are identified.
Copies are available through IBM branch offices or without charge from
AICPA’s computer services division.

AICPA Comments on The Department of Labor issued proposed regulations on annual reporting
DOL Proposals on
of em ployee benefit plans, on w hich com m ents w ere due by Decem ber 19.
Pension Reporting
ERISA requires that a trustee’s statem ent of trusteed assets be included
as part of the required financial statem ents in the annual report of em ployee
benefit plans. H owever, there is no requirement for an auditor to express
an opinion on a separate statem ent of trusteed assets if the trustee m eets the
requirements of the statute. In its com m ents to the DOL, the pensions fund
task force of the A lC PA ’s auditing standards division said:
“Even though the assets o f an em ployee benefit plan may be held by a
trustee that is perm itted to certify the accounting of data related to the assets
in the trust, an auditor’s opinion is required by ERISA on the plan’s financial
statem ents. Consequently, an exam ination of a plan’s financial statem ents
in accordance w ith generally accepted auditing standards should include
such auditing procedures as the auditor considers necessary in the
circum stances w ith respect to the assets held by trustees that are included
in the plan’s financial statem ents.”
The task force also urged the Department of Labor to publicize its
intention to grant a w aiver of the annual reporting requirem ents for audited
financial statem ents for em ployee benefit plans that have less than 100
participants (see Decem ber 22 Letter). The DOL announced adoption of the
w aiver provision on Decem ber 24.

Late Developments on
Government Bonds

The FASB has decided to determine the appropriate accounting and re
porting by a debtor and a creditor when the ability of the debtor to make payments
in accordance with the original terms of the obligation is uncertain. This
decision was taken because of questions arising from New York City’s obliga
tions. A statement of issues will be developed for a public hearing. The FASB
will not issue a statement on the limited subject dealt with in its November
exposure draft on restructuring of debt until the new project is completed.
The SEC has also issued Accounting Series Release No. 188 on January 7,
which requires certain disclosures by registrants holding New York City
and Municipal Assistance Corporation securities. This interpretive statement
says that “the Commission is not prepared to require the use of any particular ac
counting method to account for holdings of such securities at December 3 1 , 1975.”
In the light of these actions by the FASB and the SEC, the AlCPA’s
accounting standard’s executive committee is suspending consideration of
its working draft on the subject. AcSEC will, of course, cooperate with and
assist the FASB in its deliberations. Pending the outcome of those deliberations,
AcSEC believes that all holders of these securities should carefully consider
the provisions of ASR No. 188.
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Disclosure Review
Announced at SEC
Conference

A reassessment of all SEC disclosure policies and the means to implement them
will be initiated in the near future. SEC Chairman Roderick M. Hills, speaking
to the 500 participants in the AICPA’s Conference on Current SEC Developments
held earlier this month, said the study would take 12 to 18 months and would
be guided by “an outstanding group of informed outsiders.”
Mr. Hills said the primary thrust for the study came from the Director of
Corporate Finance, the Chief Accountant and the SEC Commissioners. Since
the SEC last reviewed its disclosure policies five years ago, “markets, attitudes,
opportunities, laws, debt-equity ratios and the economy all have changed,” added
the chairman.
Chairman Hills also said the recognition by the Commission to deal with
the impact of inflation on individual firms should be the SEC’s most significant
initiative in 1976. In discussing the Commission’s proposal to require supple
mental footnote disclosure of the current replacement cost of inventories and
productive capacity, Mr. Hills said the SEC expects to publish final rules by
mid-year.
Speaking on tax reform, the SEC chairman discussed the “preferential
treatment given to debt compared to equity through the deductibility of interest
payments.” He said the lack of dividends makes equity capital less attractive
in the aggregate and suggested that “a logical tax policy would make dividend
payments deductible from corporate income and thus achieve parity between
debt and equity capital.”
SEC Chief Accountant John C. Burton outlined five areas in which the Com
mission hopes to make its “major thrusts” in the months ahead. These include:
□ The concept of continuous disclosure.
□ The auditor of record concept.
□ The concept of differential disclosure.
□ Disclosure of the effects of inflation on individual corporate equity concept.
□ The concept of cooperation and coordination with accounting bodies.
In addition, during a luncheon address, Senator William Proxmire (D-Wis.),
chairman of the Senate Committee on Banking, Housing and Urban Affairs,
discussed the economic outlook for 1976. As for tax reforms, the Senator said
he didn’t expect any significant change in the capital gains structure this year.
SEC Staff Accounting Bulletin No. 2 was announced at the meeting. It
includes a series of factual presentations, questions on the facts and interpretive
responses to define and explain the terms in Rule 4-02 (e). The Bulletin will
appear soon in the SEC Docket and the Federal Register.
For more details on the conference, see the February Journal of Accountancy.

Andrew Barr
Retires

Former SEC Chief Accountant Andrew Barr has retired as a consultant to the
Institute. Following a distinguished career as a teacher and government official,
Mr. Barr has been based in the Washington office as an adviser to members on
technical SEC matters since June 1972. Henceforth, inquiries in this area
should be directed to the technical information service in New York.

Further ERISA
Guidelines Issued

The IRS has issued a guideline, under ERISA, that allows an employer to claim
a contribution to a pension plan for the preceding taxable year if it is made
before the due date of the income tax return for that year. One condition is that
the plan treats the belated payment as if it were received on the last day of the
taxable year.
In addition, either of the following conditions must be met:
□ The employer claims such payment as a deduction for the preceding taxable
year.
□ The employer designates the payment in writing to the plan administrator as
a payment on account of the employer’s preceding taxable year.
The text of TIR-1431 appears in Internal Revenue Bulletin No. 1976-4, dated
January 26, 1976.
Also, the IRS has extended by one month the period for submitting com
ments on its proposed regulations covering minimum vesting standards. The new
deadline is February 9, 1976. The proposal is essentially the same as the
temporary regulations provided in Treasury Decision 7387, but includes addi
tional sections relating to pension plan coverage.
In addition, public hearings on certain proposed amendments to the
regulations will be held on February 26 and 27 in the Internal Revenue Building,
1111 Constitution Avenue, N.W., Washington, D.C. The proposals include
retroactive amendments to employee plans, minimum participation standards,
qualified joint and survivor annuities, integration with Social Security, and
commencement of benefits. For further information, write the Commissioner of
Internal Revenue, Attention CC:LR:T, Washington, D.C. 20224, or call
202/964-3935.
A substantially revised EBS-1 plan description form and the annual report
forms 5500 and 5500C will be mailed in March by the Labor Department.

Committees to Study AICPA Chairman Ivan Bull has appointed two special committees: one will
Public Service and
examine the profession’s role in public service activities; the other will study a
Professional
proposal to restructure the organization of the public accounting profession.
Structure

The public service group, headed by Don }. Summa, Arthur Young &
Company, Newark, New Jersey, will consider whether the Institute, as a repre
sentative of the profession, is adequately meeting its obligations in this area.
It will undertake the following:
□ Develop an inventory of all present AICPA public service activities.
□ Recommend the role that the Institute should play in these activities and how
it should be implemented.
□ Develop criteria for determining the type of activities which should be
undertaken and identify current projects that might be considered.
The committee is expected to report to the Board of Directors this spring.
Harry R. Mancher, S. D. Leidesdorf, New York, is chairman of the committee
to analyze and evaluate the restructuring proposals that were informally
discussed at the October Council meeting. In conducting its study, the com
mittee will consider the report by the AICPA/NASBA committee on professional
recognition and regulation and that of the scope and structure committee.
It will also consult the Institute advisory committees.
The committee plans to present its conclusions to the Board of Directors
this summer.
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Change to Current
Value Accounting
Urged

Touche Ross & Co. has launched a nationwide campaign to encourage a change
to current value accounting. The major thrust will be seminars for business,
professional, government and education leaders, and special sessions and work
shops at state and local levels. Included will be a short film, produced by the
firm, challenging business to “active experimentation” in the current value
approach.
The firm says it favors current value accounting “because it reports the
economic reality of a company in terms of its financial position, earnings power
and cash flows.”
The program includes a working model showing how to implement current
value accounting and a booklet, “Economic Reality in Financial Reporting.”

MFOA Proposes
Disclosure
Guidelines

The Municipal Finance Officers Association has prepared an exposure draft,
“Disclosure Guidelines for Offerings of Securities by State and Local Govern
ments,” in response to increased concern among investors for more information
and among issuers in achieving compliance with federal antifraud laws. Areas
in which certain disclosures are suggested include financial information, debt
and revenue structure, securities being offered, use of proceeds to insurer and
legal proceedings.
The guidelines suggest conformity to the principles set forth by the
National Council of Governmental Accounting and in the AICPA’s audit guide
as a means of establishing uniformity in the field of municipal financial reporting.
Copies of the draft can be obtained from MFOA’s office at 1730 Rhode
Island Avenue, N.W., Washington, D.C. 20036. The initial copy is free; additional
copies are $1.50 each.

Ethics
Pronouncements
Approved

After several months of exposure, the executive committee of the AICPA’s
professional ethics division approved six pronouncements at its January 13-14
meeting.
□ “Normal Lending Procedures, Terms and Requirements” — (101-5) —The
interpretation arises from actual ethics cases in which preferences extended
to banks’ employees were also extended to banks’ auditors and hence raised
questions about the auditors’ independence. The member, states the interpre
tation, should consider all the circumstances under which a loan is granted.
□ Two rulings relating to ERISA — The first states that a member’s independence
would not be impaired by serving as the auditor of the benefit plan and
supporting employer. The second permits the client’s auditor to provide
actuarial services if all of the significant matters of judgment related to the
actuarial services are determined or approved by the client and the client is
in a position to have an informed judgment on the results.
□ Outside review of firm publications — The ruling is designed to keep the
reviews of journalists within professional bounds. It also prohibits mention
in the review of direct offers of firm publications and the use of a firm’s
address as a source for obtaining such publications.
□ Credit cards for payment of professional services by individuals — The ruling,
following the lead of other professions, permits individuals to pay through
credit cards, but does not permit the member’s firm to be listed in any
directory of subscribers or promotional information.
□ Another ruling permits a member’s personal listing in the white pages of a
telephone directory to include his firm’s name and telephone number.
The text of these pronouncements will appear in the AICPA’s loose-leaf
service and in the March issue of the Journal of Accountancy.
Action on the bank director exposure draft was deferred until May pending
further consideration by the ethics division’s executive committee.

Trial Board Actions

Edwin Wagner of New York City has been suspended for two years from
membership in the Institute by virtue of his having participated in bribery of an
Internal Revenue Service official in the early 1960s. Mr. Wagner testified for
the government in subsequent prosecutions of CPAs and IRS agents and was
granted full immunity from criminal prosecution in view of his cooperation. His
license to practice as a CPA was suspended by the state board of accountancy
for two years, and the Institute was unaware of such suspension. These facts
came to the attention of the ethics division in May of 1974 through notice to the
Institute of his suspension from practice before the IRS.
Following an investigation by the ethics division, Mr. Wagner was charged
with violating the bylaws and Code of the Institute in connection with his
participation in the bribes in question.
A sub-board of the Institute’s Trial Board met to consider the ethics com
mittee’s charges and found Mr. Wagner guilty of violating the bylaws and Code.
In view of the substantial time which had elapsed since the offenses took place
and proof of his subsequent rehabilitation, the sub-board decided that the penalty
to be assessed in connection with the violation should be limited to a suspension
of two years. No request for review of the sub-board decision was filed and the
suspension became effective November 11, 1975.
At a meeting of the sub-board of the Institute’s Trial Board in San Antonio
on October 12, 1975, the ethics committee presented evidence that a member
had solicited engagements by letter and had conducted a practice under a
fictitious name in violation of the bylaws and Code of the Institute. The member
was present at the hearing and responded on his own behalf to the ethics
division’s charges.
The member was found guilty and was directed to complete a home study
course in professional ethics and give evidence that it had been completed with
a grade of 90 or above by January 1, 1976. In the event that the course was not
completed by that date, the sub-board decided that the member should be
suspended from the Institute for a period of six months. No request for review
was filed within the time allowed and the decision became effective on
November 1 1 , 1975.
Subsequently, the member satisfactorily completed the prescribed course,
so the suspension will not take effect.

SEC Proposes
Disclosures on
State & Municipal
Securities

The Securities and Exchange Commission proposes to amend Article 3 of
Regulation S-X to require more disclosure of registrants’ holdings of securities
issued by states and municipalities — such as New York City and the Municipal
Assistance Corporation. The proposed amendment would require reporting in
a note to financial statements the name of the issuer, aggregate amount at which
shown on the balance sheet (book value) and aggregate value, based on current
market valuation, for the securities of any issuer in which book value exceeds
five per cent of stockholder equity.
The SEC is further soliciting comments on the appropriate size test that
should be applied. In this area, the SEC said the Federal Reserve Board will
study the issue of concentration in investment portfolios and it expected that
data arising from this study will be available prior to the adoption of the final
ruling.
Comments on this release (No. 33-56868) are due by March 31 and should
refer to File No. S7-610.

ASD Sends
Comments to the
FASB on Business
Segment. . .

The AICPA’s accounting standards division has commented on the Financial
Accounting Standards exposure draft of a proposed statement, Financial
Reporting for Segments of a Business Enterprise (see October 20, 1975 Letter ).
The division’s major suggestions include the following:
□ Segment information should be required only from publicly traded companies
as defined in APB Opinion No. 28.
□ The final statement should not attempt to establish a measurement standard
for intersegment sales or transfers.
□ It should address directly the question of materiality for purposes of
reporting segment information because the exposure draft is not clear as to
whether such materiality judgments should be made on the basis of the
financial statements as a whole or on the basis of the segment information
presented.
□ The final statement should include additional guidance on the treatment of
accounting changes in order to provide greater consistency in the manner
in which those changes are implemented.

. . . and on Pension
Funds Accounting

The pension funds task force has filed comments in behalf of the division on
the FASB’s discussion memorandum, Accounting and Reporting for Employee
Benefit Plans. The main conclusions are summarized below:
□ The plan should be the reporting entity.
□ A plan’s financial statements should be prepared on the accrual basis of
accounting. Investment assets should be accounted for at their current value,
but the historical cost basis of accounting is appropriate for the
operating assets.
□ An obligation for plan benefits should be presented and measured on a basis
which assumes continuation of the plan. It should be recorded and
identified to the extent that rights to such benefits have accrued to individual
participants. The present value of the total benefits ultimately expected
to be paid should be accrued ratably over the period of employment and
included as an obligation of the plan using a projected benefit actuarial
cost method to be specified by the Board.
□ Transition to new accounting and reporting should be accomplished through
the retroactive application of the statement, with restatement of the
financial statements for all periods presented. Early application should be
strongly recommended.
AICPA representatives will be among those that will testify at the FASB
public hearing to be held at the New York Sheraton Hotel starting February 4.

Four Task Forces
Approved by AcSEC

At its meeting on January 7-8, the AICPA’s accounting standards executive
committee authorized the appointment of task forces to summarize the
accounting issues and make recommendations for action in the following areas:
□ Reporting the effects of a disposal of a portion of a business which does not
meet the criteria for a “segment.” Chairman is Fred L. Tepperman,
Arthur Young & Company, New York.
□ Recognition of revenue when services are to be provided in the future.
Heading this group is Robert S. Kay, Touche Ross & Co., New York.
□ Subjective acceleration clauses in long-term debt agreements. Arthur R.
Wyatt, Arthur Andersen & Co., Chicago, is chairman.
□ Real estate depreciation in the case of investment funds presented on a
“fair value” basis. Mr. Wyatt also chairs this task force.

Public Service Tax
Announcements
Being Distributed

Public service (free) broadcasts of the AICPA’s 1976 radio and television tax
advice announcements are now being booked by state societies. These aids,
prepared by the public relations division, consist of five television spots and
30 radio announcements.
This year, the TV spots have been extended from 30 seconds to 1 minute.
Now, instead of carrying a single tax suggestion, each spot gives several
related pointers on such subjects as children’s jobs, moonlighting, home im
provements, the family car and “preparing for the tax preparer.” The radio
announcements remain at 30 seconds each and deal with a wide variety of
tax subjects.
It is expected that about 45 state societies will distribute the radio
announcements and some 20 will use the TV series. Sample TV films and radio
tapes are available for exposure to broadcasters through Charles Burke, of the
state society relations division.

Washington Briefs

The SEC, in Release No. 34-11969, proposes certain amendments to the Uniform
Net Capital Rule and the Early Warning Rule. It also would amend Rule 15c3
to require broker-dealers to provide deductions from net worth for deficits and
special omnibus accounts and for the excess market value under the
contract value or collateral received with respect to failed-to-receive contracts
and stocks loaned under certain conditions. Comments are due by February 29.
IRS TIR 1425 contains guidance for preparing 1975 tax reports and returns
relating to individual retirement accounts, individual annuities and certain
endowment contracts. For copies, call nearest IRS District Office or 202/964-4054.
The Department of Labor indicates it is planning to issue proposed regulations
in February or March governing Employee Stock Ownership Plans. The AICPA
has a task force which is studying the accounting issues involved in this area.
Although Commissioner A. A. Sommer Jr. will leave the SEC in June, it is
expected that he will continue to work on the Commission’s recently announced
reassessment of its corporate disclosure requirements (see page 1). He said that
the members of the study’s outside advisory committee, approximately
twelve in number, will be announced in early February.
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Auditing
Interpretations Are
Authorized

Five interpretations of auditing statements, three on related parties, have been
prepared by the staff of the AICPA’s auditing standards division.
Evaluating the Adequacy of Disclosure of Related Party Transactions—

Disclosure need not involve detailing individual categories of transactions,
but aggregation or summarization would not be appropriate if it reduces the
understanding of the effects of related party transactions.
Disclosure of Commonly Controlled Parties — If the operating results or
financial condition could not reasonably be affected by the common control,
disclosure is not necessary. However, the nature of common control should be
disclosed when the results could be significantly different from those which
would be obtained if the entities were autonomous.
Definition of Immediate Family — “Immediate family” includes those
relatives whom a principal owner or member of management might unduly
influence because of the family relationship. Normally this includes spouses, and
relatives who live in the household. Depending on the circumstances and the
extent of apparent influence, the definition might also be extended to other
family relationships specified in the interpretation.
Auditor’s Identification with Condensed Financial Data (SAS No. 1) — The
auditor is not deemed to be “associated” with condensed financial data when
he is identified by a financial reporting service as being a company’s independent
auditor or when his report is presented with such data.
The texts will be published in the March Journal of Accountancy.
Also in process is Evidential Matter Concerning an Uncertainty about the
Continued Existence of an Entity (SAS No. 2) — It proposes that the auditor’s
evaluation would include consideration of matters that are expected to be
resolved within one year of the balance sheet date. The auditor should inquire as
to the effect management’s plans may have on liquidity, but the objective is to
assess the reasonable expectation of the entity to continue operations, not to
determine whether plans, projections or forecasts will be achieved.

Exposure Draft
A proposed statement on auditing standards to guide accountants in reporting
Issued on Public
publicly on a limited review of interim financial information has been issued
Reporting of Interims for comment by the AICPA’s auditing standards division.
The draft states that the accountant’s report accompanying interim
financial information subjected to a timely limited review should consist of
□ An identification of the interim financial information reviewed;
□ A description of the nature of the limited review;
□ A statement as to whether adjustments or disclosures proposed by the
accountant were effected in the interim financial information;
□ A statement that a limited review would not necessarily disclose all matters
of significance;
□ A statement that an examination in accordance with generally accepted
auditing standards was not performed and a disclaimer of opinion.
Copies of the exposure draft are available from the division on written
request. Comments are due in early March.
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AICPA Urges SEC to
Delay Replacement
Cost Proposal

In a letter to the SEC, an AICPA task force has commented upon the agency’s
proposal to require disclosure of certain replacement cost data in the footnotes of
financial statements. The SEC had proposed in Release 33-5608 (see the
September 8, 1975 Letter) that companies disclose replacement cost data for
inventories and productive assets and for cost of sales and depreciation,
depletion and amortization.
The AICPA’s letter agrees with the Commission’s basic conclusion that the
impact of inflation “is not adequately disclosed in presently existing historical
cost financial statements.” However, the letter notes concern that the disclosures
“may not fulfill the primary objectives of providing data that will enable
investors to obtain a better understanding of the current cost of operating the
business.”
In addition to the concern about misunderstanding of replacement cost data,
concern was voiced about a number of practical problems. These concerns
lead the Institute to recommend that the Commission postpone the adoption of
the proposal until registrants have an opportunity to experiment further with the
development of replacement cost data.
Specifically, the AICPA urged the commission “to undertake a program
of government-sponsored industry study and experimentation.” The letter also
urged that any replacement cost disclosure requirements that are eventually
implemented be incorporated into an SEC guide so that the disclosures would
not be included in a financial statement footnote and not be covered by the
report of independent accountants.

Member Forums
Review Professional
Issues

A new cooperative AICPA/State Society program is designed to promote
discussion of important professional issues and to provide another means for
the Institute to get members’ views on them.
The Member Forum program centers on small group discussions (about 25
participants) of key topics, usually current projects of an AICPA body. Here
is how it works. The Institute announces a topic and invites state society
cosponsorship. Participating state societies arrange for the meetings, invite
discussants and provide discussion leaders. The Institute supplies advance
reading material (the proposals, key issues, supporting texts), discussion leader
guides and response forms on which the participants comment on the matter
under discussion.
The program was first tested last fall with pilot sessions cosponsored
with the Pennsylvania Institute of CPAs on the AICPA’s discussion draft,
The Application of Generally A ccepted Accounting Principles to Small and/or
Closely Held Businesses. They served as a pattern for the first nationwide

program, just completed.
State societies responded enthusiastically to the Institute’s invitation to
hold forums on the preliminary report of the committee on self regulation which
recommends a program for the voluntary registration of firms that meet
certain quality control standards in their audit practices. In the period from
mid-December to the end of January, some 50 forums were held on this subject
and the participants’ written responses are now being reviewed.
The initial success of this cooperative effort indicates that these forums
can become an effective means for getting member reactions to basic issues
and proposed programs.
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ASD Exposes Drafts Accounting Practices in the Recorded and Printed Music Industry, a proposed
on Music industry and statement of position, has been exposed by the AICPA’s accounting standards
Mortgage Banking
division. The key tentative conclusions are
□ Manufacturers and distributors should account for sales when shipments
are made, with immediate provision for expected losses or costs connected
with returns, despite difficulty in estimating returns. Information on method
of estimating returns, and on relative amounts, should be disclosed.
□ Inventories, including records expected to be returned, should be carried
at the lower of cost or net realizable value.
□ Advances to artists should be recorded as assets and subsequent royalties
earned by an artist should be applied against his advance until the advance
has been fully covered.
□ The cost of a record master borne by the record company should be accounted
for as an asset and amortized by a method that reasonably relates the
cost of the master to the net revenue realized, based on forecast income.
Costs recoverable from artists should be treated as advances.
□ In most cases, licensors and licensees should record minimum guarantees
and amortize them over the performance period (generally the license period).
In some cases, the license is equivalent to the sale of the rights and the
licensor may take the guarantee into income when received. Annual financial
statements should include, wherever possible, estimated revenue for a full
year’s earnings, particularly in the case of music publishers, most of whose
revenues are from licenses.
□ Intangible rights and assets received in a business combination normally
are specifically identifiable and have determinable lives. In most situations
therefore, a reasonable determination can be made as to the proportionate
share that each type of asset bears to the total purchase price and goodwill
would not be significant. Amortization of these assets by the income forecast
method would be appropriate.
Comments on the draft are due by March 31.
The second exposure draft of a proposed statement of position discusses
the treatment of origination costs and loan fees in the mortgage banking industry.
Comments on the division’s recommendations should be submitted by
March 15.
Copies of both exposure drafts can be obtained from the accounting
standards division on written request.
LIFO Footnote
Described by IRS

The IRS has described a type of footnote acceptable in an annual financial
statement in a taxable year when a LIFO layer is penetrated. TIR 1434 notes
that in a year in which inventories are reduced, there may be a penetration
of LIFO inventory quantities carried at costs prevailing in prior years. As a
result of this penetration, income for the taxable year in which the penetration
occurs may be significantly higher.
The following or similar footnote is allowable, the IRS said:
“During 197x, inventory quantities were reduced. This reduction resulted
in a liquidation of LIFO inventory quantities carried at lower costs prevailing
in prior years as compared with the cost of 197x purchases, the effect of which
increased net income by approximately $XXX or $X per share.”
The footnote procedure will appear as Revenue Procedure 76-7 in IRS
Bulletin No. 1976-7, dated February 17, 1976.
Also, in Revenue Procedure 76-5, dated February 2, the IRS said that it will
not terminate the LIFO election of a taxpayer who timely files an application
for a change to the full absorption method of inventory costing which had not
yet been approved at the time the annual financial statements are issued.

—
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FASB Issues
Interpretation on
Short-Term
Obligations

The Financial Accounting Standards Board has issued an interpretation of
its Statement No. 6 dealing with the classification of a short-term obligation
expected to be refinanced.
Interpretation No. 8 holds that such an obligation be classified as a current
liability if the obligation is repaid during the ensuing fiscal period. This
applies even though the funds so utilized are later replenished from the proceeds
of long-term financing before the financial statements are issued. Effective
date is February 29, 1976.

“Abuses of
Corporate Power” is
Subject of Hearings

Senator William Proxmire (D-Wis.) has been holding hearings on “Abuses
of Corporate Power” before his Subcommittee on Priorities and Economy in
Government. The focus of the hearings is on official corporate crimes, such as
bribes, kickbacks, illegal campaign contributions and “other improper uses
of corporate funds.”
The first witness, SEC Chairman Roderick M. Hills, summarized the agency’s
action in this area, noting that “the violative conduct alleged was facilitated
by the maintenance of false or inadequate corporate books and records.”
Mr. Hills stressed the importance of utilizing special audit committees to fully
investigate the agency’s complaints. These committees have generally included
“outside legal counsel and independent auditors.”
The primary complaints in the SEC’s cases, noted the Commissioner, “relate
to the maintenance of funds outside the normal financial accountability
system. . . . ” Mr. Hills suggested that a voluntary program of disclosure would
be the first step toward rectifying such problems.
As to the need for new or revised legislation, Mr. Hills said: “In my
view, an effective system of corporate accountability requires that facts
pertaining to illegal payments not be concealed from a corporation’s independent
accountants or its board of directors. This is a key point. Nothing else in the
system will work unless the books and records are kept in good faith.”
In noting that much uncertainty exists in this area, the Commissioner said
he hoped that the SEC “will soon be in the position to provide more guidance.”

Recent Publications

The Pension Benefit Guaranty Corp.’s First Annual Report, dated June 30, 1975,
has been released. The report includes a review of ERISA, the organization
of the PBGC and descriptions of the basic benefits program. Copies are
available from the GPO for $1.30 each.
The 1976 edition of “Recordkeeping Requirements and a Guide to Tax
Publications” is now available. Publication 552 includes a list of 100 free IRS
pamphlets and contains information relating to the statute of limitations for
retention of records. Copies are available free from any IRS office.
“Tax Research Techniques,” Tax Study No. 5, has been issued by the AICPA’s
federal tax division. Using specific examples, the study is designed to aid
non-tax specialists in approaching and researching tax problems. Copies are
available at $16.50 list; $14.20 to members, from the AICPA’s order department.
“Fiduciary Standards Under the Employee Retirement Income Security Act of
1974,” a booklet outlining ERISA standards under the Labor Department’s
jurisdiction, has been released. The pamphlet is free from area offices or the U.S.
Department of Labor, Office of Employee Benefits Security, 200 Constitution
Avenue, N.W., Washington, D.C. 20216.
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Seminar for Financial Representatives of more than 25 publications attended a NYSSCPA-AICPA
Writers Well-Attended jointly sponsored seminar for financial writers at the New York Hilton on
January 28. Two leading accountants —Martin F. Mertz, a Peat, Marwick,
Mitchell & Co. partner, and Robert L. May, an Arthur Anderson & Co. partner —
spoke on current problems facing the profession.
“We are facing a massive change in financial reporting —a disclosure
explosion,” said Mr. Mertz, in discussing particular problems in the banking
environment, such as real estate loans and New York City bonds, which have led
to a greater demand for expanded disclosure. “The message is clear,” he
concluded.
Speaking on the auditor’s concern with illegal activities, Mr. May described
the likely steps an auditor would take if he uncovered an alleged impropriety.
He noted that the SEC’s guidelines in this area are not clearly set forth.
“The SEC says auditors must do something, but that something is not defined,”
concluded Mr. May.
Nader Group Urges
Federal Chartering
of Corporations

Ralph Nader’s Corporate Accountability Research Group has sent a 600-page
report to Congress which urges federal chartering of major corporations and
proposes a number of disclosures for these companies. They include such
matters as corporate ownership and control, federal government contracts,
management income and financial reporting under standards to be set by the SEC.
In the area of corporate management-auditor relations, the following
proposals are made:
□ The Board of Directors should employ the independent auditor and have no
power to impose accounting principles on the outside auditor.
□ No accounting firm would be hired for more than five years.
□ An auditor who discovers or should have discovered “earlier inaccuracy or
inappropriate use of standards by a previous accountant and fails to report it
to the SEC shall be held co-liable in any subsequent civil or criminal suit.”
It has been reported that the Senate Commerce Committee is planning to use
this report as the basis for hearings to be held in the spring.
Copies of the CARG report, Constitutionalizing the Corporation: The Case
for the Federal Chartering of Giant Corporations, are available from its office,
1832 M Street, N.W., Washington, D.C. 20036 at $25 each.

CPAs May Audit
Food Programs

CPAs may audit the Special Supplemental Food Program under interim
regulations authorized by recent amendments to the 1966 Child Nutrition Act.
One section provides that each state agency will conduct audits of the funds
and operations of state and local programs at least once every two years.
State agencies may engage CPAs to conduct such audits.
The interim regulations are contained in the January 12 Federal Register.
Comments will be accepted until March 1.

Simonetti Leaves
Institute Staff

Gilbert Simonetti, Jr. has resigned as the AICPA staff vice president in charge
of the Institute’s Washington office to accept a position in the Washington
office of Price Waterhouse & Co. As a member of the firm, he will be involved in
PW’s government relations activities.
A special panel, headed by Ralph E. Kent, of New York, has been appointed
to consider alternatives in determining Mr. Simonetti’s successor. In the
meantime, Joel Forster, the AICPA’s director of federal taxation, will serve
as the acting manager of the Washington office.
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Washington Briefs
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The IRS will hold a hearing March 11 on its proposed regulations relating to
the definitions of multiemployer pension plans and plan administrators. The
hearing will be at the George S. Boutwell Auditorium, Seventh Floor, Internal
Revenue Building, 1111 Constitution Avenue, N.W., Washington, D.C.
The IRS has issued final regulations on accounting for long-term contracts
and advance payments (T.D.7397). They generally permit the continued use of
the completed contract method by those taxpayers currently using this
method without regard to the manner in which long-term contracts are treated
in financial reports to shareholders and credit grantors.
The Senate Finance Committee plans to begin hearings in mid-March on a
House-passed tax reform bill to curb tax shelters, tighten the minimum tax on
wealthy individuals and liberalize tax breaks for working parents and the
elderly. The committee will hold about four weeks of hearings in March and
April, with an eye toward drafting its version of legislation (HR10610) by May 1.
The IRS has announced a procedure under which a negative adjustment may be
taken into account over a period of less than 10 years by a taxpayer changing
to the full absorption method of inventory costing. IRS TIR-1437 adds that
in cases where a taxpayer had not been in existence for 10 years or where his
prior method had been in use for less than 10 years, “then generally such
lesser number of years will be the number of years over which the adjustment
is taken into account.”
Commercial tax return preparers don’t appear to need regulation by the IRS,
says a General Accounting Office report. Any penalties for fraudulent or
incompetent preparers can be handled through the House-passed tax reform bill.
The IRS agreed with the GAO’s findings. The GAO report, number GGD-76-8,
may be ordered for $1 from the GAO’s Distribution Section, 441 G St., N.W.,
Washington, D.C. 20548.
SEC Staff Bulletin No. 4 incorporates a December 1975 letter from the Institute
to Chief Accountant John C. Burton, and Mr. Burton’s reply, identifying certain
areas of concern with respect to disclosure and reporting by REITs. The
bulletin will appear soon in the Federal Register.
Staff accounting bulletins Nos. 1 through 3 have previously appeared in the
Register: No. 1 on November 19, and Nos. 2 and 3 on January 26.
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SEC Advisory
In line with a reassessment of all SEC disclosure policies reported last month,
Committee Members SEC Chairman Roderick M. Hills recently announced the appointment of an
Named
advisory committee on corporate disclosure. The 13-member committee, to be
headed by out-going SEC Commissioner A. A. Sommer, Jr., consists of attorneys,
accountants, academics, financial executives, analysts and “other users of
information.” CPAs named to the committee are the following:
□ William H. Beaver, professor of economics, Stanford University.
□ Victor H. Brown, controller, Standard Oil of Indiana.
□ Ray J. Groves, partner, Ernst & Ernst.
□ David M. Norr, partner, First Manhattan Co.
□ Frank T. Weston, retired partner, Arthur Young & Company.
The study “will embrace the entire corporate disclosure system that has
developed in this country.” The committee will also “examine the institutional
framework within which disclosure presently occurs.” If indicated by the
committee’s conclusions, recommendations will be made for changes in the
present disclosure regulations.
The committee’s first public meeting will be on February 24 at SEC head
quarters. The meeting’s purpose is “to review the objectives and responsibilities”
of the committee and to establish plans “for the orderly progression” of the
committee’s work. The project is expected to be completed by July 1, 1977.
AICPA Issues Tax
Recommendations

The AICPA’s federal taxation division has sent to Congress a position paper
entitled “Integration of Corporate Income Taxes,” which recommends some
integration of corporate and individual income taxes. Tax Statement No. 3 notes
that the present tax treatment of corporate-source income “does not measure
up to accepted standards of tax equity.”
Based on the division’s analysis of six possible alternatives to the present
system, the report urges adopting “either a dividends-paid deduction for corpora
tions or a ‘gross-up’ method of calculation that would allow a tax credit to
shareholders for those taxes which are attributable to the income distributed as
dividends.” Properly structured, either alternative would be feasible, says the
report, and “would correct many of the short-comings of the current system of
taxing corporate-source income.”
The following are the six alternatives reviewed in the report:
□ The partnership approach.
□ Repeal of the corporate income tax.
□ Expansion of the dividends-received exclusion.
□ Institution of a dividends-received credit.
□ The “gross-up” method.
□ Provision for a dividends-paid deduction at the corporate level.
Although the ultimate recommendations favor only two of the six alterna
tives, the report suggests that each alternative be thoroughly explored. Copies of
the report are available at $12.50, $10 to members, from the AICPA’s
order department.
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Tax Credit
Overlooked by Many

In an unusual joint effort, the Oversight Subcommittee of the House Ways and
Means Committee and the IRS have been seeking ways to inform low-income
taxpayers that they may qualify for the earned income credit, which applies for
the first time to 1975 income.
Under this provision, taxpayers with less than $8,000 adjusted gross income
who contribute more than half the cost of maintaining a home for a dependent
child under the age of 19, or a fulltime student, may be entitled to a credit of
up to $400. The credit can be considered as a negative income tax in that a
refund is available to persons whose income would not otherwise require the
filing of a tax return.
Meetings have been held with social interest groups and other organizations
to communicate the availability of the credit, which, according to early returns,
is not being taken by a substantial number of eligible persons.
For its part, the AICPA’s public relations division has been instrumental
in bringing the situation to the attention of millions of newspaper readers. Three
brief articles have been incorporated in the weekly Money Management series
that, through the efforts of state societies, appears in more than 160 newspapers.
The credit is described in two parts of the five-article tax series, also distributed
by state societies, which has been published in hundreds of newspapers.

Survey of “Unusual”
Foreign Payments
Released

A survey of business executives indicates many U.S. international companies
say they have been under pressure to make “unusual” payments in order to do
business overseas. This is the conclusion of a Conference Board study, “Unusual
Foreign Payments: A Survey of the Policies and Practices of U.S. Companies,”
which is based on a sample of 73 “top-level” business executives.
Cited as the most commonly requested payments are kickbacks and other
payoffs to customers and bribes to government officials to ease the red tape
snarl. Most vulnerable to such requests are those firms selling goods in highly
competitive industries, particularly those dealing with foreign governments.
Other points indicated by the survey include the following:
□ Latin America and the Mideast are pinpointed as areas where demand for
such payments is most common.
□ About 75 percent of the executives surveyed believe that unusual payments
are not a major problem for their industries.
□ 52 percent believe U.S. companies should adhere to U.S. business ethics in
conducting business overseas. The other 48 percent believe in adopting the
customs of the countries in which they operate.
Conference Report No. 682 is available for $15 from The Conference Board,
845 Third Avenue, New York, N. Y. 10022.
In a related area, Walter E. Hanson, senior partner at Peat, Marwick,
Mitchell & Co., has accused the Securities and Exchange Commission of failing to
develop guidelines for disclosure of illegal payments. In a recent speech,
Mr. Hanson said lawyers were uncertain about the SEC’s position and hence,
couldn’t advise clients concerning disclosure of payments. Peat, Marwick’s
policies in this area, he added, have been to insist that clients disclose material
payments, to recommend that illicit payments be stopped, and to recommend
voluntary disclosure to the SEC in questionable cases.
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FASB Head Hits
Accounting Politics

Marshall S. Armstrong, chairman of the Financial Accounting Standards Board,
has spoken out against increasing political pressure from vested interests “whose
oxen are gored.”
Speaking at the Third Annual Securities Regulation Institute last month,
Mr. Armstrong said that in many of the problems confronting the FASB, “we
are faced with a small but vocal minority, whose primary concern appears not to
be with the development of sound standards, but rather the protection of their
own domains.”
The real problem confronting the FASB is that “true consensus is impossi
ble,” he added. “Management has a vested interest in diversity of accounting,
for diversity means flexibility, and flexibility opens up options often as diverse
as operational choices,” Mr. Armstrong said. He noted that political action was
the method chosen to retain these options.
Mr. Armstrong concluded: “The financial community must band together and
support the FASB with a clear recognition of the consequences of failure.”
Lack of support will mean increased governmental involvement, and, in his view,
“the demise of this effort.”

FASB Holds Benefit
Plan Hearing. . .

A s usual, controversy was the key word as more than 20 representatives from
accounting, pension and business organizations testified at a two-day public
hearing on accounting and reporting for employee benefit plans. The meeting
was called by the Financial Accounting Standards Board and held February 4-5
at the New York Sheraton Hotel.
The key concerns were how an obligation for plan benefits should be
presented and if presented, how the obligation should be measured. Another
concern was how the assets would be valued. Closely tied in to these concerns
was the question of what should be the reporting entity, the plan (as favored
by the AICPA) or the fund.
The FASB is now reviewing the testimony for the possible development of
a draft statement on standards.

. . . Appoints Task
Force on
Restructured Debt..

The Financial Accounting Standards Board has appointed a 16-member task
force on accounting by a debtor and creditor when the terms of debt are changed
because of the debtor’s inability to meet those terms. A major area to be
studied is accounting for investments in New York City and state debt.
FASB member Walter Schuetze will serve as chairman. CPA practitioners
named to the task force include: Hector R. Anton, partner, Haskins & Sells;
Harold Cohan, partner, S. D. Leidesdorf & Co.; E. R. Noonan, partner, Peat,
Marwick, Mitchell & Co.; and Charles W. Scott, partner, Ernst & Ernst.
The FASB expects to prepare a statement of issues and to hold a public
hearing.

. . . Expands
Extractive Industry
Study. . .

The Financial Accounting Standards Board has tentatively decided to include
companies in mining industries dealing with metals and nonmetallic minerals,
such as coal, in a discussion memorandum to be prepared on accounting and
reporting in the extractive industries. Previously, the study would have concen
trated on the oil and gas industry.
The decision was based on a task force recommendation that cited similari
ties among all companies engaged in the search for and extraction of wasting
natural resources. The task force noted, however, that if important differences
between the oil and gas industry and other extractive industries become apparent
in its study, the decision to include mining companies may have to be
reconsidered.
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. . . and Issues
Interpretation
on S & Ls

The FASB has released Interpretation No. 9 dealing with the application of
APB Opinions Nos. 16 and 17 to savings and loan associations acquired in a
business combination accounted for by the purchase method. Its conclusions:
□ Because it ignores fair value of individual or types of assets and liabilities, the
net-spread method is not appropriate for determining amounts assigned.
□ An accelerated method may be used to amortize goodwill arising from such
combinations under certain specified circumstances.
The interpretation is effective for business combinations initiated after
March 1, 1976. Copies are available, at 50¢ each, from the FASB, High Ridge
Park, Stamford, Conn. 06905.

Umbrella Policies
Cause Professional
Liability Problem

A situation has arisen in the AICPA’s professional liability insurance program
that could cause a serious gap in coverage or lead to higher costs for all
participants. In agreeing to underwrite a professional liability program with
limits up to $5 million, the underwriters assumed that practice units would place
all their professional liability coverage with the plan, up to this limit. However,
some practice units have been acquiring minimum coverage under the program,
relying on umbrella policies for higher limits.
This procedure creates two problems:
□ The plan is required to assume the entire cost of defense, in addition to the
limits insured. Since the plan is experience rated, situations where, for a
minimum premium, the underwriter bears the defense costs will have a
detrimental effect on the cost of insurance for all practice units.
□ Also, umbrella policies often do not give the practice unit the protection it
needs and thinks it has. Most of these policies specifically exclude profes
sional practice exposure, and even those that purport to insure professional
practice activities often do not follow the underlying basic insurance.
Therefore, the firm and its legal counsel should review such policies to
determine whether the firm is actually insured to the extent that it thinks it is.
Regardless of the review, practice units participating in the Institute program
are required to place all their professional liability insurance coverage up to
$5 million with the plan. According to the committee, failure to comply with
the terms of the policy could result in the firm being denied coverage.
Since its adoption in 1974, the current AICPA professional liability insurance
program has been sponsored by 23 states with approximately 4,000 practice
units insured under the plan.
For further information about the plan, contact RBH/Reid & Carr, Inc.,
605 Third Avenue, New York, N.Y. 10016.

CASB Proposes
Interpretation on
Cost Allocation

The Cost Accounting Standards Board has issued proposed Interpretation No. 1
to the standard on consistency in allocating costs incurred for the same purpose.
The proposal appeared in the February 4 Federal Register (page 5134).
The proposed interpretation deals with the application of the standard to
proposal costs and is intended to answer a number of questions which have been
raised by both the government and contractors. The interpretation recognizes
that not all costs incurred in preparing proposals are incurred with the same
purpose, in like circumstances. The Board noted that this is the first occasion it
has had for issuing an interpretation and is seeking comments from anyone
who believes that the interpretation is not responsive to the questions that have
arisen or is not clearly enough stated.
Comments are due by April 12 at the CASB office, 441 G Street, N.W.,
Washington, D.C. 20548, from which a limited number of copies is available.
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CASB Considers
Deferred
Compensation

The staff of the Cost Accounting Standards Board has issued a draft on
accounting for deferred compensation costs. A key concept is that such costs
shall be assigned to current cost accounting periods whenever a valid obligation
is incurred. At present, federal procurement regulations generally require
deferred compensation costs to be recognized for contract cost purposes only
when funded or paid.
The staff draft suggests criteria for determining whether a valid obligation
for deferred compensation has been incurred. It also provides that the cost of
deferred compensation to be paid in the future shall be measured by the present
value of the future benefits to be paid.
The staff proposal provides that a contractor shall be deemed to have
incurred an obligation for deferred compensation in the cost accounting period
when all of the following conditions are met initially:
□ There is an obligation to make the future payment which the contractor
cannot unilaterally avoid.
□ The deferred compensation will be satisfied by a future payment of money,
other assets, or stock of the contractor.
□ The amount of the future payment can be reasonably measured.
□ The recipient is known.
□ The award or the plan under which the award is made requires that certain
events must occur before an employee is entitled to receive the benefits.
The staff draft has not been approved by the CASB, but may serve as the
basis for a proposed standard.

Two Position
Statements to Stand
as Accounting
Guidelines

Two statements of position of the AICPA’s accounting standards division were
sent to the Financial Accounting Standards Board in December: Accounting
Practices in the Broadcast Industry (No. 75-5) and Questions Concerning Profit
Recognition on Sales of Real Estate (No. 75-6) (see January 12 Letter).
The FASB has advised the Institute that it has no present plan to add the
matters covered by these statements to its agenda. Therefore, these position
papers, while not enforceable under the AICPA’s Code of Professional Ethics,
will serve as guidelines in these areas.
Copies of the statements are available from the division on written request.

Comments Invited
on Staggered
Tax Filing

Rep. Charles Vanik (D-Ohio), chairman of the House Ways & Means Oversight
Subcommittee, has invited comments on proposals for staggered income tax
filing dates. Noting that the IRS is conducting a cost/benefit study to determine
the feasibility of a staggered filing schedule, Mr. Vanik said: “We cannot
effectively assess the impact of staggered filing dates on individuals and
businesses without input from taxpayers who would be most affected by the
changes.”
Comments should be addressed to the Subcommittee, 1539 Longworth House
Office Building, Washington, D.C. 20515.

New AICPA
Publications
Available

Behavior of Major Statistical Estimators in Sampling Accounting Populations —

This new study (Auditing Research Monograph No. 2) deals with detailed and
analytical tests used by auditors in formulating opinions on financial statements.
Price is $7.50; $6 to members.
The AICPA’s auditing standards executive committee (AudSEC) has issued a
codification of statements Nos. 1 through 7. Price is $5; $4 to members.
Both publications can be obtained from the AICPA’s order department.
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Pension plan sponsors and administrators who have initiated changes in plans
due to ERISA, need not file them with the Department of Labor. Making retro
active amendments on vesting, participation and other minimum standards
provisions within the 1976 plan year, however, does not affect the January 1 , 1976
deadline for fiduciary changes. The only filing needed for the DOL by May 30
is the EBS-1 Plan Description.
Kenneth L. Houck will become executive director of the Pension Benefit
Guaranty Corp., replacing Steven E. Schanes who resigned effective February 15.
Houck, 66, is a member of the PBGC’s presidentially appointed advisory com
mittee and has been an industrial pension coordinator.
The SEC has withdrawn its proposed standards on limited reviews of interim
financial information due to the AICPA’s adoption of Statement on Auditing
Standards No. 10 (see December 22 Letter ). The SEC’s proposal, Release
No. 33-5612, had been designed to determine the “appropriate professional
standards and procedures” for limited reviews. It announced on February 10
that the “standards and procedures set forth in that statement appropriately
define the role of the auditor in the interim reporting process.”
A public hearing on the definition of “a year of service for vesting purposes”
will be held on March 2 in the Internal Revenue Building in Washington. The
hearing will deal with proposed regulations under Section 203 of ERISA and
related provisions concerning breaks in service. Additional details are in the
January 29 Federal Register.
IRS T.D. 1433 deals with the time when contributions to self-employed retirement
plans are deemed made. The guidelines allow an employer to claim a contribution
to an HR-10 plan for the preceding taxable year if it is made before the due date
of the income tax return for that year.
The recently established Municipal Securities Rulemaking Board has approved
for circulation an exposure draft of rules establishing recordkeeping require
ments for municipal securities brokers and dealers. The draft covers what records
are to be maintained, record retention requirements and the designation of
persons responsible for maintaining such records. Comments are due by March 5
prior to submission of the proposal to the SEC. For further information, write
to the Board, Suite 700, 1629 K Street, N.W., Washington, D.C. 20006.

TheCPA Letter
American Institute of Certified Public Accountants, Inc.
1211 AVENUE OF THE AMERICAS, NEW YORK, N.Y. 10036

□ Please send via First Class Mail
($3.00 enclosed for March 1 , 1976—
February 28,1977)

Second-class postage paid at New York, N.Y.

March 8 , 1976
Vol. 56 No. 5

TheCPALetter
A Semimonthly News Report Published by the AICPA

Board of Directors’
Highlights

Among the actions taken by the AICPA’s Board of Directors at its February
19-20 meeting were the following:
□ Recommended submission to Council of a revised implementing resolution
for Section 3.6.2.3. of the bylaws to permit members serving on ethics
committees and on state boards of accountancy who have no responsibility
for investigations, disciplinary proceedings and/or regulation of the
profession to serve on the Joint Trial Board and the National Review Board.
□ Approved the recommendation of the industry and government advisory
committee that Council authorize a mail ballot of the membership proposing
amendments to the bylaws which would permit members not in practice to
be officers of the Institute and to serve as members of the Joint Trial
Board and National Review Board.
□ Approved the request of the Board on Standards for Programs and Schools
of Professional Accounting to expose the Board’s draft report to the
profession, academia and others, with a view to obtaining reactions from
all sources.
□ Received the MAS Body of Knowledge and Examination (MASBOKE)
research project report and authorized its publication by the AICPA.
□ Approved distribution of the revised proposal of the self regulation
committee’s Plan for Voluntary Quality Control Review Program for CPA
Firms with SEC Practices to Council for its spring meeting. Following the
presentation and discussion, Council will have the opportunity to decide
whether it wants to take action at the meeting. (See story on page 3.)
□ Authorized the chairman to inform the trustees of the Financial Accounting
Foundation of the Board’s support of the trustees’ proposal to expand the
FAF from nine to eleven members.
□ Approved the efforts of the auditing standards division to seek modification
of that portion of the SEC position set forth in ASR 177 requiring an
accountant’s opinion on the preferability of a new accounting principle
used in the financial statements.

AcSEC Proposes
FASB Consideration
of Retroactive Taxes

In a letter to the Financial Accounting Standards Board, AcSEC has suggested
that an emerging practice problem exists because of the different ways in
which companies are treating certain New York City and New York State tax
increases that were imposed in the fourth quarter of 1975, but were effective as
of the beginning of the year.
Some companies have included the full effect of this tax increase in
their fourth quarter results; others have restated results for the earlier three
quarters.
The committee suggested that guidance be provided because similar tax
situations may arise in the future in these or other jurisdictions. The FASB has
agreed to consider this matter in connection with its project on interim
financial reporting.

- 2

-

SEC Studies DebtorCreditor Swaps

The Securities & Exchange Commission has released Staff Accounting Bulletin
No. 5 which deals with transfers of assets from a debtor to a creditor in
reduction of the debt or for cash. It notes that many companies, faced by cash
flow and other financial difficulties, attempt to resolve their problems by
transferring certain assets to their creditors in exchange for reductions of
outstanding debt (asset or loan swaps).
In a normal independent transaction, the noncash assets involved would be
valued by the total of the cash exchanged or the cash value of the reduction of
the debt. However, the bulletin suggests that, in certain instances, alternative
measurement approaches may be required in the following areas:
□ Similar assets actively traded.
□ In the absence of an active marketplace, comparable assets in which either
the debtor or creditor trade.
□ Estimates of future cash flows from assets based on appraisals and forecasts
reflecting an appropriate rate of return.
Any difference between the fair market value of the assets received and
the carrying amount of any receivable given up should be reported as a loan loss
by the creditor. Any difference between the carrying amount of the asset,
as adjusted by the debtor, and the book value of the debt reduction, notes the
SEC, should then be reported by the debtor according to the provisions
of Financial Accounting Standards Board Statement No. 4.
As with previously issued staff bulletins, the SEC notice states that its
conclusions represent interpretations and practices followed by the Division
of Corporate Finance and the Chief Accountant in administering disclosure
requirements and have not been officially approved by the Commission.

CASB Considers
Insurance Costs and
Service Centers

The staff of the Cost Accounting Standards Board is circulating for comment
two research papers which may lead to the development of standards dealing
with accounting for insurance costs and with service centers as a special species
of groupings of indirect costs.
The first paper deals with the treatment of insurance costs for contract
costing purposes. Specific issues include the circumstances under which a
deductible provision ceases to be nominal, how the rate of accrual for
self-insurance costs should be established and how to account for deposit
premiums and premium refunds.
The second study examines the circumstances under which indirect costs
may be accumulated in terms of specific service centers, seeks guidance as to
the distribution of costs so accumulated and establishes the interrelationship
among service centers during the course of distributing their costs.
Comments are due by April 16 on insurance costs and by April 12 on
service centers. The Institute’s committee on liaison with the CASB is planning
to comment on both papers.

Oops, We Goofed!

There are two errors in the February 23 issue. The correct price of Tax Policy
Statement No. 3, now entitled “Elimination of the Double Tax on Dividends,” is
$3.00; $2.40 to members. Copies will be sent to Congress about April 1.
The IRS T.D. number referring to HR-10 plans should have been 7402.
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Committee Appointed At its meeting last month, the AICPA’s Board of Directors endorsed a revised
on Quality Control
plan of the committee on self-regulation. It incorporates suggestions arising
Policies
from exposure of the previously proposed voluntary registration plan for CPA
firms (see December 22, 1975 Letter). Copies of the revised proposal, Plan for
Voluntary Quality Control Review Program for CPA Firms with SEC Practices,
are being distributed to the membership.
In this connection, a special committee, headed by Robert W. Burmester,
Arthur Young & Company, New York, has been appointed. The nine-member
group, which held its initial meeting on March 4, has two principal objectives:
□ To develop proposed standards for quality control policies and procedures
for the audit practices of CPA firms in the United States.
□ To develop proposed standards for reviews of those policies and procedures
for approval by the auditing standards executive committee.
In preparing its proposals the committee will recognize that various
combinations of policies and procedures will be appropriate depending upon
the size and organization of firms and the nature of their practice. It plans to
work closely with the committee on self-regulation, at whose request the new
group was formed. The new committee should complete its work this fall.
In addition to Mr. Burmester, the committee is composed of the following
members: Leonard H. Brantley, Sr., Brantley, Spillar & Frazier, Fort Worth;
Robert S. Campbell, Anderson, Lieser & Thorsen, Minneapolis; Paul B. Clark, Jr.,
Main Lafrentz & Co., New York; George J. Frey, Peat, Marwick, Mitchell & Co.,
New York; James I. Konkel, Touche Ross & Co., New York; Harold B. Minkus,
J. K. Lasser & Company, Southfield, Michigan; Norman S. Rachlin, Rachlin &
Company, Coral Gables, Florida; John P. Shea, Lester Witte & Company, New
York. William C. Bruschi is the AICPA staff aide.
AICPA Sponsored
Conferences Set

Computers — The AICPA’s twelfth annual conference on computers and
information systems will be held May 10-12 at the Philadelphia Marriot Hotel.
Congressman Barry Goldwater, Jr. (R-Cal.) will deliver the keynote address
on “Privacy Legislation.” The program will deal with computer topics in auditing,
MAS, practice administration, taxation, timesharing and new developments.
New this year are concurrent training sessions on basic computer auditing,
statistical sampling, conducting an EDP selection project, whether the
CPA should have a computer, and remote computing services. (A more detailed
program appears in the March Journal of Accountancy.)
Registration for the three-day meeting is $150; additional registrants
from the same firm are $135 each — through the AICPA meetings department.
Management of an Accounting Practice — The Institute’s MAP committee has

set dates for the 1976 MAP conferences:
□ Partnerships and Professional Corporations, July 22-23, St. Louis.
□ Firm Growth and Development, September 13-14, Las Vegas.
□ Administration, November 15-16, and Personnel, November 18-19, both in
Orlando, Florida (a two-session cluster).
For further information, contact Frank Sanitate at the AICPA, (212) 575-6229.
Industry and Government — The first national conference for members in
industry and government, which will be open to nonmembers as well, will be
held on September 23 at the Hyatt Regency-O’Hare Hotel, Chicago.
The program will include such subjects as what’s going on at the AICPA,
guarding against computer fraud, an update on accounting standards, treasurer’s
planning for financial resources and corporate responsibility.
While further information will be forthcoming, those interested in the
conference should contact the Institute’s meetings department for more details.
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Client Management
Course Offered

Because of the success of last year’s initial program, the AICPA CPE division
will again co-sponsor an in-depth course on advisory management to clients.
The new course will be held at the Wharton School of the University of
Pennsylvania, June 14-23.
It is designed to update CPA firm partners in recent developments in
the field of management so that they can better understand their clients’
operations and problems and advise them more effectively. The ten-day session
will utilize prominent outside speakers as well as Wharton faculty to discuss
topics such as corporate planning, reacting to the business environment
and managing markets, money and people.
The $1,250 fee covers instruction but not accommodations, which will be
at the new Hilton hotel adjacent to the campus.
For further information, call Frank Sanitate at the AICPA, (212) 575-6229.

AICPA Issues
Exposure Draft on
Special Reports

A proposed statement on auditing standards to guide accountants in preparing
special reports has been issued for comment by the AICPA’s auditing standards
division.
The draft deals with four circumstances when different wording from
that of the auditor’s standard report is needed. Special reports, it notes,
are appropriate when the auditor is requested to report on the following instances:
□ Financial statements that are prepared in accordance with a comprehensive
basis of accounting other than generally accepted accounting principles.
□ Specific elements of financial statements.
□ Compliance with contractual agreements or regulatory requirements.
□ Financial information presented in prescribed forms or schedules that
require a uniform statement presentation or, in some cases, a prescribed
form of report or authentication.
Copies of the exposure draft are available from the division upon written
request. Comments are due by May 1.

CPA Examination
Review Approved

The National Association of State Boards of Accounting has been engaged
by the AICPA to conduct an ongoing review of the preparation, grading and
administration of the Uniform CPA Examination process.
This action was approved by the Institute’s Board of Directors last
October 10, and at that time, the Board noted that the review “would benefit the
Institute in protecting the integrity and credibility of the CPA examination
process and would assist the state boards in fulfilling their statutory obligation
to satisfy themselves as to the propriety of the examination and its
administration.”
In line with this action, NASBA’s Board of Directors has appointed the
following nine-member review team:
□ Robert C. Ellyson, chairman — partner, Coopers & Lybrand, Miami.
□ Rosecrans Baldwin — retired partner, Arthur Young & Company, Chicago.
□ Henry V. Benson, Jr. — partner, Benson & McLaughlin, Seattle.
□ Albert J. Bows — dean, Graduate School of Business Administration,
Emory University, Atlanta.
□ Quiester Craig — dean and professor, School of Business, A & T State
University, Greensboro, North Carolina.
□ Jerome J. Kesselman — professor of accounting and law, University of
Denver, Denver.
□ Lloyd J. Weaver — partner, Weaver & Tidwell, Fort Worth.
□ Katherine M. West — professor of accounting, Brooklyn College, New York.
□ Frank T. Weston — retired partner, Arthur Young & Company, New York.
The team is having its first meeting March 8-9.
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AICPA to Issue
Federal Candidates’
Guide

An AICPA task force has prepared a publication to guide federal office candi
dates, and the CPAs who may be working with them, through the requirements
for primary and general elections. Based on the 1974 amendments to the 1971
campaign law, Compliance with Federal Election Campaign Requirements:
A Guide for Candidates, also reflects the January 30, 1976, U.S. Supreme Court
decisions on the constitutionality of certain sections of the amendments.
The approximately 200-page book advises candidates and campaign
committees on how to work toward complying with federal election campaign
laws; offers suggestions for disclosure of personal financial information by
candidates and officeholders; and discusses the tax considerations for political
organizations, candidates, officeholders and contributors. The appendix
includes the complete codified federal election laws.
Although directed to federal office seekers, many features of the new guide
are applicable to state and local candidates as well.
The book should be available about mid-April. It will be distributed to
congressional and other candidates for federal office, including those who have
declared for primaries. Copies can be obtained at $15 each; $12 to
members, from the AICPA’s order department.
For a more detailed report, see the March Journal of Accountancy.

Combined ARA/FAF
Membership Is
Offered

The trustees of the Financial Accounting Foundation have recently adopted a
plan whereby contributors to the Accounting Research Association may
become associate members of the FAF. Associate members of the Foundation
will receive gratis copies (two to firms; one to individual members) of the
following FASB publications: Status Report, statements, interpretations,
exposure drafts and discussion memorandums.
Basically, the plan calls for minimum annual contributions to the ARA of
$200 for firms and $100 for individuals to qualify for the combined membership.
A mailing is being made to all ARA members describing the plan. For
further information, write the ARA at the AICPA office.

SEC Supports
Speaking before the Senate Banking Committee on February 24, SEC Chairman
Municipal Disclosure Roderick M. Hills said the agency supports a bill providing certain financial
Bill
disclosures for municipal securities offerings. The bill (S 2969), introduced by
Sen. Harrison Williams (D-N.J.), calls for the following:
□ Annual reports on their financial condition by municipal issuers whose
outstanding securities exceed $50 million.
□ “Distribution statements” for investors giving audited financial data and other
information about an issuer offering more than $5 million in securities.
□ Exemptions from the federal provisions for municipal issues approved prior
to sale by a state authority.
Mr. Hills also said the SEC opposed a broader bill (S 2474), introduced
by Sen. Thomas Eagleton (D-Mo.), which would extend to municipal issuers the
same registration and disclosure requirements currently in effect for corporations.
The next day, representatives of the Securities Industry Association
testified that municipal issuers, not the SEC, should set the disclosure require
ments. One industry leader said that the proposed bills would take
regulation-writing responsibility away from “the group that is most familiar with
the requirements of state and municipal financing.”
Subscription
Renewals to Letter
Are Due

Nonmember paid subscribers are reminded that their renewals are due for the
1976-77 year. Prompt payment of the $25 cost will assure uninterrupted service.
(Make checks payable to the AICPA, identified as CPA Letter subscription.)

- 6 -

Washington Briefs

Alan Levenson, formerly director of the SEC’s Division of Corporate Finance,
has been added to the agency’s advisory committee on corporate disclosure
(see February 23 Letter ). Richard Rowe, associate division director, has been
promoted to division director.
The Privacy Protection Study Commission has issued draft
concerning tax return confidentiality. The recommendations,
only to material submitted by or on behalf of the taxpayer,
February 13 Federal Register. A hearing will be held March

recommendations
which apply
are listed in the
11-12.

The Senate Finance Committee will begin hearings March 17 on the tax cuts
which expire July 1, 1976, as well as the tax reform measure (HR 10612)
approved by the House.
IRS T.D. 7404 allows a taxpayer to defer a gain realized on the sale of his
personal residence in one of two ways. He may purchase a new principal resi
dence within the 3-year period beginning 18 months before and ending
18 months after the date of sale; or he may begin construction of a new residence
within 18 months after the date of sale of the old home. This amendment
is listed in the February 13 Federal Register.
The Labor Department will be issuing a modification of the rule concerning
standards of independence of a qualified public accountant retained by an
employee benefit plan. The modified rule essentially conforms with qualifications
for independence set by the SEC and the Institute’s Code of Ethics.
Beginning March 15, the House Ways and Means Committee will conduct a week
of hearings on various gift and estate tax proposals. The committee will also
consider other legislation, including a bill (HR 1793) to increase the estate tax
exemption and to provide an alternative method of valuing property.
The IRS will be conducting additional audits, and be extending many in progress,
of companies suspected of making illegal payments, without properly
reporting them for tax purposes. Moreover, the IRS will have its Office of
International Operations coordinate its efforts with the work done domestically.
A bill (HR 11718) has been introduced at the request of the Ford Administration
to transfer the administration of the Public Holding Company Act of 1935
from the SEC to the Federal Power Commission.

TheCPALetter
American Institute of Certified Public Accountants, Inc.
1211 AVENUE OF THE AMERICAS, NEW YORK, N.Y. 10036

Second-class postage paid at New York, N.Y.

March 22, 1976
Vol. 56
No. 6

TheCPALetter
A Semimonthly News Report Published by the AICPA

New International
Accountancy Body
Is Proposed

A proposal to establish an International Federation of Accountants (IFAC)
will be considered by the delegates of some 100 professional accounting bodies
from 71 countries at the 11th International Congress of Accountants to be held
in Munich October 10-14, 1977.
The proposal is contained in the interim report of the International
Coordination Committee for the Accountancy Profession (ICCAP) which recom
mends that the committee be replaced by a more permanent worldwide
organization to be based in New York. The principal aims of the new organization
during the next few years would be to:
□ Issue statements for guidance and studies on various matters that would
be helpful to participating bodies and/or are fundamental to achieving
the objective of a coordinated worldwide accountancy profession.
□ Encourage and promote the development of regional organizations with
common objectives and develop guidelines for the structure and constitution
of such regional groups.
Among the subjects that are of likely concern are the following:
□ A minimum code of professional ethics for member bodies.
□ Requirements and programs for accountants’ professional education and
training.
□ Accounting and auditing standards and procedures.
□ Management information and costing methods.
□ Management of an accounting practice.
The new organization would be governed by an assembly (replacing the
present heads of delegations] and an executive committee (replacing the ICCAP
and expanded to include four more single term members). The International
Accounting Standards Committee (IASC) would continue as an autonomous
body, but there would be close liaison between the two groups.
The ICCAP, which is headed by Reinhard Goerdeler, Federal Republic
of Germany, has requested comments on its proposal by August 31, 1976. The
U.S. representatives are Michael Chetkovich, of Haskins & Sells, New York,
and AICPA President Wallace E. Olson.

IASC Approves
IAS 3, Issues
Exposure Draft

At its meeting March 9—11, the International Accounting Standards Committee
(IASC) approved for release Statement No. 3, “Consolidated Financial
Statements,” which was issued for exposure last year (see July 1975 Letter). The
statement deals with presentation of consolidated financial statements for
a group of companies under the control of one parent company.
The committee also released for exposure a proposed draft, “Statement of
Source and Application of Funds,” which would require presentation of a
statement “which summarizes the financing and investing activities of an
enterprise.” Comments on this draft are due by December 31, 1976.
Because of time required for translation, copies of IAS No. 3 and the
proposed draft will not be available from the Institute’s international practice
division until June 2.
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MASBOKE Research
Study Completed

The Management Advisory Services Body of Knowledge and Examination
(MASBOKE) research study was authorized for publication by the Institute’s
Board of Directors (see March 8 Letter). The aim of the study was to determine
the bodies of knowledge used by MAS practitioners in CPA firms and whether
an examination to test such knowledge is practical.
H. George Trentin of Arthur Andersen & Co., New York, headed the
supervising task force. The study itself was directed by Professors Edward L.
Summers and Kenneth E. Knight of the University of Texas at Austin.
The following three major areas of knowledge were identified:
□ General knowledge, including the consulting art.
□ Knowledge of organization functions and technical disciplines.
□ Knowledge of industry and the public sector.
The report concludes that “it is possible to prepare examinations which test
for understanding of these MAS body of knowledge concepts.” The structure
of such examinations is dependent on the following:
□ MAS practitioner knowledge profiles on which to base the design of the
examination. These profiles would specify elements of bodies of knowledge
and the depth and breadth of understanding.
□ The extent of coverage of this knowledge by the examination and definition
of the level of performance required to pass the examination.
□ Relative use of objective and subjective items on the examination.
□ Acceptable levels of examination validity and reliability.
□ Design of the examination related to individual knowledge profiles, scoring
references and other variables.
□ Administrative requirements and controls for the examination.

AICPA Testifies at
Privacy Commission
Hearing

At hearings of the Privacy Protection Study Commission held March 11-12
(see March 8 Letter), the AlCPA’s federal taxation division presented its
recommendations regarding tax return confidentiality and related matters.
The division strongly supports the principle that effective compliance with
the U.S. system of self-taxation can be maintained only if taxpayers are
assured that data regarding their tax returns will “remain solely within the
confidence of tax collecting agencies.”
Accordingly, the Institute recommends enactment of legislation to insure
that information supplied to the IRS will be treated as confidential and will
be released “only in very limited and controlled situations.” In this connection,
the Institute strongly supports a bill (S 442) introduced by Sen. Lloyd Bentsen
(D-Tex.) which protects as confidential not only the physical “returns,” but also
all the additional data received by the IRS related to these returns.
Furthermore, the Institute proposes legislation providing state agencies with
tax return data should be coupled with either of the following provisions:
□ Federal sanctions governing the misuse of data supplied to state agencies.
□ A requirement that states receiving such data incorporate sanctions to insure
that the confidentiality of these materials will not be breached.
Finally, the Institute urges legislation “that would grant some type of
privilege to accountants, at least in areas where he is expressing his opinion or
using his judgment in applying the tax rules to a particular client’s affairs.”
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ASD Proposes
Three Emerging
Problems to FASB

The AICPA’s accounting standards division has identified three emerging practice
problems in letters to the Financial Accounting Standards Board.
Employee Stock Ownership Plans — The principal thrust of the division’s
letter relates to the “leveraged” ESOP under which funds for acquiring the
employer’s stock are borrowed by the ESOP, rather than being initially provided
by the employer. It recommends the following:
□ The obligation of the ESOP guaranteed by the employer should be recorded
as a liability by the employer.
□ The offsetting debit should be shown as a reduction of shareholders’ equity.
□ The debit should be reduced and the offset to shareholders’ equity should be
restored only as the ESOP makes payments on the debt.
□ The employer’s compensation expense is the amount contributed or committed
to be contributed for a given year.
Disposal of a Portion of a Segment of Business — The division recommends
that the FASB issue an interpretation that would supersede the AICPA
interpretation of APB Opinion No. 30 to permit segregation in the income state
ment of the revenues and related costs and expenses of a disposed portion
of a segment of a business.
Subjective Acceleration Clauses in Long-Term Debt Agreem ents — The
division urges the FASB to resolve the question as to whether such a clause
should lead to classification of a long-term obligation as a current liability. The
letter notes that there is substantial difference of opinion within the division;
the majority holding that the existence of such a clause does not in itself require
reclassification, while a significant minority believes that such a clause
creates a presumption that the loan should be classified as a current liability.
Copies of the proposals are available from the division on written request.

AcSEC to Consider
Three New Subjects

At its meeting last month, the AICPA’s accounting standards executive committee
agreed to add the following matters to its agenda:
□ Whether the hospital audit guide or the state and local government audit
guide should be applied to hospitals operated by governmental units.
□ Off-balance sheet financing arrangements, together with any conclusions
drawn from them.
□ Intercorporate tax allocation questions.

Standards Proposed
for Professional
Accounting
Programs

A discussion draft of the report of the AICPA’s board on standards for programs
and schools of professional accounting is being distributed to educator members
of the Institute and the American Accounting Association and to representatives
of the American Assembly of Collegiate Schools of Business (AACSB).
Essentially, the draft report calls for a minimum five year professional
accounting program consisting of at least two years of pre-professional education
and not less than three years of professional education. It anticipates that
some of these programs may be offered in separate schools of accounting; in
other cases they may be within schools of business.
The draft sets forth three general standards and a number of others
concerning admission and retention, curriculum, faculty, financial support and
budgets, plant and equipment, and performance for graduates. The objective
of these standards is to establish a level of quality in accounting education
programs which would graduate entry level professional accountants.
The board recommends that the AICPA join with other appropriate organi
zations to discuss the proposed standards and to formulate an accreditation
process for identification of schools meeting these standards.
Comments on the board’s proposals are due by August 15.
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Pressure for Reform
Noted in Financial
Reporting

Philip L. Defliese, managing partner, Coopers & Lybrand, said financial statements
today “do not fairly represent present financial positions or result of operations
in any absolute sense.” Speaking at the 1976 Finance Conference of
The Conference Board in New York last month, Mr. Defliese, who chaired the
session on financial reporting, noted that accountants are being buffeted
from all sides by cries for reform.
Concern with the amount of disclosure rulings emanating from the SEC led
to the creation of the Commission’s new advisory commission on disclosure
(see January 26, 1976 Letter ), said A. Clarence Sampson, SEC associate chief
accountant. Other areas where there is public pressure for financial reporting
reform, he added, include the impact of inflation on financial statements, bank
reporting and municipal bonds.
Also, Richard C. O’Sullivan, treasurer, Monsanto Co., said that the corporate
financial officer is “being swamped with reporting requirements which
duplicate, overlap and provide information which could never be employed for
any useful purpose.”
For further information about the conference, see the April Journal of
Accountancy.

Municipalities
Committee Is
Appointed

AICPA Chairman Ivan Bull has appointed a special committee on municipalities.
Its purpose is to monitor proposals for new financial disclosure requirements
relating to public offerings of municipal securities, primarily at the federal level,
and to submit recommendations in behalf of the Institute.
The new committee, which is chaired by Anthony M. Mandoloni, Peat,
Marwick, Mitchell & Co., Chicago, will be staffed by the federal government
relations division in Washington.

November 1975
Sells Award Winners
Announced

For the November 1975 Uniform CPA Examinations, 42,124 candidates completed
a total of 156,096 papers — both new records. Elijah Watt Sells Awards are
presented to those CPA candidates who take all four sections of the examinations
and achieve the highest grade total.
Of those taking the examination, Steven F. Weynand, of Chicago, Ill., was
the winner of the Sells Gold Medal, given for the highest grade total. Weynand is
with Arthur Andersen & Co.
The Silver Medal, given for the second highest grade totals, was shared by
John E. Allerson of Edina, Minn., and Sean G. Daly, of Ft. Collins, Colo.
Allerson is with Peat, Marwick, Mitchell & Co. in Minneapolis and Daly is
currently a graduate student at Colorado State University.
For further information, including a list of honorable mention certificates
awarded, see the April Journal of Accountancy.

1976 IRS Advisory
Group Named

IRS Commissioner Donald C. Alexander has announced the appointment of
15 accountants, attorneys, business executives, educators and public interest
representatives as members of the Commissioner’s advisory group for this year.
To provide continuity with 1975’s group, six of the 15 members were
reappointed from last year. CPA’s named include:
□ William J. Barieau, Touche Ross & Co., Fresno, Calif.
□ Earl Davis, professor of accounting, the University of Georgia.
□ Jeffrey S. Gold, chairman, Community Tax Aid, Inc., New York City.
□ Elmer Heckinger, E. F. Heckinger Accountants, Altamonte Springs, Fla.
□ William C. Penick, Arthur Andersen & Co., Washington, D.C.
□ Daniel Wainess, Wallace Wainess & Co., Los Angeles.
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IRS Announcements

The following announcements from the IRS are of particular interest:
□ A hearing has been set for April 20 on the proposed regulations concerning
minimum vesting standards for pension plans. Basically, the proposals are
the same as the temporary regulations contained in TD 7387, but sections have
been added on deductions for employer contributions under employee
annuity plans, special rules for multi-employer plans under collective
bargaining and treatment of employees of subsidiaries doing business outside
the U.S.
□ The deadline for filing amended returns to perfect the election of the Lifo
inventory method has been extended from March 15 to May 14, 1976.
This revision to Revenue Procedure 76-6 will appear in Internal Revenue
Bulletin No. 1976-13 on March 29, 1976.

New Pension Forms
to be Available
Soon

New annual return/report forms to be filed by employers maintaining employee
benefit plans and by plan administrators are expected to be available by
early April (see January 26, 1976 Letter).
The new forms, 5500, 5500-C and 5500-K, are to be filed with the IRS for
taxable years ending on or after December 31, 1975 and with the Department
of Labor for plan years beginning on or after January 1, 1975.
The due dates for filing 1975 returns/reports with the IRS and DOL will be
nine and one-half months after the end of the tax or plan year. For those with
a calendar tax or plan year, the due date for 1975 is October 15, 1976. The due
date for filing the 1975 forms has been extended two and one-half more
months because of the delay in issuing forms. The extended due date supersedes
the due dates in the 1975 tax return instructions.
The normal due dates for filing for future years will be seven months after
the end of the tax year for the IRS and seven months after the end of the
plan year for the DOL.
The new forms will be mailed to employers and plan administrators who filed
with the IRS or DOL in the past. Those not receiving the forms by April 30
should request them from their local IRS or DOL office.

CASB Proposes
Standard on the
Cost of Money

The staff of the CASB has proposed a standard on the cost of money as an
element of the cost of facilities capital. The proposal, if adopted, would be one
of a series of standards which the CASB is promulgating “to achieve uniformity
and consistency in the cost accounting principles followed by defense contractors
and subcontractors under federal contracts.”
Concurrent with this proposal, the CASB is withdrawing its proposed
Standard No. 413 on adjustment of historical depreciation costs for inflation.
In doing so, the CASB notes various proposals for accounting for inflation
currently under study by accounting bodies and therefore has decided to proceed
with this single standard on the cost of facilities capital.
The proposal is in the March 5 Federal Register. Comments are due by
April 19.

Broadcasters Air
Financial Advice

The AICPA’s public relations division is supplying daily items of tax and money
management advice to the NBC radio network’s News and Information service.
The 45-second advisories, carrying credit lines such as “CPAs tell me . . . ,”
are carried several times a day on the 64 stations linked by the NIS all news
operation. The stations range from New York, Miami and Sacramento to
Honolulu. Until April 15, the material will deal with tax tips and thereafter
with a variety of suggestions on personal financial matters.
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Washington Briefs

The accounting regulations of the Interstate Commerce Commission have been
amended for all modes of transportation to adopt the disclosure of compensating
balances and short-term borrowing. Adoption of these changes will bring the
ICC rules in line with the SEC regulations.
The Tax Forms Coordinating Committee is requesting comments on ways to
improve IRS tax return forms, instructions and schedules. Comments are due by
May 14, and are to be sent to the Chairman, Tax Forms Coordinating Committee,
Room 5569, Internal Revenue Building, 1111 Constitution Avenue NW,
Washington, D.C. 20224.
The SEC has issued Staff Accounting Bulletin No. 6. The bulletin provides
interpretations of ASR No. 177, which requires increased disclosure on Form 10-Q
reports and disclosure of selected data in annual financial statements of
certain companies.
The Department of Labor has issued Interpretive Bulletin 76-2, which rescinds
an earlier bulletin (IB 76-1) providing guidelines on seasonal industries with
respect to pension reporting. IB 76-1 contained guidance for computing services
to be credited to employees in seasonal industries and provided tests to
determine whether a pension plan covers employees in a seasonal industry.
Amendments have been issued to the Small Business Administration’s regulations
revising the procedure for computing a firm’s number of employees. The
amendments are designed to prevent firms from retaining small business
eligibility by temporarily dismissing employees so that they would not appear
on the payrolls used on the current method of computation. The amendments
are in the March 4 Federal Register.
The FDIC has issued proposed amendments to require insured banks having
securities registered with them to conform their securities regulations to those of
the SEC. For additional information, call the FDIC at 202/389-4221. Comments
are due by March 31.
The Cost Accounting Standards Board’s pamphlet on its rules, regulations and
standards, as of June 3 0 , 1975, (see December 2 2 , 1975 Letter ) is no longer
available from the CASB. Most of the material is in Title IV of the Code of Federal
Regulations available from the Government Printing Office for $2.70.
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SEC Adopts
Replacement
Cost Plan

In a significant step, the Securities and Exchange Commission recently announced
adoption of disclosure requirements for current replacement costs, which
would highlight the effect of inflation on the nation’s largest businesses.
ASR 190, an amendment to Regulation S-X, provides that all companies
whose combined inventories and gross property aggregate more than $100 million
and amount to 10 percent or more of their total assets, must disclose, either in
a footnote or separate section, “the current cost of replacing inventories and
productive capacity and the amount of cost of sales and depreciation if they had
been computed on the basis of replacement costs.”
The disclosures in the footnotes or special section, adds the SEC, may be
labeled “unaudited.” The rule also calls for the disclosure of the methods used
in preparing the data, and the presentation of other information “as management
believes necessary to communicate the meaning of the data to investors.”
The requirements are applicable to annual financial statements beginning
after December 25, 1975, and thus will require the disclosures in 1976 statements.
The SEC said it would soon appoint an advisory committee to help companies
with the problems of implementation.
Also released at the same time was 1933 Securities Act Release No. 5696,
which proposes “safe harbor” rules for replacement cost disclosures. Comments
are due by May 31, and should refer to File No. S7-623.
Staff Accounting Bulletin No. 7, offering staff interpretations on the
implementation of the new rules, was also released.
These new rules, adds the commission, may represent “the first step toward
a revised system of accounting based on current values.” The SEC, moreover,
expects the Financial Accounting Standards Board, which is currently studying
the conceptual framework of financial statements, to initiate some standards
in this area within the next two or three years.
For further information, see the May Journal of Accountancy.

Supreme Court
Rules on Liability
of Auditors

In a major decision, the Supreme Court recently narrowed the circumstances
under which an auditing firm can be held liable when a client violates
securities laws.
Ruling in favor of Ernst & Ernst, the Court said victims of stock fraud can’t
collect civil damages on the basis that an accountant was negligent in failing to
conduct the type of audit that might have brought the fraud to light. Instead,
the Court held that investors must show that the auditors intended to “deceive,
manipulate or defraud.”
In rejecting negligence as a basis for the lawsuit, the Court noted in a
footnote that to rule otherwise “would extend to new frontiers the hazards of
rendering expert advice under the securities acts, raising serious policy questions
not yet addressed by Congress.”
The lawsuit was brought by investors who lost money in an alleged securities
scheme carried out by First Securities Co. of Chicago, now defunct. Ernst & Ernst
had served as the firm’s auditor.
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AICPA Head Urges
More Financial
Communication
Study

Concerned that the increasing volume of financial disclosure may be blurring
essential facts about a firm, AICPA President Wallace E. Olson suggested that
investors would be better served with an interpretation and analysis of what the
financial data means.
Speaking at a joint meeting of the California Society of CPAs and the
Los Angeles Bank Credit Association last month, Mr. Olson said, “It is not very
satisfactory to give users of financial reports a lot of financial data and tell them
to make their own analysis and interpretation.” Investors must be told what
the information means in terms of business operations, financial conditions and
future prospects, he added.
Mr. Olson noted that management would be in “the best position to do this
and should be charged with providing such information in new formats that
would include sections dealing with the key aspects of the business such as
production facilities, sales order backlogs, marketing programs and product
development, work force and labor relations and working capital.”
Furthermore, noting that the SEC’s requirement for a management analysis
of the summary of operations is a step in the right direction, Mr. Olson added
that this approach should be “expanded and refined to take the place of many of
the disclosures which are currently included in financial statements and
footnotes.”
The growing demand for financial data has reached a point where “footnotes
may overshadow financial statements,” he said. But little has been done to
experiment with new techniques and formats of communication to achieve a
better understanding among users. “We are still using,” he added, “the same type
of information financial statements that were devised when business was
relatively uncomplicated.”
Mr. Olson concluded: “There are factors and circumstances relating to
every company which are likely to have an overriding effect on the success or
failure of the company. It is this information that needs to be communicated,
and it is unlikely ever to be done effectively within a rigid reporting framework.”

Bill Introduced to
Make Bribes Illegal

Legislation has been introduced to make illegal the payment of bribes to foreign
officials or governments. The bill (S 3133), introduced by Sen. William Proxmire
(D-Wis.), would also require the filing of periodic reports showing any payment
in excess of $1,000 to any foreign individual or government. The reports would
show the amount of each payment, the name of the person or entity paid, and
purpose of the payment.
The SEC is also given authority under the bill to initiate, prosecute and
appeal any act found in violation of the law.
In a related matter, SEC Chairman Roderick M. Hills said that existing
securities laws are adequate for the SEC to correct any illegal payments or bribes.
In a speech before the Association of the Bar of New York last month, Mr. Hills
characterized as “foolhardy” the passing of a law to prohibit American com
panies from violating foreign laws.
Mr. Hills also blamed lawyers for allowing the present situation to develop,
noting that “accountants have worked far harder at preserving their capacity
to give independent advice than we (lawyers) have.”
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AcSEC Comments
on Concentration
in Portfolios

In a letter to the SEC, the Accounting Standards Executive Committee notes it
supports in general the commission’s proposal (SEC 33-5568), “Disclosure of
Details of Marketable and Other Investment Securities.”
The proposed amendment to Regulation S-X deals with concentration in
securities portfolios. AcSEC, however, suggests some modifications—in particular,
that clarification is needed as to the definition of “marketable securities and
other security investments.”
AcSEC also suggests that consideration be given to the need for disclosure of
the aggregate exposure on other investments and/or debts in an issuer which
pose essentially similar risks to the investing entity. The letter, moreover,
recommends consideration of disclosure of a concentration of aggregate invest
ments in a single industry group or sector of the economy.
Also, the committee believes the proposal should be made effective with
respect to balance sheets filed with the SEC “subsequent to a date 30 to 60 days
after the final adoption of the amendment.”

AICPA Issues
Recommendations
on Estate Tax
Reform

The AICPA’s federal taxation division has prepared Statement of Tax Policy
No. 4 entitled Estate and Gift Tax Reform. This statement, which includes the
recommendations presented before the House Ways and Means Committee last
month, deals with five major areas:
□ Generation-skipping transfers.
□ The marital deduction.
□ Appreciated assets transferred at death.
□ Unified transfer tax.
□ Liberalization of deferred payment of federal estate tax.
Included in the recommendations was a substantial increase in the combined
exemption for estate and gift taxes from the current $90,000 to $150,000.
Copies of the report will be available later this month at $3.00, $2.40 to
members, from the Institute’s order department.

AICPA Supports
CG’s Position on
Qualifications

In a letter to federal agencies relying on reports of independent auditors on
domestic assistance and other similar programs, Wallace E. Olson, Institute
president, encouraged adoption of Comptroller General Elmer Staats’ recom
mended “Qualifications of Independent Auditors Engaged by Government
Organizations.”
Issued in 1970 and reaffirmed last year, the Comptroller General’s statement
takes the position that after December 31, 1975 audits of financial represen
tations should be conducted by CPAs or by licensed public accountants who
were licensed on or before December 3 1 , 1970. Model language is also proposed
for future agency rules, regulations or audit guidelines.

Proposal for
Self-Regulation
Distributed

The AICPA self-regulation committee (see March 8 Letter) has distributed to all
members a revised proposal, Plan for Voluntary Quality Control Review
Program for CPA Firms with SEC Practices. The proposal incorporates numerous
changes resulting from comments received during the exposure period.
The revised plan has been oriented towards firms with SEC practices or
which have a desire to prepare for such practice. The committee also recom
mended that a special committee be appointed to develop appropriate standards
for quality control and review. These standards will be subject to the approval
of the auditing standards executive committee. It was also recommended
that the existing local firm quality review program, which is designed to meet the
needs of firms not engaged in SEC practice, be expanded.
The proposal will be submitted for consideration to the Institute’s
Council in May.
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Washington Briefs

The SEC, in Rel. No. 33-5689, has proposed that life insurance companies and
holding companies having only life insurance subsidiaries file 10 -Q quarterly
reports and disclose selected quarterly data in notes to financial statements.
Comments are due by April 30.
A. A. Sommer, Jr., has resigned as SEC commissioner, effective April 2 , to return
to private law practice. However, he said he will continue to serve as chairman
of the Commission’s Advisory Committee on Corporate Disclosure (see
February 23, 1976 Letter).
Public hearings have been scheduled by the Privacy Commission for April 21-22
on the recordkeeping practices of depository and lending institutions. An
outline of the issues to be addressed is in the March 11 Federal Register.
The SEC has issued Rel. No. 33-5692, which includes Guide 60 —Preparation of
Registration Statements Relating to Interests in Real Estate Partnerships.
Comments are due by May 14, and should refer to File 57-622.
The Interstate Commerce Commission has adopted a rule that requires carriers
with $10 million or more of operating revenues to include in annual reports
to the ICC the data as to leases that are required by the SEC’s ASR 147. The
disclosures will be required for 1976 annual reports, together with the
comparative figures for last year.
IRS TIR 1447 sets forth a new procedure for issuing determination letters on the
qualification of certain contribution plans and any related trusts for custodial
accounts pursuant to ERISA. The procedure allows law firms, but not CPA firms,
to receive approval from a district director of the form of a pattern plan
which may be used for determination letter requests on behalf of a number
of employees.
The staff of the Cost Accounting Standards Board has issued a draft standard on
allocation of manufacturing overhead costs. The draft has not been approved
by the CASB, but may serve as the basis for a proposed standard. Comments
are due by May 24.
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FASB’s Conceptual
Framework Project
Moves Ahead

The Financial Accounting Standards Board says work is now far advanced
on the second-phase discussion memorandum on a conceptual framework project
for financial accounting and reporting. The Board’s tentative conclusions on
the objectives of financial statements and qualitative characteristics of financial
reporting, which were the subject of the first discussion memorandum issued
in 1974, will provide the basis for a public hearing on the project's second phase.
Major issues to be dealt with include the nature of assets, liabilities,
capital, income, revenue and expense. Another consideration is the relationship
of the measure of periodic income to the nature and measurement of assets
and liabilities, as well as the relationship between earnings and the maintenance
of capital.
The second discussion memorandum is also expected to deal with possible
bases of valuation of major categories of assets. Among the valuation bases
to be discussed are historical cost, replacement value, exit value, net realizable
value and the discounted value of estimated future cash flows. Valuation
of liabilities will also be discussed.
Also, the Institute’s accounting standards division has appointed a task force
to respond to the FASB’s forthcoming discussion memorandum on a conceptual
framework. The task force will also attempt to develop and experiment with a
few comprehensive systems of accounting and reporting that depart from the
historical cost accounting model and that might be recommended to the FASB
for its consideration.
The results of the task force’s study will be included in its response to the
FASB discussion memorandum.

IRS to Question
Officials on Illegal
Payments

Officials at major corporations, as well as the managing partner or auditor
in charge of each corporation’s audit, will be asked by the Internal Revenue
Service to answer questions as to possible bribes, kickbacks and other illegal
payments.
The questions are designed to determine if the companies, each of which has
assets of at least $250 million, have engaged in payoffs and if so, if they had
violated federal tax laws in the process. While the 11 questions are geared for
the so-called coordinated examinations (large cases] of some 1,200 major
corporations, the IRS noted that, when appropriate, the tax partner or individual
practitioner will be questioned in noncoordinated examinations (small cases).
IRS Commissioner Donald C. Alexander said those queried must reply in
writing and sign the document. The IRS will issue subpoenas to those who
refuse to comply, he added.
The Institute is planning to confer with the IRS on this issue. For further
information, see the May Journal of Accountancy.
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SEC Criticized
by Outgoing
Commissioner

The Securities and Exchange Commission has exceeded its authority in handling
dubious corporate payments and has “failed terribly” in its responsibility
by refusing to set explicit standards of conduct, said outgoing SEC Commissioner
A. A. Sommer, Jr. Speaking at a seminar in Columbus, Ohio, recently, Mr.
Sommer said the result of these actions has been to seriously compromise the
commission’s credibility and professional standing.
In a related matter, SEC Chairman Roderick M. Hills said recently that the
commission will provide guidelines by May 1 to corporations for disclosing
improper payments to foreign government officials. Speaking at the National
Press Club, Mr. Hills said the guidelines will be in the form of a report to
the Senate Banking Committee and may include other “comments.”

SEC May Drop
Forecast Rule

The Securities and Exchange Commission may drop a proposed plan to require
corporations making profit forecasts to meet detailed reporting standards.
As proposed by the commission last year, the rule would require firms to file
with the SEC any profit forecasts they had made to securities analysts or
financial reporters.
The comments received by the SEC on the proposal were mainly negative,
and many of those commenting predicted that the firms simply would stop
making projections rather than comply with the commission’s reporting
procedures.
Stunned by the negative reaction, the SEC was reportedly thinking of
substantially modifying the proposal. Mary Beach, associate director of the SEC’s
division of corporation finance, said the division had decided to recommend
to the commission that any reporting of profit projections be “100 percent
voluntary.”
However, there is still some thought that some form of forecast reporting
requirement could emerge from the SEC’s current study of its disclosure
policies (see February 2 3 , 1976 Letter). The study’s findings are due in mid-1977.

Proposed Statement A proposed statement on auditing standards to guide accountants in reporting
Issued on Public
publicly on a limited review of interim financial information has been agreed
Reporting of Interims upon by the auditing standards executive committee (AudSEC) and will be
mailed in the first week of May. The form of report included in the draft that will
be authoritative on the issuance of the statement is:
“We have made a limited review in accordance with standards established
by the AICPA, of (describe the information or statements subjected to
such review) of ABC Company and consolidated subsidiaries as of
September 30, 19X1 and for the three-month and nine-month periods then
ended. Since we did not make an audit, we express no opinion on the
(information or statements) referred to above.”
Also, AudSEC is in the process of completing two exposure drafts; one, dealing
with illegal acts by clients and the other, with the independent auditor’s
responsibility for the detection of errors or irregularities. Copies of the two
exposure drafts are expected to be available about May 3 from the auditing
standards division. Requests must be in writing.
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REPORT OF THE COMMITTEE ON NOMINATIONS
To the M em bers of the
A m erican Institute of Certified Public A ccountants

Pursuant to Article VI, Section 6.1.6 and 6.3, the following report of the committee on nominations is submitted.
John Lawler, Secretary
New York, N. Y., March 1 7 , 1976
The committee on nominations hereby nominates the following officers, members of the Board of Directors,
members of Council-at-Large, elected members of Council and the National Review Board.
For Officers:
(To serve from the 1976 annual meeting to the 1977 annual meeting or until their successors shall be elected.)
Chairman of the Board:
Michael N. Chetkovich, New York

Vice Chairman of the Board:
Stanley J. Scott, Texas

Vice Presidents:
Peter Arnstein, California

George R. Catlett, Illinois

Frank B. Hill, Jr., Alabama

Joseph P. Cummings, New York

William S. Kanaga, New York

Treasurer:
John W. Zick, New York

For Members of the Board of Directors:
(Three-year terms)
Wilton T. Anderson, Oklahoma

For Council Members-at-Large:
(Three-year terms)
Ray J. Groves, Ohio
Charles Kaiser, Jr., California
John A. Killough, Texas
Bernard Z. Lee, Texas
Archibald E. MacKay, New York
Robert A. Mellin, California
William J. Mueller, Illinois

(Tw o-year term)

(One-year term)

Norman A. Bolz, Michigan

Clifford E. Graese, New York

(To fill the vacancy created by the
nomination of William S. Kanaga as
a member of the Board of Directors)

(To fill the vacancy created by the
nomination of Joseph P. Cummings
to the Board of Directors)

John M. Cummings, Maine
Alfred M. Walpert, Maryland
Jordan L. Golding, Massachusetts
Charles E. Grenier, Jr., Michigan
Daniel E. Mead, Michigan
Robert A. Kottke, Minnesota
Clem L. Maher, Missouri
Stone E. Paulson, Jr., Montana
James A. Herbert, Nebraska
Jerry Engel, Nevada
Norman C. Batchelder, New Hampshire
Leonard S. Brown, New Jersey
John L. Keller, New Mexico
Peter Elder, New York
David A. Berenson, New York
Michael Goldstein, New York
W allace B. Greene, New York
Ralph P. Simpson, New York
Dale D. Beling, North Dakota
Oreson H. Christensen, Ohio

Lowell A. Baker, Ohio
Maynard H. Fellers, Oklahoma
Lee E. Schmidt, Oregon
George L. Bernstein, Pennsylvania
John L. Ricketts, Pennsylvania
Carl B. Harper, Jr., South Carolina
Frank E. Short, South Dakota
William M. Frazee, Tennessee
Carl S. Chilton, Jr., Texas
Gordon N. George, Texas
Bruce J. Harper, Texas
Harry E. Ward, Texas
E. Leslie Hoy, Vermont
Donald R. Maxfield, Virginia
Vernon N. Winquist, Virginia
Hein Christensen, Virgin Islands
Clifton E. LaHue, Washington
Glenn W. Hall, W est Virginia
Darwin C. Broenen, Wisconsin
Bill B. Brauer, Wyoming

For Elected Members of Council:
(T hree-year terms)
Glenda L. Rhodes, Alaska
Sherwin O. Williams, Arkansas
Daniel V. Goodstein, California
Donald E. Hietter, California
John S. Waddell, California
Earl A. Jensen, Colorado
Earle E. Jacobs, Jr., Connecticut
Robert D. Miller, Connecticut
Louis W. Dooner, Florida
Allan A. Leiter, Florida
Robert D. May, Florida
Jerrold S. Trumbower, Florida
Jack C. Favors, Georgia
Harvey D. Ogletree, Georgia
Allen A. Pickens, Guam
George E. Lipp, Hawaii
Bert B. Weinstein, Illinois
Ronald S. Katch, Illinois
William J. Willy, Illinois
Deane E. Pinney, Indiana

(Tw o-year term)

The committee nominates Stanley H. Voelkel, Texas, to fill the vacancy created by the nomination of Stanley J.
Scott as Vice Chairman of the Board.

For Members of the National Review Board:

(T o se rv e th ree-y ea r term s)
Lawrence H. Baberick, Pennsylvania
Ralph T. Bartlett, New Jersey
Sidney A. Champagne, Louisiana
Paul N. Cheatham, Texas

Howard E. Hansen, Massachusetts
Frederick H. Kelley, New York
Ralph J. Kliber, Michigan
Miles H. Locketz, Minnesota

William B. Nicol, Ohio
Donald W. Schroeder, California
Omer G. Stephenson, Oklahoma
Wesley W. Taylor, Tennessee

Candidates submitted by state societies to serve as Chairmen and Vice Chairmen of twelve regional trial
boards were reviewed and submitted to the Board of Directors for election.
Directly elected members of Council elected on an interim basis to fill vacancies at the May and October 1975
Council meetings were renominated to complete their terms. They are:
Robert N. DenBraber, Michigan
Hugh Dysart, Jr., Massachusetts

Ralph J. Kliber, Michigan
Don A. Nelson, California

Raymond F. Patterson, Jr., Delaware
Lawrence G. Pickens, Texas

The committee will nominate the officers, members of the Board of Directors, Council Members-at-Large and
National Review Board members on the floor of Council on Saturday, October 23, 1976, in Philadelphia, Penn
sylvania. No nominations from the floor will be recognized. However, independent nominations may be made by
any twenty members of the Institute from any given state for which a vacancy shall arise if filed with the Secre
tary at least four months prior to the annual meeting of the Institute which will be held this year at Philadelphia,
Pennsylvania, on October 2 5 , 1976.
Pursuant to the bylaws, balloting for directly elected Council members by members in their states will only
occur if a contest for one or more seats develops by virtue of receipt of independent nominations by the Secre
tary four months prior to the date of the annual meeting. In the absence of a contest, the nominees will be
declared elected by the Secretary and will assume office as members of Council at the Council meeting on Octo
ber 2 3 , 1976, at Philadelphia.

Respectfully submitted:
Committee on Nominations

Philip L. Defliese, New York, Chairman
Robert M. Coffman, Colorado
Richard E. D’Arcy, Michigan
John L. Harvey, Pennsylvania
Verne R. Moseman, Nebraska
George E. Tornwall, Florida
Kenneth S. Wood, California
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The AICPA has released figures as of January 31, 1976, showing the classification
of its m em bership by occupation and by size of practice unit. For comparison,
the percentage figures from July 31, 1975 and 1974 are also shown.
Occupational Classification of Members
Number
1976

Occupation

Public Accounting .........................
Business, Industry, Misc..................
Education..........................................
Governm ent......................................
T o t a l..........................................

........
........
........
........

69,719
40,578
3,401
3,997
117,695

Percent
1976

July
1975

July
1974

59.2
34.5
2.9
3.4
100.0%

59.1
34.6
2.9
3.4
100.0%

60.0
33.6
3.0
3.4
100.0%

Sources of Practicing Membership
Firm Size

Number
1976

Percent
1976

July
1975

July
1974

Firms with one m e m b e r................. ........
Firms with 2-9 m em bers................. ........
Firms with 10 or more, except
........
25 largest firm s ................................ ........
T o t a l.....................................................

15,019
20,605
7,441
26,654
69,719

21.5
29.6
10.7
38.2
100.0%

22.1
29.7
10.1
38.1
100.0%

21.5
30.5
9.3
38.7
100.0%

Two International
Conferences
Planned

The 8th Conference of A sian and Pacific A ccountants will be held in Hong Kong
from Septem ber 20-24, 1976. The them e of the conference is “The A ccountant’s
Role in a Changing W orld.” M embers interested in attending the conference
can obtain registration form s from the In stitu te’s international practice division.
The advance program of the 11th International Congress of A ccountants
to be held in M unich from O ctober 10-14, 1977, together w ith a non-binding
prelim inary registration form, is also available. The Congress organizers have
asked that the prelim inary registration form s be returned not later than
June 15, 1976. Copies of this m aterial are also available from the In stitute’s
international practice division.

Recent
Publications

The U.S. budget in brief for fiscal year 1977 is now available. Besides a concise
presentation of the president’s budget, it also provides sum m ary and historical
tables on the budget and debt. Copies are available at $1.15 each, from the
Governm ent Printing Office (GPO), N orth Capital and H Streets, N.W.,
W ashington, D.C. 20401.
The annual report of the Secretary of Commerce for the fiscal year ended
June 30, 1975, is now available. Besides covering departm ent activities, it also
deals w ith dom estic and international business, m inority business enterprise
and m aritim e affairs. Copies are available for $2.40 each from the GPO.
The M arch 1, 1976, edition of the AICPA’s Code of Professional Ethics is now
available. Besides reprinting the ethics part of the loose-leaf edition of AICPA
Professional Standards, the volume contains concepts of professional ethics,
rules of conduct, interpretations of rules of conduct, and ethics rulings.
Copies are available at $2.50 each, $2 to m em bers, from the Institute’s order
departm ent.
CPA Examinations — Official Questions, 1974-75 and CPA Exam inations —
Unofficial Answ ers, 1974-75 will be available in early May. Copies of both at
$4 each, $3.20 to m em bers, from the Institute’s order departm ent.
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Washington Briefs

An agreem ent betw een the IRS, the AICPA, the Am erican Bar A ssociation and
various public interest groups calls for legislation th at w ould m ake public
past and future IRS rulings, determ ination letters, technical advice memos and
m any supporting docum ents. Except in rare cases, the nam es and identifying
details of the individual taxpayers w ould not be divulged. For further
inform ation, see the May Journal of Accountancy.
The SEC proposes to require real estate partnerships to furnish the financial
statem ents required by Form 10-K to its lim ited partners for the first full year of
operation. Com m ents are due by May 14.
The Bureau of A ccounts has published a draft accounting system for railroad
companies. The draft, w hich is outlined in the M arch 31 Federal Register,
includes definitions, instructions and supporting schedules. Comments are due
by A pril 30.
A proposed am endm ent to the tax regulations involving ERISA would provide
rules for issuing disclosure statem ents to any individual for whom an
individual retirem ent account, annuity or endow m ent contract is or will be
established. The proposal is in the April 6 Federal Register. Comments are
due by May 24.
The D epartm ent of Labor recently said th at employee plan adm inistrators may
m eet the May 30 distribution date for filing or distributing sum m ary plan
description booklets in one of tw o ways. A sum m ary plan description (SPD)
m ay be distributed or filed on or before May 30 or a short notice (“ERISA
N otice”) m ay be distributed on May 30 and the SPD deferred. Details of the
“ERISA N otice” w ere contained in the DOL’s M arch 18 release. Copies are
available from the departm ent upon request.
The Cost A ccounting Standards Board has issued a proposed standard on
accounting for the cost of deferred com pensation, other than personal absence
and pension plan costs w hich are covered elsew here. The proposal provides
criteria for m easuring the cost of deferred com pensation and for assigning such
cost to cost accounting periods. The proposed standard is in the April 7
Federal Register. Comments are due by June 11.
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Court Rules Some
Workpapers Can
Be Subpoenaed

In tw o recent cases, the U.S. Supreme Court ruled th at the Fifth Am endm ent
privilege against self-incrim ination can’t be used to block a federal subpoena of
accountants’ w orkpapers used in preparing an individual’s tax returns, regard
less of w hether the taxpayer or his attorney had possession. Furtherm ore,
because the w orkpapers w ould not have been protected in the taxpayer’s hands
by this privilege, they w ere not protected in the attorney’s hands by the
attorney-client privilege.
In both cases (Fisher and Kasmir), the w orkpapers had been turned over
to the taxpayers and then to the attorneys after the taxpayers w ere inform ed
they w ere being investigated.
In another decision, the Court ruled th at an individual’s right of privacy
does not extend to microfilmed records of his bank account w hen they are
dem anded by the Internal Revenue Service. The Court said th at w hen an
individual uses banking facilities, he has no legitim ate expectation of privacy.
Thus, the IRS need not m eet strict search w arrant procedures w hen subpoenaing
records directly from a bank.

AudSEC Issues Two
Exposure Drafts

The AICPA’s auditing standards executive com m ittee (AudSEC) has issued for
exposure tw o proposed statem ents on auditing standards.
Illegal A cts by Clients — The proposed statem ent provides guidance to the
independent auditor w hen acts come to his attention during an exam ination th at
appear to be illegal. Basically, the d raft holds th at m aterial item s if not disclosed
by a client w ould ordinarily require a qualification of opinion or a disclaim er.
Depending on the nature of an illegal act that is not m aterial, the auditor should
consider w ithdraw ing from the current engagem ent or dissociating him self
from future relationship w ith the client, if he is unable to persuade the appro
priate levels w ithin the client organization to give appropriate consideration to
rem edial action.
The types of acts contem plated in the exposure d raft include illegal political
contributions to a candidate for federal office, bribes and other violations of
law s and regulations.
The Independent A uditor’s Responsibility for the Detection of Errors or
Irregularities — These proposed guidelines define errors as unintentional m istakes
in financial statem ents and irregularities as intentional distortions, such as
fraud or defalcations. The exposure d raft outlines the auditor’s approach to
planning his exam ination to search for m aterial errors or irregularities and dis
cusses procedures w hen circum stances indicate the existence of such m atters.
The proposed statem ent holds th at an audit cannot provide absolute assur
ance th at m aterial errors or irregularities do not affect the financial statem ents
because of lim itations on the effectiveness of auditing procedures. “If the
a uditor’s exam ination w as m ade in accordance w ith generally accepted auditing
standards, he has fulfilled his professional obligation.”
Comments on both exposure drafts are due by July 30. Copies can be
obtained from the auditing standards division on w ritten request.
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AudSEC Seeks
A t a m eeting w ith the Securities and Exchange Commission on April 23; the
Withdrawal of SEC’s AICPA’s auditing standards executive comm ittee urged w ithdraw al of the
“Preferability” Rule requirem ent in Form 10-Q th at the independent auditor express an opinion on
w hether a change in accounting principle is preferable because it represents an
“im proved m ethod of m easuring business operations in the particular circum 
stances involved.” This requirem ent w as adopted in A ccounting Series Release
No. 177.
In a statem ent filed w ith the commission, the com m ittee explained its
position as follows:
□ The criterion in ASR No. 177 — “m easurem ent of business operations” — lacks
the precision necessary to provide a basis on w hich consistent judgm ents
as to preferability can be made.
□ The rule requires individual CPA firms to act in a capacity that is properly
the role of a constituted authority that can set accounting standards.
□ Existing auditing standards provide sufficient m eans of identifying for users
of financial statem ents unw arranted changes in accounting principles.
□ The requirem ent will be difficult to adm inister. The SEC staff itself will have
to arbitrate proposals for changes w hich it questions, thus filling the role
assigned to independent CPAs.
Copies of the Institute statem ent are available from the auditing standards
division upon w ritten request.
Comments Issued
on Materiality
Criteria

In a letter to the Financial Accounting Standards Board, the In stitu te’s account
ing standards m ateriality task force com m ented on the FASB’s discussion
m em orandum , Criteria for Determining M ateriality. The task force’s overall con
clusion is th at an FASB statem ent establishing m ateriality criteria should be
issued to enhance “the inform ational base of existing and potential stockholders
and creditors in m aking economic decisions.” Specific conclusions include
the following:
□ The FASB statem ent should be developed from the view point of the preparers
of financial statem ents and should guide them to more consistent m ateriality
decisions.
□ Specific m ateriality criteria should be established. In general, such quantitative
criteria should be five percent or m ore of key financial statem ent captions.
□ Ther e should be a presum ption (which could be overcom e in individual cases)
th at an item is m aterial if the quantitative criteria are met.
For further inform ation, see the June Journal of Accountancy.

Schuetze Resigns
from FASB;
Kirk Reappointed

W alter Schuetze, a charter m em ber of the Financial Accounting Standards
Board, has announced his resignation for “strictly personal reasons” effective
June 30. His term runs until Septem ber 30, 1978.
In his letter of resignation, Mr. Schuetze said th at “my three years w ith the
Board w ere m ore rew arding than I can describe” and expressed his appreciation
for having been associated w ith the Board. He plans to rejoin Peat, M arwick,
M itchell & Co. as a p artner in the firm.
Donald J. Kirk, another charter Board member, w hose term expires on
Septem ber 30, 1976 (under the staggered basis on w hich the original appoint
m ents w ere made) has accepted re-appointm ent for a five-year term.
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FASB Appoints
Task Force on
Interim Reporting

The Financial Accounting Standards Board has appointed a 12-member task
force on interim financial reporting.
The chairm an of the new task force, w hich consists of six m em bers from
industry, one from banking, one from academ e and four from the practicing
profession, is Robert L. Koons, a recent addition to the staff of the Board.
Form erly m anager of accounting research and policy for the Shell Oil Company,
Mr. Koons will also serve as project director.
The objective of the project is to determ ine appropriate accounting and
reporting standards for interim financial statem ents and sum m arized interim
financial data issued for external reporting purposes. Reconsideration of Ac
counting Principles Board Opinion No. 28, “Interim Financial Reporting,” will be
involved in the developm ent of a draft discussion m em orandum of the issues
for consideration by the Board.

FASB Says
Statement No. 8
Will Stand

The FASB recently voted not to reconsider Statem ent No. 8, w hich deals w ith
how com panies should translate foreign holdings and transactions in financial
statem ents expressed in U.S. dollars.
The statem ent, w hich w as effective starting January 1, 1976, requires that
exchange gains and losses be included in determ ining net incom e for the period
in w hich the exchange rate changes. Several m ajor corporations had urged that
the FASB rescind the statem ent, expressing the view th at recognizing exchange
fluctuations during a period of floating rates w as m isleading to investors because
reported earnings w ould appear volatile.
The Board, how ever, rejected the contention th at “a function of accounting
is to minimize the reporting of fluctuations in earnings; past rate changes are
historical facts.” It deem ed the new rule sound accounting.
The Board also noted th at m anagem ent should use their judgm ent in
determ ining the m anner of disclosing the aggregate exchange gain or loss. O ther
disclosures m ay assist investors in understanding the effects of rate changes.

SEC Drops
Forecast Rule

As expected, the Securities and Exchange Commission has dropped a proposal to
require corporations m aking profit forecasts to file their projections w ith the
agency (see A pril 26 Letter). In Release No. 33-5699, the SEC rem oved w ording
from the proposed regulation th at had resulted in the m ainly negative comm ents
received from corporations.
As an encouragem ent to voluntary filing, how ever, the SEC proposed
earnings forecast guidelines. Guide 62 entitled “Disclosure of Projections of
Future Perform ance” sets out the agency’s view s on the disclosure of projections
in SEC filings. Three m ain considerations are included:
□ That m anagem ent have a reasonable basis for its projections.
□ That the projections be presented in an appropriate form at.
□ T hat the accom panying disclosures “facilitate investor understanding of the
basis for and lim itations of projections.”
Comments on the proposed guidelines are due by June 18.

SEC Advisory
Committee to
Mail Disclosure
Questionnaire

The SEC’s A dvisory Com m ittee on Corporate Disclosure (see February 23
Letter) will be mailing questionnaires to about 30 selected com panies registered
w ith the commission, 60 financial analysts, 60 investm ent advisers and to m ajor
new s “dissem inators.”
A t the com m ittee’s m eeting last m onth, a broad research project, w hich
includes the questionnaires, w as approved. The questionnaires will also be
supplem ented by visits by SEC staffers who will interview corporate officials on
a num ber of questions regarding disclosure.
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Privacy Legislation
The Institute recently appointed a special comm ittee on privacy legislation.
Committee Appointed Essentially the com m ittee is charged w ith m onitoring and analyzing proposed
privacy legislation as to how it m ay affect Institute m em bers and their clients’
data system s. Nam ed to the com m ittee w ere the following:
□ Sam uel J. Duboff, S.D. Leidesdorf & Co., N ew York — chairm an;
□ Joseph A. Celia, E rnst & Ernst, Cleveland;
□ Karl G. Kling, Crowe, Chizek and Company, South Bend;
□ E dw ard C. Krebs, A lexander G rant & Company, Detroit;
□ H erm an J. Lowe, H.J. Lowe & Company, Baton Rouge;
□ Louis A. MacKenzie, H askins & Sells, W ashington, D.C.;
□ H arvey D. M oskowitz, Seidm an & Seidman, N ew York;
□ John W. Nuxhall, Peat, M arwick, M itchell & Co., New York;
□ James B. Swenson, Price W aterhouse & Co., W ashington, D.C.;
□ Donald R. W ood, Touche Ross & Co., Chicago.
Draft on Internal
Control in EDP
Systems Issued

The In stitute’s com puter services division has issued an exposure d raft of a
guide on The A uditor’s Study and Evaluation of Internal Control in EDP System s.
The guide is intended for use by an auditor w ho has a basic understanding of
EDP. The basic objectives of the guide are as follows:
□ Describe and recom m end procedures to be perform ed in a study and evalua
tion of EDP accounting controls in an audit.
□ A ssist the auditor in m eeting the requirem ents of SAS No. 3, The Effects of
EDP on the A uditor’s Study and Evaluation of Internal Control.
□ Outline some typical tests of com pliance th at can be applied to EDP account
ing controls.
□ Discuss the effect th at a w eakness in EDP accounting control m ight have on
the scope of the auditor’s exam ination.
Copies of the exposure d raft m ay be obtained by w riting Paul Levine in the
In stitu te’s com puter services division. Com m ents are due by July 1.

Seminar Looks Into
Accounting’s Future

A sem inar at the U niversity of Illinois, U rbana, w as held last m onth to peer into
accounting’s future. H osted by the U niversity’s departm ent of accounting, the
them e of the A rthur Young P rofessors’ Roundtable w as “A ccounting in the
1980s — Some Issues.”
Leading practitioners and academ icians exchanged view s on the future of
accounting education, taxes, regulations, standards and financial reporting.
John C. Burton, the SEC’s chief accountant, spoke of the dangers he sees facing
the profession. Ralph E. Kent, senior p artn er of A rthur Young & Company and
president of the Financial A ccounting Foundation, spoke on “The A uditor’s
R esponsibilities.”
For fu rth er inform ation, see the M ay Journal of Accountancy.

AICPA Presents
Position on
Government
Procurement

The AICPA’s federal governm ent division has subm itted a position paper on
“Procurem ent of CPA Professional Services by the Federal G overnm ent” to
a subcom m ittee of the Senate Com m ittee on G overnm ent O perations.
The paper is highly critical of the governm ent’s process of obtaining and
adm inistering contracts for such services. It outlines the m ajor problem s and
difficulties and recom m ends specific im provem ents to the process. The Institute
group has offered to present its view s w hen hearings are held on pending
procurem ent legislation, w hich includes Senate bill S 3005.
A lim ited num ber of copies of the position paper is available upon w ritten
request to the division in the AICPA’s office at 1620 Eye Street, N.W.,
W ashington, D.C. 20006.
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International
Accounting
Federation Urged

The developm ent of a new international organization for “coordinating w orld
wide professional accountancy stan d ard s” w as urged by M ichael Chetkovich,
m anaging partner of H askins & Sells and chairm an nom inee of the AICPA. Such
an organization has been proposed by the International C oordination Committee
for the Accounting Profession (see M arch 22 Letter).
Speaking at a sem inar on accounting in economic grow th and developm ent,
sponsored by the Society for International Developm ent and the School of
Business A dm inistration at the U niversity of N orth Carolina, Mr. Chetkovich
said th at “we are closer to a truly w orld economy than m ost observers w ould
have anticipated even a few years ago.” He also noted th at accounting m ust
become an international language of business through m ore uniform standards of
accounting and reporting.
Steps are now being taken, he added, to establish a perm anent International
Federation of A ccountants (see M arch 22 Letter). In cooperation w ith the
International A ccounting Standards Committee, an already existing w orld
accounting body, the proposed federation “w ould w ork tow ard establishing
higher and m ore uniform w orld standards for auditing, professional ethics, and
professional education and training.”

Recent Accountancy
Legislation

On April 14, M aryland governor M arvin M andel signed a state society sponsored
bill into law enacting m andatory continuing professional education for
accountants. M aryland thus becam e the 19th state to adopt m andatory CPE
by statute or board regulation. The new law closely parallels the AICPA’s
suggested program .
CPE legislation is under consideration in six other state legislatures through
cooperative efforts of state boards and the state societies.
In other legislative action, Colorado’s controversial “Sunset Law” has
been signed into law over the objections of several of the state’s professional
bodies including the Colorado Society of CPAs. The new law sets a term ination
date for all state regulatory agencies including the sta te ’s Board of A ccountancy.
The law requires th at as each regulatory board comes up for term ination,
the legislature m ust m ake a thorough review of its activities and hold public
hearings to determ ine w hether such board has “proved” a public need for
continued existence. The new statute expressly provides for the term ination
of the Board of A ccountancy as of July 1, 1981.

IRS Changes
Request on
Illegal Payments

Early last m onth, the IRS said th a t 11 specific questions on illegal paym ents
w ould be asked in coordinated exam inations (large cases) and in noncoordinated
exam inations (small cases), if appropriate (see April 26 Letter). On April 16,
how ever, the IRS said the questions are to be asked only “in noncoordinated
exam inations only . . . and even then only after approval by the group
m anager or case m anager, as appropriate.”

Recent AICPA
Publications
Available

The latest edition of the AICPA’s annual tax guide, W orking w ith the Revenue
Code —1976, is now available. The updated guide discusses provisions of the
Code, troublesom e tax situations, and provides advice on IRS procedures. The
m aterial is draw n from the recent Tax Clinic columns of The Tax Adviser.
Price is $8.50 each; $6.80 to m em bers.
Federal Financial M anagement: Accounting and Auditing Practices — This
study, issued by the In stitu te’s federal governm ent division, deals w ith the
financial policies and practices of the federal governm ent. It is the first com
prehensive publication to be issued in these areas. Price is $12.50; $10 to m em bers.
Both publications are available from the In stitu te’s order departm ent.
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Washington Briefs

The Federal Trade Commission is dropping its opposition to injunctions sought
by 117 com panies seeking a halt to its lines of business reports for 1973.
Instead, the agency is expected to concentrate on filing m ore com prehensive
reports on these com panies and 63 others for 1974.
The Cost Accounting Standards Board has issued a final standard on allocation
of business unit general and adm inistrative expenses to final cost objectives.
For further inform ation, see the April 16 Federal Register.
A dditional regulations and guidelines relating to the reporting and disclosure
provisions under ERISA have been issued and appear in the A pril 23 Federal
Register. Of particular note is another release issued later in w hich the
DOL relaxed the May 30, 1976 filing date for EBS-1 plan descriptions w here
delays w ere caused by reasons beyond the adm inistrator’s control.
Public hearings on tax return form s 1040 and 1040A w ill be held in the Internal
Revenue Building on May 27. The IRS is seeking com m ents on im proving
tax forms, instructions and related schedules.
The IRS will no longer use Technical Inform ation Releases (TIRs) to send out
advance revenue rulings, procedures and other IRS policy positions. Instead, the
IRS will be issuing Inform ational Releases (IRs) w hich will cover the same
type of m aterial.
A Small Business A dvisory Committee on Economic Policy has been created by
the T reasury D epartm ent to provide inform ation on capital inform ation,
tax policy, regulation, inflation and other m atters. It will include representatives
of small business, academ ic institutions and professional organizations
representing small businesses. For further inform ation, call James Connelly at
(202) 964-6253.
The House W ays and M eans O versight Subcom m ittee will hold a hearing this
m onth to discuss IRS plans for im provem ents in the taxpayer assistance program.
The subcom m ittee staff announced that, based on a telephone test, the error
rate on IRS answ ers has been reduced from 25 percent last year to 8 percent
this year.
The revised pension plan description form s (EBS-1), to be filed by plant adm in
istrators of pension and w elfare funds, are now available w ith the accom panying
instructions. Call (202) 523-8813 and ask for “Package 2-76.”

TheCPALetter
American Institute of Certified Public Accountants, Inc.
1211 AVENUE OF THE AMERICAS, NEW YORK, N.Y. 10036

Second-class postage paid at New York, N.Y.

May 24, 1976
Vol. 56 No. 10

TheCPALetter
A Semimonthly News Report Published by the AICPA

Board of Directors’
Actions

A t its m eeting on A pril 30, the AICPA’s Board of Directors took the following
actions, among others:
□ Reaffirmed its support of the efforts of the board of standards for program s
and schools of professional accounting and agreed to enlist the participation
and assistance of other groups in establishing an accrediting agency.
□ A uthorized the chairm an to respond favorably to the proposal for the
form ation of an International Federation of A ccountants w ith a perm anent
secretariat in New York City. The proposal w as contained in the interim
report of the International Coordination Committee for the A ccountancy
Profession (see M arch 22 Letter).
□ Recom m ended a resolution (later adopted by Council) to elim inate the
In stitu te’s $1 m illion reserve for contingencies.
□ Approved development of an AICPA white paper on the independence
of CPAs and their firms.
□ A pproved a resolution to establish the Journal of Accountancy Literary A w ard
in honor of John Lawler.

Council Meeting
Decisions

The spring m eeting of the AICPA’s Council w as held in Boca Raton, Florida,
M ay 3-5. The following decisions w ere m ade:
□ A pproved the Proposed Plan for V oluntary Q uality Control Review Program
for CPA Firms w ith SEC Practices. The com m ittee on self-regulation
agreed to adapt a program of quality control review for firms not engaged
in SEC practice for consideration by Council at its next meeting.
□ A uthorized a mail ballot, no later than O ctober 1977, to am end the bylaw s to
perm it any m em ber having a CPA certificate to serve as an officer of
the Institute or a m em ber of the Joint Trial Board. A t the present time,
only m em bers in practice m ay serve in these capacities.
□ Affirmed the guidelines established by the Board of Directors for location of
Institute com m ittee m eeting sites designed to provide m aximum economy
of tim e and m oney for m em bers and staff. U nder the Council action, sites
will be chosen w ithin these guidelines by vote of tw o-thirds of the comm ittee
concerned.
□ Modified its previous resolution on eligibility for m em bership on the
Joint Trial Board. The m odification w ould perm it m em bers of an ethics
com m ittee of a state CPA society w hich does not have responsibility for
investigating com plaints or bringing disciplinary charges or m em bers of a
state board of accountancy w hich is not charged w ith regulating the
profession to serve on the Joint Trial Board. U nder the previous resolution,
persons serving on an ethics comm ittee or state board w ere precluded
from serving on the Trial Board even if the body on w hich they served had
no investigatory or disciplinary responsibilities.
□ Elected Institute General Counsel Donald J. Schneem an as secretary of the
AICPA, succeeding John Lawler.
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Other Council
Highlights

M em bers of Council heard two panels discuss a variety of professional issues.
M ichael N. Chetkovich, AICPA vice chairman, m oderated a discussion by
W ilton T. A nderson, president, Am erican Accounting A ssociation; R obert L. Gray,
president, CPA Society Executives; and W. Douglas Sprague, president,
N ational A ssociation of State Boards of Accountancy. Am ong the subjects
w ere standards of schools of professional accounting, the purpose and scope of
NASBA’s review of the Uniform CPA Exam ination, coordination w ith state
CPA societies, continuing professional education requirem ents, divergencies in
state accountancy law s and the quality review program.
Technical developm ents w ere discussed by a panel m oderated by W allace
E. Olson, AICPA president. It consisted of W illiam C. Penick, chairm an,
federal taxation division; W illiam R. Gregory, chairm an, subcom m ittee on
accounting review services; Raym ond Lauver, chairm an, accounting
standards division; Stanley R. Klein, chairm an, m anagem ent advisory services
division; and K enneth P. Johnson, chairm an, auditing standards division.
Topics discussed included the IRS questionnaire on illegal paym ents, tax reform,
release of SAS exposure drafts, lim ited reviews, MAS body of knowledge
study, standards for accounting and review services, and emerging practice
problem s.
O ther presentations included the following:
□ The SEC D isclosure Study — A. A. Sommer, Jr., study chairm an;
□ The Challenge to Codes of Professional Ethics — A. Clayton Ostlund,
chairm an, behavioral standards subcom m ittee, professional ethics division;
□ The Profession’s Public Service Obligations — Don J. Summa, chairm an,
special com m ittee on public service activities.

Audit Commission
Makes Progress
Report

Independent auditors should assum e greater responsibility for judging the overall
effects of decisions by corporate m anagem ents, as reflected in their financial
statem ents to investors. This is a tentative conclusion of the Com m ission on
A uditors’ Responsibilities, in a progress report m ade to the In stitu te’s Council.
Form er SEC chairm an M anuel F. Cohen, chairm an of the seven-m em ber body
studying auditors’ responsibilities, said th at the comm ission will publish
discussion docum ents and hold public hearings prior to issuing its final report.
In discussing the com m ission’s tentative conclusions, Mr. Cohen referred to
the need for “im proved guides” by w hich auditors could apply their
judgm ent on the fairness of financial statem ents. He said auditors should be
required to “stand back and evaluate” the appropriateness of the overall
effect of the accounting principles used and the individual decisions m ade in
preparing corporate financial statem ents.
Mr. Cohen said the comm ission had agreed to recom m end th at a report by
the chief financial officer be included w ith the independent auditor’s report
“to reinforce the m essage th at the financial statem ents are the representations
of m anagem ent, and to explain m ore precisely the role of the independent
auditor in their presentation.”
Among the “critical areas” of auditors’ responsibilities under study by the
com m ission are financial uncertainty, fraud, illegal acts by m anagem ent and
com m unication to the public of the results of an auditor’s exam ination of
financial statem ents.
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John Lawler:
Hail and Farewell!
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John Lawler, AICPA senior vice president and secretary, will retire from the
Institute as of June 30.
Since joining the staff in 1949 as assistant director of public relations, John
has had a career th at has encom passed a one-m an organization chart
of positions in the com m unications and adm inistrative spheres. Included w ere
director of state society relations, editor of the Journal of Accountancy,
director of professional relations, m anaging director and adm inistrative
vice president.
Among the testim onials in John’s honor w as a dinner in Boca Raton on
M ay 1, hosted by the Board of Directors and attended by past presidents and
chairm en of the Institute. Read at the dinner w as the following resolution
adopted by the Board of D irectors the preceding day:
“In m ore than a quarter of a century of service to the profession, the
accom plishm ents of John Lawler are legion, and the Board takes this opportunity
on the threshold of his retirem ent to salute him and to w ish him well.
“W e honor him
□ For his patient and constructive counseling of the leaders and m em bership
of the profession and, m ost im portantly, of the Institute staff;
□ For his tireless efforts to focus the profession on the w orld beyond, w hen its
instincts m ay have been to view only its im m ediate concerns;
□ For his understanding of the concerns, legitim ate and otherw ise, of the
several segm ents of the profession — firms large and small — m em bers in
practice and those in governm ent and academ e;
□ For his perception of the interrelationships of the Institute and the state CPA
societies, and his w ork to m ake their joint efforts beneficial to the profession;
□ For his effective transitional leadership betw een changes in Institute
adm inistration;
and in recognition of his keen interest in the effectiveness of the w ritten word,
the Board of D irectors hereby establishes in honor of John Lawler the
Journal of Accountancy Literary A w ard consisting of an honorarium of $500
together w ith a suitable scroll, w hich will be given each year at the annual
business m eeting to the author of the best article to appear in the Journal of
Accountancy in the preceding 12 m onths as determ ined by its editorial
advisory com m ittee.”
The staff of the Institute echoes the sentim ents of the Board for a gentleman
who has been a colleague, adviser, m entor and inspiration.

AudSEC Distributes
“Public Reporting on a Limited Review of Interim Financial Inform ation,”
Statement on Limited a statem ent recently approved by the Institute’s auditing standards executive
Review Reporting
comm ittee (see April 26 Letter) is being distributed to the entire Institute
m em bership.
U nder the provisions of the statem ent, the accountant’s report accom panying
interim financial inform ation subject to a lim ited review should consist of
a statem ent th at the review w as m ade in accordance w ith standards for such
lim ited review s, identification of the interim financial inform ation reviewed,
a statem ent th at an audit w as not m ade and a disclaim er of opinion.
The accountant’s report should not include any expression of assurance
concerning the inform ation subjected to lim ited review procedures and each
page of the interim financial inform ation should be m arked as “unaudited.”
However, w hen an accountant’s report is subm itted as an exhibit to the
SEC’s Form 10-Q, th at form requires his confirming or otherw ise comm enting
upon the client’s representations. Suggested w ording for this purpose is included.
O ther areas covered by the statem ent include circum stances requiring
m odification of the accountant’s report and treatm ent of interim financial
inform ation included in a note to audited financial statem ents.
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SEC Declines to
The SEC has advised the AICPA’s auditing standards executive comm ittee
Amend “Preferability" (AudSEC) th at it will not am end the instruction to Form 10-Q w hich requires a
Requirements
registrant’s accountant to state w hether or not in his judgm ent a change in
accounting principles is preferable under the circum stances (see May 10 Letter).
Its reasons included the following:
□ Investors should not be denied the benefits of requiring an independent
accountant to m ake this judgm ent and report it.
□ One of the fundam ental professional responsibilities of an independent
accountant is to apply his skills and trained judgm ent in economic
m easurem ent to particular factual circum stances to determ ine w hether the
circum stances are fairly accounted for w ithin the accounting model.
□ The accountant’s judgm ents as to preferability should not be based solely
upon abstract preference among principles, but rath er m ust reflect a
professional appraisal of the specific circum stances th at exist in the case of
a particular registrant.
□ If in fact there is no professional basis for concluding th at one accounting
principle is preferable to another, then APB O pinion 20 m akes it clear
th at no change can be m ade w hich is in conform ity w ith GAAP.
□ The view in the SEC’s Staff Accounting Bulletin No. 6 th at accounting firms
w ould not be expected to approve accounting changes in different
directions by different clients w hen factual circum stances are sim ilar is
reasonable and should contribute in the long run to the desirable end
of reducing acceptable alternatives.
SEC Guide on
Projections/
Forecasts
Summarized

The SEC’s proposed Guide 62 on voluntary “Disclosure of Projections of Future
Econom ic Perform ance” (see May 10 Letter) provides the following:
□ A dditional support m ay be furnished through an outside review of m anage
m ent’s projections. If m anagem ent decides to include a report of such a
review, there should also be disclosure of the qualifications of the reviewer,
the extent of the review, and the relationship betw een the review er and
the registrant. M oreover, such a review er w ould be deem ed an expert and
an appropriate consent m ust be filed w ith the registrant’s statem ent.
□ Traditionally, projections are given for revenues, n et incom e (and/or other
m easure of income) and earnings per share. They are usually given
together to avoid m isleading inferences w hen individual item s reflect
contradictory trends. It w ould norm ally not be appropriate to present
sales or revenues w ithout a m easure of net income.
□ The period to be covered depends on circum stances. Som etimes tw o or three
years m ay be reasonable; other tim es only the current year is appropriate.
□ M anagem ent m ust disclose w hat in its opinion is the m ost probable specific
am ount or the m ost reasonable range for each financial item projected.
Several projections based on varying assum ptions m ay be judged by m anage
m ent to be m ore m eaningful and w ould be perm itted.
□ Investor understanding w ould be enhanced by disclosure of the assum ptions
w hich in m anagem ent’s opinion are m ost significant to the projections
or are the key factors upon w hich financial results of the enterprise depend.
□ Investors should be cautioned against attributing undue certainty to
m anagem ent’s assessm ent.
□ Intentions w ith respect to furnishing updated projections should be stated.
□ A n im portant benefit m ay arise from the system atic analysis of variances
betw een projected and actual results on a continuing basis since such
disclosure m ay highlight for investors the m ost significant risk and profit
sensitive areas in a business operation.
Comments on the proposals are due by June 18.
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SEC Outlines
Policies on
Questionable
Payments

The SEC m ay not require disclosure of questionable paym ents if the am ount
is regarded as insignificant provided it w as accurately reported in the com pany’s
books and it doesn’t have significant “economic im plications . . . to the
com pany as a w hole or to a significant line of the com pany’s business.” This
w as the gist of a report to the Senate Finance Committee. The report also
recom m ended that penalties be im posed by law on executives of publicly held
companies w ho m isinform or lie to their outside auditors.
The report noted th at specific disclosure is required under the following
circum stances:
□ There has been deliberate falsification of corporate books or records w hich
prevent auditors, directors, and shareholders from learning of paym ents,
for example, regardless of other circum stances.
□ Corporate officials have been willing to m ake repeated illegal paym ents
w ithout board knowledge and w ithout proper accounting, thus raising
questions about the quality of m anagem ent.
□ The term ination of paym ents or their being m ade public w ould jeopardize
a m aterial am ount of a com pany’s profit or sales.
□ The paym ents them selves are significant in amount.

Recent Government
Publications

The Pension Benefit G uaranty C orporation has published a booklet for those
interested in setting up Individual Retirem ent A ccounts under ERISA. It outlines
requirem ents for establishing an IRA, sum m arizes operating features of the
plans and sets forth the economic factors w hich should be considered. Single
copies are available free from local IRS offices. Also, the Federal Trade
Com m ission’s Bureau of Consum er Protection has a buyer’s guide on opening
IRAs. Call (202) 523-3598 for copies.
The eighth in the General Accounting Office’s series on A udit Standards
Supplem ents is now available. H ow Auditors Develop Findings is a case
study based on an audit by a state audit organization th at dem onstrates the
application of broad scope auditing at the city level. For single copies, call
the GAO Report D epartm ent at (202) 275-6241.
Preliminary Statistics of Incom e — 1973, Corporation Income Tax Returns
(Pub. 159) is now available at $1.20 per copy from the G overnm ent Printing
Office, N orth Capitol and H Streets, N.W., W ashington, D.C. 20401.

Accountant Supply
and Demand Study
Issued

Accounting continues to be a bright Spot in a generally tight job m arket facing
June college graduates. Job opportunities for graduates in accounting do exist
— to a som ew hat larger degree than last year.
This is one conclusion draw n from the just-published sixth annual Survey
of Supply and Demand of Accounting Recruits m ade by the AICPA. The
survey covers approxim ately 70 large accounting firms as to their m anpow er
needs and 485 colleges and universities as to their supply of accounting
graduates. The follow ing are other conclusions m ade by the study:
□ This year’s dem and by these firms for accounting graduates will be 13,200 —
an increase of 1,100 from last year.
□ N ext year’s anticipated dem and will increase to 14,800.
□ The supply of new graduates expands about six percent annually, while
dem and for new graduates has been growing at about four percent a year.
□ An estim ated 41 percent of these graduates will find positions in public
accounting.
Copies of the com plete survey are available upon w ritten request from the
In stitu te’s division on relations w ith educators.
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SEC Appoints
Replacement Cost
Advisory Committee

As stated in Accounting Series Release No. 190, the Securities and Exchange
Commission has appointed an advisory com m ittee on replacem ent cost
im plem entation. Its purpose is to advise the chief accountant on im plem entation
questions and the chief accountant is seeking such questions as they arise.
Following m eetings of the comm ittee, the first of w hich w as held on May 18,
a staff accounting bulletin w ill be issued by the chief accountant containing
his recom m ended solutions.
The following practicing CPAs are among the 29-member group: Robert W.
Berliner, A rthur Young & Company; H ow ard A. Groveman, A lexander Grant
& Co., Kenneth P. Johnson, Coopers & Lybrand; W illiam G. Joyner, Price
W aterhouse & Co.; Donald P. Kern, Peat, M arwick, M itchell & Co.; A lbert A. Koch,
E rnst & E rnst; W. Thom as Porter, Touche Ross & Co.; Kenneth W. Stringer,
H askins & Sells; A rthur R. W yatt, A rthur A ndersen & Co.

AICPA Issues CPE
Standards for Group
and Self-Study
Programs

The AICPA’s Board of D irectors recently approved a “Statem ent on Standards
for Form al Group and Form al Self-Study Program s” adopted by the continuing
professional education division’s executive comm ittee.
The standards are intended to prom ote quality offerings and to encourage a
consistent, nationw ide approach to CPE requirem ents. They supplem ent the
provisions of the In stitu te’s m odel accountancy bill and the m odel CPE regula
tions of the N ational A ssociation of State Boards of A ccountancy. The standards
apply to in-firm and self-study program s as w ell as to those of outside groups.
The statem ent has been m ailed to the m anaging partners of firms represented
in the AICPA m em bership. Copies for other m em bers are available from the
In stitu te’s CPE division.

Arthur Andersen
Engages
Independent
Auditors

For the first time, an accounting firm has engaged another firm to examine
its financial statem ents leading to an independent auditor’s report to be included
in the firm’s annual report.
A rthur A ndersen & Co. has engaged H askins & Sells to m ake an audit
of its financial statem ents for the year ending A ugust 31, 1977. Also, beginning
this year, H askins & Sells will participate along w ith A rthur A ndersen’s
public review board in review ing the firm’s quality control procedures. The
public review board will include in its annual reports w hatever comm ents
it deem s appropriate w ith respect to its ow n investigation and the w ork of
H askins & Sells.
Price W aterhouse & Co. has also engaged H askins & Sells to m ake a
com prehensive review of its procedures and controls.
Last year, A rthur Young & Company issued a report on its special review of
the quality control procedures involved in the audit practice of Peat, M arwick,
M itchell & Co.

CASB to Explore
Allocation of
Material-Related
Costs

The staff of the Cost A ccounting Standards Board has distributed an issues
paper on the allocation of m aterial-related costs for contract costing purposes.
Am ong the issues to be studied are the following:
□ D irect costs versus indirect costs.
□ Criteria for pooling of m aterial-related costs.
□ Selection and com position of allocation bases.
□ A llocation to cost objectives.
Copies of the issues paper m ay be obtained from the CASB by calling
(202) 275-6111. Responses are due by June 14. The In stitu te’s CASB comm ittee
will com m ent on the docum ent.
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AICPA Receives
CASB Award

The AICPA is the third recipient of the Cost Accounting Standards Board’s
Public Service A w ard “in recognition of the contribution of the AICPA in
assuring active participation by professional accountants in the Board’s research
in the field of cost accounting.” In m aking the presentation, Elmer B. Staats,
chairm an of the CASB, noted th at “this cooperative attitude has contributed
significantly to the professional quality of the Board’s prom ulgated standards.”
Present at the ceremony, held in W ashington on May 17, w ere m em bers of the
In stitu te’s CASB comm ittee, headed by Donald J. Hayes, chairm an, Institute
Chairm an Ivan Bull and W allace E. Olson, AICPA president.

AICPA Opposes
Auditor Response to
IRS Questionnaire

In a letter to IRS Com m issioner Alexander, AICPA Chairm an Ivan Bull held th at
the IRS questionnaire on alleged illegal paym ents should not be directed to
the independent auditors (see April 26 Letter). “This w ould seriously impede the
ability of auditors to function effectively in perform ing their principal role,
the expression of opinions on the fairness of clients’ financial statem ents,”
he said.
If corroboration of the taxpayer’s response is needed by the IRS, the letter
suggests th at it can be achieved by the following procedures:
□ The IRS will ask the taxpayer to request a letter of corroboration from his
auditor.
□ The auditor, upon w ritten request and authorization of the taxpayer, will
review the taxpayer’s response and provide a letter to the taxpayer. The letter
w ill state th at it is being issued at the taxpayer’s request and th at the audit
p artn er is signing on the basis of his current personal recollection which
w ould ordinarily not involve a review of audit papers.
□ If the taxpayer declines to authorize a letter of corroboration from his auditor,
the IRS can pursue the m atter through available legal rem edies.
The letter states th at these procedures w ould lessen the damage th at would
otherw ise be inflicted on the auditor/client relationships and w ould place the
auditor’s possible know ledge of illegal paym ents in proper perspective while pro
viding a degree of corroboration. It requests th at the announced procedure
as it relates to auditors be suspended pending consideration of the proposed
alternative.

FASB Sets Hearing
on Restructuring
of Debt

The Financial A ccounting S tandards Board will hold a public hearing starting
July 27 on accounting and reporting by debtors and creditors w hen debt is
restructured and has issued a discussion m em orandum on the subject.
The Board has expanded the scope of its project. W hen announced on
January 7, the project w as lim ited to accounting and reporting w hen term s of
obligations are changed in recognition of the uncertain ability of the debtor
to m ake paym ents in accordance w ith the original term s of the obligations. The
difficulty in determ ining w hen term s of the debt are changed because of a
debtor’s inability to m eet the term s has caused the Board to broaden the scope
to include other cases of debt restructuring.
As a basis for the public hearing, the discussion m em orandum sets forth
17 issues, w ithout reaching conclusions, on the expanded project. Among the
issues are the following: accounting for satisfaction of debt by forgiveness,
by a tran sfer of assets or by issuance of equity secu rities; accounting for changes
in the am ount or tim ing of cash paym ents w ithout a change in the stated
m aturity am ount of the debt; accounting for debt of and by state and local
governm ents; and accounting for m oratorium s.
Copies of the m em orandum are available w ithout charge from the FASB,
Publications Division, High Ridge Park, Stam ford, Conn. 06905.
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AICPA Names
Washington
Vice President

On M ay 10, Theodore C. Barreaux assum ed the position of vice president in
charge of the AICPA’s W ashington office. He replaces Gilbert Simonetti, Jr., who
resigned from the Institute staff in February.
Mr. Barreaux has had extensive experience w ith the Executive Branch and
the Congress in the developm ent of legislation. Since O ctober 1972, he had
been w ith the Securities and Exchange Commission, m ost recently as director of
congressional relations in the Office of the Chairm an. Prior to joining the
Commission, Mr. B arreaux served in a variety of m anagem ent and staff positions
w ith the Executive Office of the President, U.S. D epartm ent of Commerce,
the A m erican M anagem ent A ssociation and Union Carbide Corporation.

Washington Briefs

A special advisory panel has been appointed to advise Secretary of the T reasury
Simon on preparing consolidated financial statem ents for the federal govern
m ent. H arvey Kapnick, chairm an of A rthur A ndersen & Co., heads the group.
A revised revenue sharing bill (HR 13367) has cleared the House Governm ent
O perations Com m ittee and consideration by the full House is expected soon. The
bill w ould continue the program for 3¾ years at the present $6 billion a year
funding. It contains a provision for annual independent audits of all recipients
of shared funds.
In Release No. 33-5704, the SEC adopted new rules effective July 1 that require
registrants to include in their proxy statem ents, annual reports and other
statem ents to shareholders “m aterial” estim ates of capital outlays for environ
m ental control facilities. The Commission declined to adopt proposals
requiring disclosure of noncom pliance w ith environm ental standards because it
“w ould not provide m eaningful inform ation” to investors.
The SEC proposes to m odify Regulation S-X regarding footnote disclosure of a
previously reported disagreem ent w ith a registrant’s accountant (Release
No. 33-5701). The proposal w ould require disclosure in financial statem ents only
in those cases w here the successor accountant found acceptable w hat the
form er accountant found unacceptable. Comments are due by May 30.
The Senate Commerce Com m ittee will start hearings on June 6 on the Ralph
N ader proposals for federal chartering of corporations. The proposals include
provisions for the rotation of auditors.
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MAS Group Exposes
Draft Guidelines
and Interpretations

The AICPA’s m anagem ent advisory services executive com m ittee has issued
tw o drafts for exposure. The purpose of the first, Guidelines for Participation in
Government A udit Engagements to Evaluate Economy, Efficiency and Program
Results, “is to guide the CPA considering participation in an audit engagem ent for
any entity at the federal, state or local levels to w hich the GAO audit standards
apply.”
Specific objectives of the statem ent include the following:
□ Give CPAs a better understanding of expanded governm ental audits and
qualifications required to perform them.
□ A ssist CPAs in responding to governm ent requests for proposals (RFPs)
to conduct such engagem ents.
□ Explain certain techniques and constraints w hich m ay be involved in the
conduct of such engagem ents.
□ Provide illustrations w hich m ay be helpful in developing w ork program s for
economy and efficiency evaluations in such engagem ents.
□ Increase aw areness of the continuing developm ents in the evaluation of
program effectiveness.
□ Provide inform ation w hich m ay be helpful in preparing reports on
nonfinancial findings and recom m endations.
The second exposure draft, Interpretations of M AS Practice Standards,
deals w ith interpretations of eight MAS standards set forth in January 1975.
The draft presents questions and answ ers regarding the application of these
standards to MAS practice.
Copies of both exposure drafts m ay be obtained from the In stitu te’s MAS
division upon w ritten request. Comments on the guidelines draft are due
by July 23, and by July 30 for the interpretations draft.

“How to” Stressed
at Computer
Conference

The 12th A nnual AICPA Conference on Com puters and Inform ation Systems,
held in Philadelphia M ay 10-12, em phasized a nuts-and-bolts approach to
the com puter needs of CPAs. The conference covered a w ide range of EDP
topics, both state-of-the-art and developm ental, relating to the im pact
of com puters on CPA practices.
N ew this year w ere concurrent training sessions, including a six-hour
program on basic com puter auditing techniques, and three-hour program s in
statistical sampling, rem ote com puting service (time sharing), conducting
an EDP selection project, and considerations for CPAs planning in-house com
puters. M ost of the two- and one-half-day conference w as devoted to these
“how to ” sessions, w ith extensive participation by the 310 CPAs attending in
roundtable discussions.
The program also included speakers from w ithin and outside the profession,
such as AICPA Chairm an Ivan Bull, Congressm an Barry G oldw ater, Jr.
(R-Calif.), who spoke on privacy legislation, Larry W elke, president of Inter
national Com puter Program s, Inc., and Robert Bigelow, editor of Com puter
Law Service. W illiam O ’Connell of IBM spoke on the state of the art in EDP.
For further inform ation, see the July Journal of Accountancy.
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FASB Holds
Materiality Hearing

Lack of agreement was apparent as 16 representatives from accounting, academe
and financial analyst and business organizations testified at a two-day hearing
on establishing criteria for determining materiality. The hearing was called
by the Financial Accounting Standards Board and held May 20-21 at the New
York Sheraton Hotel.
The AICPA’s comments (see May 10 Letter) were presented by Harold
Cohan, S. D. Leidesdorf & Co., who is a member of the Institute’s accounting
standards executive committee. Key concerns voiced at the hearings involved
the use of judgment in materiality decisions, whether informed management
should be the ones to make such judgments and whether there should be quali
tative criteria beyond agreed-upon quantitative standards. Several participants
voiced agreement that the FASB should develop some quantitative criteria
for materiality decisions.
The FASB is now reviewing the testimony and expects to have transcripts
of the hearing available in about a month.

Ethics Code for
Multinationals to be
Adopted

The 24-member nations of the Organization for Economic Cooperation and
Development (O.E.C.D.) have agreed on a code of conduct setting standards of
good business practice by multinational corporations and are expected to
adopt it formally at a meeting in Paris on June 21-22. This action represents the
first time W estern governments acting in concert have expressed an
opinion about corporate behavior. Although the guidelines are voluntary,
they are expected to carry considerable political and moral weight. It is believed
that companies that depart from them will find it difficult to operate in certain
countries. Representatives of the accounting profession were members of
an advisory committee that consulted with the State Department during the
negotiation of the agreement.
The following are some provisions of the code:
□ Multinationals “shouldn’t render —and they shouldn’t be solicited or
expected to render — any bribe or other improper benefit, direct or indirect,
to any public servant or holder of public office.”
□ Unless legally permissible, multinationals shouldn’t make contributions
to candidates for public office or to political parties or other political organi
zations. They should “abstain from any improper involvement in local
political activities.”
□ Multinationals should publish at least annually as a supplement to local
requirements financial statements and other pertinent information on
the enterprise as a whole.
□ Multinationals should, upon request of the taxation authorities, provide the
information necessary to determine their taxes correctly, including
relevant information concerning their operations in other countries. They
should refrain from practices, such as transfer pricing that does not
conform to an arm’s length standard, that modify the tax base on which
members of the group are assessed in ways contrary to national law.
□ Host countries would be requested to “accord enterprises operating in their
territories” and owned or controlled by nonnationals treatment “consistent
with international law and no less favorable than that accorded in like
situations to domestic enterprises.”
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International
Standard Issued
on Consolidated
Statements

The international accounting standards com m ittee has issued a w orldw ide
standard on consolidated financial statem ents. It is the third standard to be
developed by the 10-nation group w hich is headquartered in London.
The following key features are presently observed in the U.S., but the new
rules w ill now be extended to other countries:
□ A parent com pany should consolidate the financial statem ents of all its
subsidiaries, dom estic and foreign, in a single report to shareholders unless
there are special circum stances w hich require some other form of
presentation.
□ The equity m ethod of accounting is to be used in the consolidated statem ents
in accounting for unconsolidated subsidiaries and investm ents in
associated companies.
Copies of the new standard, w hich becomes effective January 1, 1977, are
available from the Institute at $1.50 each, w ith the usual discounts.

Funds Statement
Proposed as
International
Standard

A statem ent of source and application of funds is being proposed by the
international accounting standards com m ittee in a just-issued exposure draft.
The follow ing are the principal features of the proposed standard:
□ A statem ent sum m arizing the financing and investing activities during the
period covered by the incom e statem ent should be included as p art of the
financial statem ents.
□ The statem ent should be prepared on a consolidated basis if the balance sheet
and incom e statem ent are so prepared.
□ The net am ount of funds provided from or used in operations should be
presented separately from other sources or uses of funds.
□ In all cases, the changes in individual w orking capital item s should be
disclosed in the funds statem ent.
Com m ents on the proposed statem ent should be subm itted by Decem ber 31.
Copies are available from the In stitu te’s international practice division.

Three AICPA
Memberships
Are Terminated

The bylaw s of the Institute provide that any m em ber convicted of the willful
failure to file any incom e tax return w hich he, as an individual taxpayer,
is required by law to file or any m em ber convicted of filing a false or fraudulent
incom e tax return on his or a client’s behalf shall have his m em bership
in the Institute term inated w ithout a hearing.
The bylaw s also provide for m em bership in the Institute to be term inated
w ithout a hearing should a m em ber’s certificate as a certified public accountant,
or license, or perm it to practice as such or to practice public accountancy
be revoked, w ithdraw n, or cancelled as a disciplinary m easure by any
governm ental authority.
Recently the m em berships of three Institute m em bers have been term inated
under these autom atic disciplinary provisions of the bylaw s.
□ On M arch 30, 1976, Mr. Jerome J. Shure, of A tlanta, Georgia, w as notified th at
his Institute m em bership w as term inated upon his conviction of willfully
failing to file an incom e tax return.
□ On the same date, Mr. H arvard L. Babcock, of Dickenson, N orth Dakota,
w as notified of the term ination of his Institute m em bership upon his
conviction of filing a false incom e tax return.
□ Effective A pril 29, 1976, the Institute m em bership of Mr. George E. Stacey,
of M edford, Oregon, w as term inated due to the revocation by the Oregon
State Board of A ccountancy of his certificate and license for gross negligence
in the practice of public accounting in connection w ith an audit engagement.
Mr. Stacey has sought court review of the revocation of his certificate.
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Ethics Ruling
Approved on Bank
Directorships. . .

The AICPA professional ethics division’s executive com m ittee has approved a
revised ruling regarding circum stances under w hich a m em ber in public
practice m ay serve as a bank director.
In essence, the ruling holds th at “it is generally not desirable for a m em ber
in public practice to accept a position as bank director w here the m em ber’s
clients are likely to engage in significant transactions w ith the bank.” M embers
are urged to consider the im plications inherent in confidentiality of
inform ation, conflict of interest and independence before accepting a bank
directorship.
The ruling states th at it w ould be m ore appropriate in m ost instances for the
m em ber in practice to serve as a consultant to the b an k ’s board.
The text of the ruling w ill appear in the July Journal of Accountancy.

.. . and Notice Issued
on Anonymity of
Complainants

U nder the joint ethics enforcem ent plan, correspondence is frequently exchanged
betw een the AICPA and participating state societies on com plaints and
inform ational inquiries. Norm ally, the identity of the com plainant or inquirer
is included in the m aterial.
A m em ber of the AICPA or a state society w ho files a com plaint or m akes
an inquiry and w ishes to lim it his identification to the ethics authorities of
the organization to w hich his com plaint or inquiry is addressed, should
specifically request anonym ity; otherw ise, the inform ation exchanged will
continue to identify the m ember.

Draft Issued on
Real Estate
Valuation

A com m ittee of the AICPA’s accounting standards division has issued for
exposure proposed recom m endations on accounting for losses on real estate loans
and investm ents. The d raft will serve as the basis for a statem ent of position
to be subm itted to the Financial Accounting Standards Board.
The com m ittee basically holds th at the conclusions of the division’s
statem ent of position on real estate investm ent trusts (REITs) issued last year
should now also be applied to all other entities. Excluded from the draft
recom m endations are property used by the ow ner in his business, such as
m anufacturing facilities, and revenue-producing property held for investm ent
and not for sale. The follow ing are tw o of the specific proposals:
□ A n individual evaluation of real estate investm ents, foreclosed properties and
loans collateralized by real estate should be m ade at each reporting date
to determ ine adequate allow ance for losses.
□ The properties and loans should not be carried in excess of net realizable
value, and all holding costs, including interest, should be included in the
calculation of net realizable value.
Although standards em anating from the FASB’s project on restructured debt
(see M ay 24 Letter) will have a direct bearing on the com m ittee’s final
conclusions, the com m ittee believes the exposure d raft w ill focus attention on
related m atters not covered in the FASB project.
Com m ents on the proposals are due by A ugust 31 and copies of the exposure
d raft are available from the accounting standards division.

Contractor
Accounting to be
Reviewed

The AICPA’s recently appointed construction contractors com m ittee held its
organizational m eeting on May 24. It will study “the accounting principles
used by construction contractors and the related financial statem ent disclosures
as set forth in the AICPA Industry A udit Guide.” The objective of the comm ittee
is to issue a revised guide late in 1977 or early in 1978.
The group is served by the staff of the accounting standards division.
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NCGA Interprets
Government
Guides

The N ational Council on G overnm ental A ccounting (NCGA) has issued an
interpretation th at analyzes the differences betw een its pronouncem ent,
Governmental Accounting, Auditing and Financial Reporting (GAAFR), and the
AICPA’s A udits of State and Local Governmental Units.
Basically, the interpretation recognizes the positions of the audit guide
on the issues as welcom e clarifications and acceptable alternatives that are
w ithin GAAFR’s principles. Copies are available at $1.00 from the M unicipal
Finance Officers A ssociation, 1313 East 60th Street, Chicago, Illinois 60637.

Care Urged in
Replying to IRS
Questionnaire

In April, the IRS field offices w ere instructed to lim it use of the questionnaire on
illegal paym ents to coordinated exam inations (large cases) except under
special circum stances approved by the group or case m anager. It appears,
how ever, th at use of the questionnaire varies w idely among the districts.
Because these broad questions are subject to interpretation, taxpayers and
accounting firms have, on the advice of their attorneys, responded in different
w ays and to a different extent. A ccording to the AICPA’s federal taxation
division, such exam inations should not be treated routinely and CPAs are urged
to consider carefully their ow n positions and their advice to clients if the
m atter arises.
In keeping w ith the AICPA’s position on auditor corroboration (see M ay 24
Letter), the Institute has sent a suggested form of report to IRS Com m issioner
Donald C. A lexander. It illustrates a w ay th at the partn er in charge of an audit,
w ith client authorization, m ay corroborate the client’s response based on
the p a rtn e r’s recollection, w ithout reference to audit w orking papers.

FASB to Revise
Lease Accounting..

The Financial A ccounting S tandards Board plans to issue a revised exposure
d raft on accounting for leases w ithin the next m onth or tw o. A lthough the Board
declined to identify the “m ajor changes” to be m ade, objections to the original
exposure draft centered on the criteria for classifying an obligation as a
capital lease. A ny of the following w ould have resulted in such a classification
according to the earlier proposal:
□ Title is transferred to the lessee before the end of the lease term.
□ The lease contains an option to purchase at a bargain price.
□ The lease term equals 75 percent of the property’s estim ated economic life.
□ The estim ated residual value of the leased property is less than 25 percent of
the pro p erty ’s fair value at the inception of the lease.
□ The leased property as a w hole serves a special purpose to the lessee and
cannot be used by others except through incurring uneconom ic costs.

... and Defers
Project on
Inflation

The Financial A ccounting S tandards Board has decided to defer consideration of
a statem ent on financial reporting in units of general purchasing power.
U nder provisions of an exposure d raft issued in December, 1974, financial
inform ation w ould be restated by using the gross national product im plicit
price deflator as the index of general purchasing power.
The following factors w ere cited by the Board in announcing its decision:
□ Field tests conducted by 104 com panies indicate th at general purchasing
pow er inform ation is not w ell understood by preparers and users and that
the present need doesn’t justify the cost.
□ The requirem ents of SEC Accounting Series Release No. 190 call for current
replacem ent cost data.
□ Inflation accounting is being considered as p art of the pending project on
the conceptual fram ew ork of accounting and reporting (see April 26 Letter).
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Washington Briefs

The D epartm ent of Labor has said it will accept filings of plan description form
EBS-1 as late as July 30 w ithout instituting delinquency actions if m atters
reasonably beyond the control of plan adm inistrators caused the delay. It said
plan adm inistrators are expected to have m ade “a good faith judgm ent on their
ability to m eet the May 30, 1976 filing date based upon w hen they received
the EBS-1 and their ability to complete and file it.”
The SEC’s advisory com m ittee on corporate disclosure is seeking public com
m ents on several topics currently under consideration. A reas covered include
objectives of disclosure and m ateriality under federal securities law. For further
inform ation, w rite M ary E. T. Beach, Staff Director, A dvisory Com m ittee on
Corporate Disclosure, Securities and Exchange Commission, 500 N orth Capital
St., W ashington, D.C. 20549. Com m ents are due by Septem ber 30.
In Release 5707, the SEC has revised disclosure requirem ents in Forms S-1 and
S-7 for oil and gas reserves, defined the term reserve and am ended Guide 2
and Guide 28 to clarify disclosure requirem ents relating to gas and oil m arket
prices. The release also extends all such requirem ents to Forms 10-K. The
revisions apply to sections of the form s not covered by the opinion of auditors.
A t the hearings of the House Subcom m ittee on O versight and Investigation
chaired by Frank E. M oss (D-Utah) and started last m onth, a staff report w as
issued on the results of its study of the SEC’s voluntary com pliance program
on corporate disclosure. The report noted th at three firms had told the SEC about
questionable paym ents w hich w ere not disclosed, causing the report to
characterize the SEC program as containing “serious shortcom ings.”
The nam es of taxpayers w ho obtain private rulings from the IRS w ould continue
to be kept secret, but the rulings them selves w ould be m ade public under
legislation approved recently by the Senate Finance Committee. Also, the
proposed legislation w ould take note of any intervention in the case by
congressm en, W hite H ouse officials, or anyone else other than the taxpayer or
his representatives.
Tw elve common m istakes in applications for employee plan determ inations
have been found by the IRS. The tw o m ain errors w ere m issing em ployer identi
fication and three-digit plan num bers. O ther errors include: Failing to sign
the form, failing to file the proper form, not filing in duplicate and neglecting to
include Form 5302 (employee census).
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SEC Issues
Insurance Company
Proposals; SAB 8

The Securities and Exchange Commission has proposed am endm ents to
Regulation S-X concerning the form and content of financial statem ents issued
by insurance com panies. The proposals (in Release No. 33-5716) w ould
require insurance com panies to disclose the following:
□ Gross unrealized appreciation and gross unrealized depreciation of m arketable
preferred and comm on stocks.
□ The basis follow ed in determ ining the cost of securities sold.
The proposals also confirm th at an insurance com pany w hich carries
m arketable equity securities at cost will have to adopt the low er of cost or m arket,
in conform ity w ith FASB Standard No. 12 on certain m arketable securities,
or change to the m arket value basis.
Com m ents are due by July 30, and should refer to S7-637.
Also, the SEC has issued Staff Accounting Bulletin No. 8, w hich contains
interpretations and practices follow ed by the agency in adm inistering the
disclosure requirem ents of the federal securities law s. M atters covered include
“free distributions” to stockholders by foreign com panies, equity accounts of
lim ited partnerships and liabilities of affiliated ESOTs (employee stock ow nership
trusts).
Copies of both publications can be obtained from the SEC, 500 N. Capitol
St., W ashington, D.C. 20549.

FASB to Interpret
Statement No. 6

The Financial A ccounting Standards Board has decided to develop an in ter
pretation of its Statem ent No. 6, Classification of Short-Term Obligations
Expected to be Refinanced. It will deal w ith the practice problem s involving the
statem ent’s application to long-term agreem ents containing subjective
acceleration clauses. Such clauses frequently provide for cancellation of the
debt instrum ent w here there has been a violation of a provision th at can
be evaluated differently by the parties to the agreem ent, such as “no m aterial
adverse change” or “failure to m aintain satisfactory operations.” This subject
had been identified by the AICPA’s accounting standards division as an
emerging practice problem .
The Board has declined to take up tw o other areas referred to it by the
accounting standards division. They are accounting for employee stock ow nership
plans (ESOPs) and the disposal of a portion of a segm ent of a business.
Therefore, the In stitu te’s ESOP task force, under the chairm anship of
H arry Reiss, Jr., will undertake the preparation of a d raft statem ent of position.
The AICPA’s letter to the FASB recom m ended the following:
□ The obligation of an ESOP guaranteed by the em ployer should be recorded as
a liability by the employer.
□ The offsetting debit should be show n as a reduction of shareholders’ equity.
□ The debit should be reduced and the offset to shareholders’ equity should be
restored only as the ESOP m akes paym ent on the debt.
□ The em ployer’s com pensation expense is the am ount contributed or com m itted
to be contributed for a given year.
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CASB Issues
Standard on
Cost of Money

The Cost Accounting Standards Board has concluded th at the cost of m oney
should be included as an elem ent of cost of facilities capital in determ ining
governm ent contract costs. CASB S tandard No. 414 also includes criteria for
m easuring this cost.
The cost of m oney rate is to be based on interest rates determ ined regularly
by the Secretary of the T reasury for another purpose under a statute requiring
the rate to recognize inflation. The Board, w hile noting th at the accounting
profession continues to consider various approaches to financial reporting
problem s related to inflation, “will consider the usefulness for contract costing
purposes of each new statem ent of generally accepted accounting principles
related to inflation.”
The Board expects this standard, w hich is in the June 2 Federal Register,
to becom e effective O ctober 1, 1976.
On another m atter, the In stitu te’s CASB com m ittee has m ailed a comm ent
letter to the Board relating to a CASB staff d raft of a standard on “A llocation
of M anufacturing O verhead Costs.” In the letter, the com m ittee notes th at
“we do not believe th at uniform ity of principle can be achieved by requiring
a specific practice or a specific system of costing w hich fails to recognize that
operating and organizational circum stances are not sim ilar.”

Three Accounting
Standards Task
Forces Appointed

The In stitu te’s accounting standards executive com m ittee recently authorized the
appointm ent of three task forces. They are as follows:
□ Disclosure in Interim Financial Statem ents — To consider disclosures required
in interim financial statem ents, particularly statem ents now to be included
in Form 10-Q. Chairing the group is Charles A. W erner, A lexander G rant
& Company, Chicago.
□ APB 20 Recommendations — To develop suggestions as to how the FASB
m ight be able to perm it a statem ent of position to specify the m ethod by w hich
an accounting change is im plem ented. Heading the task force is H ector R.
A nton, H askins & Sells, N ew York.
□ Related Parties — To consider the m easurem ent and disclosure problem s of
related party transactions. The task force chairm an is E dw ard J. Silverman,
Lester W itte & Company, Chicago.

Record Insurance
Refund to Be
Distributed

The largest refund in the 29-year history of the AICPA Insurance T rust is now
being distributed to participating m em bers and firms. The total refund will
be m ore than $12 million.
U nder the group insurance plan, firms w ithout dependents coverage will
receive 55 percent of their prem ium ; 52 percent to those w ith such coverage.
Rates for individuals in the CPA plan contributing m onthly include 79 percent
(under age 40), 61 percent (45-49) and 36 percent (55-59). A dditional refunds
of 3 and 6 percent will be m ade to those on a sem i-annual or annual basis.
Life insurance in force under the In stitu te’s plans is now w ell over $3 billion,
w ith an equal am ount of accidental death and dism em berm ent coverage.
The am ount increased by over $1 billion in the year ending M arch 31, 1976.
A t present there are about 45,000 participants in the CPA plan and some
50,000 people are covered by the group plan.
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Codification of Tax
Responsibilities
is Issued

The AICPA’s federal tax division has issued a 30-page booklet th at codifies the
first nine statem ents on responsibilities in tax practice and includes the
introductory statem ent. The codification reflects the revisions m ade in 1975
and the recent changes in the AICPA’s Code of Professional Ethics.
The following are the areas covered by the codification:
□ Signature of preparer.
□ Signature of review er: assum ption of prep arer’s responsibility.
□ A nsw ers to questions on returns.
□ Recognition of adm inistrative proceeding of a prior year.
□ Use of estim ates.
□ Knowledge of error: retu rn preparation.
□ Knowledge of error: adm inistrative proceedings.
□ Advice to clients.
□ C ertain procedural aspects of preparing returns.
Copies of Statem ents on Responsibilities in Tax Practice are available from
the In stitu te’s order departm ent at $2.50 each; $2 for AICPA m em bers.

AICPA Publishes
Federal Election
Guide

The new AICPA publication for federal office candidates, cam paign com m ittees
and CPAs w orking in this area will be available in early July. Compliance
w ith Federal Election Campaign Requirements: A Guide for Candidates w as
originally slated for release in A pril b u t w as delayed pending action on the
Federal Election Cam paign A ct A m endm ents of 1976. These w ere signed into
law on M ay 11. The guide has been revised to reflect the am endm ents in
order to provide an up-to-date source of inform ation for the upcom ing elections.
Sections of the law th at w ere modified by the 1976 am endm ents include
the following:
□ Lim itations on cam paign expenditures.
□ The treatm ent of legal and accounting services.
□ Definitions of certain contributions and expenditures.
□ Certain recordkeeping and reporting requirem ents.
□ Pow er and adm inistrative duties of the Federal Election Commission.
□ Enforcem ent procedures and penalties for violations.
A special feature of the guide is a com pilation of federal election campaign
law s illustrating those sections both deleted and added by the 1976 am endm ents.
For a m ore detailed report on the contents of the guide prior to these revisions,
see the M arch Journal of Accountancy.
Copies of the book can be obtained from the In stitu te’s order departm ent.
Price is $15; $12 to AICPA m em bers.

Professional
The N ational Conference on State Society Education A ctivities, held in
Education Discussed Chicago M ay 21, focused on tw o m ajor areas: Professional accounting education
at Conference
and AICPA policy related to schools of professional accounting.
The conference provided a com m unications forum for state society repre
sentatives involved in education program s to discuss the operation and
evaluation of specific state program s and the coordination of national and local
program s “regarding education for and developm ent of interest in the
profession.” Subjects included: faculty-practitioner sem inars, attendance at
CPE program s, CPA practitioners in residence at universities, education
foundations and scholarship program s.
Daniel L. Sweeney, director—relations w ith educators, and H erbert E. Miller,
chairm an of the AICPA board on standards for program s and schools of
professional accounting, discussed Institute policy and prospective program s
related to schools of professional accounting.
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Special Committee
Because of recent developm ents in W ashington, the AICPA’s Board of Directors
Appointed on
has approved the appointm ent of a special com m ittee to deal w ith urgent
Washington Activities W ashington m atters w hen action m ust be taken betw een Board meetings. The
com m ittee will be concerned only w ith those m atters th at affect the role,
structure or overall regulation of the accounting profession. Exam ples of such
item s are the SEC legislative proposals on illegal activities of corporations,
Ralph N ader’s proposals on federal chartering of corporations and the rotation
of auditors, and various investigations by House and Senate com m ittees
th a t have sought inform ation from accounting firms and the organized profession.
Among these investigations is the one being conducted by the Senate sub
com m ittee on reports, accounting and m anagem ent, headed by Senator Lee
M etcalf (D-Mont). It is analyzing the relationship betw een federal agencies, such
as the SEC, and the accounting profession.
The com m ittee is headed by AICPA C hairm an Ivan Bull and includes
M ichael Chetkovich, AICPA chairm an-nom inee; W alter H anson, chairm an of
advisory group C; W illiam Barnes, chairm an of the federal governm ent
executive com m ittee; and Sam uel Derieux, chairm an of the com m ittee on self
regulation.
Washington Briefs

President Ford recently signed a bill am ending the Small Business A ct and Small
Business Investm ent Act. The bill, S. 2498, provides for an increase in the
m axim um am ount of an economic opportunity loan and an increase in the
m axim um am ount of regular business loans per borrow er. The bill also creates
an 11-member N ational Comm ission on Small Business, w hich is charged
w ith m aking a com prehensive study of all factors affecting small business.
A bill to grant pension plan relief for small corporations has been introduced by
Rep. Barry G oldw ater, Jr. (R-Calif.) The bill, HR 13662, is designed to reduce
an em ployer’s paperw ork in establishing and operating a pension plan.
The Com ptroller of the C urrency has issued a proposed policy statem ent relating
to his responsibilities for bank charters, branches, conversions, m ergers, fiduciary
pow ers, operating subsidiaries, title changes, relocations and capital. Comments
are due by July 6.
The 1976 edition of the General Services A dm inistration Guide to Record
R etention Requirem ents (S/N 2203-00915) is now available from the Governm ent
Printing Office, W ashington, D.C. 20401 at $2 per copy.
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Report Released on
Federal Tax
Confidentiality

The Privacy Protection Study Commission recently released its first report
on federal tax confidentiality. The Commission, w hich w as created by the Privacy
A ct of 1974 to m ake recom m endations regarding IRS disclosure of tax
returns to federal, state and local governm ents and agencies, recom m ends
the following:
□ No disclosure of individually identifiable data by the IRS should be perm itted
w ithout the prior, w ritten consent of the individual to w hom it pertains,
except w hen specially authorized by federal statute.
□ Congress should provide by statute th at the IRS Com m issioner m ay disclose
to a federal or state agency (specifically authorized to obtain individually
identifiable data) only such data as th at agency needs to accom plish the
purpose for w hich such disclosure is m ade.
□ Congress should specify in each statutory authorization for disclosure the
categories of data that m ay be disclosed and the purpose for w hich the data
m ay be used.
□ A recipient of individually identifiable tax data from the IRS should be
prohibited from disclosing such data w ithout the consent of the individual
to w hom it pertains, unless such disclosure is specifically allowed by
federal statute.
Copies of the report, at $1.45 each, m ay be obtained from the Governm ent
Printing Office, N orth Capitol and H Streets, N.W., W ashington, D.C. 20401.
The Commission w as also scheduled to hold additional hearings on the
recordkeeping practices of health care providers on July 20 and 21. The hearings
are to focus on the operations of federal agencies directly involved in the
delivery of health care services or engaged in health research.

AICPA Comments
on Forecasts;
Movie Films

In a letter to the Securities and Exchange Commission, the In stitu te’s accounting
standards executive com m ittee com m ented on proposed Guides 62 and 4
(see M ay 21 Letter), “D isclosure of Projections of Future Economic Perform ance.”
In general, the letter notes th at the proposed guides are “significant
im provem ents” over earlier proposals contained in Rel. No. 33-5581 in that
the decision to file estim ates of future perform ance is now left to m anagem ent’s
judgm ent rather than based on predeterm ined criteria th at are too broadly
defined. The letter, how ever, m akes suggestions regarding the nature and
form at of data to be disclosed and the docum entation to support it, and holds
th at the SEC should defer issuance of pronouncem ents relative to third-party
review s of financial forecasts.
In another letter to the SEC, the In stitute’s task force on entertainm ent
com panies requested a clarification of an item in Staff Accounting Bulletin No. 7,
regarding film inventories of producers and broadcasters. The question deals
w ith w hether the disclosure of the replacem ent cost of m otion picture films
is required under ASR 190. SAB 7, w hich interprets ASR 190, states th at some
assets “m ay be so unique th at their replacem ent cost is not relevant,” but it
gives only “highly successful” movies as an example.
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AICPA President
Defends Auditors’
Independence

Wallace E. Olson, AICPA president, said last month that the accounting
profession has taken steps to protect itself from pressures against independence
in the review of financial statements.
Testifying before the Senate Commerce Committee, Mr. Olson said the
profession “has developed criteria governing relationships between auditors and
clients which are prohibited and it is believed the prohibitions are being
scrupulously observed and enforced.” The profession, he added, has also urged
the establishment of corporate audit committees and aided in developing
SEC reporting requirements on changes in auditors.
The Senate Committee is holding hearings on the responsibilities of
corporations, particularly in their financial reporting.

Speakers Set for
Industry and
Government
Conference

The speakers and registration fee have been set for the first AICPA national
conference for CPAs in industry and government, to be held September 23 at the
Hyatt Regency-O’Hare Hotel, Chicago.
A. A. Sommer, Jr., chairman of the SEC’s advisory committee on corporate
disclosure, will discuss the work of his committee at luncheon. Other speakers
include Ivan Bull, Institute chairman, who will speak on w hat’s going on at
the AICPA, and Raymond Lauver, chairman of the Institute’s accounting
standards executive committee, who will talk about recent accounting standards
and emerging issues. Other discussions will deal with fraud and the computer
and with effective planning of financial resources. Also, there will be a panel
on corporate responsibility which will examine the topic from the perspectives of
financial executives, independent auditors and Congress.
Registration is $50. Contact the AICPA meetings department.

Ten Ethics
Proposals Exposed

The AICPA’s professional ethics division has issued exposure drafts of 10
proposed ethics rulings involving MAS engagements. The proposals deal with
applications of the Rules of Conduct to certain situations which the AICPA’s
MAS executive committee determined to be common problem areas requiring
consideration by the ethics division.
Two of the proposed rulings involve Rule 101—Independence; one involves
Rule 102—Integrity and Objectivity; five deal with Rule 201—Competence;
and two with Rule 301—Confidential Client Information.
Comments are due by September 10. Copies of the exposure drafts may
be obtained from the professional ethics division.

MFOA Group to
Present Four
“Colloquia”

The International Municipal Finance Officers Association Career Development
Center will present four one-day “colloquia” to examine current accounting
and financial reporting problems in local government. The conferences
“are designed to provide guidance in the application of principles to certain
troublesome areas in governmental accounting and financial reporting.”
The “colloquia” will be held August 9 in Los Angeles, August 16 in Chicago,
August 20 in Philadelphia, and August 21 in Atlanta. For registration and
other information, contact the International MFOA Career Development Center,
1313 East 60th Street, Chicago, Ill. 60637.
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IRS Amends Slush
Funds Requirement

The Internal Revenue Service has modified its position on auditor participation
in the response to the corporate slush fund questionnaire (see June 14 Letter).
The partner in charge of the audit may now attest to corporate officials’
responses based on h is/h er best knowledge, belief and recollection in a letter
to the IRS. Previously, the partn er had to respond to the questionnaire directly
in the same m anner as corporate officials.
The changes incorporate m ost of the AICPA’s suggestions. However, the
letter, included w ith the M anual Supplem ent 42G-348, is to be directed to the
D istrict Director rather than the client and contains a statem ent on perjury.
The following is the text of the sample corroboration letter:
A ddressee: (Insert Name and A ddress of D istrict Director)
I am a partn er in the firm o f ................................................... and have been
the partner in charge of the audit o f ........................................ for the years
............................M e s s r s ........................... and .. .......................o f ..................... ..
have provided me w ith copies of statem ents or affidavits d a t e d ..................... .
w hich they have subm itted to the Internal Revenue Service in response to
questions, pursuant to M anual Supplem ent 42G-348, w hich w ere posed
to them.
U nder my direction, the above audit for those years w as conducted
in accordance w ith generally accepted auditing standards for the purpose of
expressing an opinion as to the fair presentation of the financial position
o f ................................. and the results of its operations for such years,
in conform ity w ith generally accepted accounting principles.
I have carefully review ed these questions and the answ ers of the above
individuals. I hereby state th at to the best of my knowledge and belief
and to the best of my recollection, the subm issions m ade to the Internal
Revenue Service by M essrs.......................................................... ............................. .
a n d ..........................are com plete and accurate, and th at I have no knowledge
or recollection of any facts and circum stances w hich w ould cause me to
believe that any statem ent or representation in such subm ission should be
modified, am ended or amplified to reflect my knowledge or recollection
of the facts and circum stances.
In accordance w ith Section 7206(1), IRC, under penalties of perjury,
I declare that to the best of my knowledge and belief my statem ent is
true, correct and complete.
Signature and Title
Date

Two Professional
Accounting Schools
Are Created

Two m ore universities have established five-year accounting program s that
lead to a m aster’s degree in accountancy. Both of the program s, w hich get
underw ay this fall, are generally in keeping w ith the recom m endations of the
AICPA’s board on standards for schools of professional accounting.
An Institute of Professional A ccountancy has been organized w ithin the
G raduate School of M anagem ent at Brigham Young U niversity, Provo, Utah. The
In stitu te’s curriculum offers a three-year professional accounting program
after two years of general education. G raduates will receive both Bachelor and
M aster of A ccountancy degrees. K. Fred Skousen is the program director.
Louisiana Tech U niversity at Rustin has added a School of Professional
A ccountancy to its College of A dm inistration and Business. In describing the
purposes served by accounting schools, Louisiana Tech cited the need for
objective reporting of financial data, the unique character of the accounting
discipline, and interdisciplinary and educational requirem ents th at extend
significantly beyond w hat is included in business adm inistration curricula.
The five-year program is under the direction of H arold J. Smolinski.
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CASB Exposes Draft The staff of the Cost Accounting Standards Board has issued a draft standard
Standard on Pension on pension costs dealing w ith the following:
Costs,...
□ How actuarial gains and losses shall be accounted for.
□ H ow the cost of pension plans covering employees of m ore than one segment
shall be allocated from a com pany’s home office to such segments.
If adopted, this standard w ould be the second in the pension cost area;
the first w as adopted in Septem ber 1975, and dealt w ith the com position and
m easurem ent of pension costs. Comments are due by August 20.

. . . Issues an
Interpretation and
Proposes Another

Interpretation No. 1 of Cost A ccounting Standard 402 applies to the treatm ent
of costs incurred in preparing, subm itting and supporting proposals. It does
not preclude the allocation, as indirect costs, of costs in preparing all proposals.
How ever, the contractor’s cost accounting practices m ust be followed
consistently and the m ethod used to reallocate such costs, of course, m ust
provide an equitable distribution to all final cost objectives.
The CASB is proposing to take the position that application of percentage
factors to a base as a m eans of estim ating the cost of additional direct m aterials,
such as scrap, is not in com pliance w ith its rules unless the contractor
m aintains an accurate record or m akes an analysis of the actual costs of the
additional m aterials. This w ould be an interpretation of Standard 401. The
Standard requires a contractor’s practices for estim ating costs in pricing a
proposal to be consistent w ith his cost accounting practices used in accum ulating
and reporting costs. The deadline for com m ents is A ugust 23.

Foreign Bribery Bill
Passes First Hurdle

The Senate Banking Com m ittee recently approved legislation (S. 3664) that
w ould m ake bribing foreign officials a crime for U.S. corporations. The bill
incorporates a SEC proposal to sharpen current rules for keeping accurate books
and records. It w ould also m ake it illegal for anyone to m islead outside auditors.
The comm ittee, w hich is headed by Senator W illiam Proxm ire (D-Wis.),
how ever, rejected a proposal th at SEC-registered com panies disclose any
paym ent of m ore than $1,000 to foreign officials, agents or others. The AICPA has
expressed concern over some of the bill’s features, particularly those related
to internal control and m isleading the auditors.
The bill will now go to the full Senate for discussion, w hich will likely take
place next m onth. Commenting on the legislation, SEC Chairm an Roderick
Hills noted th at it w ould be difficult for the agency to judge w hether foreign
paym ents actually represented bribes. “We ought not to be in the position of
deciding w hether the law has been violated or not,” he added.

AICPA Board to
Consider Revised
Quality Review Plan

The AICPA’s Board of D irectors will consider at its July 22-23 m eeting a
revised proposal for a voluntary quality control review program.
Last May, Council approved a plan for CPA firms w ith SEC practices or
w hich desire to prepare for such practice. The plan now has been expanded to
include firms w ith general audit practices. A key feature of the revised
proposal is the assistance th at will be m ade available to those firms th at w ish
help in organizing their quality control procedures. Such assistance could include
a review by mail of the firm’s description of its quality control system , a
prelim inary review of quality control procedures and a review of the application
of technical standards.
Council is expected to take action on the revised plan at its O ctober
m eeting. In the m eantim e, a special com m ittee is drafting proposed quality
control standards and standards for their review.
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Statement of
Position Approved
for Music Industry

The AICPA’s accounting standards executive comm ittee has approved a
statem ent of position on Accounting Practices in the Record and Music Industry.
Following editorial revisions, expected to be com pleted this m onth, the
recom m endations will be forw arded to the Financial A ccounting Standards Board.
Prepared by the task force on entertainm ent companies, the position
paper discusses industry practice in a num ber of key areas and presents the
accounting standards division’s conclusions about the practices. Among the
areas covered are revenue recognition, inventory valuation, com pensation of
artists, costs of record m asters and licensor incom e/licensee cost.
Copies will be available from the division in early August.

AICPA Appoints
Committee on SEC
Disclosure Study

A special com m ittee has been appointed by AICPA Chairm an Ivan Bull to make
recom m endations on financial reporting to the SEC A dvisory Committee on
Corporate Disclosure (see February 23 Letter). The Institute committee, which
is chaired by Robert K. M autz, Ernst & Ernst, Cleveland, has been asked to
subm it its view s on the following:
□ The types of reports th at should be prepared by com panies to comm unicate
financial inform ation to various users and in w hat form and organization
such inform ation should be presented.
□ Significant changes required in such areas as laws, regulations and custom s
in order to im plem ent the suggestions on types of reports.
□ Presentation of sum m ary data, analytical inform ation, m acroeconom ic
inform ation and projections, and particularly w hether and how inform ation
of this nature should be related to historical and other “h a rd ” data; also,
auditors’ responsibilities w ith respect to such inform ation.

Third Annual MAS
Conference Set

The AICPA’s third annual national MAS conference will be held O ctober 6-7
in Chicago. The tw o-day conference will provide an update on a w ide range of
MAS practice areas. Topics, such as proposal letters, m inicom puters, managing
professional tim e and business planning, will be discussed at 13 concurrent
panel discussions.
Ralph F. Lewis, editor and publisher of the Harvard Business Review,
and AICPA president W allace E. Olson will be the principal speakers.
For further inform ation, contact the In stitute’s m eetings departm ent.

Second Seminar for The second in a series of NYSSCPA-AICPA jointly sponsored sem inars for
Financial Writers Held financial w riters w as held at New York’s Princeton Club on June 24.
R epresentatives of m ore than 20 publications heard accounting leaders discuss
four m ajor problem s facing the profession:
□ Accounting and Auditing for Municipal Governm ents—Gerald Hepp of
Plante & M oran, Southfield, Mich., discussed the auditing requirem ents and
practices in the n ation’s m unicipalities, w ith em phasis on the Institute’s state
and local governm ent audit guide.
□ Auditing Pension Funds—A ndrew Capelli, Peat, M arwick, M itchell & Co.,
talked about the federal standards governing pension funds and how they
m ight affect such funds in the future.
□ Illegal Payments—D. R. Carmichael, managing director of the In stitute’s
technical services, review ed the initial revelations of such paym ents and
discussed the im pact of the IRS questionnaire probing corporate slush funds.
□ Accounting for Political Campaign Funds—Ernest W eiss, Price W aterhouse
& Co., spoke about the role of the CPA in political campaign funding
and the reporting requirem ents for fund raising.

- 6 -

Recent AICPA
Publications

Recent AICPA
Campaign Treasurer’s H andbook—This revised edition, prepared by the
Publications
Institute’s state legislation committee, is designed for use in state and loc
political campaigns. Price is $2.50; $2 to members.
M anagem ent of an A ccou n tin g Practice H andbook—The April 1976 supplement is

now available at $20; $16 to members. The handbook, including the new
supplement, is $120; $96 to members.
Financial R eport S u rvey 10: Illustrations of A ccou n tin g for C ontingencies—

This publication is a survey of the application of FASB Statements Nos. 5 and 11
in company financial reports. Price is $6.50; $5.20 to members.

Washington Briefs

The SEC has issued Staff Accounting Bulletin No. 9, which presents 10 questions
and answers dealing with the disclosure of replacement cost data under
ASR 190. This bulletin contains the second group of interpretations of ASR
190; the first being SAB No. 7.
The Federal Deposit Insurance Corporation has issued proposed regulations
conforming its rules on interim financial reports to those of the SEC. The
proposals generally adopt the SEC position dealing with the association of
independent accountants with unaudited notes covering interim financial data.
Comments are due by August 31.
In Interpretive Bulletin 76-3, the Department of Labor has withdrawn the
definition of seasonal industries from the ERISA guidelines.
In an 8-0 decision, the Supreme Court concluded that the omission of a fact
in a proxy statement is material if there is a “substantial likelihood that a
reasonable shareholder would consider it important in deciding how to vote.”
In TSC Industries, Inc. v. N o rth w a y, Inc., the Court held that the standard
contemplates a showing that the omitted fact “would have assumed actual
significance in the reasonable shareholder’s deliberations.”
Incorporating a Sm all B usiness is another in the series of the Small Business
A dministration’s Management Aides (No. 223). Its purpose is to acquaint ownermanagers with some of the basic steps once the decision to incorporate has
been made. Free copies are available from SBA field offices or Washington
headquarters at 1441 L Street, N.W., 20416.
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Board of Directors
Highlights

The following w ere among the actions taken by the AICPA’s Board of D irectors
at its July 22-23 meeting:
□ A pproved an am endm ent to the AICPA Insurance T rust to clarify assignm ent
of benefits by policyholders.
□ A ccepted the report of the special com m ittee to study proposals to restructure
the profession and directed the staff to study a num ber of the recom m enda
tions, including the recognition of CPA firms w ithin the AICPA’s
organizational structure.
□ A pproved the proposal to hold regional Council m eetings to discuss the
profession’s response to developm ents in W ashington and the desirability of
creating an AICPA political action committee.
□ A pproved for subm ission to Council in the fall the revision of the quality
control review program w hich has been extended to cover general audit
practices as well as firms engaged in SEC practice.
□ A uthorized the inform ation retrieval com m ittee to develop a proposal for
establishing, under Institute direction, a standard system of indexing
authoritative accounting and auditing literature.

GAAP for Small
Business Report
Near Completion

The report of the com m ittee on generally accepted accounting principles for
sm aller an d /o r closely held businesses is in the final stages of preparation and is
expected to be m ailed to all AICPA practice units in Septem ber. The report
w as preceded by a discussion paper issued for public com m ent last year.
The com m ittee concluded th at the same m easurem ent principles should be
applied in the general purpose financial statem ents of all entities. However,
the com m ittee believes th at the nature of the inform ation disclosed and the extent
of detail necessary for any particular disclosure m ay w ell vary depending on
the needs of the users.
In addition, some stream lining of disclosure requirem ents is considered
necessary, not only for sm aller and/or closely held businesses, b u t for all com
panies reporting in accordance w ith GAAP. Thus, the com m ittee has concluded
th at there should be a distinction betw een the disclosures th at should be
required by GAAP in the financial statem ents of all entities and those th at m erely
provide additional or analytical data. The com m ittee has identified possible
criteria for disclosures th at should be required by GAAP and has also identified
problem s w ith CPA reporting requirem ents th at should be addressed by the
auditing standards division. Im plem entation of the com m ittee’s suggestions
would, it is believed, have a particular effect on the sm aller an d /o r closely
held business.
The com m ittee proposes to discuss its recom m endations w ith representatives
of bodies having authority to issue pronouncem ents on the subject, and to
perform additional w ork to facilitate consideration and im plem entation of its
recom m endations.
Copies of the report will be available from the In stitu te’s order departm ent
in m id-Septem ber. The report will also be reprinted in the O ctober issue of
the Journal of Accountancy.
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Bankers Pre
dominate at Debt
Restructuring
Hearing

Bankers predominated among those testifying at a four-day public hearing on
accounting by debtors and creditors when debt is restructured. It was called by
the FASB and held July 27-30 at the New York Sheraton Hotel.
As a basis for the hearing, the FASB had issued a discussion memorandum
(see May 24 L etter ) which considers how changes in the amount or timing of cash
payments in debt agreements should be reflected in financial statements. Of
the 853 responses to the memorandum, 689 were from bankers.
At the hearing, 25 of the 37 presentations were made by representatives of
financial institutions and banking organizations. The bankers generally held that
the restructuring of debt does not constitute an accounting event requiring
recognition in financial statements. If accounting recognition is required, the
bankers said that their earnings and lending policies would be severely
affected. W alter B. Wriston, Citicorp chairman, said that changes in accounting
for restructured debt would discourage banks from working out debt problems
with their borrowers.
Bankers also complained about w hat they termed a “piecemeal approach” to
the adoption of current value accounting. FASB Chairman Marshall Armstrong
referred to this complaint in his opening remarks at the hearing. He said:
“It is obvious from these comments that many respondents have misunderstood
or misinterpreted the objectives of the project, the issues described in the
discussion memorandum and the information requested by the Board.” The issues
in the discussion memorandum, he said, do not relate to current value
accounting but “are concerned only with the appropriate measure of restructured
debt at the time it is restructured.”
The AICPA’s accounting standards division also presented its comments at
the hearing. In general, the division concluded that a restructuring of debt is
an exchange transaction requiring accounting recognition when it creates, in
substance, a new debt or results in an exchange of assets (such as property or
equity securities] for existing debt. The conclusion applies to both the lender and
the borrower. Thus, both the lender and the borrower should record the
market values of the new debt and of any assets transferred when the following
occurs:
□ Both the stated maturity amount and the repayment terms of the debt are
changed.
□ The loan is satisfied in whole or in part by either the transfer of assets or the
issuance of equity securities by the borrower.
The FASB is now reviewing the testimony for the possible development of a
draft standard. For further information, see the September Journal of
A ccou n tancy. Copies of the accounting standards division’s letter of comment
are available from the division upon written request.

Committee
Appointment
Announcements
Mailed

At a meeting held in June, AICPA Chairman-Nominee Michael N. Chetkovich
reviewed present and recommended committee appointments and settled on all
appointments for 1976-77.
Notifications to those appointed were mailed on August 3 and require the
return of a form indicating their acceptance as soon as possible. To those other
members who submitted requests for committee appointments, their willingness
to serve is much appreciated.
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FASB Issues Draft
on Prior Period
Adjustments. . .

The Financial Accounting Standards Board has issued an exposure draft of a
proposed statement on prior period adjustments. A public hearing has been set
for October 15.
If adopted, the proposed statement would, with certain exceptions, require
that all items of profit and loss recognized during a period, including accruals
of estimated losses from loss contingencies, be included in the determination of
net income for that period. Corrections of errors in the financial statements
of a prior period discovered subsequent to their issuance, and adjustments
resulting from realization of income tax benefits of pre-acquisitions would
continue to be reported as prior period adjustments and be excluded from the
determination of net income for the current period.
The proposed statement does not affect the manner of reporting accounting
changes.
Comments are due by September 30. For further information and free copies
of the draft, write: Director of Administration, Financial Accounting Standards
Board, High Ridge Park, Stamford, Conn. 06905.

. . . and Revises
Draft on
Accounting for
Leases

The Financial Accounting Standards Board has issued for comments a revised
draft of a proposed statement on accounting for leases, which modifies several
provisions.
The FASB issued its first draft last August (see September 8 , 1975 Letter),
but it then announced in November that a final statement was being delayed
because of the number of comments received and the complexity of the issue.
The major modifications made involve the criteria for classifying leases
by both lessees and lessors, the presentation of operating leases in the balance
sheets of lessees, the amount of supplemental information disclosures called
for, and the effective date and transition provisions.
The revised draft would apply to all leasing transactions entered into after
next December 31. In addition, beginning with financial reports for periods
starting after December 3 1 , 1980, companies would have to apply the new rules
to older leases, too.
Comments are due by October 1. For further information, see the September
Journal of Accountancy.

CPAs Advise on
Presidential
Campaigns

The AICPA is organizing a nationwide network of CPAs to counsel presidential
campaign organizations of the two major political parties at the state level on
the financial reporting requirements of the new federal election law.
The counseling would deal with such issues as determining what constitutes
valid expenditures, cost allocations when candidates share office space and
equipment, and advice on disclosure requirements and any subsequent rulings.
Engagement terms would be arranged with the local presidential campaign
organizations.
In an effort to determine the names of those who wish to participate in this
program, AICPA President Wallace E. Olson has written to all state societies
for suggestions as to interested CPAs.
Because of the many ramifications of the federal election law, the AICPA
will sponsor a day-and-a-half seminar in Washington on August 30-31 for CPAs
participating in the program. It will deal with the provisions of the law as
well as relevant systems and controls. As a supplemental aid, copies of
Compliance with the Federal Election Campaign Requirements, published last
month, will be distributed. Also, a technical information service has been
established in the Washington office to answer election-related questions from
CPAs who are counseling the political organizations.
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SEC Rejects
Arthur Andersen
Petition; Seeks
Comments

The SEC has rejected a petition from A rthur A ndersen & Co. calling for a
reconsideration of the preferability rule in ASR No. 177 and the revocation of
ASR No. 150, w hich states th at FASB rulings have substantial authoritative
support. Subsequent to this action, A rthur A ndersen filed suit to enjoin the SEC
from enforcing these pronouncem ents, characterizing them as illegal, unconsti
tutional, and contrary to the SEC’s own regulations.
In the m eantim e, the SEC announced in ASR No. 193 th at it is seeking
public com m ent on three issues raised by the petition. In particular, the SEC
w ishes to know w hether it should:
□ Continue its policy of recognizing the pronouncem ents of the FASB as
providing a fram e of reference for publicly-held com panies to satisfy their
statutory disclosure obligations?
□ F urther define the phrase “substantial authoritative support?”
□ F urther define the phrase “accounting principles and practices?”
Com m ents are due by Septem ber 15. The SEC intends to hold a public
m eeting on these questions, and possibly public hearings. For further inform ation,
see the Septem ber Journal of A ccountancy.

AICPA Comments
on ASR No. 150;
Dividends

In a letter to the Securities and Exchange Commission, Ivan Bull, AICPA
chairm an, presented com m ents on the petition of A rthur A ndersen & Co. to
revoke ASR No. 150. The Institute reaffirm ed its belief th at the FASB is “the
appropriate body” to establish financial accounting and reporting standards
in the private sector.
The Institute, how ever, declined to comm ent on the legality of ASR No. 150,
b u t urged the com m ission “to m aintain the policy established under ASR 150
in a m anner th at will avoid the necessity of form al rule-m aking procedures for
each pronouncem ent of the FASB.” Failure to take such action, adds the
letter, “will be tantam ount to reducing the status of the FASB to th at of an
advisory rath er than a standard setting body.”
Also, in a letter to the IRS, the In stitu te’s federal tax division com m ented
on proposed rules dealing w ith the dividend treatm ent of certain distributions by
controlled foreign com panies and the lim itation of the definition of foreignbased com panies sales incom e w ith respect to certain agricultural commodities.

Conference Set for
Timesharers

The AICPA’s second annual tim esharing users conference will be held on
Septem ber 16 and 17 at the A irport M arina Hotel, D allas/Fort W orth airport.
Discussion groups are designed to prom ote the exchange of inform ation by
participants on various rem ote com puting topics. Among these are statistical
sampling, real estate analysis, budgeting and forecasting, and tax planning and
preparation. Registration is $100. C ontact the AICPA’s m eetings departm ent
for further inform ation.

Insurance Entrance
Date Is Approaching

The next entrance date for initial participation or increased coverage under the
AICPA’s CPA Plan (for individual CPAs) or the Group Insurance Plan (for
firms) is O ctober 1. A m axim um of $100,000 of term life insurance, plus an
equal am ount of accidental death and dism em berm ent coverage is available
under the CPA Plan. Similar benefits are provided under the Group Insurance
Plan w ith the m ost recent schedules A and B containing m axim um lim its of
$60,000 and $40,000, respectively.
Invitations and descriptive literature w ere m ailed this m onth. For additional
inform ation, contact RBH/Reid & Carr, Inc., 605 Third Avenue, N ew York,
N ew York 10016.
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Suggestions
Sought on ERISA
Paperwork

The Comm ission on Federal Paperw ork has requested from AICPA m em bers
their assessm ents on the reporting requirem ents under ERISA due the D epartm ent
of Labor, Pension Benefit G uarantee Corporation, Internal Revenue Service,
and pension an d /o r profit sharing plan participants. The purpose of the current
study is to elim inate the duplication of inform ation on various form s such as
EBS 1 and 5500.
Recom m endations for im provem ents in reporting and recordkeeping
requirem ents w ill be used as the basis of a w orking paper to be evaluated by
private pension experts early this fall. The Commission will then subm it
recom m endations for im proving ERISA to the President and to the Congress.
Comments should be subm itted directly to the Comm ission on Federal
Paperw ork, 1111 20th Street, N.W., W ashington, D.C. 20582, attention:
Richard W. Butt.

IASC Approves
Two Statements
and Authorizes
Exposure Draft

The international accounting standards comm ittee (IASC), at its July meeting,
adopted two statem ents for publication and authorized exposure of another
d raft statem ent.
Depreciation Accounting (IAS No. 4) states th at the depreciable am ount of
a depreciable asset should be allocated on a system atic basis to each
accounting period during the useful life of the asset. Factors in estim ating
useful life are cited. Item s th at should be disclosed for each m ajor class of
depreciable asset are the depreciation m ethods used, the useful lives or the
depreciation rates used, total depreciation allocated for the period, the gross
am ount of depreciable assets and the related accum ulated depreciation.
Information to Be Disclosed in Financial Statem ents (IAS No. 5) takes the
general position th at “all m aterial inform ation should be disclosed th at is
necessary to give the users of the financial statem ents a clear understanding
of the financial position and results of operations of the enterprise.” Specific
disclosures are listed for the balance sheet and incom e statem ent, none of w hich
is unusual in U.S. practice.
The exposure d raft deals w ith the treatm ent in the incom e statem ent of
unusual item s and changes in accounting estim ates and accounting practices.
The three publications w ill becom e available in October, after translations
are completed.
In another action, the com m ittee elected a new chairm an. He is Joseph P.
Cummings, deputy senior partner of Peat, M arwick, M itchell & Co. Mr. Cummings
succeeds Sir H enry Benson of the United Kingdom, who has headed the
nine-nation group since its inception in 1973.

Tax Information
Program Grew
in 1976

Despite stronger com petition from other sources of tax inform ation, the In stitu te’s
tax inform ation program reached a w ider audience this year than in 1975.
M ore state societies and CPA firms conducted special program s of consum er
tax preparation courses and provided panelists for television show s on tax
tips. Coverage also expanded into m ore states and m ore m ajor urban centers.
Tax inform ation program m aterial w as distributed through state societies,
w ith the following results:
□ T hirty-four state societies distributed 403 sets of 30 half-m inute spots to m ore
than 400 radio stations.
□ Sixteen state societies distributed 78 sets of five one-m inute TV spots,
versus 15 last year.
□ Tw enty-six states (three m ore than 1975) distributed the AICPA’s series of
five new spaper articles.
□ Six national m agazines ran m ajor articles em phasizing th at the CPA w as the
best source of inform ation on tax preparation.
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DOL Issues Revised
Reporting
Regulations

The D epartm ent of Labor has issued revised annual reporting regulations for
pension and w elfare plans under ERISA. The revised regulations, notes the DOL,
have been released on a tem porary basis to allow for further public comment.
U nder the new guidelines, pension plans m ust file their annual reports w ithin
11½ m onths after the end of their fiscal years. For plans using a calendar
year, reports for 1975 will be due by December 15, instead of O ctober 15.
O ther new requirem ents include:
□ Plans w ith less than 100 participants are exem pt from hiring independent
public accountants.
□ An outside auditor’s opinion isn ’t required concerning data about pension
plan assets held by banks or insurance companies.
□ A bank or insurance com pany m anaging pooled assets for a num ber of pension
plans m ay file a single statem ent for all the plans in its account.
These tem porary regulations are to be applicable to plan years w hich began
in 1975. For further inform ation, see the A ugust 3 Federal Register.

Speakers
Announced for
AICPA Annual
Meeting

Four nationally prom inent speakers will address the AICPA’s 89th annual
m eeting to be held O ctober 24-26 in Philadelphia. The speakers include the
following:
□ A rt Buchwald, noted W ashington colum nist and hum orist, will be the
featured luncheon speaker on M onday, the 25th.
□ John Scali, form er U.S. am bassador to the U nited Nations, will talk M onday
afternoon on “The Prospects of a Small Planet.”
□ On Tuesday morning, M artin Agronsky, well know n political com m entator,
w ill speak on “The Political Scene — 1984 and Beyond.”
□ Later th at day, V erm ont C. Royster, retired editor of The W all Street Journal
and form er Pulitzer Prize w inner in editorial com m entary, will speak. His
subject will be “The M orality of the M arketplace.”
In addition to the plenary sessions, there will be 16 sim ultaneous sessions on
various m atters of interest to CPAs. Subjects include: Tax reform , accounting
education, MAS, peer review program s and ERISA — one year later.

Local Practitioner
Report Available
Soon

The AICPA com pleted its second annual series of m eetings w ith local practi
tioners in Los Angeles on June 30. Topics discussed included the following:
□ Increasing volume of technical standards.
□ Standards regarding unaudited financial statem ents.
□ The profession’s system of self-regulation.
□ The structure of the profession.
A report on the m eetings will be available from the m em ber relations
division in Septem ber.

Six AICPA Members
Expelled

Recently, the m em berships of six Institute m em bers w ere term inated under the
autom atic disciplinary provisions of the In stitu te’s bylaw s.
For conviction of a felony:
□ Edw ard D. Parker, Jr. of Columbus, M ississippi, on June 14, 1976, for embez
zlem ent, conspiracy in em bezzlem ent and interstate transportation of
stolen property.
□ Solomon Bleiweis and Jacob G. Lieber, both of W ilm ette, Illinois, on June 14,
1976, for mail fraud and conspiracy to commit m ail fraud.
For conviction of filing a false or fraudulent incom e tax return:
□ Royal Lee Cox of Glenview, Illinois, on M ay 16, 1976.
For conviction of failing to file income tax return:
□ Clarence M. W are of Fairm ont, W est Virginia, on May 19, 1976.
□ H enry E. Gattis of H untsville, Alabama, on June 15, 1976.
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SEC Proposes
Simplifying
Disclosure
Reports

The Securities and Exchange Commission has issued proposed am endm ents to
its rules th at w ould sim plify interim reports on Form 8-K and reduce the num ber
of such reports filed annually by corporations. In particular, the proposal (Rel.
No. 34-12619) m akes the following changes:
□ The due date for filing 8-Ks w ould be changed to 10 days after the reportable
event; instead of 10 days after the end of the m onth w hen the event
occurred.
□ Seven reportable item s — including legal proceedings, increases in the am ount
of securities outstanding and m atters subm itted to a vote of securities holders
— w ould be reported on Form 10-Q, rather than 8-K.
□ One item — disclosure of bankruptcy and receivership proceedings —would
be added to the rem aining 8-K requirem ents.
Form 10-Q w ould also be am ended into a tw o-part form — P art I to contain
presently required data and P art II to contain the item s transferred from
Form 8-K.
For further inform ation, see the A ugust Journal of Accountancy. Comments
are due by Septem ber 15.

AudSEC Exposes
Draft on
Comparative
Statements

The AICPA’s auditing standards executive com m ittee has approved for exposure
a proposed statem ent on auditing standards, Reports on Com parative Financial
Statem ents. Comments are due by Septem ber 30.
The proposed statem ent provides guidance for reporting on com parative
financial statem ents, w hether audited or unaudited. It requires the auditor to
update his opinion on prior-period audited financial statem ents presented on a
com parative basis w ith those of the current period. It specifies a standard report
on com parative financial statem ents for tw o annual periods.
Also, guidance is given and sample language provided for the following:
□ R eports w ith different opinions.
□ Reports w ith a change from a previous opinion.
□ Reports w hen a predecessor auditor has exam ined the prior-period financial
statem ents.
Copies have been sent to practice offices of AICPA m em bers and various
organizations and individuals. A dditional copies are available from the auditing
standards division upon w ritten request.

Recent AICPA
Publications

Management A dvisory Services Guidelines No. 4 — Guidelines for Development
and Implementation of Computer-Based Application System s — This publication
presents a step-by-step approach to planning and conducting a MAS engagement.
Price is $3; $2.40 to m em bers.
Two Com puter Services Guidelines — No. 1 — Guidelines for General System s
Specifications for a Computer System ; w hich deals w ith the selection of equip
m ent, softw are and services needed for EDP applications (Price is $3.50; $2.80 to
m em bers); and No. 2 — Guidelines for Computer Tax Preparation; w hich deals
w ith com puter processing considerations relating to tax w ork (Price is $2.50;
$2 to members).

Illinois Body
Recommends
Revision to
Advertising Ban

A t its m eeting on July 26, the Illinois D epartm ent of Registration and Education
decided to recom m end the adoption of revised state rules of professional con
duct, w hich do not include a previous prohibition against advertising. The
D epartm ent director took the position that a recent U.S. Suprem e Court decision
perm itting doctors to advertise should be m ade applicable to 32 other licensed
professions and trades.
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Washington Briefs

The Small Business A dm inistration h a s recently released tw o publications lists;
one indicates the subjects of its free m anagem ent assistance brochures; the
other covers the for-sale booklets available from the G overnm ent Printing Office.
These lists can be obtained from SBA field offices or from the W ashington
office at 1441 L Street, N.W., W ashington, D.C. 20416.
The SEC, in Rel. No. 33-5728, has issued proposed am endm ents to Form S-7 and
Form S-16 w hich w ould m ake these form s available to a greater num ber of
issuers. The Commission is also proposing to expand the availability for Form
S-7 to present users of Form S-9, thereby m aking th at form obsolete. Comments
are due by Septem ber 27.
The Legal Services C orporation (LSC) has issued an audit and accounting guide
for use by recipients and CPAs w ho perform the required annual audits. For
fu rth er inform ation, see the July 20 Federal Register.
The SEC has issued Staff A ccounting Bulletin No. 10, w hich provides further
interpretations of ASR No. 190 concerning the disclosure of replacem ent cost
data. SAB 10 also deals w ith the definition of “m ineral resource assets” and
w ith financing leases.
A new proposal to aid the housing industry by providing a tax allowance to
assist first-time house purchasers w ith the dow n paym ent has been proposed by
Senator E dw ard W. Brooke (R-Mass.). Mr. Brooke’s rem arks on the bill (No.
S 3692) appear in the July 22 Congressional Record.
The Cost A ccounting S tandards Board has issued Standard No. 415, “Accounting
for the Cost of D eferred C om pensation,” incorporating some changes from the
exposure d raft released in April (see April 26 Letter). The standard is expected
to becom e effective January 1, 1977.
The CASB also announced th at the effective date on Standard No. 410 is
O ctober 1. The Standard, released last April, deals w ith the allocation of general
and adm inistrative expenses to final cost objectives.
The July 30 Federal Register contains parallel proposed regulations by the DOL
and IRS covering employee stock ow nership plans. Com m ents on the proposals
relating to the exem ption for loans to ESOPs are due by Septem ber 30, and on
the proposals relating to other exem ptions, by Septem ber 23.
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SOPs Issued for
Mortgage Bankers;
Music Industry

Two statem ents of position — Accounting for Origination Costs and Loan and
Commitment Fees in the Mortgage Banking Industry and Accounting Practices in
the Record and Music Industry —have been issued by the AICPA’s accounting
standards division.
The statem ent pertaining to m ortgage bankers takes the position th at the
deferral of any costs of originating mortgage loans in-house should no longer
be considered acceptable. How ever, a portion of the purchase price of certain
bulk purchases should be deferred as the cost of the right to receive future
servicing revenue. Guidelines are provided for determ ining th at amount.
Furtherm ore, the statem ent deals w ith the appropriate accounting w hen a
m ortgage banker obtains contractual rights to receive future servicing revenue
by acquiring other m ortgage banking com panies or by acquiring selected
servicing contracts.
The statem ent also identifies several different types of loan and com m itm ent
fees and suggests appropriate accounting for such fees. In general, these
recom m endations defer incom e recognition to a greater extent than is usual
in present practice.
The other SOP (see July 1976 Letter) discusses several areas w here different
accounting practices exist in the record and m usic industry: revenue recogni
tion, inventory valuation, com pensation of artists, costs of record m asters,
licensor incom e and licensee cost, and intangible assets acquired in a
business combination.
For further inform ation about these statem ents, see the O ctober Journal of
Accountancy. Copies of both statem ents are available from the accounting
standards division.

Regional Council
Meetings Held

During August, six regional m eetings of AICPA Council m em bers w ere held in
various locations. Chairm an Ivan Bull, President W allace E. Olson and
Theodore Barreaux, vice president —governm ent relations, discussed the
increasing attention being given to the profession by the Congress and federal
regulators. Also covered w as possible federal legislation th at w ould have an
im pact on the profession’s role and the w ay in w hich the profession is regulated.
The m eetings w ere called to alert the m em bers to these developm ents
and to seek guidance on how to respond to them . The consensus w as th at the
AICPA should develop for consideration by Council specific proposals to
deal w ith anticipated legislation th at might affect the role, structure or regulation
of the profession.
This subject will be pursued further at the general m eeting of Council
next m onth.
The Council m em bers w ere briefed on plans to strengthen, w ith the help of
the state societies, the key person program on the federal level. They also
reacted favorably to a proposal to form a political action com m ittee w hich
w ould provide support for the reelection of federal legislators w ho have
supported legislation consistent w ith the In stitu te’s objectives.
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Arthur Andersen
Suit Gets Hearing

-

Having lost a preliminary round, A rthur Andersen & Co. faced a second hearing
on August 31 in its efforts to revoke the rules in two SEC pronouncements
(see August Letter). A federal judge in Chicago, in mid-August, turned down
the firm’s request for a temporary restraining order against the rules, noting
that the firm had not demonstrated it is suffering “irreparable” injury.
The second hearing dealt with Andersen’s request for a preliminary
injunction against the SEC. In its suit, the firm charged that the two releases
— the preferability rule in ASR No. 177 and ASR No. 150, which states that
FASB rulings have substantial authoritative support — are illegal, unconstitu
tional, and contrary to the SEC’s own regulations. On September 3, the judge
denied the Andersen petition against the contested rules.
In a statement filed with the SEC, the FASB and the Financial Accounting
Foundation urged the SEC “to continue its historic administrative practice
and policies of looking to the FASB as the standards-setting body designated
by the accounting profession, to provide leadership in establishing and
improving accounting principles, standards and practices.” Also, the AICPA and
several accounting firms filed separate briefs which strongly supported
ASR 150, but generally opposed the preferability rule in ASR 177.

SEC Chief
John C. Burton, the chief accountant for the Securities and Exchange Commission,
Accountant
resigned as of September 10 to become deputy mayor for finance for New
John Burton Resigns York City. Burton succeeds Kenneth S. Axelson, who is returning to his post

as senior vice president of the J. C. Penney Company.
SEC chairman Roderick Hills has named A. Clarence Sampson, Burton’s
deputy, as acting chief accountant for the agency.

Publication Issued
on Reciprocity
Requirements

In reply to questions concerning temporary practice and reciprocal provisions
of the various state accountancy statutes, the AICPA’s state legislation
committee has prepared a publication, “Reciprocity and Temporary Practice
Requirements for CPAs.”
The booklet was prepared to assist CPAs who are planning to practice in
states in which they are not licensed. Although state accountancy statutes
provide for the granting of a CPA certificate based on an applicant’s certification
in another state, requirements such as experience, education and residence
may vary widely. The information in this publication is not intended to serve
as a substitute for the actual statute.
A copy has been distributed to every state CPA society office.

Proposed Statement
Issued on Hospital
Malpractice
Insurance

The AICPA’s committee on health care matters has issued for comment an
exposure draft of a proposed statement of position, A ccou n tin g, A uditin g and
R eporting Practices R elating to H ospital M alpractice Insurance. The proposal
is a clarification of the Hospital Audit Guide. It focuses primarily on the
disclosure and audit reporting aspects of malpractice claims under FASB
Statement No. 5 on contingencies.
Comments are due by October 12. Copies of the draft can be obtained from
the AICPA’s Washington office, 1620 Eye Street, N.W., Washington, D.C. 20006.
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Seidman & Seidman
Sanctioned by SEC

Climaxing a three-year investigation, the SEC recently accused Seidm an &
Seidm an of failing in its responsibility to uncover “fraudulent conduct” on the
p art of four corporate clients. The commission, in one of three separate
suits filed against clients of the firm, also charged Cenco Inc. and 16 ex-officials
w ith a $27-million fraud.
During m ost of the period covered by the SEC charges (1971 to 1975),
L. W illiam Seidman, currently assistant to President Ford for economic affairs,
w as the firm’s national m anaging partner. However, Mr. Seidman, w ho w as
not nam ed in the charges, said he w as not aw are of the facts cited by the SEC
“until the frauds w ere brought to light.”
The firm itself consented to the com m ission’s findings w ithout adm itting
any wrongdoing. U nder term s of a settlem ent w ith the SEC, the firm agreed
not to accept any new SEC-registered clients during a six-m onth period that
began in mid-June. The agreem ent also requires the firm to be review ed
by a com m ittee of its peers; and gives the SEC a veto over any m ergers during
this exam ination period.

SEC Issues Revised
Guidelines for Bankholding Companies

The Securities and Exchange Commission has issued revised guidelines for
disclosures by bank-holding companies. The guidelines, initially proposed last
October, deal w ith the type of data the SEC expects to be m ade public in
periodic financial statem ents and proxy m aterials. The m ajor changes, embodied
in Guide 61 and Guide 3, w ould do the following:
□ Require banks to give a sum m ary of their loan-loss experience for the past
five years, instead of the 10 years originally proposed in the guidelines.
□ Give m anagem ent greater flexibility in presenting its assessm ent of the
com pany’s loan risks — as long as their m ethod “effectively identifies and
com m unicates the present risk elem ents in the loan portfolio.”
The new guidelines also require bank-holding com panies to give a breakdow n
of their loans and investm ents, the composition of their deposits, m ore
data on their return on equity and on assets and inform ation on significant
foreign operations.

Revised Quality
Review Plan
Distributed

The In stitu te’s special com m ittee on self regulation has m ailed to state societies,
Council m em bers and all practice units a revised proposal, Plan for Voluntary
Quality Control R eview Program for CPA Firms W ith SEC Practices or With
General A udit Practices (see July Letter).
The revised plan, w hich w as approved by the In stitu te’s Board of Directors
at its July 23 meeting, has been expanded and modified so th at the program
can be applied to all firms w ith audit practices.
M em bers are urged to study this plan and m ake their view s know n to their
Council representatives in advance of the O ctober meeting. The revised
plan will be considered at th at meeting.

Annual Meeting
Arrangements
Changed

Because of concern expressed by m em bers, those AICPA annual m eeting
activities previously scheduled to be held at the Bellevue-Stratford Hotel have
been shifted to the Sheraton and other facilities in central Philadelphia.
A dditional accom m odations have been secured at the Sheraton, Penn
C enter Inn, H ilton Hotel and the U niversity City-Holiday Inn. Shuttle buses will
connect these hotels w ith m ajor m eeting activities. The Philadelphia Convention
Bureau’s H ousing D epartm ent — (215) 864-1985 — will provide inform ation
about these accom m odations on request.
Further inform ation about these changes is being m ailed to all registrants
for the meeting.
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FASB Sets Hearing
on Business
Combinations

The Financial Accounting Standards Board will hold a public hearing concerning
financial accounting and reporting for business com binations and purchased
intangibles on May 17, 1977 at the New York Sheraton Hotel. As a basis for
the hearing, the Board has issued a 352-page discussion m em orandum .
The m em orandum discusses, w ithout stating conclusions, 38 issues and
alternative solutions to them w ithin the fram ew ork of historical-cost-based
financial statem ents. The following m ajor areas are covered:
□ A ccounting that m ay be appropriate for identifiable intangible and tangible
assets and liabilities in a com bined enterprise’s financial statem ents.
□ A ccounting for goodwill.
□ D eterm ination of aggregate cost and its allocation to identifiable assets
and liabilities and to goodwill, if a new accounting basis is to be recognized
in a combination.
This project of the FASB is a reconsideration of A ccounting Principles
Board Opinion No. 16, Business Com binations, and APB Opinion No. 17,
Intangible A ssets.
Single free copies of the discussion m em orandum can be obtained from the
FASB, High Ridge Park, Stam ford, Conn. 06905.

Two AICPA
Members Expelled;
Two Suspended

Recently the m em berships of two AICPA m em bers w ere term inated under the
autom atic disciplinary provisions of the In stitute’s bylaws.
For conviction of a felony:
□ Louis Brief of M aplewood, New Jersey, on June 22, 1976 for perjury before
a grand jury.
□ Gordon B. Davis of Fort M yers, Florida, on June 28, 1976 for grand larceny.
Also, the m em berships of two Institute m em bers w ere recently suspended
under the autom atic disciplinary provisions of the Institute’s bylaw s:
□ G ordon H. W hitehead of Berkeley, California, for 90 days from M arch 25,
1976 to June 23, 1976 and M elvin S. W ank of Sherm an Oaks, California, for
30 days from June 1, 1976 to July 1, 1976 coincident w ith the suspension
of their certificates by the California State Board of A ccountancy for render
ing audit opinions in violation of the California A dm inistrative Code.

Privacy Committee
The AICPA’s special com m ittee on privacy will subm it a “statem ent of concerns”
to Prepare Statement to the chairm an of the Privacy Protection Study Commission in Novem ber.
The statem ent will set forth the anticipated im pact of proposed privacy
legislation on the accounting profession and will include the following four
principal sections:
□ Potential effect of legislation on the attest function perform ed by CPAs.
□ Effect of the proposed legislation on the perform ance of tax related or
m anagem ent advisory services.
□ Effect of the proposed legislation on CPA firms as organizations th a t m ust
comply w ith legislative requirem ents.
□ D iscussion of the potential opportunity for m em bers of the profession to be
engaged to provide assurance concerning the compliance by clients w ith
prescribed privacy controls and procedures.
AICPA Membership
Directory Nears
Completion

A directory listing the nam es and addresses of all AICPA m em bers as they
appeared in the Institute’s records on July 31, 1976 is scheduled for publication
late this fall. Each m em ber’s entry w ill include the year of adm ission to
m em bership and, w here know n, denote w ith an asterisk those m em bers w ho
are in public practice. Titles of non-practicing m em bers will be shown.
A price of $10 has been set for the directory to partially recover costs.
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Agency for
Accounting School
Accreditation Urged

Ivan Bull, AICPA chairman, recently urged the development of an agency to
accredit collegiate schools of professional accounting as well as professional
accounting programs conducted by schools of business. “Accreditation is
essential if standards are to become more than desirable objectives,” he said,
in a speech at the annual meeting of the American Accounting Association
held last month in Atlanta, Georgia.
Noting that “we intend that our actions speak as loudly as our words,”
Mr. Bull said the AICPA is prepared to underwrite most of the start-up costs of
the accrediting agency. The AAA has agreed to explore joint participation
in the new agency. Mr. Bull indicated that other accounting organizations may be
invited to join in the body’s creation.
Mr. Bull said he expected that the standards for accounting education
initially would follow fairly closely the recommendations proposed by the
AICPA, and he added that the accrediting body should have the authority
and responsibility to make adjustments as the changing environment may dictate.
Despite unprecedented growth in accounting enrollments in recent years,
he added, resources haven’t been allocated to expand accounting faculties
accordingly. For the most part, he noted, the increased enrollments are being
served by existing faculties.
“This period would have been ideal for introducing admission standards for
the study of accounting so as to improve the quality of incoming students,”
concluded Mr. Bull.

AICPA Gold
Medalists
Announced

Two past officials of the AICPA will receive the Institute’s Gold Medal Award
for distinguished service to the accounting profession at the Institute’s
annual meeting next month. They are Louis H. Pilie and John Lawler.
Mr. Pilie has been active in the profession since 1918 and in the AICPA since
1924. He also was president of the Institute in 1960-61. Following his retirement
as a partner of Peat, Marwick, Mitchell & Co., Mr. Pilie founded and became
the first executive director of a group of local accounting firms — Associated
Regional Accounting Firms (ARAF).
Recently retired as senior vice president and secretary of the Institute,
Mr. Lawler served the accounting profession for 27 years. During these years,
he held virtually every key position in the communications area as well as
the post of administrative vice president. This experience gave him a unique
perspective of the profession’s problems.

Recent AICPA
Publications

MAS Guideline Series No. 5 — Guidelines for Cooperative Management Advisory
Services Engagements — This publication focuses on the steps involved in
arranging MAS engagements with other CPAs and professional specialists. Price
is $2; $1.60 to members.

Accounting Research Monograph No. 2 — Market Value Methods for Inter
corporate Investments in Stock — This study deals with a number of issues
concerning principles of accounting for marketable equity securities that have
been proposed to replace historical cost accounting. Price is $5; $4.20 to members.
Management Advisory Services by CPAs: A Study of Required Knowledge —
This publication, which is derived from the MASBOKE research study, dis
cusses in depth the various types of knowledge and operational skills
forming the basis for a successful MAS practice. Price is $8; $6.40 to members.
All publications will be available next month from the Institute’s order
department.
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Washington Briefs

The Internal Revenue Service has issued a revised Form 5306, Application
for Approval of Prototype or Employer Sponsored Individual Retirement
Accounts. The revised form applies to IRAs established under sections 408
(a, b, and c) of the Internal Revenue Code as altered by ERISA.
In ASR 194, the SEC has adopted its proposal to require financial statement
disclosure of an accountant/client disagreement only when the successor
accountant has accepted practices that the former accountant had rejected,
provided that the disagreement was previously reported on Form 8-K.
The SEC has released its annual report for the year ended June 30, 1976. The
report focuses on important developments during the fiscal year and outlines
the operations of the agency’s divisions. Copies are available from the
Government Printing Office (S/N 046-000-00106-1) at $2.30 each.
The Small Business Administration has put out another publication in its
management aids series. This publication, titled “Association Services for Small
Business,” may be obtained from the SBA headquarters or any field office.
The Cost Accounting Standards Board has issued draft standards definitions of
“cost accounting practice” and “change in cost accounting practice.” Also,
the CASB has proposed adding a section dealing with “materiality in price
adjustments.” Comments are due by October 15.
A comprehensive revision of the uniform system of accounts for railroad
companies has been proposed by the Interstate Commerce Commission. In Order
No. 36367, the commission announced its proposed revision to up-date the
railroad accounting system and to adopt a more reliable accounting information
system to adequately determine the cost of service. Comments are due by
September 30.
In ASR 195, the SEC has announced minor amendments to Regulation S-X.
Basically, the amendments remove a requirement for accountants to comment
in their audit reports on certain changes in accounting practices affecting
comparability of financial statements, but not arising from changes in accounting
principles.
James D. Hutchinson, administrator of the Department of Labor’s Pension and
Welfare Benefit Programs Division, has resigned from his post, effective
October 1. No immediate successor has been named.
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AICPA Position on
Advertising
Rule Issued

Members have been asking the AICPA about its position on Rule 502 of the
AICPA Code of Professional Ethics regarding advertising. After consultation
with the Board of Directors, Chairman Ivan Bull and President Wallace E. Olson
have issued a statement. Some of its principal features are as follows:
□ The legal challenges to the advertising rules of other professions are being
closely followed.
□ The recent challenges to such rules, coupled with the impact of the 1975
Goldfarb decision, have introduced a large measure of uncertainty into
the legality of such rules of professional ethics.
□ No clear guidance as to advertising has been provided by the courts as yet.
□ The AICPA is not aware of any planned investigation or proceeding by
any federal agency with respect to its rule against advertising. Nor has the
rule been challenged in any private antitrust litigation.
□ When there is a final decision in the case involving the American Bar
Association, or at such earlier time as circumstances may dictate, the AICPA
will be prepared to take action, if necessary, to confirm, modify, eliminate
or defend its rule against advertising.
The complete text of the statement will appear in the October Journal of
Accountancy.

Procedure on
ERISA Inquiries
Outlined

The Department of Labor recently issued its procedure for answering inquiries
on information letters and advisory opinions concerning the Employee
Retirement Income Security Act. The procedure, ERISA Proc. 76-1, is designed
to promote efficient handling of inquiries and to facilitate prompt responses.
Among other things, the procedure does the following:
□ Defines “information letter” and “advisory opinion.”
□ Discusses the department’s authority to issue advisory opinions.
□ Details how to and where to direct requests for advisory opinions.
□ Describes the information an individual must supply before the Department
can issue an advisory opinion.
Section 7 of the procedure, concerning requests for advisory opinions on
prohibited transactions and common definitions, will be issued at a later date.

Practice Problem
on APB 21
Identified

In a letter to the FASB, the Institute’s accounting standards division has identified
the application of APB Opinion No. 21 to certain activities of financial
institutions as a matter needing consideration by the Board.
The letter notes differing interpretations of paragraph 3(d) of the Opinion,
which states that the Opinion is not intended to apply to “the customary
cash lending activities and demand or savings activities of financial institutions
whose primary business is lending money.” Questions have arisen, says
the letter, as to the application of the Opinion to loans resulting from the sale
of real estate acquired by foreclosure or similar means. The majority view
in the division is that such loans are not exempt from the provisions of APB
Opinion No. 21.
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SIA Becomes
Sixth Sponsor
for FAF

As of October 1, the Securities Industry Association will become the sixth
sponsoring organization for the Financial Accounting Foundation. The other
sponsors are the American Accounting Association, the Financial Analysts
Foundation, the Financial Executives Institute, the National Association of
Accountants and the AICPA.
Six new trustees have also been elected to the board of the FAF as of
October 1. The new member representing the SIA on the board of trustees is
John C. Whitehead, a partner at Goldman, Sachs & Co. Other new trustees are:
□ J. O. Edwards, controller, Exxon Co.
□ Russell E. Palmer, managing partner, Touche Ross & Co.
□ Alva Q. Way, III, vice president-finance, General Electric Co.
□ Daniel F. Crowley, executive vice president-finance, McGraw Hill, Inc., was
elected to fill the unexpired term of Wilbert A. Walker, the retired president
of U.S. Steel Corp., who resigned.
In addition, Michael N. Chetkovich, managing partner, Haskins & Sells,
will serve as a trustee of the Foundation during his one-year chairmanship of
the AICPA.
For further information, see the October Journal of Accountancy.

GAO Issues
“Lessons”
Booklet

The General Accounting Office recently issued a booklet, “Lessons Learned About
Acquiring Financial Management & Other Information Systems.”
Based on the experiences of senior GAO financial managers and contractors,
the publication focuses on the lessons learned by them in designing, developing
and implementing management information systems. While aimed at federal
agencies, the publication is also generally applicable to state and local govern
ments as well as accounting and management consulting firms dealing with
government agencies.
Copies of the booklet are available at 90 ¢ each from the Government Printing
Office, Washington, D.C. 20401.

Axelson Wins
Journal
Literary Award

Kenneth S. Axelson, who recently stepped down as New York City’s deputy
mayor for finance, has won the first annual Journal of Accountancy literary
award for his article, “A Businessman’s Views on Disclosure.” The article, which
appeared in the July 1975 issue, focused on the growing complexity of providing
financial information for investors.
The award, established in honor of John Lawler, retired senior vice
president and secretary of the Institute, is given for the best article published in
the Journal during the year as determined by the magazine’s editorial advisory
committee.

CPA Firms to Be
Included in
Economic Census

Accounting firms and the medical profession are being added to the economic
census which will be conducted during 1977. A questionnaire will be sent
to a large segment of the accounting profession and the results will be tabulated
and made available through the statistical reports issued by the Census Bureau.
About 200 CPAs will receive a “pretest” form for completion by the end of
this year. It includes questions on such matters as form of organization,
receipts by type of service, payroll and employment information.
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AICPA Replies
to ASR No. 193

In ASR No. 193, the Securities and Exchange Commission said it was seeking
comments on three issues raised by the Arthur Andersen & Co. petition
(see August Letter). In a letter to the Commission, the AICPA responded
as follows:
□ The Institute reaffirmed its belief “that accounting standards should be
established in the private sector and that the Financial Accounting Standards
Board is the appropriate body to carry out that function. .. .” Also, the
letter said the AICPA fully supported the SEC’s policy as expressed in
ASR No. 150.
□ The letter also notes that the phrases “substantial authoritative support” and
“accounting principles and practices” need no further definition. These
were the other two questions raised in the release.

Congress Passes
Tax Reform Act

The Tax Reform Act of 1976 finally cleared both Houses of Congress and,
at press time, was expected to be signed into law shortly.
Essentially, the bill extends 1975’s anti-recession tax cuts, lessens the
advantages of “tax shelters,” increases the minimum tax on both corporations
and individuals, narrows the overseas tax breaks for U.S. corporations and
extends the investment tax credit for business equipment. The bill also includes
major revisions of estate and gift taxes, such as requiring heirs to pay
increased capital-gains taxes when they sell inherited property. Stocks bought
on the stock market will also have to be held for a year (9 months in 1977),
rather than six months, to qualify for capital gains treatment.
Among the features affecting corporations are:
□ The 10 percent investment tax credit was extended through 1980, and the
credit made more easily available to railroads, airlines and shipbuilders.
□ The temporary one percent bonus on top of the regular 10 percent investment
tax credit for corporations establishing employee stock ownership plans,
granted last year, was extended another four years.
□ A tax reduction on the first $50,000 of corporate profits, which was enacted
last year, was extended through 1977.

May 1976 Sells
Award Winners
Announced

For the May 1976 CPA Examinations, 41,457 candidates completed a total of
151,981 papers — both new records for May examinations. Elijah Watt Sells
Awards are presented to those CPA candidates who take all four sections of the
examination and achieve the highest grade total.
Of those taking the May examination, Larry Duane Zurcher of Monroe,
Indiana, was the winner of the Sells Gold Medal, given for the highest grade total.
He is currently an accountant with Zurcher Firestone Company. The Silver
Medal, given for the second highest grade total, was won by Patrick Joseph
Smith of Miami, Florida. A Phi Beta Kappa graduate of Harvard University,
he is presently continuing his studies at Florida International University in Miami.
Also, 71 Honorable Mention Certificates will be awarded.

Administrative
Review Program
to Expand

The AICPA local firm administrative review program, which was established last
year (see July 1975 Letter), is being expanded so that firms to be reviewed
may request reviewers from national as well as local firms.
The program involves a confidential two-day review by two outside partners
in CPA firms and a closing conference. The review covers such areas as
financial administration, billings and collections, personnel policies, developing
an accounting practice, new client engagements and management data.
For further information, contact Morris W. Wishnack at the AICPA.
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Washington Briefs

The SEC has issued Staff Accounting Bulletin No. 11, which provides
interpretations of ASR No. 190 dealing with disclosure of replacement cost
data. The bulletin also provides a change to SAB 7 on limited use assets.
The 1976-77 edition of the “U.S. Government Manual” has been published. This
publication describes the major programs of most government agencies, lists
the top personnel, and includes an expanded listing of boards, committees and
commissions. Copies are available from the Government Printing Office,
Washington, D.C. 20401. Price is $6.50 each.
Congressman Tom Steed (D-Okla.) has assumed the chairmanship of the House
Small Business Committee. The House also approved a resolution electing
Richard H. Ichord (D-Mo.) to the committee.
The Federal Reserve Board may amend its Regulation Y to permit certain types
of nonaffiliated financial institutions that are part of bank-holding companies
to provide management consulting advice to clients.
The SEC has issued proposed amendments to the Securities Exchange Act of 1934
which would require those filing copies of their reports with several other
federal agencies as exhibits to Form 12-K and not required to provide the data
specified in Form 10-Q, to file reports in full compliance with Form 10-K
and Form 10-Q and the regulations governing such reports. The amendments
would be applicable to those filing with the ICC, FPC, FCC and CAB. Comments
are due by October 15.
The SEC may expand the information required in the 20-K annual reports which
foreign corporations must file with the Commission. The suggestion is one of
several the SEC is proposing to deal with foreign concerns that persist in bribery
overseas. At present, the 20-K report provides only limited data, such as
changes in ownership or control, and changes in the amount of securities
outstanding.
The IRS recently said that requests for rulings as to whether Individual
Retirement Accounts established by employers and associations of employees
meet the requirements of Section 408(c) of the Code are to be filed with the
National Office using Form 5306.
Because of the extensive changes contained in the revised tax act passed by
Congress, the IRS has said that many of the tax forms used in filing 1976 returns
may be more than a month late. About 100 forms will be affected.
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FASB Issues Six
Interpretations

The Financial Accounting Standards Board has issued six interpretations to
clarify the application of three of its statements on accounting standards.
Four of them relate to Statement No. 12, “Accounting for Certain Marketable
Securities.” The other two deal with provisions of Statement No. 5, “Accounting
for Contingencies,” and Statement No. 8, “Accounting for the Translation of
Foreign Currency Transactions and Foreign Currency Financial Statements.”
Interpretation Nos. 10 through 13 of Statement No. 12 deal with the
application of the statement to the following:
□ Personal financial statements of individuals prepared in conformity with
generally accepted accounting principles.
□ Changes in market value after the balance sheet date. If a decline is other
than temporary, the security must be written down to a new cost basis and
the amount of the write-down accounted for as a realized loss.
□ Accounting for previously established allowance accounts. Enterprises are to
eliminate temporary allowance accounts for marketable securities that were
established before the effective date of Statement No. 12.
□ Consolidation of a parent company and its subsidiaries having different
balance sheet dates.
The effective date of these four interpretations is for periods ending after
October 15, 1976.
Interpretation No. 14, regarding accounting for contingencies, deals with
accrual of a loss when only a range of loss can be estimated. Its effective date is
for annual and interim periods beginning after October 15, 1976.
Interpretation No. 15 clarifies the application of Statement No. 8 to the
translation of unamortized policy acquisition costs of a foreign stock life
insurance company. Effective date is for periods ending after December 1 5 , 1976.

Final Action
Imminent on Special
Reports Statement

The AICPA’s auditing standards executive committee is currently considering a
draft statement on auditing standards dealing with special reports. The
committee will consider the proposed statement at its October meeting and a
final statement may be issued in early November.
The proposed statement, which was previously exposed for comment, would
require that all generally accepted auditing standards be applied when the
auditor examines and reports on a financial statement even if the financial
statement is not prepared in accordance with generally accepted accounting
principles. The term “financial statement” is defined. Examples are given of
financial statements prepared on a “comprehensive basis of accounting,” also
defined, in compliance with a government regulatory agency’s specifications or
federal income tax provisions, or for other types of statements such as those on
a cash basis. A note to the financial statements describing the basis of accounting
used is required.
The proposed statement also offers guidance for reporting on f i n a n c i a l
presentations other than financial statements. Such presentations include those
applicable to elements, accounts or items in a financial statement, or reports
based on agreed upon procedures.
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Auditing Standards
Update

In addition to “Special Reports,” the auditing standards executive committee has
seven more possible statements in various stages of development.
Possible revisions to two previously exposed draft statements are being
considered. The proposed statements are “Detection of Errors and Irregularities”
and “Illegal Acts by a Client.” Publication is expected in late November.
The public comment period for the exposure draft of “Comparative Financial
Statements” ended on September 30. The committee will review the comments
received at its November meeting.
Under active consideration are a number of issues that may result in
exposure drafts in the next few months. They include the following:
□ Required Reporting on Material Inadequacies in Internal Control.
□ Unaudited Replacement Cost Data in Audited Financial Statements.
□ Client Representation Letters.
□ Planning and Supervision of an Audit.

ASD Sends
Comments to
FASB on Leases..

In general, the AICPA’s accounting standards division believes that the changes
in the revised exposure draft on Accounting for Leases issued by the Financial
Accounting Standards Board this past summer are improvements over the
original draft issued in August 1975. The thrust of a new criterion for classifying
leases, based on recovery of substantially all of the fair value of the leased
property, is consistent with recommendations made in the division’s letter on the
previous exposure draft. However, some members of the accounting standards
executive committee continue to favor capitalization of all leases.
The division’s views were expressed in a letter sent to the FASB last month.
The following are some of the comments:
□ The conditions in the AICPA Guide on Accounting for Profit Recognition on
Sales o f Real Estate should also be applied to sales-type leases. The absence
of such conditions may permit a company to record sales and profits on a
sales-type lease of real estate, when it could not do so if the transaction was
structured as a sale.
□ The provisions of APB Opinion No. 27 with respect to lease transactions
with related parties have proved to be effective and should be incorporated
in the proposed statement.
□ Some leases are presently capitalized because they are between related
parties based on paragraph 12 of APB Opinion No. 5. Specific guidance
should be provided in accounting for such transactions.
□ It should be made clear for both the lessee and the lessor that the interest
rate to be used for computing the present value of minimum lease payments
should produce results that are the same as those that would be obtained by
applying the provisions of APB Opinion No. 21.
□ Recognition of profit on sales-type leases should not be permitted to the
extent of the seller’s residual interest in the property. The exposure draft
seems to establish a new principle for revenue recognition. Also, adjustments
increasing residual value should not be permitted.
□ The division continues to believe that income from leveraged leases should
be accounted for under the three-party financing concept on the grounds
that such leases should not be singled out for special accounting treatment
inconsistent with that afforded other financing leases.
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... and on Prior
Period Adjustments

The accounting standards division also commented on the Financial Accounting
Standards Board’s proposed statement on prior period adjustments. The Board’s
proposal would, with certain exceptions, require that all items of profit and
loss recognized during a period be included in the determination of net income
for that period.
The majority of the division agreed with the thrust of the exposure draft.
The letter, however, called attention to certain problems that may arise in the
implementation of some specific provisions in the draft, in particular, those
dealing with the resolution of one type of uncertainty following a business
combination and with the applicability of the proposal to regulated enterprises.
The division also suggested that the Board deal explicitly with the question of
restatement of financial statements that have been previously issued.
Copies of these letters of comment are available from the accounting
standards division.

Draft on
ESOPs Exposed

The AICPA’s accounting standards division has exposed for comment a draft
statement of position on accounting practices relating to certain employee stock
ownership plans (ESOPs). Comments have been requested by November 1,
1976. The recommendations in the draft are consistent with the division’s earlier
letter to the FASB (see March 22, 1976 Letter).
The characteristics of ESOPs that borrow funds to acquire shares of stock
in the employer company, notes the draft, have generated several accounting and
reporting issues. The division believes “it is desirable to narrow the range of
alternative accounting practices in this area.” Specific suggestions by the division
include the following:
□ An obligation of an ESOP guaranteed by the employer should be recorded as
a liability in the financial statements of the employer.
□ The offsetting debit to the liability recorded by the employer should be
accounted for as a reduction of shareholders’ equity.
□ The liability recorded by the employer should be reduced as the ESOP makes
payment on the debt.
□ The amount contributed or committed to be contributed to an ESOP with
respect to a given year should be the measure of the employer’s annual
compensation expense.
□ All shares held by the ESOP should be treated as outstanding shares in the
determination of earnings per share.
Other matters dealt with in the draft statement include the additional
investment tax credit and the applicability of APB Opinion No. 11, which relates
to the tax effects of timing differences.
Copies of the exposure draft are available from the division.

Conference Set on
Accounting and
Review Services

The AICPA’s accounting and review services committee will hold a conference
at the Atlanta Hilton Hotel on December 1 and 2. Generally, the conference is
designed as a forum for CPAs with substantial non-audit practices to exchange
ideas and to discuss the activities of the committee. The participants will be
expected to develop suggestions for defining and establishing a set of standards
to apply to accounting and review services.
Subjects to be discussed include: review services, compilation services and
the CPAs’ report with respect to such services. Panels will also discuss the use
of computers, the status of quality control review programs, client newsletters
and CPE courses on accounting and review services.
Registration is $125. For further information, contact the Institute’s meetings
department.
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Reexamination of
State Licensing
Boards Urged

Assistant Attorney General Donald Baker, new head of the Justice Department’s
antitrust division, has urged that state licensing boards be reexamined because
they often control entry into an occupation “as effectively as the classic
monopolist.”
Speaking before a Washington State Bar Association meeting, Baker called
for “thorough outside scrutiny” of such licensing bodies “to assure that they are
necessary.” He noted that licensing boards generally are comprised of practi
tioners in the licensed fields and rarely involve clients of those occupations.
These boards should be reexamined to determine if “they’re using their powers
to protect us or themselves,” Baker added.
Moreover, two more states — Florida and Alabama —have adopted “Sunset
Laws,” which set a termination date for all regulatory bodies. Colorado had
previously adopted such a law (see May 10, 1976 Letter ]. The laws require that
as each regulatory board comes up for termination, the legislature must make
a thorough review of its activities and determine if the board has “proved” a
public need for its continued existence.
In a related matter, the agenda for the AICPA’s area state legislation sub
committee meetings being held this fall will include discussion of sunset bills.
The committee is expected to develop a position on this type of legislation
following these meetings.
At the national level, a sunset bill (S 2925) on federal programs is under
consideration by two committees in the Senate. The Senate Finance Committee
recently decided not to approve a section dealing with tax expenditures. While
the bill did not pass during the recently completed session of Congress, it may
well be considered in the next session.

Banking Conference
Scheduled

The AICPA’s federal government division will sponsor a national conference to
bring participants up-to-date on significant accounting and auditing matters to
be faced by banks in reporting on fiscal year 1976 financial operations. Directed
to CPAs who audit banks and to financial executives in the banking industry,
the conference will be held in Washington, D.C. on December 13-14, 1976.
The following are among the topics to be discussed:
□ In connection with restructured debt, a panel will deal with solutions to the
valuation problems arising where SWAPs, foreclosures and other loan
workouts have occurred.
□ Representatives of federal supervisory agencies will discuss new approaches
to supervisory examinations, policies on mergers and capital adequacy.
□ The new disclosure requirements for bank holding companies and their
subsidiaries will be reviewed together with approaches to achieve compliance.
□ Accounting for income taxes, EDP installations and special audit considera
tions are also on the agenda.
The registration fee is $175. Contact the Institute’s meetings department.

CASB Issues
Fiscal 1976 Report

In its Progress Report to the Congress 1976, the Cost Accounting Standards
Board summarizes the three standards issued during the last fiscal year and
gives the status of 13 subjects in various stages of research and development.
In addition, the Board issued an interpretation to Cost Accounting Standard
402, “Consistency in Allocating Cost for the Same Purpose.” Also, in late July,
the Board promulgated a standard on “Accounting for the Cost of Deferred
Compensation” (see August Letter).
A complete list of the subjects under study appears in the October Journal
o f Accountancy. Copies of the Board’s report are available from the CASB,
441 G Street, N.W., Washington, D.C. 20548.
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Two AICPA Members The bylaws of the AICPA provide for automatic termination of membership
Expelled
without a hearing for the conviction of a felony under the laws of the convicting
jurisdiction or for the revocation of a member’s certificate by any governmental
authority. Recently, the memberships of two members were terminated under
these provisions.
□ Wade F. Brooksby of Alamo, California, on July 8, 1976.
□ On August 8, 1976, the membership of an Institute member, following
revocation of his certificate by his state board of accountancy for conversion
of a client’s funds. Because of extenuating circumstances, the chairman of
the National Review Board has determined that this notice not mention the
member’s name.
Industry and
Government
Conference
Well Attended

More than 300 accountants attended the First National AICPA Conference for
CPAs in Industry and Government, held in Chicago last month. The one-day
conference focused on the “how to” of recognizing and combating computer
fraud, effective planning of financial resources and corporate responsibility. The
participants were also brought up-to-date on recent AICPA activities by Ivan
Bull, Institute chairman, and on accounting standards by Raymond C. Lauver,
chairman of the Institute’s accounting standards executive committee.
A. A. Sommer, Jr., chairman of the Securities and Exchange Commission’s
advisory committee on corporate disclosure, was the conference’s luncheon
speaker. Sommer outlined several areas on which the SEC committee will focus
— such as the effect and applicability of investment data and the role of
management analysis.

Recruiting for
College Graduates
Still Strong

After a slow start, college seniors ended up drawing 11 percent more job offers
in 1975-76 than in the previous school year, notes the College Placement
Council. The final figures compiled by the Council for the 1975-76 Salary Survey
are based on a representative group of 159 U.S. colleges. Master’s degree
candidates received 8 percent more offers than last school year, while offers for
doctoral candidates jumped 14 percent.
Average salaries for bachelors’ degrees in accounting rose almost 4 percent
to $1,018 per month this year, compared to a 6.1 percent hike in 1974-75. The
number of job offers for male accounting graduates rose to 3,964 from 3,571 the
previous year. Job offers for women graduates also jumped from 895 in 1974-75
to 1,177 this year.
Copies of the CPC Salary Survey — Final Report July 1976 — may be obtained
from the College Placement Council, P.O. Box 2263, Bethlehem, Pa. 18001.
The price is $1 each for 1 to 9 copies and 80 ¢ each for 10 or more copies.

Updated RevenueSharing Audit
Guide Issued

A revised edition of “The Audit Guide and Standards for Revenue Sharing
Recipients” has been issued by the Department of the Treasury’s Office of
Revenue Sharing. It reflects the procedural changes made since the first edition
was published in 1973.
The publication is designed as a practical guide to assist state and local
government auditors, independent accountants and federal government auditors
in dealing with the audit coverage of revenue sharing recipients.
The guide also covers audit objectives, audit programs and the audit report.
Included in the appendix is a report form prepared by the Institute for use in
reporting on internal control and compliance matters.
Copies of the guide are available at $1.75 each from the Government
Printing Office, Washington, D.C. 20402.
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Washington Briefs

The SEC, in ASR 197, has issued final regulations requiring life insurance com
panies and holding companies having only life insurance subsidiaries to file
quarterly financial reports. The requirements are effective after December 25,
1976 for those companies “whose activities are most closely followed by analysts
and investors.”
The Treasury Department recently proposed regulations concerning reserves for
losses on loans maintained by banks. A similar proposal issued in 1972 has
been withdrawn and replaced by these regulations. Comments are due by
November 4.
The final report to the Chief Counsel by his Advisory Committee on Rules of
Professional Conduct has been issued by the Treasury Department. Parts V
through XI deal with such matters as CPAs practicing before the IRS and/or the
Tax Court. For further information, see the September 21 Federal Register.
President Ford recently signed into law the controversial antitrust reform bill
(HR 8532). The bill would strengthen antitrust enforcement and permit state
attorneys to sue on behalf of consumers in case of violations. Corporations
planning mergers would also have to give antitrust authorities advance notice.
The Senate recently passed a bill (S 3799) to establish an Antitrust Review and
Revision Commission by October 1, 1977 to study the nation’s antitrust laws,
their applications, their consequences and to report any recommended changes
in the laws to the President and the Congress. The House has not taken action.
The IRS has revised two forms for pension plan reporting — Form 4461, Applica
tion for Approval of Master or Prototype Defined Contribution Plan, for pension
plans which do not include self-employed individuals, and Form 1128, Applica
tion for Change in Accounting Period.
The IRS is mailing master and prototype defined contribution pension plan
information packages to those sponsors who have submitted applications for
approval. The packages include a checklist for determining whether a plan is
complete, a cover letter, and sample plan provisions which have been found to
satisfy certain basic requirements of ERISA.
The Small Business Administration has issued proposed amendments to the
business loan policy regulations affecting various operations of Subsection (b)
lenders. Comments are due by October 29.
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Tax Meetings Set
to Discuss 1976 Act

The AICPA has developed two programs to familiarize CPAs with the
ramifications of the new tax law.
The federal tax division will conduct a National Conference on the Tax
Reform Act of 1976, in Washington, D.C., at the Statler Hilton Hotel on November
30-December 1. The conference will center on panel discussions of the
various areas affected by the new statute. In addition to summarizing and
discussing the practical aspects of the new provisions, panelists will respond to
questions posed by conference participants. Some of the topics to be covered
include individual income taxation, tax shelters, estate and gift taxation,
foreign income taxation, business tax changes and administrative provisions.
Tax planning will be an important element throughout the conference.
Featured speakers will include Al Ullman, chairman of the House Ways
and Means Committee and Dr. Laurence N. Woodworth, chief of staff, Joint
Committee on Internal Revenue Taxation.
The registration fee is $175. Contact the Institute’s meetings department for
further information.
Subsequent to the federal tax division’s conference, the AICPA’s continuing
professional education division will present, with the cosponsorship of state
societies, a Tax Lecture Series on the Tax Reform Act of 1976 in six major
cities. The two-day programs will provide additional opportunities for prac
titioners to become familiar with the new law.
During each session, panelists will discuss major provisions of the Act,
emphasizing what must be done for clients by April 15, as well as the long range
planning implications of the new law.
The lecture programs are scheduled for the following cities: Boston,
December 20-21; Chicago, December 27-28; Las Vegas, January 17-18; Miami,
January 10-11; Philadelphia, January 4-5; Portland, Oregon, December 16-17.
The lecture program fee is $130. Further information is available from the
state societies of the states in which the site cities are located.
It is expected that both programs will qualify for CPE credit.

AICPA Comments
on Pension Costs

The Institute’s committee on liaison with the Cost Accounting Standards Board
has issued a comment letter on a staff draft of a proposed standard on
adjustment and allocation of pension costs.
In general, the letter urges greater flexibility to permit “conformity,
as well as compatability, with ERISA requirements,” and with requirements the
FASB may adopt. The letter also urges greater freedom to apply the standard
on an overall company basis, rather than on a segment basis.
Copies are available from the Institute’s accounting standards division.
In another area, the CASB recently issued a staff draft of a standard
on accounting for costs of service centers. The draft deals with criteria relating
to accumulating costs of service functions as service centers and to allocating
costs thus accumulated to cost objectives on a basis that reflects usage.
Comments are due by December 6.
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Two International
Another Proposed

FASB Head Urges
Focus on
Accounting Issues

The International Accounting Standards Committee (IASC) issued its fourth and
fifth standards this month. They are “Depreciation Accounting” (IAS 4) and
“Information to be Disclosed in Financial Statements” (IAS 5).
IAS 4 requires that the depreciable amount of a depreciable asset be
allocated on a systematic basis over the useful life of the asset. The depreciation
method selected should be applied consistently from period to period.
The following should be disclosed for each major class of depreciable asset:
□ The depreciation methods used.
□ The useful lives or the depreciation rates used.
□ Total depreciation allocated for the period.
□ The gross amount of depreciable assets and related accumulated depreciation.
IAS 5 calls for disclosure of all material information that is necessary
to make the financial statements clear and understandable. Specific disclosures
to be included in the balance sheet and income statement are cited. Also, the
standard states that amounts and classifications of items should be supplemented,
if necessary, by additional information to make their meanings clear.
The effective date for both standards is January 1, 1977.
Copies of the standards are available from the Institute’s order department
at $1.50 each, with the usual discounts.
The IASC has also issued an exposure draft on “The Treatment in the
Income Statement of Unusual Items and Changes in Accounting Estimates and
Accounting Policies.” The proposed statement would require that each
unusual item included in net income be separately disclosed with an explanation
of its nature. Comments are due by April 2 9 , 1977, and copies of the proposal
can be obtained from the AICPA’s international practice division.
In another international development, representatives of the 18-country
Conference of Asian and Pacific Accountants decided at their meeting last month
to create a formal confederation. An executive committee has been formed
and officials will be elected soon. The purpose of the new group is to raise
accounting standards in the region, primarily through special training programs.
The secretariat, now in New Zealand, will shift to Hong Kong within two years.

Marshall S. Armstrong, chairman of the Financial Accounting Standards Board,
recently expressed concern that “the cries of alarmists will prevent others
from fairly and objectively evaluating the issues” involved in the Board’s
forthcoming discussion memorandum on conceptual framework, expected
to be issued next month.
In a speech at the Detroit Economic Club, Armstrong referred to the uproar
touched off in the banking field by an earlier memorandum on restructured
debt (see August 1976 Letter). “I fear that the response to that project portends
a problem for the conceptual framework project, for many fear change
per se, any change,” he added.
The Board received nearly 900 letters of aroused opposition to that memo
randum, and held four days of public hearings. “However, 90 percent of
the responses did not discuss the issues. Rather, they were unreasoned protests
against what these writers described as ‘current value accounting’,” he concluded.
An exposure draft of a statement on restructured debt is expected to be
issued by mid-November.
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FASB Exposes
The Financial Accounting Standards Board has issued a proposed interpretation
Interpretation on
on “Accounting for Income Taxes in Interim Periods” for public comment.
Interim Income Taxes The Board has not previously exposed interpretations, but exposed this one
“because of the diversity of practice” in accounting in interim reports and
the broad impact the interpretation would have.
The interpretation clarifies and elaborates on the requirements of APB
Opinion No. 28 on interim financial statements. The proposed interpretation
describes the following:
□ The general computation of interim period income taxes.
□ The application of the general computation to specific situations.
□ Special computations applicable to operations taxable in multiple jurisdictions.
□ Guidelines for reflecting the effects of new tax legislation in interim period
income tax provisions.
Comments are due by November 15. Copies of the draft interpretation are
available without charge from the FASB, High Ridge Park, Stamford, Conn. 06905.
The Board also has on its technical agenda a project on interim financial
reporting and expects to issue a comprehensive statement in the future.
Biegler Elected
President of FAF

John C. Biegler, senior partner of Price Waterhouse & Co., has been elected
president of the Financial Accounting Foundation. The FAF’s board of trustees
is responsible for appointing the members of the FASB and the Financial
Accounting Advisory Council, and for funding their operations.
Biegler succeeds Ralph E. Kent, senior partner, Arthur Young & Company,
who will continue to serve as a member of the board of trustees.
Other officers are: Alva O. Way III, vice president-finance, General
Electric Company, vice president; James Don Edwards, J. M. Tull Professor of
Accounting, University of Georgia, secretary; and Walter P. Stern,
senior vice president and director, Capital Research Company, treasurer.

SEC Rated as Most
Effective Agency

In a report issued by the House Commerce Committee’s oversight subcommittee,
the Securities and Exchange Commission was rated at the top in effectiveness
among nine federal regulatory bodies. The Federal Power Commission was rated
at the bottom.
Representative John E. Moss (D-Calif.), chairman of the subcommittee,
said the SEC received the highest rating “because of its comprehensive
investigation of illegal corporate contributions and bribes.”
The report, however, called for a series of proposals to tighten the regulatory
process. The report specifically urged the SEC to require uniform accounting
principles and auditing standards and to assure the independence of
auditing firms.

AICPA Seeks
Comments on
ERISA Problems

The AICPA is soliciting comments from its members to help identify problems
being encountered by practitioners and their clients in complying with ERISA.
The compliance problems of small pension plans are of special interest.
Comments will be compiled and made available to appropriate officials of the
Treasury and Labor Departments.
If practitioners or their clients have had any difficulty with provisions
of the law or regulations, especially with record keeping requirements or com
pletion of forms, their comments would be helpful. Comments should be
specific and, where possible, should refer to the particular problem section of
the law, regulations, or form. Suggestions for resolving the problem should
be included. Mail comments to: ERISA Study, AICPA, 1620 Eye Street, N.W.,
Washington, D.C. 20006.
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Amendments
The AICPA’s accounting standards division has issued an exposure draft of
Proposed to
proposed amendments to Audits o f Investment Companies, an AICPA Industry
Investment Company Audit Guide. These proposals are designed to reflect the changes and new
Guide
developments that have taken place since the issuance of the audit guide in
1973. If finally approved by the division, the recommendations will be issued
in the form of a Statement of Position addressed to the FASB.
The following are the areas recommended for addition or amendment:
□ Money Market Funds — Distribution policies are discussed and a modified
format is suggested for the statement of changes in net assets under certain
of the policies. Other elements deal with supplementary information
reporting gains and losses, and federal income taxes.
□ Put and Call Options — Among other things, the draft holds that portfolio
securities underlying call options should be valued at their market price and
reflected in net asset value accordingly. Premiums received by an invest
ment company from the sale of outstanding call options should be included
in the liability section of the statement of assets and liabilities as a
deferred credit and subsequently adjusted to the current market value
of the option written. Actively traded put and call options purchased by an
investment company should be accounted for in the same manner as
marketable portfolio securities.
□ Organization Expense — Expenses incurred by a newly organized open-end
investment company in preparing its initial registration statement and in
obtaining clearance of such registration statement by the SEC should be
considered part of its organization expense. Development stage costs
should be accounted for in accordance with FASB Statement No. 7.
□ Amortization o f Deferred Costs — Deferred costs should be subject to the
same assessment of recoverability that would be applicable to an
established company. Guidance is provided as to the appropriate amortization
periods.
□ Payment o f Fees for Research — When payments for research are separately
identifiable, they should be accounted for as expenses charged to
investment income.
□ Valuation o f Short-Term Investments — Wording is proposed to insure that
investments, including money market instruments, are carried at amounts
which approximate market value in all cases.
Copies of the exposure draft, on which comments are due by November 15,
are available from the accounting standards division.
SEC Proposes New
Short Form; Adds
New Section

The Securities and Exchange Commission, in Rel. No. 33-5744, has proposed
Form S-14A, an optional short form for registration of securities to be issued in
reclassifications or business combination transactions. Included in the
proposal, on which comments are due by December 1, is an experimental
three-part registration statement consisting of the following:
□ Part I would be a statutory prospectus delivered to all shareholders.
□ Part II would contain more detailed data that would be incorporated by
reference in the prospectus, but delivered only upon request to shareholders.
□ Part III would contain standard data usually filed with the SEC as Part II
of a registration statement.
Also, in Rel. No. 33-5745, the SEC has added a new section to Guide 60,
which is designed to assure adequate financial information to investors in
real estate limited partnerships. The new section, 21 (C), requires that registrants
furnish investors with the financial statements required by Form 10-K for
one full year of operations after the effective date of a registration relating to a
real estate limited partnership.
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AICPA Conference
Provides Forum on
MAS Practice

The third annual AICPA National MAS Conference, held in Chicago October 6-7,
covered a wide range of topics geared to provide both practical information
and ideas on various aspects of MAS practice.
Concurrent panel sessions focused on such areas as cost reduction and
control, minicomputers, business planning for small business clients, proposal
letter preparation and effective client relationships. Most of the two-day
conference was devoted to these “how to” sessions, with much participation
by the nearly 300 CPAs attending.
The program also included speakers, such as AICPA President Wallace E.
Olson; Ralph F. Lewis, editor and publisher of the Harvard Business Review;
and Victor M. Earle III, general counsel of Peat, M arwick, Mitchell & Co., who
spoke on the CPA’s legal liability.
For further information on the conference, see the November Journal o f

Accountancy.
Revenue Sharing
Extension Bill
Signed

On October 13, President Ford signed into law an extension of the Federal
Revenue Sharing Act, HR 13367.
The Act adopts the Senate language which calls for independent compliance
audits of a state government or unit of a local government in accordance
with generally accepted auditing standards at least once every three years. Audits
may be conducted by state auditors under the law if the audits are in
accordance with GAAS. Units of state or local government which receive less
than $25,000 in revenue sharing funds may be exempt from this provision.
The Secretary of the Treasury may waive the requirements for an audit if the
financial accounts are not auditable and if the government demonstrates
“substantial” progress toward making such financial accounts auditable.
Also, a free seminar on administering federal grants will be held on
November 19 in Washington at the Hyatt Regency Hotel. For further information,
contact the Revenue Sharing Advisory Service, 2120 L St., N.W., Suite 210,
Washington, D.C. 20037.

Recent AICPA
Publications

Seaview Symposium, Corporate Financial Reporting: The Benefits and Problems
o f Disclosure — This publication is a comprehensive report on the Third
Seaview Symposium, held in 1974 by the Institute, which dealt with ways to
improve the usefulness of financial statements. Since the book has been
sponsored jointly by the Institute, the Financial Analysts Federation, the Financial
Executives Institute and Robert Morris Associates, the price has been set
at $12 each by mutual agreement. Thus, the book is not subject to any discount.
New Guidelines to Better Accounting — This publication consists of a collection
of major articles which appeared in the Journal o f Accountancy during the
past two years. Price is $3.50; $2.80 to members.
Both publications are available from the Institute’s order department.

AICPA Member
Expelled

The membership of an Institute member has been terminated under Section 7.3.1
of the bylaws. This is an automatic disciplinary provision which provides for
termination of membership without a hearing if a member has been convicted
of a crime defined as a felony by the convicting jurisdiction and the conviction
has become final.
The member was convicted of bribery of an Internal Revenue Service
agent. Because of extenuating circumstances, the chairman of the National
Review Board has determined that this notice not mention the member’s name.
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Washington Briefs

SEC Chairman Roderick M. Hills has announced that John C. Burton, New York
City deputy mayor for finance and former SEC chief accountant, has been
appointed to the Commission’s Advisory Committee on Corporate Disclosure.
The appointment was made at the suggestion of A. A. Sommer, Jr., committee
chairman, Hills said.
The IRS has said that income tax forms for 1976 would be mailed about two
weeks later than usual, because of the late enactment of the Tax Reform Act.
The 1040 forms will be mailed between January 3 and 11; the 1040A about
January 7.
The Federal Reserve Board has issued final regulations adopting an amendment
to institute a uniform margin requirement in connection with the issuance,
endorsement or guarantee of any put, call or combination of the two. The
amendment is to be effective January 1, 1977.
“Financial Management” is the title of a new report issued by the Small Business
Administration listing publications of interest to small business owners.
The publications cover areas such as financial statement analysis, working
capital management and the analysis of long term investment decisions.
Copies of the publication (No. 87) are available from SBA field offices or the
Washington headquarters.
The Supreme Court has agreed to review a case involving the issue of advertising
by professional groups. The case was brought by two Arizona lawyers who
were censured by the State Supreme Court after advertising their charges for
basic services in a Phoenix newspaper.
The Department of Commerce recently issued the third edition of “Instructions
for Audit of Public Works and Development Facility Grant and/or Loan
Projects.” The new edition, dated July 1976, is designed to help those performing
audits of grants and/or loans approved under the Public Works and Economic
Development Act of 1965. Copies are expected to be available soon through
regional EDA offices.
In Rel. No. 34-12843, the SEC has extended until January 1, 1977 certain
aspects of the financial responsibility and reporting program dealing with
transactions in municipal securities.
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AICPA Annual
Meeting Features
Broad Range of
Topics

Approximately 2,000 members and their guests attended the AICPA’s 89th annual
meeting in Philadelphia October 24-26. This year’s meeting focused on
some of the fundamental problems troubling the business community and the
profession’s relations with them.
Following an Institute Council meeting on Saturday, 1975-76 AICPA
chairman Ivan O. Bull called the annual business meeting to order at 9 a.m. on
Monday. His successor for 1976-77, Michael N. Chetkovich, managing
partner of Haskins & Sells, made his inaugural remarks at the Tuesday luncheon.
Guest speakers included Art Buchwald, syndicated columnist and satirist;.
John Scali, ABC Television correspondent, who spoke on “The Prospects of a
Small Planet”; Martin Agronsky, correspondent for the Public Broadcasting
Company, speaking on “The Future of Politics and Government in America” ; and
Vermont Royster, retired editor of the Wall Street Journal, who spoke on
“The Morality of the Marketplace.”
The bulk of the Monday and Tuesday programs were given over to plenary
sessions and simultaneous panel discussions, examining such areas as the
climate in Washington for the profession, new horizons in professional
legislation, the future in computer services, trends in public service and the
AICPA quality control review program. Participants were also brought
up-to-date on what’s new in accounting, auditing and in accounting and review
services.
The official social program began on Sunday with an opening reception
at the Philadelphia Art Museum, continued with a concert by the Philadelphia
Orchestra on Monday and concluded with a dinner dance Tuesday evening.
Tours for spouses included the Brandywine Museum, Longwood Gardens and
historic Philadelphia.
A more extensive report on this year’s annual meeting will appear in
the December Journal o f Accountancy.

Highlights of
Board of Directors’
Meeting

In addition to several recommendations to Council which are included in the
Council report, the AICPA’s Board of Directors took some other actions at its
October 22 meeting, among which were the following:
□ Adopted a resolution directing the ethics division to evaluate the present
advertising rule with respect to the public and the profession. It would
examine the impact on the profession if any part of the rule were to be
declared invalid by a court and would develop proposed modifications to
the present rule if the division determined that the interests of the
public and the profession would be better served by such modifications.
□ Established a political action committee.
□ Authorized for exposure proposals of the general standards committee to
revise the Code of Professional Ethics to provide for standards of general
application to all professional services.
□ Approved a joint conference on audit committees to be cosponsored by the
AICPA and the Institute of Internal Auditors.
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Council Meeting
Report

The AICPA Council, at its October 23 meeting, heard various reports and
approved a number of proposals. Among them were the following:
□ Approved an addition to the 1976-77 budget of $200,000 for the Accounting
Education Fund for Disadvantaged Students, which had been previously
financed by voluntary contributions.
□ Approved the Institute’s 1976-77 budget of $22,128,000. The projected net
income is close to $800,000.
□ Adopted a modified plan for voluntary quality control review. As modified,
participants may be firms with SEC practices, those with general audit
practices and “those CPA firms that provide accounting services, such as
the preparation of unaudited financial statements.”
□ Resolved, in keeping with its concern over the quality of academic prepa
ration, that the AICPA should encourage the development of quality
professional programs of accounting and participate in their accreditation.
□ Elected officers, members of the Board of Directors, Council members-at-large
and members of the National Review Board as proposed in the nominating
committee’s report (see April 26 Letter). In addition, the following
were elected:
Committee on Nominations — Ivan O. Bull, Iowa, chairman; Curtis L.
Frazier, Texas; James L. Keeler, Virginia; Norman R. Kerth, Louisiana;
Robert A. Liberty, Washington; Don J. Summa, New Jersey; John J. Van
Benten, Indiana.
Council — Hein Christensen, Virgin Islands, replacing Aubrey Kosson
who has resigned.
Board o f Directors — Harry R. Mancher, New York, to fill the vacancy
created by the death of A. Waldo Sowell, Jr., Georgia.

Outgoing AICPA
Chairman Warns
of Regulatory
Changes

“I had hoped to be able to report today that the accounting profession was in
better shape than it was 54 weeks ago,” said Ivan O. Bull, outgoing chairman
of the AICPA, in his farewell remarks October 25.
Reporting success in understanding “why those hopes have not been
realized,” Mr. Bull said that business seems to have lost influence, while the
government’s power continues to expand. CPAs, he added, “are associated
with the group whose influence seems to have diminished over the last few years.”
Mr. Bull then reviewed “a number of worthy objectives” which the Institute
has accomplished this past year. They include: Identifying emerging problems
for the FASB, the efforts made by the Auditing Standards Executive Committee
in resolving reporting questions involving interim financial information and
illegal acts by clients, and the “positive” effect of the formation of an advisory
committee for industry and government members.
Next year, Mr. Bull concluded, “will be so involved in Washington with
the regulatory forces that it will be hard, perhaps impossible, to look very far
into the future.” Nevertheless, he offered the following advice:
□ Support efforts to improve financial statements — “push rational change,
not status quo.”
□ Help make “intelligent decisions about what and how much regulation.”
□ “Let’s roll up our sleeves and devise a comprehensive taxation scheme that is
consistent with our national objectives.”
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AICPA Officers
Elected for 1976-77

Michael N. Chetkovich, of New York, headed a slate of AICPA officers that
was elected by the Institute’s governing Council at its October 23 meeting.
In addition to Mr. Chetkovich, managing partner of Haskins & Sells, who
became chairman of the Board of Directors, Stanley J. Scott, Dallas, was elected
vice chairman of the Board. Mr. Scott is managing partner of Alford, Meroney
& Company.
The new vice presidents are: Peter Arnstein, partner, John F. Forbes & Co.,
San Francisco; George R. Catlett, senior partner, Arthur Andersen & Co.,
Chicago; and Frank B. Hill, Jr., president, Hill & Flurry, Montgomery, Alabama.
Reelected treasurer was John W. Zick, partner, Price, Waterhouse & Co.,
New York.

Chetkovich Urges
Unified Approach
to Profession’s
Needs

In his inaugural remarks on October 26, the AICPA’s new chairman, Michael N.
Chetkovich, called upon the membership to unite behind the profession’s
efforts to meet the challenges facing it. He said that there it a pressing need
to accelerate the strides the profession has been making.
In reviewing the current environment, Mr. Chetkovich said, “In spite of our
efforts, and they have been considerable, the credibility of the profession
is being attacked in the press, in the courts and in the halls of Congress.” As an
example, he cited the recent report of the congressional subcommittee, chaired
by Representative John Moss (D-Cal.), which proposed that the SEC prescribe
uniform accounting practices, auditing standards and standards of conduct for
those practicing before the Commission. “The accounting profession, rightly
or wrongly,” Mr. Chetkovich continued, “has been identified with big business
(and bad business) and, as a result, also is feeling the brunt” of a rather
pervasive antibusiness sentiment.
Mr. Chetkovich outlined a number of areas that would be examined under his
administration. They included the following:
□ Consideration of a special committee’s proposal that a “section” be estab
lished within the Institute to which practice units could belong. Such a
“section” would establish voluntary national standards for continuing
education, quality control, ethics and other matters.
□ Accountants’ legal liability should be kept within reasonable bounds and the
profession should find legitimate ways to limit its exposure.
□ Quick and effective implementation of the Quality Control Review Program
should be undertaken.
□ Efforts to insure the highest quality of education for the profession must
be continued and expanded.
□ Efforts to achieve international harmony should continue through the support
of the International Accounting Standards Committee and participation
in the development of the International Federation of Accountants.
□ Minority recruitment and equal employment opportunity ranks high on the
list of important objectives. Efforts must be expanded to meet the
profession’s social obligations.

SEC Seeks
Accounting Fellows

The Securities and Exchange Commission is accepting applications for two
two-year appointments under its Professional Accounting Fellow Program. The
positions involve work with accounting, reporting and disclosure issues.
The program is limited to CPAs (advanced degree preferred) with five years
in public accounting or college teaching and familiarity with SEC accounting
and registration activities. Compensation is $24,000 to $34,000. For information
about these positions, which will begin April 1 , 1977, contact A. Clarence
Sampson, acting chief accountant, SEC, Washington, D.C. 20549. Applications
will be accepted until December 31, 1976.
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Quality Control
Review Survey
Approved

Following Council’s approval of the Plan for Voluntary Quality Control Review
Program for CPA Firms, the quality control review committee decided at its
October 29 meeting to survey a statistical sample of firms. The purpose of the
survey is to determine the number of prospective participants in the plan
and to gather other data which will be helpful in organizing the program. The
survey is expected to get underway later this month.
As described in the plan, “the purpose of the program is educational and
preventive in nature and is designed to assist the firms in developing and
implementing adequate systems of quality control in their practices as well as
assuring firms with existing systems that their quality control meets, in all
material respects, the standards of the profession.”
The committee, which is headed by Haldon G. Robinson, Haskins & Sells,
New York, was appointed last July by then AICPA Chairman Ivan Bull to
establish policies and to supervise the operations of the program. Other members
of the committee are Leonard H. Brantley, Sr., Brantley, Spillar & Frazier,
Fort Worth; Robert S. Campbell, Anderson, Lieser & Thorsen, Minneapolis;
Paul B. Clark, Jr., Main Lafrentz & Co., New York; David M. Culp, David
M. Culp & Co., Huntington, Indiana; Larry D. Ellison, Baird, Kurtz & Dobson,
Springfield, Missouri; Robert G. Ettelson, Arthur Young & Company, Chicago;
George J. Frey, Peat, Marwick, Mitchell & Co., New York; and Donald L.
Neebes, Ernst & Ernst, Cleveland.

Support Voted
for FASB

Directors of Robert Morris Associates, a national association of bank loan
officers, have unanimously voted their “full support” of the Financial Accounting
Standards Board as “the single authoritative group to originate and review
fundamental accounting standards.” The resolution was prompted by recent
suggestions that the Securities and Exchange Commission assume such authority.
Dan W. Mitchell, president of Robert Morris Associates, in noting the
resolution, said, “no matter how much we disagree with the standards board on
particular issues, it is still imperative that we support the concept of having
accounting rules debated and resolved in the private sector.”

AICPA to Spend
$400,000 on
Minority Education

The AICPA will spend approximately $400,000 in fiscal 1977 on assistance to
minority students and predominantly black colleges, estimates Sharon L.
Donahue, Institute manager of minority recruitment. The funds are to be pro
vided by the Department of Health, Education and Welfare and the American
Accounting Association, as well as the Institute, she added.
Substantial funds will be spent on a program to upgrade the quality of
accounting education at these schools by helping faculty members obtain doctoral
degrees. Scholarships totaling $62,000 have been awarded to 92 accounting
students attending 48 colleges and universities. A total of $78,000 will go
to eight predominantly black colleges for the awarding of additional scholarships.

AICPA Member
Expelled

Robert W. Dupree of Phoenix, Arizona was found guilty on April 20, 1976 by a
hearing panel of Regional Trial Board III of acts discreditable to the profession,
which acts formed the basis of the indefinite suspension of his CPA certificate
by the Arizona Board of Public Accountancy. Mr. Dupree subsequently submitted
a petition for review of the decision that he be expelled from the Institute.
His petition was considered and denied by an ad hoc committee of the National
Review Board on October 14, 1976 and the hearing panel’s decision terminating
Mr. Dupree’s membership became effective on that date.
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AudSEC Issues
The first annual report of an employee benefit plan to be filed with the Depart
ERISA Interpretation ment of Labor under ERISA is due on December 15. The auditing standards
executive committee has issued an auditing interpretation to provide guidance
for the auditor of a plan when he believes the plan administrator, as permitted
under the Act, restricts the scope of the auditor’s examination in certain
respects. The following form of report is included in the interpretation:
To XYZ Plan
W e have examined the financial statements and schedules of XYZ Pension Plan
as of December 31, 19X X and for the year then ended, as listed in the accom pany
ing index. Except as stated in the following paragraph, our examination was
made in accordance with generally accepted auditing standards and, accordingly,
included such tests of the accounting records and such other auditing procedures
as we considered necessary in the circumstances.
The plan administrator has elected the method of compliance permitted by
Section 2520.103-8 of the Department of Labor Rules and Regulations for Reporting
and Disclosure under the Employee Retirement Income Security A ct of 1974.
Accordingly, as permitted under such election, the plan administrator instructed
us not to perform, and we did not perform, any auditing procedures with respect
to the information certified by the ABC Bank, the trustee of the Plan, except for
comparing such information, which is summarized in Note X, to the related
information included in the financial statements and schedules. W e have been
informed by the plan administrator that the trustee holds the Plan’s investment
assets and executes transactions therein. The plan administrator has obtained a
certification from the trustee that the information provided to the plan adminis
trator by the trustee is complete and accurate.
Because of the significance of the information that we did not audit, we are
unable to, and do not, express an opinion on the accompanying financial state
ments and schedules taken as a whole. The form and content of the information
included in the financial statements and schedules, other than that derived from
the information certified by the trustee has been examined by us and, in our opinion,
is presented in compliance with the Department of Labor Rules and Regulations
for Reporting and Disclosure under the Employee Retirement Income Security Act
of 1974.

Copies of the full interpretation are available from the Institute’s auditing
standards division upon written request.

FASB Assails
Criticism of Its
Rule-Making

In a letter to a House Commerce subcommittee, Marshall S. Armstrong, chairman
of the Financial Accounting Standards Board, strongly assailed a recent report
accusing the FASB of accomplishing virtually nothing and urging the Securities
and Exchange Commission to assume the board’s rule-making duties.
Mr. Armstrong, in the letter, charged that the House subcommittee on
oversight and investigation, chaired by Representative John E. Moss (D-Calif.),
has presented a “highly misleading picture of the situation as it stands today.”
The reason for the report’s failure to reflect reality, he added, is the “almost
exclusive reliance for information and viewpoints about financial accounting
standards on a single hearing witness, Professor Abraham J. Briloff.” The testi
mony by Professor Briloff was “characterized by unsupported generalizations,
selective use of information, and omission,” Armstrong said. “The net
result is a mess of misinformation.”
Mr. Armstrong further asserted that the subcommittee was wrong to
conclude that the FASB “has accomplished virtually nothing toward resolving
fundamental accounting problems . . . ,” simply because no consensus has
yet been reached on fundamental objectives or concepts of financial reporting.
In sum, Mr. Armstrong found it “extremely disturbing” that “such farreaching conclusions can be arrived at . . . on the basis of testimony by a single
witness representing a point of view that is not supported either by the facts or by
the opinions of a vast majority of participants in the economic community.”
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NASBA Elects
Officers for
1976-77

The following officers for 1976-77 were elected at the annual meeting of the
National Association of State Boards of Accountancy in Philadelphia on October
22: President (by succession) — Wilbur H. Stevens, Colorado, partner,
Elmer Fox, Westheimer & Co.; President-Elect —James E. Bates, Georgia, partner,
Bates, Betts & Carter; Vice President — Daniel Goldfarb, Nevada, partner,
Seidman & Seidman; Vice President — Gerald C. Schroeder, Michigan, partner,
Gerald C. Schroeder & Company; Vice President — C. Richard Spriggs,
California, partner, Arthur Young & Company; Treasurer — William W. McAbee,
Florida, partner, McAbee & Co.

Washington Briefs

The Justice Department and the SEC have named a task force to prosecute
corporate bribery cases. The task force, headed by Richard Beckler, deputy
chief of the Justice Department’s criminal fraud division, will focus on possible
violations of securities laws and the Bank Secrecy Act, and standards
prohibiting the submission of false statements to government agencies.
The Department of Labor’s joint board for the enrollment of actuaries intends to
establish an advisory committee to assist the board in establishing standards
and qualifications for individuals performing actuarial services for plans subject
to ERISA and to enroll individuals meeting those standards.
The Cost Accounting Standards Board is exposing for comment a staff draft
of a proposed standard to provide criteria for distinguishing direct costs from
indirect costs on the basis that the beneficial or casual relationship of direct
costs to final cost objectives must be clear and exclusive. Comments are due by
December 17.
In Rel. No. 33-5749, the SEC has proposed a revised safe harbor rule relating to
replacement cost disclosures. Essentially, the proposal states that replacement
cost data must be prepared with a reasonable basis and disclosed in good faith.
The Treasury Department is establishing an advisory unit on small business.
The Treasury Small Business Advisory Committee on Economic Policy, which
will probably meet several times a year, will serve as a liaison on issues
such as inflation, capital formation, tax policy, regulation and administrative
paperwork burdens.
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Current Status of
FASB Projects

Here is the current status of some of the most imminent projects of the Financial
Accounting Standards Board:
□ A Discussion Memorandum on a conceptual framework for financial
accounting and reporting is expected by mid-December.
□ A Discussion Memorandum on accounting for income taxes for oil and gas
producing companies is expected by year-end.
□ The final statement on Accounting for Leases is scheduled for publication by
year-end.
□ The final statement on Financial Reporting for Segments o f a Business
Enterprise is also expected by December 31.
□ An exposure draft on Accounting and Reporting by Debtors and Creditors
when Debt is Restructured is expected by the end of this month.

Two Accounting
SOPs to Serve as
Guides

In August, the Institute’s accounting standards division mailed two statements
of position to the Financial Accounting Standards Board. They were: Accounting
Practices in the Record and Music Industry and Accounting for Loan and
Commitment Fees in the Mortgage Banking Industry (see September 13 Letter].
The FASB has recently advised the Institute that the matters covered by the
statements, insofar as they relate to these industries, have not been placed on the
board’s agenda and the FASB has no present plan to add them to its agenda.
However, the board noted that the statements recommend that accounting
for business combinations and intangible assets should comply with APB
Opinions Nos. 16 and 17, and said its agenda includes a project involving a
reconsideration of those opinions.
In light of the FASB’s response, these statements of position, although not
enforceable under the Institute’s code of professional ethics, will serve as
guidelines in these areas.
Copies of both statements are available from the accounting standards
division upon written request.

SEC To Propose
New Rules for
Smaller Businesses

The Securities and Exchange Commission plans to propose regulations by
year-end that would liberalize and simplify restrictions on small public offerings,
said Roderick M. Hills, SEC chairman. In a recent interview, Mr. Hills said
he had “very great hopes” that the Commission will make proposals to revise
and simplify its Regulation A, which exempts certain small stock offerings from
full registration statements.
The SEC would propose extending “short form” registration to offerings
of up to $2 million — four times the existing level set by Congress, he predicted.
Because of potential pitfalls, Mr. Hills also suggested that any such regulations
be given a two-year trial period. Moreover, under these proposals, an auditor’s
report on the company’s financial statements would not be required. The new
plan also would embody many of the features of Regulation A, including
administration by the SEC’s nine regional offices.
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SEC Advisory Group
Makes First
Recommendation

At its recent meeting, the Securities and Exchange Commission’s Advisory
Committee on Corporate Disclosure approved its first recommendation, adopting
a proposal to encourage more participation by analysts and businessmen
in drafting disclosure guidelines. The committee voted to tell the SEC that
because many industries have unique disclosure problems, the disclosure rules
should be tailored accordingly. As an experiment, the advisory group also
suggested that the SEC have analysts and businessmen associated with three or
four industries advise the Commission on appropriate disclosure rules.
In other action, the committee deferred staff recommendations endorsing
the concept of line of business or segment reporting until the Financial
Accounting Standards Board issues its conclusions on the subject.

National SEC
Conference Set

The AICPA’s fourth annual conference on current SEC developments will be held
in Washington, D.C., on January 5-6, 1977, at the Statler Hilton Hotel.
Leading speakers from government and the profession will discuss such
topics as replacement cost accounting, reports on interim financial statements and
limited reviews by auditors. Also, the implications of the U.S. Supreme Court
decision in the Hochfelder case will be examined.
Registration for the two-day meeting is $175. For further information,
contact the Institute’s meetings department.

GAO Issues Directory The General Accounting Office’s division of financial and general management
studies has issued a booklet, “Directory of Federal Audit Organizations.”
The directory includes those audit groups directly involved in the audit of
federal funds. It is also arranged alphabetically by agency and includes
the names, addresses and telephone numbers of audit heads, staff size informa
tion, amounts of funding, and whether the particular audit divisions use
independent public accounting firms to help in their audit effort.
One free copy of the directory is available by telephoning George Egan, Jr.,
assistant director, financial and general management studies division, at
202/275-5824, or by writing him at the U.S. General Accounting Office,
441 G Street, NW, Washington, D.C. 20548.

of Audit Groups

Objectives Approved The AICPA’s subcommittee on health care matters recently approved the
for Health Care
objectives of task forces in three areas:
Task Forces
□ Legislation—Headed by Bernard H. Ross, of Laventhol & Horwath, Carbondale,
Illinois, this group will analyze proposed Medicare reform legislation for
consideration by the subcommittee.
□ Audit Guides — The audit guides prepared by the HEW Audit Agency which
specifically relate to federal health care programs will be reviewed by a
task force chaired by Albert A. Cardone, of Haskins & Sells, New York.
□ Long Term Care —Marvin Baker, of McGladrey, Hansen, Dunn & Co.,
Burlington, Iowa, is chairman of a task force that will advise the subcommittee
on accounting principles, auditing standards, financial reporting standards,
proposed federal legislation and regulatory matters relating to long term
care entities.
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Health Care
Committee
Comments on
Government
Proposals

The AICPA’s subcommittee on health care has submitted comments on two
government projects affecting accounting and reporting in the industry.
A task force met with HEW Audit Agency personnel late in October to
transmit its views on HEW’s draft audit guide, “Audit program for Hospitals
and/or Skilled Nursing Facilities.” The task force recommended that materiality
standards be established and urged that statistical sampling methods be used.
A comment letter on “Uniform Accounting System” for health care providers
was sent on November 2. This document is being developed under the auspices
of the Social Security Administration in keeping with the National Health
Planning and Resource Development Act of 1974. One of the basic issues is
whether a uniform chart of accounts should be mandated or uniform reporting
be utilized to recognize the differences among the providers. An exposure draft
is expected to be issued by the SSA next month or early 1977.

Survey Issued on
“Pro Forma”
Calculations

Financial Report Survey 11 — Illustrations o f the Disclosure o f “Pro Forma”
Calculations — has just been issued by the AICPA.
The book is a survey of the application of certain sections of APB Opinions
Nos. 15, 16 and 20, and SAS No. 1. By presenting more than 100 excerpts
from recent annual reports, the survey indicates how various companies have
been disclosing “pro forma” calculations in their reports. Copies are available at
$6.50 each; $5.20 to members, from the Institute’s order department.

IRS Issues New Rules As of November 1, taxpayers requesting rulings and determination letters from
on Letter Requests
the Internal Revenue Service have to follow a new procedure under the new
tax law (PL 94-455). Ruling requests, with certain data deleted, are open
for public inspection as of that date.
In Information Release 1683, the IRS requires taxpayers to submit a separate
statement of proposed deletions and the basis for such deletions; a copy of
the request and of all other submissions with the proposed deletions in brackets;
and a declaration signed by the taxpayer attesting that the facts presented
are true and complete. Requests postmarked after November 1, which do not
contain the needed data, will be held for 30 days. If the required information
is not submitted, the case will be closed.
The new requirements will be published shortly in the Federal Register
as amendments to the Statement of Procedural Rules.
IRS Head Cautions
IRS Commissioner Donald C. Alexander recently urged tax return preparers to
Tax Return Preparers familiarize themselves with the new provisions relating to them under
Section 1203 of the recently enacted Tax Reform Act.
Speaking in Boise, Idaho, Mr. Alexander pointed out that the new provisions,
which become effective January 1 , 1977, will impose substantial civil penalties
on income tax preparers for the understatement of taxpayers’ income tax
liabilities on returns, claims for refunds due to negligence or for willful attempts
to understate liability.
Other new provisons, he added, will require the following from preparers:
□ Furnish a completed copy of the return or claim for refund to the taxpayer
not later than when it is presented for the taxpayer’s signature.
□ Retain for three years, and make available for inspection, a completed copy of
each return or claim prepared or, alternatively, a list of the names and
taxpayer identification numbers of taxpayers for whom returns or claims
were prepared.
□ Sign the return and include the appropriate identifying number.
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Company/Auditor
Since November 1971, companies that change auditors have been required to
Disagreements Since report to the Securities and Exchange Commission any disagreements over
1971 Summarized
accounting or auditing procedures that occurred between them and the auditors
before the change. Listed below is a summary of the types of disagreements
that have been reported since the inception of the SEC’s requirement:
Types of Disagreements with Auditors

Recoverability of the cost of some or all
assets.....................................................
Timing of revenue recognition.............
Timing of expense recognition.............
Need for recording a liability or disclos
ing a contingent liab ility.....................
Need for certain audit procedures . . . .
Classification of an item in the balance
sheet or income statem ent...............
Manner or need for disclosure of trans
actions with related p artie s ...............
Adequacy of internal c o n tro l...............
Whether a particular accounting princi
ple is “generally accepted” ...............
Miscellaneous disagreements...............
Type of disagreement unspecified . . . .

19711972

1973

1974

1975

10
4
8

15
12
2

12
10
10

10
11
14

2

2

5
3

2
6

10
7

3

4

5

1976
(through
April)

Total

2
3
3

49
40
37
19
18

1

13
10
5

6
2

3
1

2
2

7
3

2

6

4
2
4

4
13
15

Total number of disagreements ..

37

52

52

71

11

223

Number of companies reporting
disagreements ...........................

37

43

34

43

8

165

1
2

Of the total of 1,667 companies changing auditors during this period,
an average of 10 percent of these changes were associated with disagreements.
Firms Urged to
Reexamine Liability
Coverage

The AICPA’s professional liability insurance plan committee recently met with
its program administrators, RBH/Reid & Carr, Inc., and the underwriters,
Crum & Forster, and conducted their quarterly review of the program’s perform
ance. In the somewhat over two years with the present administrators and
underwriters, the number of participating firms in the program has grown from
1,475 to 5,328. The program has been endorsed by 30 state societies and
claims experience has been satisfactory. The committee concluded that the pro
gram is meeting or exceeding all expectations.
The committee expressed concern, however, that many firms have not
increased their limits of coverage to recognize internal growth and the erosion in
the value of the dollar that has occurred over the past several years.
The committee believes that a substantial number of firms may thus be
carrying inadequate amounts of professional liability insurance and recommends
that they give consideration to increasing the limits of their present coverage at
their earliest opportunity.

Congress to Study
Dual Jurisdiction
of ERISA

Congress probably will consider the dual jurisdiction problems of ERISA during
its next session, William J. Chadwick, Labor Department Administrator of
Pension and Welfare Programs, said recently. Jurisdiction, which is now shared
by the IRS and the DOL, should be vested in the DOL, he added.
Mr. Chadwick, who was sworn in as administrator late last month, also
indicated that the DOL expects to issue final minimum standards regulations
before the end of the year.
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Seminars for Failed
More than 2,300 candidates who failed the Uniform CPA Examination last May
CPA Candidates Held were given a chance to find out why at special CPA Examination Critique
Seminars, held last month at 22 locations in 15 states.
An experiment of the National Association of State Boards of Accountancy
and the 15 participating state boards of accountancy, the seminars were
designed to let unsuccessful candidates analyze their performance on the
examination. The candidates reviewed their papers and compared their answers
to the AICPA unofficial ones, under the guidance of qualified instructors.
The program is believed to have been the first organized attempt by state
licensing boards to help unsucccessful candidates understand why they have
failed and to assist them in preparing for the next examination.
Australians Adopt
Current Cost
Accounting

Two Australian accounting associations have approved a “provisional” statement
recommending that current cost accounting be used in financial statements
for periods beginning on or after July 1, 1977. The two bodies are the National
Council of the Institute of Chartered Accountants in Australia and the
General Council of the Australian Society of Accountants.
In general, the statement appears to follow the pattern of ASR No. 190
issued by the SEC, in that inventories and depreciable assets will be valued at
current replacement cost and the cost of goods sold and depreciation will be
based on that value. However, unlike ASR No. 190, which calls for disclosure, the
current cost totals will be booked and will become the basis for accounting for
all non-monetary assets under the Australian statement.

CASB Considering
The Cost Accounting Standards Board is considering a staff report relating to the
Change in Exemption possible revision of the present exemption threshold for application of CASB
Threshold
standards. Currently, the contract size threshold is $500,000 for exclusion
from CASB coverage.
Apparently under consideration is some level of percentage of annual sales
to the government that would have the effect of excluding a number of com
panies from CASB coverage requirements. Such a threshold has been recom
mended for companies whose sales to the government constitute a small
portion of their total sales. The Defense Department has urged a figure of five
percent be used, while others have suggested a 10 percent figure.
Model Corporate Plan Donald C. Alexander, commissioner of the Internal Revenue Service, recently
Announced by IRS
announced that a model profit-sharing plan has been developed for use by
corporate employers.
Speaking in Los Angeles, Alexander said that the model plan will meet the
requirements for qualification under ERISA, with a simple certification proce
dure substituted for the determination letter procedure if the model plan
is adopted in its entirety and without modification.
Advance copies of the plan will be available shortly at IRS district offices,
said Alexander. Instructions for the plan’s use and a Revenue Procedure will
also be issued shortly.
Correction

The October 11 issue reported that the College Placement Council Salary Survey
was available at $1 per copy. This price applies only to CPC members. Nonmembers of CPC may receive these surveys as part of an annual $35 subscription
that includes the quarterly Journal o f College Placement. Contact CPC,
P.O. Box 2263, Bethlehem, Pa. 18001.
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Washington Briefs

Proxy statements would be required to disclose any legal actions involving
a company’s officers and directors under a new proposal by the Securities and
Exchange Commission. The company would also have to tell what other
directorships were held by board members, and give details of its executive
compensation plans. Comments are due by December 15.
The New York Stock Exchange recently adopted in principle a requirement that
each domestic listed company have an audit committee composed of independent
directors. The NYSE set June 3 0 , 1978, as the deadline for compliance by its
1,568 companies. Clearance by the SEC is also required.
The Federal Reserve Board has amended Regulation Q to improve the terms
under which member banks may offer Keogh Plan retirement accounts. Under the
change, all or part of the time deposit may be paid before maturity, without
penalty, if the depositor is at least 59½ years old or is disabled. Also, the
minimum deposit of $1,000 is no longer needed to earn the 7¼ percent interest on
the four-year deposit or the 7½ percent available for six-year time deposits.
The FDIC and FHLBB are taking action for their institutions.
The American Bar Association Center for Administrative Justice is holding
a seminar on accounting in government regulations on December 7-8 in Arlington,
Virginia. For further information, contact Kathryn M. Braeman, Esq., at the
ABA, 1785 Massachusetts Avenue, N.W., Washington, D.C. 20036.
Five sets of regulations and proposals were recently issued by the Pension
Benefit Guaranty Corporation relating to the allocation of pension plan assets,
the valuation of plan benefits and the determination of plan sufficiency.
These rules will be used to process plan terminations under Title IV of ERISA.
For further information, see the November 3 Federal Register. Comments
on any of the five proposals are due by December 3.
The Government Accounting Office has issued a guide, “Self Evaluation Guide for
Governmental Audit Organizations,” which consists of a series of questions
designed to identify weaknesses and problems involving reporting standards.
Single copies are available from: R. J. Ryan, GAO, Room 6134, 441 G St.,
N.W., Washington, D.C. 20548.
The SEC has reissued Staff Accounting Bulletin No. 12 which contains inter
pretations of ASR No. 190 on replacement cost data implementation. It includes
four illustrative disclosures for the guidance of registrants.
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AudSEC Approves
Two Statements

The AICPA’s 1975-76 auditing standards executive committee held its final
meeting on November 29-30 at which it approved publication of two statements
on auditing standards.
Here is a summary of the new statements, which should be mailed to all
practice units represented in the AICPA by the end of the month.
Illegal Acts by Clients —The statement sets forth guidelines for the
appropriate conduct for an auditor in fulfilling his obligation to report on financial
statements in accordance with professional standards when he becomes aware
of an illegal act. The statement holds that if such an act is material and is not
properly accounted for or disclosed, the auditor should qualify his opinion or
express an adverse opinion. In addition, an auditor should consider withdrawing
if a client does not give appropriate consideration to illegal acts, even if
immaterial to the financial statements.
The Independent Auditor’s Responsibility for the Detection o f Errors or
Irregularities — In addition to providing guidelines on the auditor’s responsibility
for detecting errors and irregularities in making an examination, the statement
discusses procedures that should be performed when the examination indicates
that material errors or irregularities may exist. It sets forth the concept that
the auditor plan his examination to evaluate those auditing procedures that,
in his judgment, are appropriate in the circumstances to provide him with
a reasonable basis for believing that the financial statements taken as a whole
are not materially misstated as a result of errors or irregularities. The statement
also recognizes that generally accepted auditing standards will not necessarily
reveal all errors or irregularities because of the inherent limitations in the
auditing process. These limitations are discussed in the statement.
The committee is currently balloting on publication of two additional
statements and three proposed exposure drafts. The pending statements are
Reports on Comparative Financial Statements and Special Reports. Under
consideration for exposure are drafts on Client Representations, Unaudited
Replacement Cost Information and Required Communications of Material
Weaknesses in Internal Accounting Control.

AcSEC Comments
on FASB Tax
Exposure Draft

The Institute’s accounting standards executive committee has issued a comment
letter on the Financial Accounting Standards Board’s proposed interpretation,
Accounting for Income Taxes in Interim Periods (see October 25 Letter).
In general, the letter is confined to suggestions for clarification and addi
tional examples on certain technical points, since the draft will be only an
interpretation of APB Opinion No. 28 and its conclusions are, therefore, limited
by the constraints of the existing literature. The Board, however, also has a
full reconsideration of interim financial reporting on its current technical agenda.
Copies of the letter are available upon written request from the Institute’s
accounting standards division.
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Two AICPA
Members
Suspended

At a meeting of a hearing panel of Regional Trial Board IV in Minneapolis
on July 19, the ethics charging authority presented evidence that a member had
violated the independence and technical standards rules of the Institute’s
Code of Professional Ethics.
The member was charged with violating Rule 101 on independence by having
expressed an unqualified opinion on financial statements of a client while
in partnership with the treasurer of the audit client; with violating Rule 202
on auditing standards by having failed to date the client’s report and correctly
indicate the scope of the examination performed; and with violating Rule 203 on
accounting principles by rendering an improper opinion in an audit report.
Based on its finding of guilty on all three charges, the hearing panel
admonished the member and suspended him from Institute membership for
one year. The panel determined, however, that the suspension would not become
effective provided the member completed 120 hours of continuing professional
education courses in accounting and auditing within two years, with a mini
mum of 60 hours to be completed in the first year. The panel also determined that
the member’s name be withheld from publication in the notice of disciplinary
action.
The member did not request a review of the hearing panel’s decision
and it therefore became effective on August 18.
In an earlier Trial Board hearing in Denver, a member had been found guilty
of violating technical standards rules of the Institute in issuing auditor’s
reports on his client’s financial statements. The Board suspended his membership
for two years but stayed the suspension until May 3 1 , 1976, with the provision
that the suspension would not become effective if the member completed
prescribed continuing education courses and other technical reading by that date.
The Board had also determined that the member’s name not be mentioned
in the publication of this disciplinary action.
The member subsequently failed to comply with the assignment and the
two-year suspension of membership became effective on June 1, 1976.

Arthur Andersen
Head Urges
Review of FASB
Operations

Charging that the Financial Accounting Standards Board has failed to live up to
its responsibilities, Harvey Kapnick, chairman of Arthur Andersen & Co.,
has urged that a committee of private accountants and businessmen be set up
to review the board’s operations.
In a speech before a conference of Opinion Research Corp., Mr. Kapnick
said that the FASB has failed to perform its duties and warned that, as a result,
there was a danger that the federal government would assume the board’s
function. Furthermore, he charged that the board is becoming an unofficial arm
of the Securities and Exchange Commission, and that private business, thus,
may have to withhold its support.
Mr. Kapnick, moreover, urged that the trustees of the Financial Accounting
Foundation, which oversees the board, form a special committee to make
“a thorough and prompt review of all aspects of the FASB’s operations.”
In response to Mr. Kapnick’s charges, Marshall S. Armstrong, chairman of
the FASB, rejected the reassessment of the board’s operations by a special
committee, noting that such a move would usurp the duty of the Financial
Accounting Foundation. Mr. Armstrong also characterized Mr. Kapnick's
criticisms of the board as misleading and “ simply incorrect.”
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FASB Issues
Leasing
Standard...

The Financial Accounting Standards Board has released its long awaited
statement on Accounting for Leases. The statement sets criteria for the classifica
tion of leases by lessees and lessors, specifies accounting, reporting and
disclosure requirements, and presents illustrations of accounting for the
various types.
Under the provisions of the statement, a lessee shall classify a lease as an
operating lease unless it meets at least one of four criteria. In such cases the
lease would be a capital lease. The criteria are as follows:
□ The lease transfers ownership of the property to the lessee by the end of
the lease term.
□ The lease contains a bargain purchase option.
□ The lease term is equal to at least 75 percent of the estimated economic life
of the leased property. This criterion does not apply if the beginning
of the term falls within the last 25 percent of the total estimated life.
□ The present value of the minimum lease payments at the beginning of the
lease term (excluding certain specified items) at least equals 90 percent of the
excess of the fair value of the leased property to the lessor at the inception
of the lease over any related tax credit retained by him. The 25 percent
limitation also applies to this criterion.
A lease shall be classified as a sales-type or direct financing lease by the
lessor if it meets any of the preceding criteria provided the collectibility of the
minimum lease payments is reasonably predictable and there are no important
uncertainties surrounding the amount of unreimbursable costs yet to be incurred
by the lessor under the lease. Otherwise, it shall be an operating lease.
Copies of the statement, at $1.50 each, are available from the FASB,
High Ridge Park, Stamford, Conn. 06905.

... and Announces
Hearing on
Conceptual
Framework

The FASB also recently announced that it will hold a public hearing in New York
beginning on June 27, 1977, on the conceptual framework for financial
accounting and reporting. Publication of a lengthy discussion memorandum,
which will serve as the basis for the hearing, was imminent at presstime.
The board will publish a separate document on its tentative conclusions as to the
objectives of financial accounting and reporting.
The board further announced that its public hearing on business combina
tions and purchased intangibles is being rescheduled from May 17, 1977,
to a date following the conceptual framework hearing. The new date will be
announced shortly.

IASC Approves
Exposure Draft
and Discussion
Paper

At its meeting last month, the International Accounting Standards Committee
approved for publication a proposed statement (Number 9) which deals with
“Accounting for Research and Development Costs.” The exposure draft identifies
the costs of research and development activities, holds that such costs should
be charged to expense except in certain instances, and provides criteria for
situations in which such costs may be deferred to future periods.
After translation and printing, the exposure draft is expected to be released
February 1, 1977.
Also, at the meeting, the IASC approved for publication a discussion
paper on “Proposals for the Accounting Treatment of Changing Prices.”
The paper expands on a proposed standard and supplies appendices which
provide brief descriptions of publications in IASC countries on the accounting
treatment of changing prices, plus a comparative analysis of the general
features of a number of the proposals.
The discussion paper is expected to be published in early 1977.
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Washington Briefs

The Justice Department recently sued to bar the Texas Board of Accountancy
from adopting or enforcing any rule that restricts price competition among
accountants practicing in Texas. The suit, which is the first antitrust litigation
ever against a state licensing board, is aimed specifically at the Board’s
Rule 14 which prohibits competitive bids for accounting services.
The Interstate Commerce Commission has adopted revised accounting regulations
governing all carriers, to be effective January 1. In Order No. 36445, the ICC
reclassifies the unamortized discount and premium as separate accounts under
the long term debt section of the balance sheet to conform the uniform system
of accounts with generally accepted accounting principles.
The Small Business Administration is establishing a task force on Equity and
Venture Capital for Small Business. It will study the problems small businesses
face in obtaining risk and seed capital, clarify the magnitude of equity and
venture capital problems, and make recommendations to the SBA regarding
these problems. Recommendations are expected to be submitted by
January 31, 1977.
The staff of the SEC has considered a proposal made by the Financial Execu
tives Institute to delay public disclosure of corporate filings of replacement cost
data until most companies in an industry have filed the data. The proposal arises
from concern that the first corporations to report such data will suffer adverse
pressure on stock prices. However, the SEC, more recently, declined to revise
or modify its plan.
A federal district court recently threw out the antifraud charges brought by the
SEC against Arthur Young & Company in connection with its audit of certain
fraudulent oil and gas programs of Geotek Resources Fund, Inc., and other
related companies.
The Pension Benefit Guaranty Corporation has issued an update of its opinion
letters through September 3 0 , 1976. The letters are representative responses by
the PBGC to issues raised concerning the plan termination insurance program
under Title IV of ERISA. For further information, contact the PBGC Office
of Communications, Room 7100, 2020 K Street, Washington, D.C. 20006
The Cost Accounting Standards Board proposes to amend Standard No. 403,
Allocation of Home Office Expenses to Segments. The proposal would eliminate
the exemption granted to certain contractors. Comments are due by January 31.
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FASB Issues
“Conceptual
Framework”
Documents..

The Financial Accounting Standards Board has issued two basic documents in
connection with its project on the “conceptual framework” of accounting. They
are “Tentative Conclusions on Objectives of Financial Statements of Business
Enterprises” and a discussion memorandum on “Elements of Financial State
ments and Their Measurement.” The discussion memorandum will serve as the
basis for a public hearing scheduled for June 27, 1977, at the New York Sheraton
Hotel. Also, the board has prepared a summary of the two main publications
which is included with the discussion memorandum.
The basic documents deal with fundamental issues such as the following:
□ For what purposes are financial statements intended to be used? To whom
should they be primarily aimed? What types of information should be
included? What are their limitations?
□ What qualitative characteristics tend to make financial statements useful for
their intended purpose?
□ With regard to basic elements, what are assets, liabilities, revenues and
expenses? Are some of these elements more fundamental than others in
determining earnings?
The discussion memorandum identifies proposals for changes in bases of
measurement that should be considered further. They include how the basic
elements of accounting should be measured and whether the basic measuring unit
of accounting (the dollar) should be adjusted for changes in its general
purchasing power.
Single copies of the documents may be obtained without charge from the
FASB, High Ridge Park, Stamford, Conn. 06905 until May 23, 1977.

. . . and Releases
Standard on
Business Segment
Reporting

In its Statement No. 14, issued this month, the Financial Accounting Standards
Board requires that companies’ financial statements include information about
operations in different industries, foreign operations and export sales, and
major customers.
Under the statement’s provisions, companies shall report in their financial
statements the revenues, operating profit and identifiable assets of each significant
industry segment of their operations. Also, certain other disclosures are set
forth. A 10 percent test is specified in the statement for determining the
significance of a segment, with the provision that the combined sales of all
segments for which information is reported shall be at least 75 percent of the
company’s total sales. A limit of 10 is suggested as the practical limit to the
number of segments on which a company reports.
Other provisions require the disclosure of revenues from each customer
from which the company derives 10 percent or more of its revenues and set forth
guidelines for determining a company’s foreign operations and export sales and
for grouping operations by geographic areas.
In another area of FASB activity, the issuance of a discussion memorandum
on “Financial Accounting and Reporting in the Extractive Industries” has
been scheduled by yearend.
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“Painful Public
Attention” May End
Illegal Payments

The problem of illegal payments by corporations may soon disappear because
“public attention to this form of management wrongdoing has been so painful
most corporations will take strong steps to contain it.”
Speaking at an accounting conference sponsored by the Florida Institute of
CPAs, D. R. Carmichael, managing director of the Institute’s technical services
division, said that proposals for having auditors judge the adequacy of a
company’s internal controls will not end illegal payments. Most such payments,
he added, result from a circumvention of controls, not from the controls’
inadequacy.
Dr. Carmichael called for a coordinated effort to achieve greater corporate
accountability, involving the independent auditor, the board of directors, top
corporate management and other institutions, particularly government regulatory
bodies such as the SEC.
He also suggested that auditors’ increased awareness of possible illegal
payments might help speed their disappearance. While it is doubtful, he added,
that any new audit procedures are required or will be developed, directing the
auditor’s attention to the following areas of high risk can help:
□ Sudden changes in consultants, corresponding to changes in government.
□ Sudden changes in amounts paid to consultants.
□ Discrepancies in amounts paid to different consultants for essentially the
same services.
□ Unusual investments or loans.
□ Sudden write-off of a loan, particularly a loan to a consultant.
□ Foreign subsidiaries with minimal revenues or accumulated deficits.
□ Transfers of large cash amounts to such subsidiaries.
□ Shifting of assets for “tax purposes.”
For further information, see the January Journal o f Accountancy.

One AICPA
Member Expelled;
One Suspended

Recently the membership of one AICPA member was terminated and the
membership of another suspended under the automatic disciplinary provisions
of the Institute’s bylaws.
□ Oliver H. White of Alexandria, Virginia, was notified on October 28, 1976
that his Institute membership had been terminated because his conviction of
failure to file federal income tax returns within the time required by law
had become final.
□ Ernest C. Neuman of Mount Pleasant, Texas, was notified that his Institute
membership was suspended for 30 days from October 18, 1976 to November
17, 1976, coincident with the suspension of his CPA certificate by the Texas
State Board of Public Accountancy for filing a report which was misleading
and not prepared in accordance with generally accepted accounting principles.

Interamerican
Accounting
Conference Set

The XII Interamerican Accounting Conference will be held in Vancouver, British
Columbia, from May 22-27, 1977. Registration forms are available from the
Institute’s international practice division.
The registration fee for a delegate is $160; $90 for an accompanying person
or observer. The conference organizers have requested that the registration
forms be returned not later than January 15, 1977. Registrations received after
January 31, 1977 are subject to a surcharge of 20 percent.
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AcSEC Issues
The Institute’s accounting standards division has issued a statement of position
Statement on ESOPs on Accounting Practices for Certain Employee Stock Ownership Plans (ESOPs).
In general, the statement deals with accounting and reporting issues that have
arisen involving those ESOPs that borrow funds from a bank or other lender to
acquire shares of stock in the employer company or that issue notes to existing
stockholders in exchange for shares of stock.
Certain conclusions in the statement, however, are also applicable to ESOPs
not entering into such transactions. Some major recommendations include:
□ An obligation of an ESOP should be recorded as a liability in the financial
statements of the employer when the obligation is covered by either a
guarantee of the employer or a commitment by the employer to make future
contributions to the ESOP sufficient to meet the debt service requirements.
□ The offsetting debit to the liability recorded by the employer should be
accounted for as a reduction of shareholders’ equity.
□ The liability recorded by the employer and the offsetting debit should both be
reduced as the ESOP makes payment on the debt.
□ The amount contributed or committed to be contributed to an ESOP with
respect to a given year should be charged to expense by the employer; the
compensation and interest elements of the contribution should be separately
reported.
Copies are available from the Institute’s accounting standards division.
AICPA Committee
Defers Real Estate
Position Paper

The AICPA’s committee on real estate accounting has decided not to issue a
statement of position on valuation of real estate until the Financial Accounting
Standards Board issues its final statement on restructured debt. The reason is that
the FASB standard will have direct implications for the recommendations in
the May 1976 AICPA statement of position exposure draft, “Valuation of Certain
Real Estate and Loans and Receivables Collateralized by Real Estate,” as noted
at that time.
The FASB has announced that its proposed standard, when issued, will not
be effective for fiscal years ending on or before December 31, 1976. An exposure
draft of the statement, “Accounting and Reporting by Debtors and Creditors
when Debt is Restructured,” is expected by the end of the year.

Five Ethics
Rulings Issued

The AICPA’s professional ethics division has issued five ethics rulings relating to
independence or confidentiality in MAS engagements.
Two of the rulings involve Rule of Conduct 101 — Independence; one involves
Rule 102 — Integrity and Objectivity; and the other two relate to Rule 301 —
Confidential Client Information. The complete text of these ethics rulings will
appear in the January Journal o f Accountancy.
Copies are available from the Institute’s professional ethics division.

AICPA to Publish
Client Newsletter
for Members

Starting with the January issue, the AICPA is publishing a monthly newsletter for
members to send to their clients. The first issue has been mailed to the subscribers.
The CPA Client Bulletin is designed for firms that do not have their own
newsletters or who wish to supplement their own publications. Each issue will
include information on taxes, business management and Washington develop
ments, as well as news on technical subjects of interest to smaller clients.
The service, which is available only to members, costs $10 a month for the
minimum order of 50 copies on a quarterly subscription, less on an annual
basis. Additional lots of 25 copies are available at a nominal charge. For further
information, contact the Institute’s promotion department.
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Task Force on
Advertising Holds
First Meeting

Following adoption of a resolution by the AICPA’s Board of Directors at its
October 22 meeting (see November 8 Letter), the chairman of the ethics executive
committee appointed a task force to evaluate the present advertising rule with
respect to the public and the profession. The task force, chaired by Clayton C.
McMurray of Elmer Fox, Westheimer & Co., Topeka, Kansas, held its first
meeting December 15.
The task force welcomes members’ views. Comments should go to Martin
Rosenberg of the Institute’s ethics division, who staffs the task force.
Other members of the task force are as follows:
□ James M. Arnett, Arnett and Foster, Charleston, West Virginia.
□ Harold Cohen, Oppenheim, Appel, Dixon & Co., New York.
□ Clifford E. Graese, Peat, Marwick, Mitchell & Co., New York.
□ William B. Keast, Coopers & Lybrand, Los Angeles.
□ Philip J. Sandmaier, Jr., Haskins & Sells, New York.
□ Richard D. Thorsen, Anderson, Lieser & Thorsen, Minneapolis.
□ A. Clayton Ostlund, Touche Ross & Co., Chicago, (ex-officio), chairman of the
ethics executive committee.

Corporate Audit
Committees Found
Lacking in CPAs

CPAs and others with accounting backgrounds “are rarely included” on corporate
audit committees in spite of the fact that these committees involve “heavy
emphasis in audit activities.” This conclusion is based on responses from 204
Fortune 500 companies surveyed by two business school professors.
The professors found that members of audit committees “are drawn
predominantly from banks and investment banking organizations, industry,
academia and law,” not from accounting. The absence of CPAs, they note, leaves
audit committees as a mix of executives with predominantly financial and
industrial backgrounds with “the task of addressing very technical accounting
and auditing issues.” The professors conclude by asking if the audit committee,
as presently constituted, “reflects a preoccupation with form, rather than
content.”

AudSEC to Publish
Two Statements. . .

The AICPA’s auditing standards executive committee has approved two
statements on auditing standards for distribution about the end of the month to
the Institute’s membership. These statements and three exposure drafts (see
following story) complete the work of the 1975-76 committee.
Special Reports (SAS No. 14) — This statement requires that generally
accepted auditing standards be applied when the auditor examines and reports
on any financial statements, including those prepared on a basis other than
generally accepted accounting principles. It also offers guidance for reporting
on specified elements, accounts, or items of a financial statement, compliance
with aspects of contractual agreements or regulatory requirements, and financial
information presented in prescribed forms or schedules that require a prescribed
form of auditor’s report.
Reports on Comparative Financial Statements (SAS No. 15) —This state
ment provides guidance on reporting on comparative financial statements,
whether audited or unaudited. It states that a continuing auditor (one who has
examined the financial statements of the current period and of one or more
consecutive periods immediately prior to the current period) should update his
report on the individual financial statements of a prior period that are presented
on a basis comparative with those of the current period. The SAS also offers
guidance on reporting when an updated opinion is different from a previous
opinion, and reporting when a predecessor auditor has examined the prior-period
financial statements.
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. . . and Authorizes
Exposure of
Three Drafts

AudSEC also authorized the distribution of exposure drafts on three proposed
statements on auditing standards. They are as follows:
□ A proposed statement on Client Representations would require that the
independent auditor obtain certain written representations from management
as a part of an examination made in accordance with generally accepted
auditing standards. These representations concern knowledge possessed by
management or intentions of management that may affect the financial
statements. Guidance is provided on the representations that should ordinarily
be obtained, and an illustrative letter is included. The proposed statement
cautions the auditor not to substitute management’s representations for
evidential matter that would ordinarily be obtained through other procedures
he would expect to perform in the circumstances. It states that management’s
refusal to furnish a written representation that the auditor believes is essential
constitutes a scope limitation sufficient to preclude an unqualified opinion.
□ Unaudited Replacement Cost Information sets forth limited procedures that
the auditor should apply to such information included in audited financial
statements filed with the SEC. The proposed statement notes that the SEC
does not require that the replacement cost information be audited but has
urged that appropriate standards be developed regarding auditor involvement.
It states that the auditor’s report ordinarily need not refer to the unaudited
replacement cost information included in the financial statements or to the
limited procedures. If, however, the information does not comply with
Regulation S-X, the limited procedures were not followed, or if the information
is not clearly marked as “unaudited,” the auditor should expand his report.
□ A proposed statement on Required Communication o f Material W eaknesses
in Internal Accounting Control would require that the auditor communicate
to senior management and the board of directors or its audit committee any
material weaknesses in internal accounting control that come to his attention
during an examination of financial statements made in accordance with
GAAS. The auditor’s report, notes the proposed statement, should be issued
at the earliest practical date, and a suggested form of auditor’s report is
included. The proposed statement further sets forth procedures for referring
to material weaknesses for which management believes corrective action is
not practicable. The auditor is not required to report immaterial weaknesses in
internal accounting control, but may wish to include such weaknesses in
his report.
Copies of the exposure drafts are available from the auditing standards
division upon written request.

SEC Conference
to Discuss
Standards Setting

In a conference set for January 13-15, the Securities and Exchange Commission
will consider, among other items, what the commission’s relationship should be
with the private sector in the area of setting accounting and auditing standards.
About 70 representatives of the securities industry and public interest
groups will attend the conference, to be held at the Hyatt Regency in Washington.
Among those invited to represent the accounting profession were Wallace E.
Olson, AICPA president, and Marshall S. Armstrong, chairman of the Financial
Accounting Standards Board.
Other items to be discussed include: the impact of options trading on market
making in the underlying securities and on the capital-raising capacity of the
securities markets; whether different types of disclosure are needed to protect
investors; and whether the commission needs more formal procedures to issue
new policies and standards.
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Washington Briefs

Matthew M. Lind has been named acting executive director of the Pension
Benefit Guaranty Corporation, succeeding Kenneth L. Houck, who resigned last
month. Lind had previously been director of the PBGC’s Office of Program
Development.
The PBGC has invited comments on the prospective mandatory application of
Title IV of ERISA to multi-employer benefit pension plans. For further
information, see the December 3 Federal Register. Comments are due by
March 15.
In Releases No. 33-5767 and 5768, the SEC has proposed adopting amendments
to Form S-8 covering the registration of securities offered or sold pursuant to
certain employee benefit plans, and a means by which certain post-effective
amendments filed to registration statements on Form S-8 might become effective
automatically. Comments on Release 5768 are due by February 15.
The SEC has released the final report on its “Street Name Study.” The study
concluded that the continued use of street and nominee name arrangements is
fundamental to the operation of existing securities processing systems. Copies of
the report are expected to be available through the Government Printing Office
after the first of the year.
William Proxmire (D-Wisc.), chairman of the Senate Banking, Housing and Urban
Affairs Committee, has announced plans for regular semi-annual oversight
hearings on the state of the banking system. The first hearings will be held during
the first quarter of next year, depending on when the FRB, FDIC and the
Comptroller of the Currency supply data requested in a letter to all three agencies.
The SEC’s Advisory Committee on Corporate Disclosure has recommended that
the commission “ought to provide information for reasonably sophisticated
investors and not attempt to simplify complex disclosure so that every investor
can understand it.” However, added the committee, the SEC “should not
discourage companies from providing investors with fair simplifications of
disclosures made to the commission.”
The demand for the General Accounting Office’s guide, “Self Evaluation Guide
for Governmental Audit Organizations” (see November 22 Letter) has exhausted
the supply. The booklet is being reprinted and, according to the GAO, requests
will be handled as soon as additional copies are available.
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