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FASB Defers 
Statement on 
Pension Plans

The Financial Accounting Standards Board said recently that a final statement on 
accounting for defined benefit pension plans will not be issued this year. The 
board had issued an exposure draft on this subject in April (see May 9 Letter) 
that, if adopted, would have been effective for plan years beginning on or after 
December 15, 1977.

Comments on the exposure draft were due in August. FASB Chairman 
Marshall Armstrong, in making the announcement of the board’s decision to post
pone issuance of a statement, said that the complexity of the issue and the more 
than 700 comment letters led the board to the decision.

Comments Issued 
on Investment 
Company 
Proposals

The Institute’s committee on investment companies has issued comment letters 
to the Securities and Exchange Commission involving two releases under the 
Investment Company Act of 1940.

As to Release no. 9782, “Integrated Registration and Reporting System,” the 
committee contends that the proposal “does not reach the stated objective in 
several significant aspects.” They concern a proposed revision of Form N-1R and 
requirements involving closed-end and certain inactive open-end companies.

As to Release no. 9783, “Investment Companies — Annual Reports — Filing 
Requirements — Period of Filing to be Reduced,” the committee recommends 
that, in view of the proposed integrated filing system discussed in Release no. 
9782, the reduced filing time be delayed for a two-year period following adoption 
of the revised reporting forms.

Copies of both letters are available upon written request from the Institute’s 
accounting standards division.

AICPA National 
Conference on 
Banking Set

The Institute’s federal government division will sponsor a national conference on 
banking on December 12-13 at the Capital Hilton Hotel in Washington, D.C. 
Topics include an update on accounting and auditing matters confronting banks 
and CPAs in reporting on financial operations, recent FASB developments and 
new disclosure requirements.

Speakers include John R. Evans, SEC commissioner, Philip C. Jackson, Jr., 
member of the board of governors of the Federal Reserve System, and William 
Dougherty, president of North Carolina National Bank Corporation.

Registration fee is $175. Contact the Institute’s meetings department.

AICPA Conference 
Provides Forum 
on MAS Practice

The Institute’s fourth annual National MAS Conference, held in Chicago October 
5-6, focused on various topics aimed at providing practical advice and ideas on 
major aspects of MAS practice.

Concurrent panel sessions dealt with such areas as recognizing MAS oppor
tunities in small business clients, helping clients plan for corporate growth and 
diversification, minicomputer applications for small business clients, managing 
complex MAS engagements and MAS practice administration for firms not yet 
having an MAS department. Most of the two-day conference was devoted to these 
“how to” sessions, with much participation from the more than 250 practitioners 
attending.

For further information, see the December Journal o f Accountancy.
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Conference 
Focuses on Tax 
Developments

IFAC Approved 
at International 
Congress

Regional Trial 
Board Expels 
Member

More than 300 tax practitioners attended the Institute’s National Conference on 
Federal Taxes, held October 3-4 in Washington, D.C. Topics covered included a 
review of the year’s major tax rulings and court decisions, an analysis of tax 
legislation developments, financial and estate planning and tax problems of small 
businesses.

Key speakers included Representative Joe D. Waggoner, Jr. (D-La.), a member 
of the House Ways and Means Committee, and Senator Robert Dole (R-Kans.), 
a member of the Senate Finance Committee and former Republican Party vice 
presidential nominee.

At the 11th International Congress of Accountants held earlier this month in 
Munich, representatives of more than 50 nations approved the establishment of 
the International Federation of Accountants (IFAC). The broad objective of the 
new group is to develop a coordinated international accountancy profession with 
harmonized standards. To accomplish this, IFAC will do the following:
□  Initiate and guide efforts to achieve international technical, ethical and educa

tional guidelines for the accounting profession and reciprocal recognition of 
qualifications for practice.

□  Promote the development of regional organizations.
□  Arrange international congresses of accountants at five-year intervals.

IFAC replaces the 11-nation International Coordination Committee for the 
Accountancy Profession (ICCAP), which will be dissolved. However, the 53- 
nation International Accounting Standards Committee (IASC) will continue to 
issue pronouncements on international accounting standards. The IFAC agree
ment recognizes that the objectives of IASC and the new organization are 
“interdependent” and states that “the closest relationship should be maintained 
between the two groups.”

For further information, see the December Journal o f Accountancy.

At a meeting of a hearing panel of Regional Trial Board VII in Detroit, Michigan, 
on June 3 ,  1977, the ethics charging authority presented a case against Leonard
E. Palis of Detroit, Michigan, for violating the AICPA and Michigan Association 
rules on accounting and auditing standards and for committing acts discreditable 
to the profession.

The member was charged with violating auditing and accounting standards 
in preparing substandard reports on the financial statements of two clients, failing 
to disclose sole ownership of a company while preparing its unaudited financial 
statements or accompanying such statements with a disclaimer for lack of 
independence and failing to disclose a departure from GAAP in financial state
ments prepared for a corporation of which he was sole owner.

The hearing panel found Mr. Palis guilty of the technical standards violations 
as charged and expelled him from membership in the Michigan Association of 
CPAs and the AICPA. Because of these findings and the penalty imposed, the 
panel concluded it unnecessary to pass judgment on the charge that his failure 
to comply with technical standards of the profession constituted acts discredit
able to the profession.

The member requested a review of the hearing panel’s decision by the 
National Review Board. An ad hoc committee of the board was convened on 
September 2 0 , 1977 to consider the request and, based upon its consideration 
of the case and related material, denied the request. The decision of the Regional 
Trial Board hearing panel to expel Mr. Palis from membership in the Michigan 
Association of CPAs and the AICPA, which was stayed pending the request for 
review, therefore became effective on September 20, 1977.



Washington Briefs The Securities and Exchange Commission has issued Staff Accounting Bulletin
no. 17, which revises and updates the table of contents, subject matter index, and 
index to citations originally issued in SAB no. 1.

In ASR no. 228, the SEC has further delayed the effective date of the quarterly 
reporting requirements for life insurance companies whose shares are not cur
rently traded. Thus, the effective date of ASR 197 is postponed from December 
25, 1978 to December 25, 1979.

The Cost Accounting Standards Board has proposed Cost Accounting Standard 
416, Accounting for Insurance Costs, which is geared to provide criteria for meas
uring insurance costs, assigning such costs to cost accounting periods and 
allocating them to cost objectives. Comments are due by December 12.

The CASB also modified its rules and regulations to provide criteria for “deter
mining the materiality of costs in given circumstances, in applying the words 
or phrases of materiality used in cost accounting standards, and to limit price 
adjustments to material amounts of costs.”

The Department of Labor has issued final regulations prescribing conditions 
permitting a fiduciary of an employee benefit plan to maintain the indicia of 
ownership of plan assets outside the jurisdiction of the U.S. District Courts. This 
practice is prohibited under ERISA unless authorized by the Secretary of Labor. 
Under certain conditions, a plan may invest in foreign securities without incurring 
the costs of physically transferring the securities to and from the U.S. and still 
meet the ERISA requirements.

The Treasury Department has proposed regulations designed to provide states 
with the guidance required to decide whether to choose federal collection and 
administration of their individual income taxes. This “piggybacking” system is 
designed to increase efficiency and eliminate double recordkeeping by taxpayers. 
Comments are due by December 14.

The Institute’s committee on savings and loan associations has extended the 
comment period on its proposed Audit and Accounting Guide for  Savings and 
Loan Associations which was issued in July. Comments are now due by November 
30, instead of September 30. For further information, contact Hugh McWhorter 
at the Institute’s Washington Office (202/872-8190).
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AICPA to Open 
Certain Meetings 
to the Public

FASB Issues 
Exposure Draft 
on Forward 
Exchange Contract

The CPA Letter
A Semimonthly News Report Published by the AICPA

At its September 17 meeting, the AICPA’s Council resolved to open its future 
meetings to the public as well as those meetings of standard-setting committees 
at which standards are discussed or acted upon. This policy, which will take 
effect as soon after January 1, 1978 as possible, applies to all senior technical 
committees and those whose activities have substantial public interest.

Existing committees covered by the policy are the following: Accounting and 
Review Services Committee, Accounting Standards Executive Committee 
(AcSEC), Auditing Standards Executive Committee (AudSEC), Federal Taxation 
Executive Committee, Management Advisory Services Executive Committee, 
Professional Ethics Executive Committee and the Quality Control Standards 
Committee. Also, the Federal Government Executive Committee and the Board of 
Examiners will open appropriate portions of their meetings because of the sub
stantial public interest in their activities.

Senior technical committees which may be appointed in the future and those 
special committees designated by the Board of Directors as coming under the 
provisions of the Council resolution will also operate in the “sunshine.” Com
mittees, and the Board of Directors, whose activities are subject to the approval of 
Council, need not open their meetings to the public. Subcommittees and other 
working groups that report to senior technical committees may also meet in 
closed sessions.

Notice of meetings coming under the new “sunshine” provisions will be 
published in the CPA Letter, together with a listing of the subjects tentatively 
scheduled to be discussed. Because of the necessary lead time and the vagaries of 
second-class mail deliveries, members who may wish to attend certain of these 
meetings should consider requesting first-class mailings of their CPA Letters 
($5.00 per year through the circulation department). A telephone service will be 
established to provide up-to-date information on changes in agenda items for 
meetings scheduled during the next week, cancellations and notice of 
“emergency” or special meetings that have not been previously listed.

Six sets of meeting materials will be available for inspection by those attend
ing a meeting of a “sunshine” committee. A subscription service, at nominal cost, 
will be established to provide advance copies of point outlines, drafts, question
naires and agendas for meetings of AcSEC, AudSEC and the accounting and 
review services committee. A public file will be maintained in the AICPA library 
which will consist of the above documents plus the statement of a committee’s 
operating procedures, minutes of meetings and comment letters on proposals.

An FASB proposal would amend conditions under paragraph 27 (a) of Statement 
no. 8 regarding a forward contract that is intended to hedge a foreign currency 
commitment that was entered into before the effective date of the statement.

Also, the draft would amend paragraph 27 (b) to permit the deferral 
of a gain or loss on a portion of a forward contract in excess of the amount of 
the foreign currency commitment, to the extent that the portion is intended 
to provide a hedge on an after-tax basis. Comments are due by December 15.
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As a result of the establishment of a division for CPA firms with two sections and 
separate peer review committees, many questions have been raised regarding 
the status of the Voluntary Quality Control Review Program for CPA Firms 
adopted by the AICPA’s Council in October 1976. The following is designed to 
clarify the issues raised:
□  The voluntary program will continue to provide consulting reviews (as 

described in the program brochure) to those firms who elect to have a review 
but do not choose to join either of the new sections (SEC practice or private 
companies practice). The program will be administered by the new senior 
committee on quality control standards which will establish the procedures to 
be followed in conducting and reporting on the voluntary reviews.

□  Also, the new senior committee on quality control standards will succeed the 
prior administrative committee and will be responsible for establishing quality 
control policies and procedures for use by the entire profession including
the new sections of CPA firms. An initial pronouncement, “Quality Control 
Policies and Procedures for Participating CPA Firms,” was developed by a 
predecessor special committee and was published in October 1977. Copies of 
these guidelines have been sent to all firms represented in the AICPA. The 
pronouncement should be regarded as authoritative, although it may be 
modified from time to time by the committee on quality control standards.

□  Peer reviews of firms that are members of a section of firms will be mandatory 
every three years. The peer review committee of each section will be 
responsible for establishing the procedures to be followed in conducting and 
reporting on the reviews in its section. Although these procedures may be 
generally similar to those of the voluntary program they need not be. Each 
section will develop its own program to fit the specific needs of its member 
firms. However, the overall AICPA quality control policies and procedures 
are to be used as a basis for measurement.

□  A discussion draft, “Performing and Reporting on Quality Control Compliance 
Reviews,” prepared by a special committee, has been mailed to all firms 
represented in the Institute. Comments should be received by December 15. 
These comments will be considered by the senior committee on quality 
control standards and the two peer review committees in establishing proce
dures for their respective review programs.

□  “Sample Quality Control Documents for Local CPA Firms,” consisting of staff 
prepared illustrations of quality control documents for a two partner and
a four partner firm is being mailed to all firms this month.
Additional copies of the documents mentioned above may be obtained from 

the Institute’s quality control review department.

The Institute’s bylaws provide that any member convicted of a crime defined as a 
felony under the law of the convicting jurisdiction shall have his membership 
in the Institute terminated upon the filing of a final judgment of conviction with 
the secretary of the Institute.

On August 24, 1977 Richard B. Gray of Sarasota, Florida, was notified that his 
Institute membership was terminated following receipt of a final judgment of 
his conviction in the Sarasota County Circuit Court of converting funds of a 
Rotary International District to his own use while serving as its treasurer.
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Draft on Reports 
Involving 
Contingencies 
Issued

AICPA Establishes 
New Committees

Education 
Program Set by 
Ernst & Ernst 
Foundation

The Institute’s auditing standards executive committee has issued an exposure 
draft of a proposed statement on auditing standards, “Auditor’s Report When 
There Are Contingencies.”

The proposed SAS describes the auditor’s reporting considerations when 
there are contingencies that may have a material effect on the financial statements 
being examined. The exposure draft provides that the auditor would not modify 
his opinion because of a contingency if he concludes that the accounting and 
financial reporting for that contingency are in conformity with generally accepted 
accounting principles. However, he would not be precluded from declining to 
express an opinion on financial statements because of the possible effect of a 
contingency on the going concern assumption.

Comments are due by January 31 , 1978. Copies of the draft are available upon 
written request from the Institute’s auditing standards division.

In response to some of the concerns expressed about the accounting profession, 
the Institute’s chairman has recently appointed the following three new 
committees in the auditing standards area:
□  Special Committee on Audit Committee Requirement—The group’s objective is 

to consider the means by which the AICPA may prohibit CPAs from being as
sociated with the financial statements of certain companies unless those com
panies have appointed audit committees meeting specified standards, and after 
considering the views of interested parties, to propose a plan to adopt such
a requirement. The chairman is Robert D. Neary, Ernst & Ernst, Cleveland.

□  Subcommittee on Perpetration and Detection o f Fraud — The group’s objective 
is to study and publish analyses of methods of perpetration and detection
of types of fraud, and to study, with the prior approval of the board of direc
tors, specific instances of alleged audit failures and publish the results of such 
studies, insofar as the need for new or revised auditing standards is indicated. 
Chairing the AudSEC subcommittee is Donald R. Ziegler, Price Waterhouse 
& Co., Philadelphia.

□  Special Committee on Policy Statements on Employee Conduct — The com
mittee is charged with developing, for the guidance of interested parties, a 
model statement of policies dealing with appropriate and prohibited employee 
conduct. Chairman is Kenneth P. Johnson, Coopers & Lybrand, New York.
Also, the following new committee has been established by the accounting 

standards division:
□  Committee on FASB Interpretations and Amendments — The committee is 

charged with preparing letters of comment on exposure drafts of proposed 
interpretations or amendments to FASB statements of financial accounting 
statements. Chairman is Thomas J. O’Reilly, Coopers & Lybrand, Cleveland.

The trustees of the Ernst & Ernst Foundation recently approved a program of 
financial support for the professionalization of accounting education through 
professional schools of education.

The program is aimed at providing financial assistance during the develop
mental phases associated with the transition from a traditional business school 
accounting program to a profession-oriented school. This support is available to 
both separate, free-standing schools of professional accounting and to schools 
of professional accounting within an accredited school of business. Ernst & 
Ernst’s commitment is for $1.25 million over a five-year period.

The firm has mailed a brochure describing the major aspects of the program 
to more than 400 schools. For additional information, contact the Ernst & Ernst 
Foundation, 1300 Union Commerce Building, Cleveland, Ohio 44115.
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Minority 
Accounting 
Scholarships 
To Be Increased

FASB Establishes 
Industry Fellow 
Program

Recent
Publications

SEC Proposes 
Rules on Oil and 
Gas Reserves

Financial aid for education in accounting to minority students, colleges and 
instructors will be increased during the 1977-78 academic year, said Sharon I. 
Donahue, Institute manager of minority recruitment. The funds are provided by 
the AICPA, the Department of Health, Education and Welfare, the American 
Accounting Association and private donations.

Scholarships totaling more than $84,000 will be awarded to 148 accounting 
students in 87 colleges and universities — a 35 percent increase in funds, a 
61 percent increase in scholarships and an 81 percent increase in participating 
schools over last year.

Another $78,000 was granted to eight predominantly minority colleges for 
scholarships. Also, a $164,500 grant will be made to minority faculty for doctoral 
fellowships in accounting and visiting replacement scholarships.

In line with its practice fellow and academic fellow programs, the Financial 
Accounting Standards Board has established an industry fellow program. Fellows 
serve for one to two years on the FASB’s technical staff and are directly involved 
in projects relating to research, interpretations, amendments to and development 
of new standards.

To be considered for appointment, an applicant must be sponsored by a 
company where currently employed and to which the fellow is expected to return; 
have a minimum of five years of accounting experience in industry; and be 
knowledgeable about authoritative accounting pronouncements.

Interested persons should contact the FASB at High Ridge Park, Stamford, 
Conn. 06905.

Financial Report Survey 14: Illustrations o f  Accounting for Employee Benefits — 
This publication deals with accounting for employee benefits in accordance 
with generally accepted accounting principles. Excerpts from financial statements 
of 241 recently-published annual reports are presented. Price is $7.50; $6 to 
members.

Computer Services Guidelines — Management, Control and Audit o f Advanced 
EDP Systems — This publication deals with control mechanisms as they relate to 
advanced EDP systems. Price is $4.50; $3.60 to members.

New Guides for the Professional Accountant — This publication contains 13 
significant articles from the past year’s Journal o f Accountancy. Price is $4; 
$3.20 to members.

These publications can be obtained from the Institute’s order department.

Accounting Series Releases and Staff Accounting Bulletins (as of September 1, 
1977) — This volume contains all the SEC’s releases through no. 225, which remain 
in effect. Price is $10; and copies are available from Commerce Clearing House, 
Inc., 4025 W. Peterson Ave., Chicago, Ill. 60646.

The Securities and Exchange Commission recently proposed that oil and gas pro
ducing companies place a dollar value on their reserves. The commission would 
require publicly-owned oil and gas companies to disclose “the present value 
of future net revenues from estimated production of proved oil and gas reserves.” 

In a separate action, the SEC reasserted its support for oil and gas com
panies to disclose operating and financial data, including exploration costs, as 
proposed by the Financial Accounting Standards Board in its recent exposure 
draft (see August Letter).
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NEW AICPA DIVISION FOR CPA FIRMS: STATUS REPORT

In line with establishing a new division for CPA firms within the Institute, as approved by Council in September, 
executive committees of both the SEC practice section and the private companies practice section recently 
held their first organizational meeting.

The overall objectives of each section will be to improve the quality of services by CPA firms within each area 
and establish and maintain an effective system of self-regulation of member firms.

An independent oversight board composed of public members will be formed shortly by the SEC practice 
section executive committee. Both sections are considering appointments to their peer review committees.

Also, the executive committees approved the organization of several subcommittees and task forces to consider 
specific areas such as membership, planning, liability insurance and continuing professional education requirements. 
In addition, the SEC practice section will establish a committee to consider the impact of audit committees 
on changes in auditors.

Chairing the executive committee of the private companies practice section is Glenn Ingram, Jr., Glenn Ingram & 
Company, Chicago. Other members are: Nolen C. Allen, Cotton & Allen, Louisville; Lucius A. Ashby, Jr., Ashby 
& Co., Denver; Dale M. Blocher, Palm Beach; Ronald P. Elliott, Mills & Elliott, Tustin, California; William G. Farrow, 
Gallant, Farrow & Greene, Phoenix; Drew R. Fuller, Fuller and DeLoach, Atlanta; Arthur Greenspan, Arthur 
Greenspan & Company, Beaumont, Texas; Herbert M. Haber, Paneth, Haber & Zimmerman, New York; Frank B.
Hill, Jr., Hill, Flurry & Company, Montgomery, Alabama; Francis A. Humphries, Gamble, Humphries, Givens & 
Moody, Charleston, South Carolina; and James L. Keeler, Keeler, Phibbs & Company, Harrisonburg, Virginia.

Also, Duane W. Kuehl, Brookfield, Wisconsin; Harry M. Linowes, Leopold & Linowes, Washington, D.C.; John 
Charles MacIlwaine, Battelle & Battelle, Dayton; Robert A. Mellin, Hood and Strong, San Francisco; John L.
Ricketts, Stockton Bates & Company, Philadelphia; Mahlon Rubin, Rubin, Brown, Gornstein & Co., St. Louis; Robert
S. Siskin, Siskin, Shapiro & Company, Hartford; Sandra A. Suran, Portland, Oregon; and L. G. Thoreson, Benson 
& McLaughlin, Seattle.

Staffing the section will be David H. Lanman, the Institute’s former director of council and board administration. 
Chairman of the executive committee of the SEC practice section is Walter E. Hanson, Peat, Marwick, Mitchell 

& Co., New York. Other committee members are: Peter R. Scanlon, Coopers & Lybrand, New York; Patrick J.
Meagher, Price Waterhouse & Co., New York; Ivan O. Bull, McGladrey, Hansen, Dunn & Company, Davenport, Iowa; 
George R. Catlett, Arthur Andersen & Co., Chicago; Robert M. Coffman, Elmer Fox, Westheimer & Co., Denver; 
Robert L. Ferst, Laventhol & Horwath, Philadelphia; Ray J. Groves, Ernst & Ernst, Cleveland; Richard S. Hickok, 
Hurdman and Cranstoun, New York; William S. Kanaga, Arthur Young & Company, New York; and Irving B. Kroll, 
Kenneth Leventhal & Company, Los Angeles.

Also, Paul Lambert, Jr., Lambert & Jones, Washington, D.C.; Rholan E. Larson, Larson, Allen, Weishair & Co., 
Minneapolis; Bernard Z. Lee, Seidman & Seidman, Houston; Robert A. Liberty, Moss, Adams & Co., Seattle; 
Archibald E. MacKay, Main Lafrentz & Co., New York; Harry R. Mancher, S. D. Leidesdorf & Co., New York;
William R. Mette, Jr., Alexander Grant & Company, New York; Russell E. Palmer, Jr., Touche Ross & Co., New York; 
Saul S. Silverman, Clarence Rainess & Co., New York; and Charles G. Steele, Haskins & Sells, New York. Staffing 
the committee is Thomas R. Hanley of the Washington office, who has been director of the Institute’s federal 
taxation division.

Future executive committee meetings have been tentatively scheduled as follows: SEC practice section — 
November 30, December 21, January 25 and February 24 (all meetings in New York).

Private companies practice section will meet December 1-2 (New York), January 19-20 (New Orleans), March 
6 (Chicago), April 27-28 (San Francisco), June 22-23 (Washington, D.C.) and September 7-8 (St. Louis).

QUESTIONS AND ANSWERS REGARDING SECTIONS OF FIRMS
Many questions are being asked by members regarding membership in the two sections of the new AICPA division for 
CPA firms. The following are answers by the staff to those questions most frequently asked:
General
1. Q. Is a member’s firm required to be a member of either section of the new division?

A. No. Participation by firms is wholly voluntary and has no effect on membership in the AICPA by 
individual CPAs.

2. Q. If a firm cannot presently decide whether or not to become a member, will it be able to do so at a later date? 
A. Yes. Hundreds of firms have already applied for membership, but some are deferring a decision until further

details are available regarding such matters as dues and the scope and costs of required peer reviews.
3. Q. Will a membership directory be published for the division or its sections?

A. There is no present plan to publish a membership directory. However, a file of the information submitted by 
each member firm to comply with membership requirements will be open for public inspection at the AICPA.

4. Q. Must a firm have SEC clients to join the SEC practice section?
A. No. Some firms with no SEC clients are joining the SEC practice section because they have clients that 

might be required to register with the SEC in the future.



5. Q. What is the reason for requiring information about a firm to be filed with its application for membership?
A. The information is necessary for use in establishing dues, determining compliance with membership

requirements and to meet the needs of the public to know more about individual CPA firms.
6. Q. What are the annual dues for each section?

A. The private companies practice section dues have been set at $5 per CPA employed by a member firm, 
with a $25 minimum and a $100 maximum.
The SEC practice section dues will be established at a meeting on November 30, 1977. It is estimated that 
they will be $10 per professional staff member employed by a member firm.

7. Q. Should dues be paid with the application?
A. No. Dues for both sections will be billed at a later date.

8. Q. Will there be a quality review program available to firms that do not join either section?
A. Yes. The AICPA quality control standards committee is responsible for administering the previously adopted 

voluntary quality control review program which is available to all firms which have individual members 
in the Institute.

Peer Review
9. Q. If a firm is a member of both sections will it be required to have separate peer reviews for each section?

A. No. The firm would be required to meet only the peer review requirements of the SEC practice section. They 
would be accepted as meeting the requirements of the private companies practice section.

10. Q. Who will establish the policies and procedures for conducting and reporting on peer reviews?
A. The peer review committee of each section will be responsible for establishing the policies and procedures 

for conducting and reporting on peer reviews under its section. Profession-wide quality control policies 
and procedures will be established by the Institute’s quality control standards committee.

11. Q. Who will perform peer reviews?
A. It is expected that peer reviews will be performed by firms engaged by the reviewed firm or by review 

panels appointed by the peer review committee of the section.
12. Q. Who will establish the charges for peer reviews and who will pay them?

A. The reviewed firm will pay the costs based upon the fees charged by the reviewing firm (if a firm-on-firm 
review) or per diem rates and expenses established by the peer review committee (if a panel review).

13. Q. Will the costs of peer reviews be excessively burdensome for sole practitioners or small firms?
A. It is expected that the policies and procedures for peer reviews will be designed so that the costs will not 

exceed a reasonable amount in relation to a reviewed firm’s income.
14. Q. What areas of practice will be covered by peer reviews?

A. It is expected that peer reviews will cover both audited and unaudited financial statement engagements.
They will also include a review of a firm’s compliance with the requirements for membership in the section.

15. Q. How soon must a member firm have a peer review?
A. A firm must have a peer review within three years of becoming a member of either section. It is hoped that 

the machinery for administering peer reviews will be in place early in 1978.
Private Companies Practice Section
16. Q. Will this section have a public oversight board?

A. No. The executive committee has decided that it is not necessary at this time.
17. Q. Will consideration be given to changing the CPE requirement to 120 hours over three years rather than 40

hours each year and restricting the requirement to CPAs rather than applying it to all professional staff 
for smaller firms?

A. Yes. The CPE task force of the section will be expected to develop all the necessary details to be followed in 
meeting the CPE requirement. In doing so, it will give recognition to the requirements which have been 
generally adopted by the state boards of accountancy as well as the degree of financial burden involved.

18. Q. How much legal liability insurance will a member firm be required to have?
A. A task force has been appointed to develop a recommended amount. The executive committee will reach 

a decision as soon as it receives a report from the task force.
SEC Practice Section
19. Q. If a firm has, or acquires for the first time, clients required to make filings with the SEC (whether publicly

or privately owned), must it be a member of the section?
A. No. Membership is entirely voluntary. Failure to join the section would not be a proper basis for 

discrimination against the firm.
20. Q. Will small firms be granted relief from the requirements of rotation of audit partners and concurring

reviews on SEC audits?
A. The peer review committee of the section is empowered to grant relief if justified by the circumstances. It is 

expected that recognition will be given to the special problems of smaller firms.
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Three Ethics 
Amendments 
Proposed: Four 
Interpretations 
Exposed

At the Institute’s council meeting in October, mail ballots of the membership were 
approved to seek modification of the present rules of conduct on advertising 
and solicitation (rule 502) and on incompatible occupations (rule 504). Also, a 
ballot would seek repeal of rule 402 which prohibits offers of employment to 
an employee of another public accountant without first informing such account
ant. The mail ballots are expected to be mailed in late December or early January. 

The text of the proposed new advertising rule is as follows:
Rule 502 — Advertising or Other Forms of Solicitation. “A member shall not seek to 

obtain clients by advertising or other forms of solicitation in a manner that is false, 
misleading or deceptive. The direct uninvited solicitation of a specific potential client is 
prohibited.”

Also, the following draft interpretations of the proposed advertising rule have 
been issued for exposure, subject to approval of the new rule by mail ballot:

Interpretation 502-1 — Informational Advertising. Advertising that is informative and 
objective is permitted. Such advertising should be in good taste and be professionally 
dignified. There are no restrictions on the type of advertising or media, frequency of 
placement, size, art work or type style. Some examples of informative and objective 
content are:

1. Information about the member and the member’s firm such as:
a. Name, addresses, telephone numbers, number of partners, shareholders or 

employees, office hours, foreign language competence and date the firm was 
established.

b. Services offered and fees for such services, including hourly rates and fixed fees.
c. Educational and professional attainments, including date and place of certifica

tions, schools attended, dates of graduation, degrees received and memberships 
in professional associations.

2. Statements of policy or position made by a member or a member’s firm related to 
the practice of public accounting or addressed to a subject of public interest.

Interpretation 502-2 — False, Misleading or Deceptive Acts. Advertising or other 
forms of solicitation that are false, misleading, or deceptive are not in the public interest 
and are prohibited. Such activities include those that:

1. Create false or unjustified expectations of favorable results;
2. Imply the ability to influence any court, tribunal, regulatory agency or similar body 

or official;
3. Consist of statements that are self-laudatory which are not based on verifiable facts;
4. Make incomplete comparisons with other CPAs;
5. Contain testimonials or endorsements;
6. Contain any other representations that would be likely to cause a reasonable person 

to misunderstand or be deceived.

Interpretation 502-3 — Other Forms of Solicitation. CPAs may engage in a variety 
of activities to enhance their reputations and professional stature with the objective of 
expanding their clientele. Such indirect forms of solicitation, which include giving 
speeches, conducting seminars, distributing professional literature and writing articles 
and books, are considered to be in the public interest and are permitted. However, 
a direct uninvited approach by a member seeking to render services to a specific poten
tial client is prohibited because such activity tends to promote exaggerated and unsup
ported claims and the use of misleading and deceptive sales techniques. Such approaches 
are not susceptible to monitoring, verification or control by the profession.

Interpretation 502-4 — Self-designation as Expert or Specialist. Claiming to be an 
expert or specialist is prohibited because an AICPA program with methods for recog
nizing competence in specialized fields has not been developed and self-designations 
would be likely to cause misunderstanding or deception. A member or a member’s firm 
may indicate the services offered but may not state that the practice is limited to one 
or more types of service.

Comments on the interpretations should be sent to the Institute’s professional 
ethics division by November 28.

Rule 504 would be amended to read as follows:
“A member who is engaged in the practice of public accounting shall not con

currently engage in any business or occupation which would create a conflict of interest 
in rendering professional services.”
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Two Named to FASB David Mosso, fiscal assistant secretary of the Department of the Treasury and
Robert A. Morgan, controller of the Caterpillar Tractor Co., have been appointed 
to five-year terms on the Financial Accounting Standards Board. Mr. Mosso’s 
appointment is effective January 1 and Mr. Morgan’s term starts February 1.

One vacancy remains on the board, which is expected to be filled by year-end.

Washington Briefs The Institute will sponsor the fifth national conference on current SEC develop
ments January 4-5 at the Capital Hilton Hotel in Washington, D.C. Speakers 
include SEC Chairman Harold M. Williams and the acting Chief Accountant of the 
SEC, A. Clarence Sampson. For further information, contact the Institute’s 
meetings department.

“Brief Questions and Answers About Certified Public Accountants,” a recently 
updated booklet describing the CPA profession and public practice, is available 
free from the Institute’s legislative reference service for distribution to state 
legislators.

The IRS has raised the standard mileage deduction for the use of personal cars 
for business travel from 15 cents to 17 cents for the first 15,000 miles of business 
travel. Mileage rates in excess of 15,000 miles and rates for charitable, medical 
and moving expense purposes remain unchanged.

The IRS recently issued nine rulings affecting the use of tax shelters. The rulings 
deal particularly with timber royalties, federal land leasing, master recordings, 
movie syndications, road building and tax-sheltered trusts.

Representative John E. Moss (D-Cal.), chairman of the House Subcommittee on 
Oversight and Investigation, said recently that he will delay until late January 
scheduled hearings on the accounting profession, originally set for fall. Speaking 
in Wisconsin, the congressman discussed several aspects of the AICPA’s plan 
for organizational and structural changes which was recently approved by 
council in September. For information, see the December Journal o f Accountancy.

The SEC has released a new compilation of Accounting Series Releases to no.
195. The reprint is available through the Superintendent of Documents, GPO, 
Washington, D.C. 20402, at $7.25 per copy (S/N 046-000-00111-7).

The IRS has established a telephone assistance program designed to help 
employers with pension plan termination-related problems. The number is 
(202) 566-4300 from 8:30 a.m. to 4:30 p.m. EST.

The CPA Letter
American Institute of Certified Public Accountants, Inc.
1211 AVENUE OF THE AMERICAS, NEW YORK, N.Y. 10036
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Metcalf Report 
Calls for Prompt 
Private Sector 
Action

Five CPAs Added 
to Small Business 
Advisory Group

The CPA Letter
A Semimonthly News Report Published by the AICPA

Accounting and auditing standards relating to publicly held companies should be 
set by the accounting profession with close oversight by the SEC. This is the 
thrust of the report of the subcommittee on reports, accounting and management 
of the Senate Committee on Governmental Affairs. The subcommittee, chaired 
by Senator Lee Metcalf (D-Mont.), has no immediate plans for new legislation 
but will hold hearings in 1978 to determine the extent to which its recommenda
tions have been carried out.

Heading the list of recommendations is the establishment of a self-regulatory 
organization with disciplinary powers similar to those of the New York Stock 
Exchange or the National Association of Securities Dealers. All firms that audit 
publicly held companies would be required to join and meet the organization’s 
performance and behavioral standards. A quality review program would be 
an essential element. The SEC would have an oversight role to evaluate and 
determine whether the standards and policies meet established public policies.

The following are among the subcommittee’s other recommendations:
□  Broaden the basis for representation on standard-setting bodies to include 

members from small businesses and accounting firms.
□  Require all firms with publicly held clients to disclose financial data and 

important operating information.
□  Require that the profession or the SEC mandate corporate audit committees 

composed of outside directors.
□  Limit management advisory services by accounting firms to areas directly 

related to accounting. The report states that these related activities “are 
confined to the limited area of providing certain computer and systems 
analyses that are necessary for improving internal control procedures of 
corporations.”

□  End artificial professional restrictions against advertising and talking with 
another firm’s clients. Also, employment offers to employees of other firms 
should be permitted without first consulting with the present employers.

□  Auditors should be liable to private parties who suffer damages as a result of 
the auditors’ negligence.

□  Rotate personnel assigned to a specific audit within an accounting firm, 
pending more study by the profession and the SEC on the desirability of the 
rotation of firms among publicly held corporations.

Copies of the 25-page report will be available about December 1 from the 
Government Printing Office, Washington, D.C. 20402, at $1.25 each. Publication 
number is 052-070-04320-4.

Five CPAs have been named to the Secretary of the Treasury’s 25-member Small 
Business Advisory Committee. The group’s objective is to advise the Secretary 
on certain economic issues affecting the small business community — such as 
capital formation, tax policy, tax administration and governmental regulation.

The new members are: Walton E. Bell III, Washington, D.C.; Bruce G. 
Fielding, Mountain View, California; Vincent M. Panichi, Cleveland; Edward H. 
Pendergast, Boston; and John A. Zerbel, Milwaukee.
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SEC Issues 
Interpretation on 
Mineral Resources

The Securities and Exchange Commission has issued Staff Accounting Bulletin 
no. 18 concerning the data to be disclosed for mineral resource assets employed 
in mining operations by companies subject to the replacement cost disclosure 
rule. Disclosure requirements include the following:
□  Replacement cost data dealing with buildings, machinery and equipment used 

in mining operations.
□  The amount of costs incurred currently in the acquisition, exploration and 

development of mineral properties accompanied by an explanation of
the effects of incurring such costs on the financial statements and a further 
description of the impact of changing costs of such activities.

The disclosures of such information are required beginning in financial 
statements covering fiscal years ending on or after December 25, 1977.

Ethics Interpretation 
on Independence 
and Litigation 
Is Approved

The AICPA’s professional ethics executive committee has approved a new 
interpretation of the independence rule: “The Effect of Actual or Threatened 
Litigation on Independence” (101-6).

The interpretation cites the reasons why independence may be impaired 
when the auditor and a client company or its management are in threatened or 
actual positions of material adverse interests because of actual or threatened 
litigation. The following circumstances are set forth as impairing independence:
□  Commencement of litigation by the present management alleging deficiencies 

in audit work for the client.
□  Commencement of litigation by the auditor against the present management 

alleging management fraud or deceit.
□  An expressed intention by present management to commence litigation against 

the auditor alleging deficiencies in audit work, if the auditor concludes 
that there is a strong possibility that such a claim will be filed.

Litigation not related to audit work that is not material in amount to the 
auditing firm or the client’s financial statements would not usually be considered 
to impair independence.

The interpretation also offers guidelines to identify the points at which 
independence may be impaired in “primary litigation” and in those situations 
where cross-claims or other types of third party litigation may be filed.

The complete text will appear in the January Journal o f Accountancy.

State and Local 
Government Guide 
May Be Amended

The Institute’s accounting standards division has issued a statement of position 
which proposes changes in the AICPA Industry Audit Guide on Audits o f State 
and Local Governmental Units. It was prepared for FASB consideration.

The paper deals with certain aspects of accounting for interfund transfers 
and is essentially the same as the exposure draft issued last January (see 
February 14 Letter). Basically, the statement would broaden the types of funds 
covered by the third category of interfund transfers cited in the audit guide. 
Currently, this category is limited to recurring annual transfers between two or 
more budgetary funds, but under this proposal, the category would be broadened 
to include transfers between funds other than budgetary funds, particularly 
transfers between a general or special revenue fund and an enterprise fund.

Copies of the statement, “Accounting for Interfund Transfers of State and 
Local Governmental Units,” are available at $1.50 from the order department.

The CPA Letter, November 28, 1977. Published semimonthly, except July and August when monthly. Publication and editorial
office: 1211 Avenue of the Americas, New York, N .Y. 10036. Second-class postage paid at New York, N. Y. Copyright © 1977
American Institute of Certified Public Accountants, Inc.

Editor: Roderic A. Parnell Assoc. Editor: Stephen H. Collins
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IASC Approves 
Standard; Three 
Exposure Drafts

New Disability 
Income Plan 
Offered

Hospital Audit 
Guide Amendment 
Indefinitely Delayed

FASB Reaffirms 
Position on 
Pension Draft

At its meeting last month, the International Accounting Standards Committee 
approved for publication International Accounting Standard no. 8, “Unusual and 
Prior Period Items and Changes in Accounting Policies.” The new standard 
deals with the treatment in the income statement of unusual items, prior period 
items and changes in accounting policies and estimates.

After translation and printing, copies of the standard are expected to be 
available by March 1.

Also, at the meeting, the IASC approved for publication the following 
exposure drafts:
□  E ll, “Accounting for Foreign Transactions and Translations of Foreign 

Financial Statements,” which deals with financial accounting for and reporting 
of transactions in foreign currencies in the financial statements of reporting 
concerns.

□  E12, “Accounting for Construction Costs.”
Copies of these two exposure drafts, on which comments are due by April 28, 

are available from the Institute’s international practice division.
□  E13, “Accounting for Taxes on Income,” which deals with accounting for 

taxes in the financial statements of reporting entities.
After translation and printing, copies of E13 are expected to be available 

about April 1. Comments are due by September 15, 1978.

A new AICPA-sponsored long term disability income plan will become available 
January 1, 1978. For eligible CPAs desiring coverage under the plan, it is 
important to act promptly and before January 1, 1978.

The new long term disability income plan is available to individual members 
of the Institute who are eligible — CPAs in public practice, private industry, 
government, education or elsewhere. Special features of the plan include
□  Monthly disability income benefit payments that range from $500 to $3,000 

for total disabilities caused by either sickness or accident.
□  Disability income benefits may be paid for life after a 26 week waiting 

(elimination) period if disability was incurred before age 50 (payments up to 
age 65 if incurred at or over age 50).

□  A voluntary rehabilitation program under which the insured CPA may return 
to work while receiving monthly disability income benefits in reduced 
amounts. The program also includes provision for the payment of approved 
rehabilitation training and education expenses.

Invitations and descriptive literature concerning the new long term disability 
income plan were mailed recently. Any member of the American Institute who 
did not receive the brochures or who desires additional information should 
write or call the Plan Agent: RBH/Reid & Carr, Inc., 605 Third Avenue, New 
York, New York 10016 (212-661-9000).

“Accounting by Hospitals for Certain Marketable Equity Securities,” a statement 
of position proposing changes to the AICPA Hospital Audit Guide, has been 
indefinitely delayed. Slated to be issued in mid-October (see October 10 Letter), 
the paper has gone back to the Institute’s accounting standards division for 
further revision.

In its initial deliberations of the comments received in response to its exposure 
draft on “Accounting and Reporting for Defined Benefit Pension Plans,” the 
FASB has reaffirmed a fundamental conclusion expressed in that proposal — that 
fund reporting alone is insufficient if a financial report is intended to convey 
the financial status of a pension plan.
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Washington Briefs The Securities and Exchange Commission’s advisory committee on corporate 
disclosure recently issued its final report. As expected, the committee said the 
SEC’s current system of corporate disclosure is “essentially sound” and recom
mended only limited modification. Copies are expected to be available from 
the Government Printing Office, Washington, D.C. 20402, shortly.

Harold M. Williams, SEC chairman, stated that he favors the development of an 
accounting system aimed at accurately disclosing the effect of inflation on 
corporate earnings. While refusing to endorse a specific method, he warned that 
reliance on a method that fails to reflect the impact of inflation “would seriously 
handicap” corporate efficiency, expansion and relations with the federal 
government.

Senator Harrison Williams, Jr., (D-N.J.) has introduced legislation that would 
broaden small businesses’ exemption from the SEC’s stock registration require
ments. Currently, a company must register with the SEC and file a prospectus 
if the offering is more than $500,000. This bill would raise the level to $2.5 million.

Legislation to expand the opportunities for small firms to receive federal con
tracts and to simplify the contract procedures for small businesses has been 
introduced by Senator Gaylord Nelson (D-Wis.), chairman of the Small Business 
Committee. Among other items, the bill would require the government to award 
all contracts of less than $10,000 to small firms, if they meet the contract terms.

The IRS recently announced that, effective with the quarter beginning January 1, 
employers will no longer be required to file Schedule A of Form 941, Employer’s 
Quarterly Federal Tax Return, and Schedule A of Form 943, Employer’s 
Annual Tax Return for Agricultural Employees. In Information Release 1903, 
the IRS said the paperwork reduction for all employers would be achieved by 
including the quarterly earnings information on Form W-2.

The SEC has adopted new rules which conform its lease accounting and dis
closure requirements to those standards that were adopted by the Financial 
Accounting Standards Board in its Statement no. 13.

“Statistics o f Income — 1974, Business Income Tax Returns: Sole Proprietorships 
and Partnerships," a report by the Treasury Department, is now available. The 
report classifies business income, expenses and profits by industry and size of 
business receipts. Copies of the report (IRS Pub 438) may be obtained for $4 
each from the Government Printing Office, Washington, D.C. 20402.
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FASB Issues 
Statements on 
Costs and Segment 
Reporting

. . .  Publishes 
Statement on Oil and 
Gas Accounting

. . .  Issues 
Interpretation on 
Accounting Changes

The CPA Letter
A Semimonthly News Report Published by the AICPA

The Financial Accounting Standards Board has issued Statement no. 17, which 
amends the term, “initial direct costs,” and Statement no. 18, which eliminates 
disclosure of segment information in interim period financial statements.

Statement no. 17, which amends Statement no. 13, “Accounting for Leases,” 
affects accounting by lessors only. It defines initial direct costs as “those costs 
incurred by the lessor that are directly associated with negotiating and consum
mating completed leasing transactions.” Included in these costs, but not neces
sarily limited to them, are commissions, legal fees, costs of credit investigations, 
and costs of preparing and processing documents for new leases acquired. Also 
included are that portion of a salesperson’s compensation, other than commis
sions, and the compensation of other employees that is applicable to the time 
spent in these specific activities. Effective date is January 1, 1978.

Statement no. 18 amends Statement no. 14, “Financial Reporting for Seg
ments of a Business Enterprise.” Statement no. 14 had required the disclosure of 
segment information in complete sets of interim period financial statements 
that are expressly described as presenting financial position, results of operations 
and changes in financial position in conformity with generally accepted account
ing principles. Disclosure was not required in other interim financial statements. 
The board, in the new statement, has decided to eliminate any requirement to 
report the information specified in Statement no. 14 in interim financial state
ments pending completion of the interim reporting project now on its agenda.

The amendment is effective December 1, 1977, retroactive to fiscal years 
beginning after December 15, 1976, the effective date of Statement no. 14.

Copies of the new statements are available at $1.50 each from the Publica
tions Division, FASB, High Ridge Park, Stamford, Conn. 06905.

In Statement no. 19, just issued by the FASB, the board has affirmed its con
clusion, announced in July, that oil and gas producing companies are required to 
follow a form of the “successful efforts” method of accounting for costs incurred 
in searching for and developing oil and gas reserves.

A change from the exposure draft is the treatment of stratigraphic test wells. 
They are now to be treated like ordinary exploratory and development wells. 
The effective date is for the fiscal years starting after December 15, 1978, to be 
applied retroactively by restating prior periods.

The FASB has issued an interpretation of APB Opinion no. 20, which clarifies. 
the reporting of accounting changes under AICPA statements of position.

“For the purposes of applying APB Opinion no. 20,” states the interpretation, 
“an enterprise making a change in accounting principle to conform with the 
recommendations of an AICPA statement of position shall report the change as 
specified in the statement. If an AICPA statement of position does not specify the 
manner of reporting a change in accounting principle to conform with its 
recommendations, an enterprise making a change in accounting principle to con
form with the recommendations of the statement shall report the change as 
specified by APB Opinion no. 20.”
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The FASB has added a project to its technical agenda which involves the study 
of the effects of price or rate regulation on accounting for regulated industries, 
The primary objective of the project is to determine the appropriate application of 
definitions of elements of financial statements in the circumstances where selling 
prices are regulated by external authorities.

Chairman of the task force is William D. Hall of Arthur Andersen & Co.

“Census” Taken on 
AICPA Policy- 
Making Bodies

In the course of responding to congressional concerns as to the nature of control 
of the AICPA, the Institute has compiled some statistics on the makeup of its 
policy-making bodies — the council and the board of directors.

As for the board of directors, the analysis shows that of the 16 volunteer 
members, 5 come from “Big Eight” firms, 4 from firms with 50 or more AICPA 
members; 5 from firms having fewer than 50 AICPA members; and 1 each from 
industry and education.

With respect to the council, which comprises 253 members, the following 
table indicates that the largest single group consists of 112 members, 44 percent, 
from firms with fewer than 50 members:

Member Affiliation Number Percent of Council

Eight largest firms 70 28
Other firms with 50 or 

more AICPA members 43 17
Firms having fewer than 

50 members 112 44
Industry 4 2
Government 2
Education 3 1
Retired 19 8

253 100

In a letter to AICPA members, which appears in the December Journal of 
Accountancy, Wallace E. Olson, AICPA president, writes: “These statistics 
clearly demonstrate that neither the Big Eight (nor, for that matter, any other 
single segment) controls the Institute.”

The following new task forces have been established by the Institute’s accounting 
standards division:
□  Task Force on Involuntary Conversions — This group’s objective is to develop 

standards of accounting to reduce the number of alternatives presently 
available, and to establish tax allocation procedures for involuntary conver
sions. The chairman is Michael P. Bohan, Touche Ross & Co., New York.

□  Task Force on Criteria for Rule 203 Exceptions — This task force is charged 
with studying the feasibility of developing criteria for determining when the 
result of applying FASB pronouncements may be misleading due to unusual 
circumstances. Chairing the group is Lavern O. Johnson, Main Lafrentz & Co., 
New York.
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Agenda Item
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AcSEC Issues Draft 
on Cable Television 
Companies

. . .  and on Advance 
Refundings of Debt

AICPA Member 
Expelled

Annual AICPA 
Corporate Survey 
Available

The Institute’s accounting standards executive committee has issued an exposure 
draft of a proposed statement of position, “Accounting by Cable Television 
Companies.”

The proposed SOP describes cable television companies’ current specialized 
accounting practices and expresses the belief that a clarification and a narrow
ing of alternative accounting practices is needed within the industry.

Among its conclusions, the draft notes that there are certain costs in addi
tion to material, direct labor and construction overhead that are related to 
construction, and that these related costs “should continue to be capitalized 
during the prematurity period.” Furthermore, the paper concludes that the most 
appropriate allocation of capitalized plant “would result from a computation of 
depreciation on the basis of total subscriber months over the life of a system.”

Comments are due by January 31, 1978. Copies of the draft are available 
from the Institute’s order department. Also, a public hearing is set for January 31, 
1978. Those wishing to present comments should contact Paul Rosenfield at the 
AICPA by January 17.

AcSEC also plans to issue an exposure draft of a proposed statement of position, 
“Accounting for Advanced Refunding of Debt” in mid-December. The draft 
notes that a refunding of debt is “the replacement of old debt with new debt and 
takes place to obtain a perceived economic advantage.”

The paper discusses three methods that are used to achieve advance refund
ing of debt: net advance refunding, full cash advance refunding, and crossover 
advance refunding. An appendix is included which illustrates each of the methods 
and the appropriate accounting.

AcSEC proposes guidance for the following:
□  The timing of income statement recognition of a gain or loss from an advance 

refunding.
O  When the refunded debt, the refunding debt or both should be included in 

the balance sheet.
□  The method of income statement recognition for interest related to the debts.

Comments are due 60 days after issuance. Copies of the exposure draft are 
available from the Institute’s order department.

The Institute’s bylaws provide that any member convicted of a crime defined as 
a felony under the law of the convicting jurisdiction shall have his membership 
terminated upon the filing of a final judgment of conviction with the secretary of 
the Institute.

On November 2, 1977, Marvin F. Rosenbaum of New York City was notified 
by the secretary that his Institute membership had been terminated. The 
termination followed receipt of a judgment of conviction on the member’s plea of 
guilty of willfully and knowingly filing a false report with the Securities and 
Exchange Commission and of conspiracy to commit the felony.

Accounting Trends and Techniques — 1977 is the updated guide which presents 
a survey of accounting practices followed in 600 stockholder reports for fiscal 
years that ended in 1976 and early 1977.

Virtually all elements have been analyzed to show how different forms, 
techniques and terminology are used in current corporate financial statements 
and auditors’ reports. Comparative tables are presented and numerous examples 
are included. Price is $30; $24 to members. It is available from the Institute’s 
order department.
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Washington Briefs The 1977 “Package X,” information copies of federal income tax forms for
practitioners, is now available. The package includes the new Form 1040A and 
certain changes in the tax law affecting the filing of 1977 returns. It may be 
obtained at $4.25 per copy from the Government Printing Office, Washington, 
D.C. 20402.

The Treasury Department has issued final regulations affecting tax return 
preparers. In Document 40-1, the IRS, among other items, requires that an indi
vidual’s manually signed signature be provided “as a record of the individual who 
is actually responsible for the overall accuracy of the document.”

In IR 1908, the IRS has said it will substantially revise the adjusted basis 
question on Schedule K of the 1977 Form 1065. The question on adjusted basis 
is to be replaced on Schedule K-1 by several questions on the partner’s share of 
liabilities and capital.

The Securities and Exchange Commission has proposed regulations requiring 
companies going private to disclose their plans in advance in order to protect 
minority shareholders. The proposal would subject companies to the antifraud 
provisions of federal securities laws if certain standards of “fairness” to minority 
shareholders aren’t met. Comments are due by January 31, 1978.

The IRS announced recently that in connection with its controversial “11 Ques
tions” program, independent CPAs will no longer have to attest to the affidavits 
of corporate officials and key employees. The IRS added that eliminating the 
attestation requirement doesn’t preclude asking a selected managing partner the
11 questions or any other questions relating to the taxpayer under audit.

“Computer Auditing in the Executive Departments: Not Enough Is Being Done,” 
a General Accounting Office report, is now available. The report urges audits 
to be instigated in the following areas: systems design and development, equip
ment acquisition, specific applications and installation management. Copies of 
the report (FGMSD-77-82) may be obtained by contacting the GAO Reports 
Department, Washington, D.C. 20548 (202/275-6241).

The Treasury Department recently issued the second prototype financial report 
containing illustrative financial statements of the federal government compiled on 
the accrual basis. For further information and a copy of the report, contact the 
Treasury Department (202/566-2041).
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SEC Proposes Rules 
on Accounting 
Litigation

Interpretation 
Issued on 
Consistency

ASD Issues Draft 
on Accounting 
for REITS

The CPA Letter
A Semimonthly News Report Published by the AICPA

The Securities and Exchange Commission has, for the first time, proposed rules 
defining the circumstances in which an accountant involved in litigation will not 
be considered independent from his client. Previously, the SEC had made 
determinations on the independence of accountants involved in litigation on a 
case-by-case basis.

The SEC’s proposals, in Release no. 33-5888, cover the same questions the 
professional ethics division covers in its interpretation of the independence 
rule 101-6, The Effect o f Actual or Threatened Litigation on Independence (see 
November 28 Letter). However, a major difference is that under the SEC’s 
proposals, litigation which is not related to audit work wouldn’t usually be con
sidered to impair independence unless the amount in controversy is material 
in relation to the audit fee. On this precise question, the AICPA interpretation 
states that such litigation doesn’t impair independence unless the amount in 
controversy is material to the auditing firm or the client’s financial statements. 
Comments are due by January 31, 1978.

Also, the SEC issued Accounting Series Release 234, which contains informa
tion on interpretations, guidelines and administrative determinations relating 
to its rules, particularly Rule 2-01 of Regulation S-X.

The staff of the Institute’s auditing standards division has issued an interpretation 
on The Effect o f FASB Statement no. 13 on Consistency (FASB Statement 
no. 13 doesn’t require retroactive restatement until fiscal years beginning after 
December 31, 1980).

Among other items, the interpretation states that “if there is a material effect 
on the financial statements in the first year that leases entered into on or after 
January 1 ,  1977, are accounted for in conformity with FASB Statement no. 13, 
the auditor should give recognition in his report to the inconsistency.” The inter
pretation also includes guidance as to the auditor’s report in subsequent years.

The text of the interpretation will appear in the January Journal o f 
Accountancy. Copies are also available on written request from the Institute’s 
auditing standards division.

The Institute’s accounting standards division has issued an exposure draft of a 
proposed statement of position, Accounting Practices o f Real Estate Investment 
Trusts.

The paper notes that Statement of Position 75-2, Accounting Practices 
o f Real Estate Investment Trusts is inconsistent with certain provisions of 
Statement of Financial Accounting Standards no. 15, Accounting by Debtors and 
Creditors for Troubled Debt Restructurings, which was issued by the Financial 
Accounting Standards Board last June. The division believes that SOP 75-2 
should be amended accordingly and appropriate wording is proposed.

Comments are due by January 20, 1978. Copies of the draft are available 
from the Institute’s order department.
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AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
NOTICE OF PUBLIC HEARING 

Study on the Structure of the AICPA’s Auditing Standards Setting Body
General Information

The Board of Directors of the American Institute of Certified Public Accountants has appointed a special 
committee to study the structure of its auditing standards setting body. The Committee was appointed to consider 
the tentative recommendations of the Commission on Auditors’ Responsibilities with respect to the process of 
establishing auditing standards. The Commission recommended that the present Auditing Standards Executive 
Committee of the AICPA be replaced by a smaller, full-time paid group within the AICPA.

The Committee solicits the views of all persons interested in this subject, and for this purpose, will hold a 
public hearing in accordance with the detailed particulars set forth below. All interested persons are invited.

Detailed Information
Date: Thursday and (if needed) Friday, February 2-3, 1978.
Time: 10:00 a.m. to 5:00 p.m. each day.
Place: Offices of the American Institute of Certified Public Accountants, 1211 Avenue of the Americas 

(5th Floor) New York City.
Purpose: To provide an opportunity for the Special Committee to hear (either in writing, or both in writing 

and orally) from those who are interested in this subject and who wish to present views critical of, or in support 
of the existing or suggested alternative procedures whereby auditing standards are presently established.

Alternatives to the present structure of AudSEC have been suggested to the Special Committee for its con
sideration, and in this connection certain major questions regarding the setting of auditing standards have been 
raised. The views of interested parties are being sought to aid the Special Committee in evaluating the merits of 
these suggested alternatives and in responding to questions which have been raised. The alternatives and questions 
are presented on the reverse side.

Requests to Participate: Individuals or groups wishing to participate should notify Mr. Thomas R. Hanley, 
American Institute of Certified Public Accountants, 1211 Avenue of the Americas, New York, New York 10036, 
in writing not later than January 16, 1978 indicating whether (a) they plan to submit a written statement and 
(b) they wish to make an oral presentation.

Written Statements: The Special Committee strongly urges participants to provide the Committee with a written 
statement of their views. All such statements will be a part of the public record of the hearing. Written state
ments may be submitted without requesting time for oral statements. All written statements will receive the careful 
attention of the Study Committee.

Written statements should be submitted (10 copies) by January 23, 1978. Copies of such statements will be 
available for inspection at the AICPA offices. The Special Committee cannot undertake to distribute copies among 
participants. However, the Committee will, on request, supply the names and addresses of those who have 
indicated an intention to participate. Participants may, of course, bring extra copies of their statements to the 
hearing for distribution.

Oral Presentations: It would be extremely helpful to the Special Committee to have a written statement 
in advance from any person or groups who desire to make an oral presentation at the hearing, and it urges that this 
be done. In general, oral presentations should be limited to summation or elaboration of such statement, or 
comment on statements (written or oral) of other participants. Oral presentation should not be used to read written 
statements into the record — it can be presumed that the Special Committee will previously have read them.

The Special Committee will allot time to each participant. The amount of time allotted will depend at least in 
part on the number of persons who request time for oral presentations and the extent of elaboration on the 
written statements, summation and rebuttal the Committee believes will be helpful to it.

A record of the proceedings will be made. Transcripts will be made available to interested parties upon 
payment of a reasonable fee designed to cover costs.

Members of the Special Committee are: Walter J. Oliphant, Chairman, Ivan O. Bull, Philip L. Defliese, Samuel 
A. Derieux, and Louis M. Kessler.

Further Information
All communications relating to the hearing should be addressed to the Administrative Secretary of the 

Committee:
Mr. Thomas R. Hanley (Department A)
American Institute of Certified Public Accountants 
1211 Avenue of the Americas 
New York, New York 10036



SUGGESTED ALTERNATIVES
Full-Time Paid Board — Membership would consist of not more than seven people. The background and 

experience of the overwhelming majority would be that of auditors from the practicing profession. Terms of office 
would be for perhaps three or four years, and probably with some maximum term of service. Terms would be 
scheduled to expire on a staggered basis.

Compensation would be set at levels high enough to attract members with skills and experience comparable to 
those who now serve on AudSEC. Funding would come from the AICPA general budget.

A member would be expected to sever all ties (could take a leave of absence) from his former firm. His personal 
investments need not be restricted in any way. He would not be prohibited from returning to the practice of 
public accounting, possibly to his former firm, after completing service on the board.

Members would be appointed by the Chairman of the AICPA, with approval by the Board of Directors. An 
advisory group, including people representing audit users, would advise on each appointment.

Smaller Volunteer Board: An alternative to the full-time board recommended by the Commission on Auditors’ 
Responsibilities is an all volunteer board reduced in size from the present 21 members to 15 or fewer members.
In order to obtain broad representation on the smaller board, representation of the eight largest accounting firms 
would be rotated. The meetings would be open to the public so that all firms and other interested parties could 
observe and be kept informed of the activities of the board. Under this proposal, an auditing standard would be 
adopted by a majority vote rather than the present requirement of two-thirds.

Smaller Volunteer Board With Full-Time Chairman: A smaller part-time volunteer board (not to exceed 15) 
chaired by a full-time well-compensated chairman with the experience, stature and leadership capable of providing 
the innovative direction required to achieve the objectives of a professional standard-setting body.

In connection with each of the above, it should be assumed that appropriate technical staff would be provided 
to support operations at peak efficiency. Further, consideration might be given to the establishment of an 
Advisory Board which would serve as a sounding board, would give advice on priorities, would react to proposed 
statements and would be a source of suggestions on matters of public interest which should be considered.

MAJOR QUESTIONS
1. Does the performance of the present Auditing Standards Executive Committee seem to have been deficient?
If so, in what respect? What kind of improvements should be made in the areas of structure and procedure?
2. By what process should the audit standard setting body members, either full-time or part-time, be selected? At 
present, firms and others nominate potential members, the AICPA staff reviews the list of individuals nominated 
to ascertain which nominees seem best qualified, and the AICPA chairman with the concurrence of the Board of 
Directors makes the appointments. Should outsiders, possibly underwriters, bankers, governmental officials, 
security lawyers, academics and others participate in the selection? Should such participation be direct or should 
it be advisory?
3. Financial statement users outside the profession have an interest in the results of auditors’ work. To what extent 
should they be involved in determining and interpreting standards by which audits are performed? What should
be the background and experience of people who serve on the audit standard setting body? Should all, an over
whelming majority, a small majority or a minority consist of members appointed from professional practice? Should 
an academic be included, perhaps to emphasize theory? Should a financial executive or an internal auditor be 
included, perhaps to ascertain that the cost/benefit of revised standards is considered? Should an attorney be 
included, perhaps to ascertain that legal ambiguities are minimized? Others for different reasons?
4. The Commission on Auditors’ Responsibilities suggested that full-time board members need not be prohibited 
from returning to public accounting practice. Should a full-time paid member or chairman sever all ties with
his former firm? Could he return to his former firm without undue criticism about a “revolving door”?
5. To what extent would an advisory group help assure better standards? Would such a role be more important for 
a small full-time board than for a larger board of part-time members? If an advisory board is recommended,
what should be its size and composition?
6. If you believe changes are necessary to improve performance or overcome perceived deficiencies in the existing 
structure, would you recommend:

1. A smaller all-volunteer board of ______ members.
2. Full-time board o f__:---- — members.
3. Full-time chairman with volunteer board o f---------- members.
4. Other:
Compared to the present structure, could this type of board you recommend reasonably be expected to:
• Recognize emerging problems as quickly?
• Acquire more input from interested parties before issuing a statement?
• Perform more research?
• Draft statements that are not ambiguous?
• Draft statements that are more acceptable to the practicing profession? to regulatory agencies? to other users 

of audited financial statements?
• Complete a statement sooner, once it has been started?
• Be more sensitive to cost effectiveness concerns about audits?
• Be more sensitive about increasing auditors’ responsibilities?
Regardless of your recommendation concerning the structure of the board, should the terms of service be 

longer or shorter than the present normal three years?
7. It is essential that the standard setting body be composed of individuals whose qualifications are as high as those 
of the people who have served on AudSEC. Would this type of person be likely to accept appointment on the 
standard setting body under the structure you have recommended?
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The Institute of Internal Auditors has released an exposure draft of the first set of 
standards for the professional practice of internal auditing. The scope of internal 
auditing stated in the proposals is broad and comprehensive, ranging from 
auditing financial records to determining the degree to which the operating 
objectives of a business have been achieved, said Roger Carolus, chairman of the 
IIA professional standards and responsibilities committee.

The standards are expected to be adopted by the IIA’s membership by 
next June, said the IIA.

Copies of the proposal have been distributed to IIA members, members of 
Congress, various government agencies and representatives of major stock 
exchanges. Copies are also available from the IIA, 249 Maitland Ave., Altamonte 
Springs, Florida 32701.

AICPA MEETINGS SUBSCRIPTION SERVICE

Starting in January 1978, meetings of AICPA standards-setting committees will be open 
to the public (see November 14 Letter.) In this connection, a new advance information 
subscription service is now being made available to AICPA members and other 
interested individuals.

Subscribers to this AICPA Meetings Subscription Service will receive — via 
first class mail — advance copies of materials relating to all meetings of the Accounting 
Standards Executive Committee, Auditing Standards Executive Committee,
Accounting and Review Services Committee and Quality Control Standards Committee 
open to the public.

An estimated total of 20-30 meetings will be held by these committees in the 
course of a year. In advance of each of these meetings, subscribers will receive copies 
of the following materials . . .
■ Meeting Agenda ■ Drafts of Discussion Papers
■  Point Outlines ■  Exposure Drafts
■ Questionnaires ■  Highlights of Prior Meeting

An annual subscription fee of $96 has been established for this service, based on 
an estimate of the printing, postage and mailing costs involved. Subscribers will 
have the option to cancel the subscription — on written notice at any time — and receive 
a refund for the unused portion of the subscription fee.

ORDER FORM ■ AICPA MEETINGS SUBSCRIPTION SERVICE

Subscription Department
American Institute of Certified Public Accountants 
1211 Avenue of the Americas, New York, N.Y. 10036
Please enter our subscription to the AICPA Meetings Subscription Service for calendar 
1978 at the annual subscription fee of $96.

Member’s Name___________________________________________________ ________

Firm______________________________________________________________________

Address__________________________________________________________________

City_______________________________________ State_______________ Zip________

IIA Proposes 
Standards for 
Internal Auditors




