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Recent FASB
Actions

In a flurry of new year activity, the Financial Accounting Standards Board
has issued the following new documents:
□ Illustrations of Financial Reporting and Changing Prices is a publication aimed
at assisting companies that must disclose information on the impact of
inflation as required by FASB Statement no. 33, Financial Reporting and
Changing Prices (see October 15 Letter). The booklet provides examples
of numerical presentations and related narrative treatment of this type of
disclosure. Intended to serve as guidance through example, the booklet
provides 14 illustrations of the types of disclosures that might appear in
financial reports. The brochure was created by a 16-member task force
headed by Thomas O. Thorsen, vice president and comptroller of General
Electric Company.
□ Preacquisition Contingencies of Purchased Enterprises, an exposure draft
of a statement, would amend APB Opinion no. 16, Business Combinations.
The draft would specify that (a) amounts that can be reasonably estimated
for contingencies that are considered probable would be recorded as a
part of the allocation of the purchase price and (b) subsequent adjustments
would be included in the determination of net income in the period in
which the adjustments are determined except in certain limited circumstances.
Comments are due by February 29.
□ Elements of Financial Statements of Business Enterprises is a proposed
statement of concepts defining eight elements directly related to measuring
performance of a business enterprise. The elements are: assets, liabilities,
owners’ equity, comprehensive income, revenues, expenses, gains and losses.
Conceptually complete definitions and specific examples of their
application are provided, as well as a detailed discussion of the essential
characteristics that must be present for items to qualify. Comments are due
by May 15.
Copies of the publications may be obtained from the FASB, Publications
Dept., High Ridge Park, Stamford, Conn. 06905.

Search
Committee Seeks
Recommendations

The special committee that was appointed to conduct a search for a successor to
AICPA President Wallace E. Olson (see November 12 Letter) recently
held its first meeting, which was primarily organizational. Several possible can
didates were discussed, but, according to Chairman Stanley J. Scott, the
committee continues to be interested in any suggestions AICPA members may
have for Mr. Olson’s replacement.
The next meeting of the committee is scheduled for January 25 at which time
the qualifications of additional prospects will be reviewed. Recommendations
should be submitted by January 23. However, it is recognized that many
members will not have received this issue of the Letter by that date. Therefore,
Mr. Scott urges any member who has a suggestion to write to him at the
AICPA New York office as soon as possible so that the committee can be in a
position to recommend the most qualified individual available for this office.
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SOP on Title
Insurance
Companies
to be Issued

The Institute’s accounting standards division will shortly issue a statement of
position on Accounting for Title Insurance Companies. SOP 80-1 expresses
the insurance companies committee’s conclusions in certain areas in which
accounting alternatives exist for title insurance companies.
The SOP is significantly the same as the second exposure draft which was
exposed last March (see March 12 Letter). The committee has taken the
position that a title plant is a tangible asset that should not be depreciated
because, if properly maintained, the historical data in a title plant “has an
indeterminate life and does not diminish in value with the passage of time.”
The statement should be applied to financial statements for fiscal years
beginning after December 31, 1980, with earlier application encouraged.
Copies may be obtained later this month from the AICPA order department.

Public
Misunderstanding of
Auditor’s Report
Claimed

There is still widespread public misunderstanding of what an audit really means
in terms of the reliability of companies’ financial statements. This was the
consensus of the dozen educators and issuers and users of financial statements
who testified last month at an AICPA hearing on possible revisions to the
auditor’s standard report.
The hearing was conducted by a special task force of the auditing standards
board which is trying to ascertain whether the standard report should be
clarified. According to D. R. Carmichael, AICPA vice president-auditing, the
testimony and submitted written comments indicate that “the auditor’s standard
report could be improved to make it more informative, but we must be
careful in depicting what an audit does not do.” Also, he said that “we must
make it clearer that financial statements are those of management.”
The board will consider the material gathered by the task force at its meeting
later this month to determine what steps, if any, need to be taken.

Special Committee
to Consider
Bylaw Changes

The special committee that was authorized by the board of directors last
September to undertake a review of the bylaws and to recommend possible
changes which would improve the Institute’s effectiveness has several proposals
under consideration. They include the three suggested amendments submitted
at the AICPA annual meeting last October (see October 29 Letter).
Committee Chairman John Meinert has announced that, in order to insure
that adequate consideration is given to possible revisions of all elements of
the bylaws, the committee welcomes recommendations from any AICPA member.
In addition to Mr. Meinert of Hart Schaffner & Marx, 36 S. Franklin Street,
Chicago, Ill. 60606, other committee members are George Anderson, Anderson,
ZurMuehlen & Co., P.O. Box 1147,1 North Last Chance Gulch, Helena, Mont.
59601; Peter Arnstein, John F. Forbes & Company, 111 Sutter Street, San
Francisco, Calif. 94104; Bernard Barnett, Seidman & Seidman, 15 Columbus
Circle, New York, N.Y. 10023; Paul Browner, Paul Browner Chartered, 406
Wheaton Plaza N., Silver Spring, Md. 20902; Francis Humphries, Gamble
Humphries, Givens & Moody, 205 King Street, Charleston, S.C. 29401; Raymond
Lauver, Price Waterhouse & Co., 1251 Avenue of the Americas, New York,
N.Y. 10020.
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Auditing
Interpretation
Issued

The staff of the Institute’s auditing standards division has issued an auditing
interpretation on The Effect of FASB Statement No. 31 on Consistency. Statement
no. 31 specifies the accounting in financial statements of enterprises subject
to U.S. generally accepted accounting principles for income taxes relating to
recent changes in the United Kingdom tax law concerning “ stock relief.”
The interpretation states that the auditor should not modify his opinion as to
consistency of application of generally accepted accounting principles when
the provisions of Statement no. 31 are applied. The application of the provisions
of Statement no. 31 will result in a lack of comparability of financial state
ments which is caused by a new event (the change in the U.K. tax law), rather
than by a change in accounting principles. However, the auditor should consider
the adequacy of disclosure of the event’s effect in the notes to the financial
statements.
The interpretation will be published in a forthcoming issue of the Journal
of Accountancy.

AICPA Conference
Focuses on SEC
Activities

The 1980’s will be “a period of challenge, innovation and change,” according to
Harold M. Williams, chairman of the Securities and Exchange Commission.
Speaking at the AICPA’s national conference on current SEC developments,
held January 3-4 in Washington, D.C., Williams said the accounting profession
has made significant progress “toward the objective of creating the capability
to assure that appropriate ethical and professional standards are developed
and maintained timely and with a minimum of government legislation or
regulation.” Successfully attaining this goal, he added, “will permit the account
ing profession to emerge from the 1980’s stronger and more vital than it entered
them.” Much, however, he warned, remains to be done for the goal to be realized.
Other speakers at the conference included Donald J. Kirk, chairman,
Financial Accounting Standards Board, and SEC Chief Accountant A. Clarence
Sampson. More than 500 CPAs, corporate financial officers and key govern
mental officials attended. Topics covered in panel discussions included SEC
disclosure trends, small business reporting, nonaudit services, Regulation
S-X, internal controls and inflation accounting.
For further information, see the February Journal of Accountancy.

IFAC Elects
Officers

At its recent meeting, the Council of the International Federation of Accountants
elected the following officers to serve from May 1980 to October 1982:
□ President — Gordon Cowperthwaite, Peat Marwick Mitchell & Co., Toronto,
Canada.
□ Deputy-President — Washington SyCip, SGV & Co., Manila, Philippines.
□ Vice President/Treasurer —Francois Richard, Own Account, Paris, France.
□ Vice President —Athol Mann, Gilfillan, Morris & Co., Christchurch,
New Zealand.
IFAC membership now stands at 73 accountancy bodies from 55 countries.

Regional Council
Meetings Set

As has been the custom for the past several years, AICPA council members from
each region of the country will meet with Institute officials to exchange
views on matters of mutual interest prior to the spring council meeting in
May. The locations and dates are Los Angeles (March 11), Dallas (March 12),
Chicago (March 19), Denver (March 20), New York (March 24) and Atlanta
(March 25). Members who wish to raise issues for discussion should contact
their council members prior to the respective meeting dates.

- 4Washington Briefs

President Carter had on his desk late last month a bill (HR 5224) which would
continue the prohibition of IRS issuance of regulations in several controversial
areas as well as extend several temporary tax provisions. Some provisions:
□ The current prohibition on issuing any regulations affecting the tax treatment
of employee fringe benefits would be extended through May 3 1 , 1981.
□ No regulations affecting the tax treatment of commuting expenses paid or
incurred could be issued before June 1, 1981.
□ The relief rules regarding independent contractors, enacted by the Revenue
Act of 1978, would be extended through December 31, 1980.
The IRS recently proposed regulations concerning the time for filing gift tax
returns and for requesting a statement explaining valuation for estate, gift or
generation-skipping transfer tax purposes. The proposed rules reflect changes
made by the 1976 Tax Reform Act. Comments are due by February 18.
Proposed regulations that would tax unemployment compensation if the
taxpayer’s gross income exceeds a certain amount were announced by the IRS.
The proposed rules would be effective for taxable years after December 3 1 , 1978.
Comments are due by February 18.
The SEC, in Release 33-6166, has issued an interpretive release giving its views
regarding management remuneration disclosure requirements. The release
was issued in response to numerous requests for clarification of new management
remuneration rules adopted by the commission in December 1978.
On another matter, the regulations on shareholder communications noted in
the December 24 Letter are in the November 29 Federal Register, beginning
at p. 68764, not November 11, as reported.
The SEC recently issued Staff Accounting Bulletin no. 36 on the applicability of
financial accounting and disclosure requirements for oil and gas producers
to registration statements and with Form 10-K filings of limited partnerships.
HR 5295, a bill to restore social security benefits for certain retired CPAs and
other retired professionals, was passed by the House late last month. The bill
seeks to restore benefits inadvertently reduced when Congress, in 1977,
amended the Social Security Act and converted the social security earnings
limitation to an annual test of retirement after 1977.

The CPA Letter
American Institute of Certified Public Accountants, Inc.
1211 AVENUE O F TH E AMERICAS, NEW YORK, N.Y. 10036

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

January 28,1980
Vol. 60
No. 2

The CPALetter
A Semimonthly News Report Published by the AICPA

FASB to Discuss
Effect of Rate
Regulation

In a step toward determining accounting guidelines for dealing with economic
conditions and constraints of rate-regulated organizations, the Financial Account
ing Standards Board recently issued a discussion memorandum and slated a
public hearing on the subject.
Entitled Effect of Rate Regulation on Accounting for Regulated Enterprises,
the document states that the authority of regulatory agencies to recognize, not
recognize, or defer recognizing revenues and costs in setting rates charged by
regulated enterprises “adds a unique consideration to the accounting and
financial reporting of those enterprises.” The paper discusses several approaches
to rate regulation, presents a range of viewpoints and considers various methods
of accounting treatment.
The SEC, in 1977, asked the board to reconsider existing accounting rules
relating to rate-regulated enterprises. The AICPA also concluded that the board
should clarify or amend rules on the subject.
Written comments on the paper are due by April 30. The FASB will hold a
public hearing on the issues raised in the paper May 28-29 at the McCormick
Inn in Chicago. For further information, contact the FASB, Publications Dept.,
High Ridge Park, Stamford, Conn. 06905.

First International
Audit Guideline
Issued

The first international auditing guideline, Objective and Scope of the Audit of
Financial Statements, has been released by the International Federation of
Accountants.
The guideline holds that the objective of an audit of financial statements,
prepared within the framework of recognized accounting policies, is to enable an
auditor to express an opinion on the statements. The auditor normally determines
the scope of the audit in accordance with the requirements of legislation, regu
lations, or relevant accounting bodies.
According to Robert L. May, chairman of the international auditing practices
committee, which prepared the guide, “this document clearly distinguishes the
responsibilities of management from those of the auditor.”
Copies can be obtained from the AICPA order department. Price is $2.20 to
members, including the previously issued Preface.

National Banking
School Program Set

The Institute, in cooperation with the University of Virginia’s McIntire School of
Commerce, has slated the first national bank school for June 2-4 at the Univer
sity’s campus in Charlottesville.
The school is designed for partners and managers of local and regional firms
who have or anticipate having commercial bank clients with assets of up to
about $75 million. The program is aimed at providing practitioners with a better
understanding of the regulatory, operating, tax and compliance areas of com
mercial banking.
Tuition is $450; total room and board will be about $125. For further informa
tion, contact Joseph Bartley, AICPA continuing professional education division.

-
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FASB to Publish
Technical Bulletins

Guidance previously summarized in the Financial Accounting Standards Board’s
newsletter, Status Report, will now be issued as FASB Technical Bulletins pre
pared by the staff. These new bulletins will provide timely interpretative guidance
on implementation of accounting standards, but will not establish new standards
or amend existing ones.
The first, Bulletin no. 79-1, Purpose and Scope of FASB Technical Bulletins
and Procedures for Issuance, a draft of which was exposed last fall (see Sep
tember 10 Letter), describes the bulletins’ purpose and scope and the procedures
for issuing them.
Now available are Bulletins 79-2 through 79-19 which deal with matters
previously provided by the board that are “deemed to be of broad and continuing
interest.” These bulletins are sent to subscribers of FASB statements and inter
pretations. For further information, contact the FASB.

New Members
Appointed to FASAC

Nine new members were recently appointed to serve one-year terms on the
Financial Accounting Standards Advisory Council. Chairing the group, which has
responsibility for consulting with the Financial Accounting Standards Board
on major issues, is Paul Kolton, former chairman and chief executive officer of
the American Stock Exchange.
The new members, whose terms began January 1, are: Dennis R. Beresford,
partner, Ernst & Whinney; Charles C. Ellis, senior vice president, RCA
Corporation; Professor David F. Hawkins, Harvard University Graduate School
of Business Administration; Terence E. McClary, vice president—corporate
financial administration, General Electric Company; Edward I. O’Brien, president,
Securities Industry Association; John T. Roche, executive vice president, Kidder,
Peabody & Co. Inc.; Donald H. Skadden, Arthur Young Professor of Accounting,
University of Michigan Graduate School of Business Administration; Bracy
D. Smith, vice president and comptroller, U.S. Steel Corporation; and Gerald I.
White, president, Grace & White, Inc.

Loan Fee Income
Revision May
Qualify Opinions

The Federal Home Loan Bank Board recently announced a change in Insurance
Regulation 523.1, permitting savings & loan associations to record additional
amounts of loan fee income retroactive to January 1 , 1979. The Institute’s savings
loan committee believes that recognition of loan origination fees (acquisition
credits) in accordance with, and solely on the basis of, the new regulation
will probably result in a departure from generally accepted accounting principles.
Thus, the auditor would need to qualify his opinion if the amounts involved
were material. The committee believes that loan origination fee income should be
recognized as current income only to the extent that it is reimbursement for
actual loan origination costs.
FHLBB acceptance of qualified opinions and the need for extensions beyond
the 90-day period for submitting audit reports are matters being pursued by
the committee. Also, the costs to be included in the calculation of “loan
origination costs” are being studied by the committee. Further developments will
be communicated to the members as they become known. The SEC staff has
indicated that auditor opinions qualified for loan origination fees probably will
be challenged, and amendments to Form 10-K may be sought.
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Tax Extension Bill
Signed by President

President Carter has signed into law HR 5224 (see January 14 Letter) which
extended the prohibition of IRS issuance of regulations in several areas such as
fringe benefits, commuting expenses and independent contractors.
A key area in the bill (Public Law 96-167), which was signed just before the
year-end, is an extension of time for filing gift tax returns for the fourth
calendar quarter. Because the bill was signed in 1979, it is effective for gifts
made in the last quarter of 1979. Thus, those taxpayers making gifts in the last
quarter of 1979 with gift tax returns due normally by February 15 would now
have until April 15 to file.
The Institute’s federal tax division had strongly urged that the bill
be signed in 1979.
Another significant provision in the bill would provide an additional twoyear delay (until 1982) in the application of the net operating loss rules
added by the Tax Reform Act of 1976.

Accounting and
Auditing Conference
Scheduled for May

Current technical topics of interest to local and medium-sized firms will highlight
the AICPA’s first National Conference on Accounting and Auditing to be
held on May 28-30 at the Hyatt Regency O’Hare Hotel in Chicago. The 2 ½ day
conference is being planned as an annual event.
Speakers will include practitioners and government representatives, as well
as chairmen and members of the Institute’s senior technical committees and the
auditing standards board who will discuss current and expected developments in
each standard-setting area. Other topics will include internal control evaluations
for small businesses, benefits of quality control standards and reviews for
increased audit efficiency, effective conduct of compilation and review engage
ments and how to develop proficiency in analytical reviews and audit sampling.
Government initiatives for small business problems and ways CPA firms can
minimize law suits against them will also be covered.
Details about registration will be announced soon, but plan now to attend.

SEC Seeks
Accountants

The SEC, particularly the corporation finance division, wants applicants for a
number of professional accountant positions which it expects to fill by May.
Duties include reviewing Form 10-K and registration statement filings to deter
mine if the financial statements are in accordance with generally accepted
accounting principles and that appropriate disclosures are included. Other duties
may include (various) audit functions involving special examinations, internal
audits, bankruptcy audits and general investigative accounting matters.
These positions will be filled at the GS-11 ($20,611) through GS-13 ($29,375)
levels and require at least three years of professional accounting experience
with emphasis on corporate reporting practices. A CPA certificate is not required,
but applicants must have an understanding of GAAP at a level needed to pass
the CPA examination.
Application forms and further information may be obtained from Ms.
Patterson, Office of Personnel, SEC, 500 N. Capitol Street, Washington, D.C.
20549.

Postage Reminder
to Letter Readers

AICPA members who have elected to receive the Letter by first-class mail,
or those who wish to take advantage of this service, should send their checks for
five dollars to the AICPA’s circulation department as soon as possible. This
will assure them of first-class mail delivery for the period from March 1 , 1980
through February 2 8 , 1981. Otherwise their copies will be sent at the usual
second-class rate.

- 4Recent AICPA
Publications

Financial Report Survey No. 20: Illustrations of Selected Proxy Information —
This report surveys the application of SEC requirements to disclose auditors’
services and management perquisites in proxy statements. The examples are
from the reports of the more than 8,000 companies stored in the AICPA National
Automated Accounting Research System. Price is $8; $6.40 to members.
Tax Planning Tips from The Tax Adviser —This guide presents leading prac
titioners’ experiences on more than 300 tax situations encountered in practice.
Price is $16.50; $13.20 to members.
Codification of Statements on Auditing Standards Nos. 1-26 —This volume
codifies all statements on auditing standards in effect as of January 1 , 1980.
Auditing interpretations and other reference material is also included. Price is $9;
$7.20 to members (available next month).
Statements of Position of the Accounting Standards Division as of January 1,
1980 — This practical reference contains all 29 statements of position in effect as
of January 1. Price is $5.50; $4.40 to members (available next month).
The 2-volume package (SASs and SOPs) is $11.50; $9.20 to members.
Guide to Federal Tax Elections (Study in Federal Taxation No. 3) —This updated
edition identifies and summarizes the alternative course of action available
for minimizing taxes under current tax regulations. Price is $12.50; $10 to
members (available next month).
Statement of Tax Policy No. 5 —Taxation of the Formation and Combination of
Business Enterprises —This booklet presents the recommendations of the
AICPA’s federal tax division on alternatives to the taxation of the formation and
combination of corporate and noncorporate business entities. Price is $6.50;
$5.20 to members.
All publications are available from the AICPA order department.
A Reminder: The advance information subscription service for open meetings of
the AICPA’s standards-setting committees is now available for calendar 1980.
Subscribers to the AICPA Meetings Subscription Service will receive, prior to
these meetings, copies of material relating to the meetings such as meeting
agenda, point outlines, questionnaires, drafts of discussion papers, exposure
drafts, and highlights of the prior meeting. The annual subscription fee is $96.

Government
Paperwork Costs
Small Business
$12.7 Billion

Add one more item to the list of soaring costs. A study by the Small Business
Administration shows that the nation’s 10 million small businesses spend
$12.7 billion a year to fill in government forms and reports. Needless to say, the
federal folk are responsible for the lion's share of the paperwork burden,
accounting for $10 billion of the total.
In testimony before the Senate Small Business Committee earlier this month,
Milton D. Stewart, the SBA’s chief counsel for advocacy, said these burdens
“impose a regressive tax on small business.”
He said that the SBA study proposed “ a set of tools . . . to distinguish
unnecessary and duplicative paperwork burdens.” Among them:
□ An inventory of reports which small firms in each industry send to the federal
government. This is available through a computer.
□ An annual catalog of information available in the computerized inventory.
□ A summary of kinds of information required based on key business
characteristics.
Copies of this testimony are available from the SBA’s Office of Public
Communications, 144 L Street, N.W., Washington, D.C. 20416.

- 5 AICPA Member
Expelled

Barry J. Kent of West Hartford, Connecticut, has been expelled from membership
in the Connecticut Society of CPAs and the AICPA following his failure to
comply with the decision of a hearing panel of Regional Trial Board XII.
Mr. Kent was summoned to appear before the hearing panel on November 16,
1979, to explain why he had failed to cooperate with the Connecticut Society
and AICPA in their investigations of allegations that he had committed acts
discreditable to the profession. Mr. Kent, who appeared at the hearing with legal
counsel, took the position that the matters of concern to the committee, which
had been the subject of a lawsuit, had been resolved and that he was nonetheless
not in a position to cooperate in the investigations.
The panel found Mr. Kent guilty as charged and voted to suspend his
membership in the Connecticut Society of CPAs and the AICPA for 30 days.
During the period of suspension, he was directed to cooperate with the
ethics division in its investigation and, if he did not, he would be expelled from
membership in the Connecticut Society of CPAs and the AICPA.
The respondent did not request a review of the decision and did not coop
erate as directed. Therefore, the decision took effect on December 16, 1979
and the expulsion became effective on January 16, 1980.

NOTICE OF AICPA PUBLIC MEETINGS

Accounting and Review Services
An open meeting of the accounting and review services committee will be held in Atlanta on February 11-12
at the Marriott Hotel starting at 9:00 a.m. each day. The agenda is as follows:

February 11 —a.m.
Reporting on Information Other than Financial Statements. (Discussion of preliminary draft.)
February 11 — p.m.
Reporting on Information Other than Financial Statements. (Continued.)
Financial Statements Included in Prescribed Forms. (Discussion of preliminary draft.)
February 12 —
(a.m.) Communication with Users when the Accountant is not Independent. (Discussion of point outline.)
(p.m.) Communication Between Predecessor and Successor Accountants. (Discussion of point outline.)
The next scheduled meeting is in Washington, D.C. on April 23-24.

Federal Taxation
The executive committee of the federal taxation division will hold an open meeting on February 21 (1:00
p.m.-5:00 p.m.) and February 22 (9:00 a.m.-5:00 p.m.) in Room 447 at the AICPA New York Office. The
agenda follows:

February 21 —p.m.
Bankruptcy Legislation Recommendations. (Report of task force.)
Tax Preparer Penalty Survey. (Report of task force.)
February 22 —a.m.
Capital Cost Recovery. (Discussion of preliminary draft.)
Indexation. (Consider draft for publication.)
February 22 —p.m.
Meeting with Assistant IRS Commissioner (technical). (Discussion of agenda items.)
Fringe Benefits. (Report of task force.)
The next scheduled committee meeting is July 17-18 in Minneapolis.
Changes from these meeting notices will be reported by the meetings telephone information service.
The number is 212/575-5694.
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Washington Briefs

At a recent meeting, the Securities and Exchange Commission proposed a revised
Form 10-K, the annual report form used by most reporting companies, to require
that certain basic financial data be set forth in a company’s annual report and
that this data be incorporated by reference in the 10-K. The revised form is the
first proposal in a four-part package designed to reduce the volume of paper
work imposed on registrants and to reduce the time and staff effort consumed in
reviewing filings.
Also, at the meeting, the SEC adopted a new small issue exemptive rule,
Rule 242, which is designed to ease capital formation by small businesses. The
new rule would enable issuers to sell up to $2 million per issue of their securities
during any six-month period without registration to an unlimited number of
“ accredited persons” and to 35 non-accredited persons.
For the first time, the IRS will have an individual in its national office with the
sole responsibility for serving as a taxpayer advocate. IRS Commissioner
Jerome Kurtz recently established an ombudsman office and named a twentyyear IRS veteran, Harold M. Browning, to the position. The position is an
outgrowth of an experimental program begun in 1976 named the problem reso
lution program (PRP). The PRP is geared to solve problems such as procedural,
billing and computer-related errors which haven’t been corrected through
normal channels.
The SEC has proposed new rules dealing with the confidential treatment of
records submitted to, or obtained by, the commission. The commission is seeking
to provide a procedural framework to allow individuals submitting records
to assert a claim that disclosure of the records would not be required under the
Freedom of Information Act for reasons of personal or business confidentiality.
Comments are due by March 5.
“The Subchapter S Capital Formation Act of 1979,” (S. 2168), was recently
introduced by Senator Gaylord Nelson (D-Wis.), chairman of the select committee
on small business. The bill would amend the Internal Revenue Code of 1954
to allow the permissible number of shareholders to rise from 15 to 100 and
authorize issuing additional classes of stock beyond the single class now
permitted.
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Small Business
Sounds Off at
White House
Meeting

President Carter opened the first White House Conference on Small Business,
held in Washington, D.C., last month, stressing the importance of small businesses
as “the essence of the American dream.” The conference focused on getting
small businessmen to speak with one voice on major issues concerning them.
On that score, it was highly successful.
By the meeting’s end, the 1,600 delegates representing a cross-section
of the nation’s 10 million small businesses had put capital formation and retention
at the top of the priorities they believe President Carter should consider. Not
surprisingly, major corporate and individual tax cuts, which some observers
felt might cost the Treasury from $50 to $100 billion a year, were high on the list.
Other key areas were inflation, federal procurement, economic policy, gov
ernmental programs and accelerated depreciation. Seemingly at odds with the tax
cut recommendations was a proposal that the federal budget be balanced,
by statute, in 1981, based on a percentage of the Gross National Product.
In all, conference delegates approved 60 recommendations covering 12 broad
issues which they believe are of most concern to small business. According
to Arthur Levitt, Jr., chairman of the conference and of the American Stock
Exchange, the objective of the recommendations and resolutions is to get
“less interference, less harassment, and less restriction to build and operate our
individual enterprises.”
Organizers of the conference felt that, by the end of the five-day meeting
they were creating a new political force that would aid small business. “First and
foremost, I think it demonstrated for the first time that small business can talk
with a common voice,” concluded Levitt.

MAS Program Set for
Less Experienced
Practitioners

The third annual AICPA National MAS Training Program will be held the weeks
of June 15-20 and June 22-27 at the Austin campus of the University of Texas.
It is sponsored jointly by the University and the Institute’s CPE division.
The first week’s program will deal with consulting skills for practitioners
with less than two years’ experience in MAS, whether or not their firms have
formal MAS departments. Some of the major topics to be covered include
engagement planning, scheduling, conduct and documentation, systems design
and implementation, analytical and problem solving processes, and small
business consulting.
The second week’s sessions will train MAS practitioners with two to three
years’ experience to direct an engagement in designing and implementing a
financial planning and control system for small business clients. Key subjects to
be discussed include organizational structure, profit planning and control
concepts, and report purposes and concepts.
Instruction will consist of lectures by experienced practitioners as well as
small group application sessions led by the University of Texas Graduate School
of Business faculty members. Tuition for each week’s program is $650, plus
$275 for room and board.
For information on this program, contact Stacy Kosmides at the AICPA.
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FASB Clarifies
The Financial Accounting Standards Board recently exposed a proposed inter
Interest Capitalization pretation of FASB Statement no. 34, Capitalization of Interest Cost, to clarify
for “Full Costers”
which assets of oil and gas producers using “full cost” accounting qualify for

interest capitalization. If adopted, the interpretation will specify that only sig
nificant properties and projects whose costs currently are not being depreciated,
depleted or amortized and on which exploration or development is in progress
would qualify for interest capitalization. The proposal states that “costs being
amortized currently represent assets in use in the earnings activities of the
enterprises and are, accordingly, not eligible for interest capitalization.”
Comments on the proposal, Applying FASB Statement no. 34 to Oil and Gas
Producing Operations Accounted for by the Full Cost Method, are due by
March 28. For further information, contact the FASB, Publications Dept., High
Ridge Park, Stamford, Conn. 06905.
Recent AcSEC
Actions

At its meeting last month, the Institute’s accounting standards executive com
mittee took the following actions:
A. Approved two statements of position for publication on
□ Accounting for real estate acquisition, development and construction costs.
□ Clarification of reporting practices of hospital-related organizations.
Publication of the statements is expected next month.
B. Approved two issues papers to be sent to the FASB on
□ Accounting by lease brokers.
□ Accounting for vested pension benefits existing or arising when a plant
is closed or a business segment is discontinued.
C. Approved two letters of comment to the FASB on
□ Accounting for compensated absences.
□ Application of percentage limitations in recognizing investment tax credits
under FASB Interpretation no. 25.

Topics Set for
PCPS National
Conference

Areas to be discussed at the second national private companies practice section
conference, to be held April 27-29 in Miami, will include PCPS activities on
behalf of its member firms; effect of recent pronouncements on local firms;
effective recruiting by local firms; and what the future holds for small and medium
sized CPA firms.
Optional CPE courses on April 30 provide a choice of either an AICPAsponsored course on how to conduct a peer review ($40) or several courses
specifically selected by the Florida Institute of CPAs.
For further information, contact the AICPA meetings department.

Minority Scholarships The Institute’s minority recruitment and equal opportunity committee recently
Announced
announced the award of 89 scholarships for the second half of the 1979-80

academic year. The students, from 47 colleges and universities, received scholar
ships totaling $29,125. Also, the committee has published a summary report
of its second career development seminar held last May. The seminar focused
particularly on the issues and problems confronting the Hispanic professional’s
career. For further information, contact Sharon Donahue at the AICPA.
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AICPA Computer
Conference Set for
Spring

The Institute’s Sixteenth Annual Computer Services Conference will be held
May 19-22,1980, at the Hyatt Regency Dearborn Hotel, near Detroit. It will
focus on practical sessions on computer-based business systems.
As in the past, there will be six different tracks designed to allow registrants
to choose a specific study path. The six tracks include sessions in the following
areas: basic computer audit, advanced computer audit, basic EDP users,
experienced EDP users, using timesharing in an accounting firm and general
topics in EDP. The keynote speaker is James Martin, a noted authority on
distributed processing, data base systems, computer networks and corporate
strategy.
Registration fee is $295; $325 after March 15. Advanced programs will be
mailed in March. For further information, contact the AICPA meetings
department.

SEC Seeks Deputy
Chief Accountant

Applications will be accepted by the Securities and Exchange Commission until
February 29 for the position of Deputy Chief Accountant in the Office of the
Chief Accountant. The position is expected to become vacant about July 1.
According to A. Clarence Sampson, chief accountant, the deputy has a key
role in assisting him in formulating and administering the commission’s
accounting policies. Therefore, candidates must have a comprehensive under
standing of corporate financial reporting, demonstrated ability to devise
innovative solutions to complex problems and certain managerial qualifications.
The position is a career reserved position in the Senior Executive Service
with a salary range of $47,889 to $50,112 annually, plus possible bonuses
and awards.
An announcement describing the position and the required Personnel
Qualifications Statement is available from Craig Kellerman, Office of Personnel,
Room 770, SEC, 500 N. Capitol Street, Washington, D.C. 20549.

NOTICE OF AICPA PUBLIC MEETINGS

Accounting Standards
The accounting standards executive committee will hold an open meeting in Stamford, Connecticut, at the
offices of the Financial Accounting Standards Board on February 26-27, starting at 9:00 a.m. The agenda
is as follows:
February 26 —a.m.
□ Savings and Loan Repurchases. (Consider draft for exposure.)
February 26 —p.m.
□ Forward Commitments and Interest Rate Futures. (Report of task force.)
□ Bulk Purchases of Mortgages. (Discussion of preliminary draft.)
□ Allocating Fund Raising Costs. (Discussion of preliminary draft.)
February 27 —a.m.
□ Airline Industry Guide. (Discussion of preliminary draft.)
February 27 —p.m.
□ Impairment of Value. (Discussion of preliminary draft.)
□ Preacquisition Contingencies. (Discussion of proposed comment letter.)
The next scheduled meeting is in Cleveland on April 23-25.
Auditing Standards
An open meeting of the auditing standards board will be held on March 4-6 in the AICPA boardroom,
New York, starting at 9:00 a.m. The agenda will be reported by the meetings telephone information service.
Future meetings of the board are scheduled for April 15-17, Tampa; June 3-5, New York; July 15-17,
New York.
Changes from these notices will be reported by the meetings telephone information service.
The number is 212/575-5694.

- 4Washington Briefs

The Securities and Exchange Commission has proposed significant changes in
Regulation S-X which would set uniform instructions governing the requirements
for and the periods to be covered by financial statements filed with the com
mission as well as eliminating any major differences with generally accepted
accounting principles. Under the proposals amending articles 3 and 5 and
related items in article 12, uniform instructions would be added to Regulation
S-X for the first time. Comments are due by April 30.
President Carter recently nominated Stephen J. Friedman, a New York securities
lawyer, to be a member of the SEC. If confirmed by the Senate, Friedman
would succeed Roberta Karmel, who resigned last month. Also, in another
personnel move that is in the offing, Irving Pollack, an SEC commissioner since
1974, plans to retire from the commission when his term expires June 5.
The Small Business Administration has issued a proposed rule eliminating the
15 percent ceiling imposed on the cost of Small Business Investment Company
(SBIC) debt financings to small concerns. In lieu of the fixed ceiling, the SBA
proposes a ceiling that would fluctuate with the rate charged by the Federal
Financing Bank. However, according to the SBA, this proposal would not super
sede or preempt any local law fixing an interest ceiling below the rate authorized.
Legislation extending withholding to certain independent contractors at a flat
10 percent rate should be enacted, IRS Commissioner Jerome Kurtz said recently.
A bill (HR 5460) establishing a flat 10 percent withholding rate, which includes
“safe harbors” for certain kinds of independent contractors, cleared the House
Select Revenue Measure Subcommittee last session, but is reportedly headed
for a tough fight through Congress. HR 5224 extended through 1980 the mora
torium on new IRS regulations on independent contractors (see January 14 Letter).
Kurtz also said that this year the IRS plans to match about 80 percent of the
expected 500 million Forms W-2 and 1099 with individual tax returns.
The Cost Accounting Standards Board has issued a proposed rule dealing with the
cost of money as an element of cost of facilities under construction. While
the board provided for the recognition of cost of money in CAS no. 414, the new
proposal extends the concept by recognizing the cost of money as an element
of the acquisition cost to be capitalized. Comments are due by March 14.
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Interpretation on
EPS Computations
Issued

The Financial Accounting Standards Board has approved for publication
Interpretation no. 31, Treatment of Stock Compensation Plans in EPS Computa
tions. The paper, which interprets APB Opinion no. 15 and modifies FASB
Interpretation no. 28, will specify that the funds obtained from assumed exercise
of stock options are comprised of the amount of cash paid upon exercise, the
amount of compensation related to the options to be charged to expense in the
future, and the amount of the tax benefit expected to be credited to capital.
The interpretation will also provide guidance for treatment in earnings per
share computations of variable plans, combination plans and plans payable in
cash or stock. For further information, contact the FASB, Publications Dept., High
Ridge Park, Stamford, Conn. 06905.

FASB Lists
Projects For Next
Two Years

In its newsletter, Status Report, the Financial Accounting Standards Board
recently published an updated plan for major technical projects and other techni
cal activities scheduled for 1980 through 1982.
Under its project on developing a conceptual framework for financial
accounting and reporting, the board listed these projects: elements of financial
statements of business enterprises, qualitative characteristics of financial
information, measurement-financial reporting and changing prices, financial
statements/financial reporting, reporting earnings, funds flow and liquidity, and
accounting recognition criteria.
A final statement on qualitative characteristics of financial information is
slated for the second quarter of 1980; while a final statement on elements of
financial statements of business enterprises is expected before year-end (an
exposure draft was issued in December).
Also, reconsideration of FASB Statement no. 8 on foreign currency trans
actions “is continuing as a high priority project.” An exposure draft is expected
in the second quarter of this year. FASB Chairman Donald J. Kirk, in a recent
speech, said that this is “not only a complex problem, it is a very fundamental
one.” He added: “It involves questions about the measuring unit, about capital
maintenance, recognition, attribute measurement and changing prices.”
In addition, a final statement on defined benefit pension plans is expected
shortly. Later this year, the board will also issue a final statement on disclosures
by employers of pension and other postretirement benefit information.
Other forthcoming projects include:
□ A draft on objectives of financial reporting by nonbusiness organizations is
expected this calendar quarter.
□ A discussion memorandum, Effect of Rate Regulation on Accounting for
Regulated Enterprises (see January 28 Letter), has been deferred pending the
issuance of the revised exposure draft on elements of financial statements.
Also, at a recent meeting, the board tentatively decided to issue an exposure
draft of a statement entitled Balance Sheet Classification of Deferred Income
Taxes. The FASB staff will shortly submit a draft for board approval. The draft
would then be exposed for a 60-day comment period.
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Draft on Adequacy
of Disclosure
Exposed

The Institute’s auditing standards board has approved the issuance of an exposure
draft of a proposed statement on auditing standards entitled Adequacy of Dis
closure in Financial Statements.
The proposal would supersede SAS no. 1, section 430 “Adequacy of Informa
tive Disclosure,” but wouldn’t modify the basic concepts of the section. The
section is being replaced to eliminate guidance that is no longer applicable and
to achieve consistency with subsequent authoritative pronouncements, such as
SAS nos. 12 and 17 and FASB Statement no. 5.
The draft also provides additional guidance on the meaning of “practicable”
as it relates to the auditor providing omitted information in his report. In this
context, practicable “means the information is reasonably obtainable and that
providing the information in his report does not require the auditor to assume tire
position of a preparer of financial information.”
Comments are due by June 27. Copies of the draft will be available shortly
from the AICPA order department.

Two AICPA
Members Expelled;
One Suspended

The Institute’s bylaws provide that any member convicted of a crime defined
as a felony under the laws of the convicting jurisdiction shall have his member
ship terminated without a hearing upon the filing of a final judgment of
conviction with the secretary.
□ Stuart M. Modell of Livingston, New Jersey, was notified by the Secretary on
January 2 2, 1980, that his Institute membership was terminated. The termina
tion followed receipt of a judgment of conviction in a U.S. District Court on
the member’s plea of guilty to charges of wire fraud and failure to pay
employee withholding and FICA taxes to the U.S. Government.
□ James L. Donawho of Fort Worth, Texas, was notified by the secretary on
January 23, 1980, that his Institute membership was terminated upon receipt
of a judgment of conviction in a U.S. District Court on the member’s plea
of guilty of making a false statement to a governmental agency in violation of
the U.S. Code.
On November 13, 1979, a hearing panel of the Joint Trial Board Division’s
Regional Trial Board VI voted to suspend the AICPA membership of Harold G.
Storck of Springfield, Illinois, until December 31, 1981 for having departed from
generally accepted auditing standards and generally accepted accounting
principles in violation of Rules 202 and 203 of the Code of Professional Ethics.
The hearing panel found that the member issued a substandard report on the
financial statements of a client based on fieldwork performed by a non-CPA.
The audit working papers for the report, as well as workpapers for other reports,
were found to be deficient and contained insufficient evidence to issue an
unqualified opinion.
In addition to the suspension, the panel required the member to submit a
written audit program for one of his examinations and a list of audit reports
from which one audit chosen at random by the panel would be subject to review,
and to take 60 hours of selected continuing education courses each of the next
two years. If any of the conditions are not met on time, the panel decided that
Mr. Storck will be expelled from membership in the AICPA.
Mr. Storck, who was present at the hearing, did not request a review of
the decisions and they therefore became effective December 12, 1979.
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RESPONSE TO INQUIRIES ON DISCLOSURE OF THOR-TYPE WRITEDOWNS
In the September 10, 1979, Letter, the federal tax division of the AICPA issued a response to
inquiries concerning the U.S. Supreme Court decision in the Thor Power Tool Co. case (99 S.Ct.
773, 1979) and its effect on preparation of returns for taxpayers who use inventory reserves.
The primary question addressed in this response was whether, in the context of Statement no. 10
on Responsibilities in Tax Practice, a CPA can, without disclosure, prepare a tax return using a
Thor-type writedown, if the taxpayer has consistently used such a method.
Statement no. 10 discusses whether a CPA should disclose positions in tax returns which are
contrary to the Internal Revenue Code or to interpretations of it by the courts, the Treasury
Department or the Internal Revenue Service.
The September 1979 response points out that Internal Revenue Code Section 446(e) requires
a taxpayer consistently using a Thor-type inventory reserve (i.e., an unsubstantiated formula-type
writedown) to continue to use that method of accounting until it voluntarily applies for change, or
until the IRS initiates a change on audit. It goes on to state that Statement no. 10 on Responsibilities
in Tax Practice would not require disclosure, on the return, of the continued use of the reserve
because the situation would not be specifically contrary to the issue decided by the Supreme Court
in Thor in that the continued use of that method would be required under the cited regulations.
The response concludes that a CPA may prepare a return using a Thor-type writedown, without
disclosing such method, if, but only if, that method has been consistently used in prior years.
It also concludes that, where a taxpayer has consistently used such method in the past, it would be
proper to continue to check the box on the return indicating that the inventory is valued at “lower
of cost or market” without further disclosure.
The 1979 U.S. Corporation Income Tax Return, Form 1120, and other business-related returns
have been modified to require increased disclosure regarding inventory methods and practices.
Specifically, the block to be checked on Schedule A, line 8, to indicate whether the taxpayer values
inventory at the “lower of cost or market,” now specifies that such valuation must be in con
formity with the requirements of Regulations Section 1.471-4. A question has also been added
inquiring as to the use of any valuation method other than cost, lower of cost or market as
described in Regulations Section 1.471-4, or writedown of “subnormal” goods as described in
Regulations Section 1.471-2 (c). If any other method is used, the taxpayer is asked to specify the
method and to attach an explanation.
The federal tax division believes these new questions regarding inventory valuation methods
will require disclosure in the case of a taxpayer that uses Thor-type writedowns, whether or not
consistent with prior years. Thus, the conclusions reached in the September, 1979, response have
become moot for 1979 returns. Statement on Responsibilities in Tax Practice No. 3 generally
provides that a CPA shall sign the preparer’s declaration on a federal tax return only if he is
satisfied that reasonable effort has been made to provide appropriate answers to the questions on
the return which are applicable to the taxpayer. Where such a question is left unanswered, the
reason for such omission should be stated. Members should carefully consider the provisions of
Statement No. 3 in answering the inventory valuation questions contained on the 1979 income
tax forms.
(continued)

In addition, the September 1979 response stated that, if the Internal Revenue Service were to
issue a valid blanket permission to change from a Thor Power inventory method to a correct
method, the consistent use of an impermissible method without disclosure would be inapplicable
to the year for which such a procedure is in force.
On February 8 , 1980, the IRS announced the issuance of Revenue Procedure 80-5 and Revenue
Ruling 80-60, which will appear in IRB no. 1980-10, March 10, 1980. Rev. Proc. 80-5 provides a
procedure for taxpayers to change their method of accounting for “ excess” inventory to conform
to a proper method consistent with the Thor decision for the first taxable year (calendar or fiscal)
ending on or after December 2 5 , 1979. The change is to be effected by filing a Form 3115 with the
taxpayer’s return for such year and filing a copy of the form with the national office of the IRS.
The commissioner has granted advance consent for taxpayers to effect the change.
Rev. Ruling 80-60 notes that taxpayers have an obligation to file returns prepared in accord
ance with appropriate laws and regulations and that income tax return preparers are subject to
similar obligations in preparing returns. The IRS also stated that if a taxpayer files a return not
complying with Rev. Proc. 80-5, it will have filed a return not in accordance with the law. There
should be no doubt the IRS will impose correlative responsibility on return preparers.
Since this revenue procedure constitutes “valid blanket permission” within the context of
the division’s September 1979 response to inquiries, it would again be inconsistent with Statement
no. 10 to prepare a tax return with a Thor-type writedown without disclosure. This is so because
the taxpayer is no longer precluded from effecting the change without requesting timely advance
permission to change.
Finally, it should be noted that Statement no. 10 provides, in effect, that a CPA may take a
disclosed position contrary to the permission to change granted by the revenue procedure only
where there is reasonable support for such a position. Although the resolution of the issue of
reasonable support must be made individually by the CPA practitioner, the division cautions
practitioners not to reach such a conclusion that there is reasonable support without carefully
considering the issue and weighing the probable risks on both the preparer and the taxpayer for
doing so.
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SBA Seeks
Profession’s Advice

As part of the White House’s continuing project to ensure that agency regulatory
programs do not place unnecessary burdens on small businesses, the Small
Business Administration has asked the accounting profession to assist it in
identifying troublesome regulations with which small business clients must
contend.
A presidential memorandum sent to department and agency heads last
November directs them to
□ Ensure that new regulations take into account the size and nature of the
regulated businesses.
□ Determine where existing regulatory and reporting requirements can be
tailored to fit the size and nature of the businesses and organizations subject
to them.
□ Identify those rules and regulations for which flexible alternatives are being
considered.
Milton D. Stewart, chief counsel for advocacy, has urged CPAs to commu
nicate directly (with a copy to his office) with any agency where members can
make useful changes in present or proposed regulations and to be specific as to
how a regulation ought to be tailored to businesses of different sizes. Among
the ways this may work, according to Mr. Stewart, are different periods of time
within which to comply, different levels of expenditures of funds for equipment
required to achieve compliance, different standards at different size levels and
different degrees of help from the government to achieve compliance.
Copies should be sent to Office of Advocacy, Small Business Administration,
Washington, D.C. 20416.

Conference on
Administering CPA
Examination Held

The National Association of State Boards of Accountancy’s conference on CPA
examination administration, held in New York in December, drew 68 representa
tives of 37 state boards of accountancy. The conference, sponsored by the
NASBA CPA examination review board, focused on recommended procedures for
protecting the security of examination questions, admission, identification and
proctoring of candidates, and packaging and shipping answer papers to the
AICPA. Presiding at the conference was Thomas F. Cardegna of Maryland,
president of NASBA.
Speakers at the two-day conference included A. Leighton Platt of Oregon,
chairman of the NASBA review board; Rosecrans Baldwin of Illinois; and Brenton
B. Bradford of California.

Admissions Test
Being Considered
for Accounting

The AICPA has contracted with the Educational Testing Service in Princeton,
New Jersey, to undertake a study to identify the skills and abilities that are
needed for success in an academic accounting program. The study will serve as a
basis for determining the feasibility of developing an admissions test to the
study of accounting.
The first phase, now underway, will result in “ a state of the art” document
drawn from existing literature, reports and surveys. The second phase will include
a survey of faculty members and administrators associated with about 100
representative accounting programs in U.S. colleges and universities. Working
closely with ETS will be an advisory committee of prominent educators, admin
istrators and accountants drawn from nominations submitted by the Institute
and the American Accounting Association.
Right now, the ETS welcomes any contribution to its literature search,
including unpublished studies by CPA firms, industries, schools or others. Sug
gestions and materials should be sent to Irene Williams, project director,
Educational Testing Service, Princeton, N.J. 08540.

-6 Washington Briefs

The House Ways and Means Committee recently held a hearing on a bill (HR
3904) that provides an alternative program for multi-employer pension plan
termination insurance under ERISA. The bill contains some of the Pension Benefit
Guaranty Corporation’s proposals, such as:
□ Withdrawal liability requiring an employer to compensate the plan for the
loss to its contribution when it leaves the plan.
□ A provision that plan insolvency rather than plan termination would be the
“insurable event.”
□ An increase in the annual premium for multi-employer plan insurance from
50 cents to $2.60 per capita, phased in over a five-year period.
Senator Gaylord Nelson (D-Wis.) has introduced a bill to provide federal estate
tax relief for family-owned businesses. The bill would specifically exempt from
federal estate tax, 50 percent of the value of a family-owned business, up to a
maximum of $500,000, provided the heirs continue to work in the business for a
five-year period.
The IRS has published a checklist of all charitable organizations in the U.S., thus
providing taxpayers with a way to determine if their contributions to charities
are tax deductible. All the organizations in the publication have been certified by
the government as “charitable.” The Cumulative List of Organizations, publica
tion 78 Rev. 1-80, is available from the Superintendent of Documents, U.S.
Government Printing Office, Washington, D.C. 20402.
“A government wide program to coordinate federal information policies with the
goal of easing reporting requirements and eliminating duplication” has been
introduced by Representative Jack Brooks (D-Tex.) “The Paperwork Reduction
Act of 1980” (HR 6410), would set up an office of federal information policy in
the Office of Management and Budget to formulate and implement policy making
on federal information policies.
In IR 80-16, the IRS reminded taxpayers that the interest rate for tax under
payments and overpayments increased from six to 12 percent, effective
February 1, 1980.
The Senate recently passed a proposal that would eliminate the tax savings that
employers may realize by paying their employees’ share of the FICA tax liability.
The measure, included in a House-passed bill changing certain security liability
programs, would expand the definition of wages subject to the FICA tax to
include the employer’s payment of the employee’s share of such tax.
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Board of Directors
Meeting Highlights

The following are among the actions taken by the AICPA board of directors
at its meeting on February 28-29:
□ Received a report of the special committee to search for a new president and
authorized the chairman of the board, the vice chairman and the chairman of
the planning and finance committee to interview leading candidates for the
office identified by the special committee.
□ Endorsed a draft of an agreement providing for formal integration of the
international accounting standards committee and the International Federation
of Accountants. It is expected the integration will be sought at the
International Congress in 1982.
□ Decided that the directory for the division for CPA firms would include
members as of June 3 0 , 1980, and that the directory would be published as soon
as practicable following that date.
□ Authorized assistance in the form of matching funds to the Vermont Society
to assist in its response to a sunset review of accountancy legislation.
□ Received the report of the special committee on regulation of the profession
and authorized its exposure to Council and other affected groups.
□ Endorsed the reelection of John D. Harper and Arthur M. Wood for three-year
terms on the Public Oversight Board. (There is still a vacancy on the board,
arising from the death of Ray Garrett, Jr. The POB is currently discussing
possible candidates for this position.)
□ Received the preliminary report of the special committee on bylaws and
authorized exposure of the report to the Council for discussion at regional
meetings this month. The report is limited to recommendations regarding
proposals to amend the bylaws which were submitted by petition at the last
annual meeting.

Proposed Inter-Bank
Confirmation
Request Issued

A proposed standard inter-bank confirmation request has been issued jointly
by the committee on banking regulations and supervisory practices of the group
of ten major industrialized countries and Switzerland (the Basle Committee of
Bank Supervisors) and by the international auditing practices committee of
the International Federation of Accountants (IFAC). The proposed confirmation
request is for use by banks and their auditors when they wish to obtain
confirmation of balances or other information from other banks. The two-part
form includes a discussion of the audit confirmation process and the confirmation
request, which contains definitions of selected banking terms.
Use of the request, according to IFAC, is expected to reduce the likelihood
of misinterpretation in bank confirmations, greatly improve the effectiveness
of the confirmation procedures and ease the processing of replies.
Comments regarding experience in the request’s use should be submitted
by April 31, 1981, to Thomas P. Kelley at the AICPA.
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One AICPA Member
Suspended;
Two Censured

On October 22-23, 1979, panels of Regional Trial Board IX heard charges, in
Tampa, Florida, that three members of the Florida Institute of CPAs and the
AICPA had violated technical standards rules of the respective organizations.
□ Arvin E. Scurlock of Cottondale, Florida, was charged in connection with his
report on the financial statements of various funds and account groups of
a municipality. The Florida State Board had previously reprimanded Mr.
Scurlock in connection with the same report, placed him on probation
for two years, during which time he was not to engage in municipal audits, and
required him to complete board-mandated CPE courses during the period
of probation.
Mr. Scurlock, who was not present at the hearing, was found guilty as
charged and suspended from membership in the Florida Institute and the
AICPA until May 5 , 1980, to coincide with the probation period imposed
by the Florida State Board.
□ Ami C. Bergman of Sunrise, Florida, was charged in connection with two
audits which had been the subject of investigation by the Florida State Board
of Accountancy. Prior to the hearing, the Florida State Board had repri
manded Mr. Bergman in connection with the same matters, placed him on
probation for one year, required him to take more hours of continuing
education than is mandated by state law and specified that he undergo a
quality review prior to the expiration of the probationary period.
Mr. Bergman, who was not present at the hearing, was found guilty as
charged and censured by the hearing panel. It was noted, however, that he had
satisfied all the conditions of his probation and has since been reinstated
by the Florida State Board.
□ Robert L. Kennedy of Winter Haven, Florida, was charged with violating the
Florida Institute’s independence rule by failing to disclaim an opinion for
lack of independence in reporting on a client’s financial statements. He had
previously been censured by the Florida State Board of Accountancy
in connection with these financial statements, placed on probation and
required to comply with certain board requirements.
Mr. Kennedy, who was present at the hearing, was found guilty as charged
and censured by the hearing panel. The panel reserved the right to recon
sider its penalty if all of the terms of his probation by the Florida State Board
were not satisfied.
None of the members requested review of the hearing panels’ decisions.
Mr. Kennedy’s censure, therefore, became effective on November 22, 1979, and
the decisions on Mr. Scurlock and Mr. Bergman became effective on
November 23, 1979.

MFOA Slates Fixed
Asset Seminars
for April

The International MFOA Career Development Center of the Municipal Officers
Association has slated three regional one-day seminars on fixed asset accounting
and reporting for April 8 in New York, April 9 in Chicago and April 11 in
Los Angeles. The seminars are aimed at providing government finance officers,
accountants and other interested persons with “the tools necessary to establish,
improve and maintain fixed asset accounting and reporting systems. . . . ”
For further information, contact the MFOA Career Development Center, 180
North Michigan Avenue, Suite 800, Chicago, Illinois 60601.
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Recent AcSEC
Actions

At its meeting late last month, the Institute’s accounting standards executive
committee took the following actions:
A. Approved publication of two exposure drafts:
□ A proposed statement of position on accounting for dollar reverse
repurchase agreements.
O A proposed audit and accounting guide on the airline industry.
B. Approved two issues papers to be sent to the FASB:
□ Accounting for bulk purchases of mortgages between mortgage bankers.
□ Accounting for the inability to fully recover the carrying amount of longlived assets.
C. Approved a letter of comment to the FASB on accounting for preacquisition
contingencies of purchased enterprises.

Speakers Set for
Accounting and
Auditing
Conference

A dinner speech by Mary E. T. Beach, associate director of the SEC’s division of
corporation finance, will highlight the AICPA’s first National Conference on
Accounting and Auditing, to be held May 28-30 at Chicago’s Hyatt Regency
O’Hare Hotel (see January 28 Letter). Ms. Beach heads the Office of Small
Business Policy, which deals with small business capital formation.
Other speakers will include AICPA President Wallace E. Olson; John W.
March, a member of the Financial Accounting Standards Board, and Dennis R.
Beresford, chairman of the Institute’s accounting standards executive board.
Los Angeles attorney William Dickerson will also discuss litigation involving
accountants. Panel sessions will focus on accounting for inflation, governmental
accounting, quality control standards and review, reporting on internal account
ing control and conducting compilation and review engagements.
Registration is $240. Contact the AICPA’s meetings department.

Guide on Quality
Control Policies
and Procedures

The Institute’s quality control standards committee recently issued a guide,
Quality Control Policies and Procedures for CPA Firms —Establishing Quality
Control Policies and Procedures.
This guide supersedes the previously issued guide, A Guide to Implement
the Voluntary Quality Control Review Program for CPA Firms: Quality Control
Policies and Procedures for Participating CPA Firms. The new guide contains
the same quality control policies and procedures included in the previous guide.
However, introductory material has been updated in light of the issuance of
Statement on Quality Control Standards no. 1, System of Quality Control for a
CPA Firm (see November 26, 1979, Letter).
Copies of the new guide will be mailed to all practice units later this month.
For additional information, contact Larry Litowitz at the AICPA.

Recent Publications

Financial Report Survey No. 21: Illustrations of Accounting for Joint Ventures —
This report surveys the application of various methods of accounting for joint
ventures in the financial statements of venturers. The examples are from
the reports of the more than 8,000 companies stored in the AICPA National
Automated Accounting Research System. Price is $8.00; $6.40 to AICPA members.
It is available from the AICPA order department.
The Institute’s computer services division is compiling a data bank of computerrelated courses as a service to members. The data will be categorized by
general topic and will include vendor and recommended CPE credit information.
Those wishing to contribute or use the data bank should contact Lloyd A.
Patterson at the AICPA.
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Special Supplement, CP A Letter, March 10, 1980

S & L COMMITTEE PROVIDES GUIDANCE ON FEE REGULATIONS

The Federal Home Loan Bank Board recently amended its accounting rules to permit insured savings and
loan associations to record, as current income, loan origination fees up to two percent of the amount
of the loan (two and one-half percent for construction loans) plus $400 per loan. Previously, the permissible
amounts were one percent of the amount of the loan (two percent for construction loans) plus $200
per loan. The amendment was effective December 21, 1979, and is retroactive to all loans closed since
January 1, 1979.
The AICPA revised audit and accounting guide for savings and loan associations defines the normal
origination fee as being a reimbursement for the costs of the underwriting process of obtaining appraisals,
processing loan applications, reviewing legal titles to the real estate and other procedures. Any excess
of loan origination fees over loan origination costs is to be accounted for as an adjustment to yield.
The guide further states that loan fees allowed to be recognized as current income by FSLIC regulations
may be recorded as income at loan closings since such amounts do not generally exceed origination
costs. At the time the guide was written, regulatory changes as significant as the current amendment were
not anticipated.
As a result of the regulatory change and a degree of uncertainty arising from the language of the guide,
the AICPA savings and loan associations committee has been requested to furnish guidance to the
profession relative to the recognition of loan origination fees for fiscal years beginning after the effective
date of the revised audit and accounting guide for savings and loan associations.
After careful consideration of the existing comments in the guide, the committee has concluded that the
following is an appropriate interpretation of those comments for use in fiscal years beginning after
December 31, 1978 (the effective date of the guide):
□ Recognition of loan fees in excess of those recognizable under the FSLIC regulation in effect at the
time the guide was issued (one percent of the loan principal amount plus $200 for nonconstruction loans;
two percent plus $200 for construction loans) is permitted only if such recognition can be justified
on the basis of its being a reimbursement of an association’s actual loan origination costs.
□ If the cost justification method is used, the amount of loan origination fees to be recognized as
current income in an annual accounting period should not exceed the aggregate annual loan origination
costs in that same period. Further, the amount of loan origination fees recognized as current income in an
annual accounting period should not exceed the amount of loan fees actually charged on loans
originated during the same period.
□ Capital stock associations will need to report loan origination fees and costs on a quarterly basis.
It is likely that loan origination fees will vary more significantly between quarters than will loan origination
costs. Consequently, it is permissible to recognize loan origination fees in excess of loan origination
costs in a given quarter, providing that cumulative loan origination fees do not exceed cumulative loan
origination costs for the year to date. The committee believes that deferral of loan origination costs
is inappropriate at any time.
□ If an association elects to recognize loan origination fees on the basis of cost justification, that method
of accounting should be followed consistently in all future accounting periods.
□ The committee believes that loan origination costs should include all direct costs attributable to the
loan origination function, such as portions of salaries allocable to the loan underwriting function, related
fringe benefits, data processing loan set-up charges, costs of loan file documents, costs of appraisals
and site inspections and the like.
□ In addition, certain other identifiable general and administrative expenses attributable to the loan
origination function, such as allocable occupancy and equipment costs (including depreciation, property
taxes and property insurance), telephone, postage, and advertising for loans can be included as loan
origination costs.
□ Costs, other than those of a type indicated above, represented by general and administrative expenses,
not being identifiable as being attributable to the loan origination function, such as officers’ salaries
(not directly involved in the loan origination function), loan servicing and savings, personnel salaries,
directors’ fees, travel and entertainment expenses, audit and examination fees, insurance premiums other
than property insurance (including FSLIC), and institutional or savings-oriented advertising costs,
premiums and programs, would not be includable as loan origination costs.
□ Interest, or dividends on savings or borrowed money, would not be includable as loan origination costs.
The accounting standards executive committee concurs with the foregoing interpretation and has
forwarded it to the Financial Accounting Standards Board for inclusion in the board’s process of excerpting
the accounting guidance from the savings and loan guide for the purpose of issuing an exposure draft of
a statement of financial accounting standards.

-
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Interamerican
Accounting
Association Seeks
Financial Support

The Interamerican Accounting Association is seeking individual contributions
of $100 annually to support its research and other activities. The Institute is
one of the IAA’s 22 sponsoring countries and encourages members with a working
knowledge of Spanish and an interest in IAA activities to send their $100
“voluntary dues” for 1980 to: Interamerican Accounting Association, R io Danubio
80 — 4th Floor, Colonia Cuauhtemoc, Mexico 5, D.F., Mexico.
In addition to a donor’s certificate evidencing the person’s financial support,
each contributor will receive copies of the monthly IAA newsletter (Carta
Interamericana) and the quarterly technical journal (Revista Interamericana de
Contabilidad). Some technical articles are published in English and, when
published in Spanish, an English synopsis is included. Contributors can also use
the IAA’s research facilities and other clearing-house activities of the association.
Any questions should be addressed to the Executive Director, Jorge Barajas,
at the IAA office in Mexico City, Donovan Roberts at the AICPA, or Howard
P. Keefe, Interamerican Accounting Association Committee Chairman, 69 West
Washington Street, Chicago, Illinois 60602.

IASC Issues Three
Draft Papers

The International Accounting Standards Committee has issued for comment two
exposure drafts of standards and an issues paper, all of which had been
approved at a meeting late last year (see December 10 Letter):
□ Discussion Paper, Disclosures in Financial Statements of Banks, has two main
sections: a consideration of the need to harmonize bank financial standards
and guidelines for developing disclosures in financial statements of banks.
Comments on this discussion paper are due by September 30, 1980.
□ Exposure Draft 15, Reporting Financial Information by Segment, deals with
reporting financial information by segment of an enterprise. Comments
are due by September 30, 1980.
□ Exposure Draft 16, Accounting for Retirement Benefits in the Financial
Statement of Employers, deals with retirement plan benefits and accounting
for them in employer’s financial statements. Comments are due by December
31, 1980.
Comments on all papers are to be directed to Paul Rosenfield at the AICPA.
The papers, except for Exposure Draft 16 which will be available in early April,
may be obtained from the AICPA order department.

Quality off Life
Seminar Is a
Winner

“By far the most worthwhile seminar I have attended.” This statement typified
the reaction of the participants to the AICPA management of accounting
practice’s first presentation of its seminar on the Quality of Life in late January.
Organized and presented by the husband and wife team of W. Thomas
Porter of Touche Ross & Company and Dixie Jo Porter, president of Porter &
Associates, Ltd., the program focused on techniques to help CPAs and their
spouses cope with the competing demands of professional life, family life and
personal development.
Following an opening session conducted by Gordon Graham, vice president
of the Pacific Institute, on how to set goals to attain one’s objectives in life,
separate sessions were held for CPAs and their spouses which dealt with
designing financial plans that would make it possible to achieve these goals.
Exercise drills that complemented his lecture on combating stress through physi
cal fitness were conducted by Dr. Kenneth Foreman, director of fitness programs
of the Sports Medicine Clinic.
Wrap-up sessions taught participants how to apply theories of time and self
management to design a personal action plan.
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Washington Briefs

Members of a House-Senate conference committee recently gave their final
approval to the windfall profits tax bill (HR 3919). Besides taxing away about half
the oil industry’s revenues from decontrol, the bill would give tax cuts to
individuals who receive interest or dividend income, to heirs selling inherited
assets, and to homeowners and companies spending money to save or produce
energy. The House and Senate are expected to ratify the conference agreement
this month and pass it on to the President.
The Securities and Exchange Commission announced recently that it would study
how the Foreign Corrupt Practices Act, passed in 1977, affects American business
operations abroad. The commission is seeking comments on, among other
things, the effect on competition in foreign markets and whether companies are
in doubt as to what types of payments are illegal. Comments are due by June 30.
The British House of Commons, in mid-February, approved the U.S./U.K.
double tax treaty, leaving only procedural steps to be taken before the pact goes
into effect later this year. The U.S. Senate ratified the treaty last year. The
treaty contains major new provisions on dividends as well as on the activities of
American oil companies operating in the North Sea. The pact is expected to
take effect this spring.
In Proposed Regulations 8918, the IRS has issued proposed regulations regarding
changes in deposit requirements for social security and withheld income taxes.
The proposals provide that employers with aggregate taxes of:
□ Under $500 during a calendar quarter may remit the taxes with their quarterly
returns.
□ $500 but under $1,000 during a calendar quarter may deposit the taxes
quarterly.
□ Under $13,000 for each of the preceding four quarters will have to make
monthly deposits.
□ $13,000 or more during the previous four calendar quarters will have to make
more frequent deposits than currently required.
The IRS, in T.D. 7675, issued a final regulation exempting certain volunteer tax
return preparers from the sanctions imposed by the Tax Reform Act of 1976.
The regulation affects certain individuals assisting others in completing their
federal income tax returns.

TheCPALetter
American Institute of Certified Public Accountants, Inc.
1211 AVENUE O F T H E AM ERICAS, NEW YORK, N.Y. 10036

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

March 24, 1980
Vol. 60
No. 6

The CPALetter
A Semimonthly News Report Published by the AICPA

Recent FASB
Actions

The Financial Accounting Standards Board has issued the following documents
this month:
□ An exposure draft of a proposed Statement of Financial Accounting Stand
ards, Balance Sheet Classification of Deferred Income Taxes, would amend
APB Opinion no. 11, Accounting for Income Taxes. The draft would specify
the basis for classifying deferred income taxes in a classified balance sheet.
Deferred income taxes related to an asset or liability should be classified
the same as the related asset or liability. Deferred income taxes that aren’t
related to an asset or liability should be classified according to the expected
reversal date of the timing difference. Comments are due by May 14, 1980.
□ A proposed Statement of Financial Accounting Concepts, Objectives of
Financial Reporting by Nonbusiness Organizations, would establish the
objectives of general purpose external financial reporting by nonbusiness
organizations. According to the draft, financial reporting by nonbusiness
organizations should provide data that are useful to present and potential
resource providers in particular situations, including making rational decisions
about allocating resources to these organizations and assessing the services
these organizations provide and their ability to continue to provide these
services. Comments are due by September 15, 1980.
□ Interpretation no. 32: Application of Percentage Limitations in Recognizing
the Investment Tax Credit clarifies these limitations relating to the com
putation of income tax expense for financial reporting purposes.
□ Statement no. 35: Accounting and Reporting by Defined Pension Benefit Plans
sets accounting and reporting standards for the annual financial statements of
these plans in the private sector and for state and local governments.
Copies may be had from the FASB, High Ridge Park, Stamford, Ct. 06905.
On another matter, issuance of the FASB’s discussion memorandum, Effect
of Rate Regulation on Accounting for Regulated Enterprises, has not been
deferred as indicated in the February 25 Letter. A public hearing is still scheduled
on the issues at the McCormick Inn in Chicago on May 28-29.

Draft on an Entity’s
Continued Existence
Exposed

The Institute’s auditing standards board has approved the issuance of an exposure
draft of a proposed statement on auditing standards titled The Auditor’s
Considerations When a Question Arises About an Entity’s Continued Existence.
The draft describes types of information that may raise a question about an
entity’s ability to continue in existence as well as factors that may mitigate such
information, including management’s plans and prospective data. It also states
that when an entity’s continued existence is in doubt, the auditor should be
particularly concerned about the recoverability and classification of recorded
asset amounts and the amounts and classification of liabilities. He should
also consider the need for disclosure of the conditions that cause the doubt,
and whether the situation should be regarded as an uncertainty for reporting
purposes.
Comments will be due by June 27. Copies of the draft are available from
the AICPA order department.
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Amended Model
Accountancy Bill
to Be Exposed

The AICPA’s state legislation committee has approved the issuance of an
exposure draft of the Institute’s Model Accountancy Bill, last amended in 1974.
A major change is that the amended bill removes many of the present barriers
to interstate practice by CPAs by providing for the issuance of a permit to
practice to holders of CPA certificates issued by any state. Because a CPA from
any state will be issued a permit to practice in any state, reciprocal certification
and temporary practice provisions are no longer required. “This would make
any state’s CPA certificate a de facto national certificate,” said William Crane,
manager, AICPA’s state legislation department. Some other key provisions:
□ Definitions of opinions on financial statements and the practice of public
accounting are added.
□ A state board of accountancy may waive the Uniform CPA Examination for an
accountant licensed by a foreign country if the board considers his qualifi
cations acceptable substitutes for those required of residents.
□ A foreign-licensed accountant may register with a state board to practice
public accounting only on matters concerning residents or organizations of his
own country.
□ The new bill provides biennial permits and conforms the continuing pro
fessional education establishment period to the biennial permit period.
□ A CPA, public accountant or firm of CPAs or PAs may disclose any data to
other CPAs or PAs conducting a peer review or an ethics investigation under
the auspices of a recognized professional organization.
□ An out-of-state CPA may use the title “CPA” within the state even if he does
not hold a permit to practice provided the title is in no way used in connection
with th e practice of public accounting.
□ The proposal requires that the board of accountancy, upon rendering a
decision to revoke or suspend a certificate or a permit to practice, notify other
boards of accountancy of its action if the individual holds a certificate or
permit to practice in such other jurisdictions.
Comments on the draft are due by August 1 and should be directed to the
Institute’s state legislation department. Copies of the bill will be mailed to
interested parties early next month; additional copies will be available from the
state legislation department.

Sommer Named
Public Member of
AICPA Board

The Institute’s Council recently elected A. A. Sommer, Jr., to fill the unexpired
term of John C. Sawhill as a public member of its board of directors. Sommer, a
partner in the Washington, D.C. law firm of Morgan, Lewis & Bockius, was a
commissioner of the Securities and Exchange Commission from 1973 to 1976.
He also serves as a member of the Financial Accounting Standards Advisory
Council, as chairman-elect of the American Bar Association’s section on corpora
tion, banking and business law, and as a trustee of the Financial Analysts
Research Foundation.
Sommer joins two other public members of the AICPA board. They are
Barbara Hackman Franklin, Washington, D.C., a former commissioner of the Con
sumer Product Safety Council, and Thomas C. Pryor, senior vice president of
the New York-based financial securities firm of Jennison Associates.
Sawhill, who had two years remaining of a three-year term, resigned from the
board several months ago to become U.S. deputy secretary of energy.
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What Do AICPA
Members Do?

During the last five years, the number of AICPA members has increased by almost
38 percent to 155,986 (as of January 31, 1980). Although members in practice
have increased by almost 20,000 to 86,221, their percentage of the total member
ship continues to decrease —down 4 percent to 55.2 percent. There was a
corresponding percentage increase in members in business, industry and miscel
laneous (retirees, etc.) to 38.7 percent. Members in government and education
continue at the same percentage levels.
As far as members in public practice are concerned, those associated with
the largest 25 firms are down about 7 percent, with the smaller firms showing
some increase —especially those with 10 or more members, which rose about 2.8
percent. The tables below reflect the current situation.

Sources of Membership

Members in Practice

AICPA Pushes
Indexation to
Fight Inflation

The AICPA, in a forthcoming statement of tax policy, will propose that the
federal income tax be indexed to minimize the effects of increased taxation
caused by inflation. Indexation of the Internal Revenue Code would link that code
to some measurement of the cost of living, such as the Consumer Price Index.
The paper, to be issued by the Institute’s federal tax division, noted that
increases in the inflation rate have hurt most segments of American society
in recent years. Through indexation, taxpayers could avoid having higher taxes
partially wipe out cost-of-living wage increases that have pushed them into
higher tax brackets, adds the division.
“Taxation of inflation-induced profits and gains leads to the liquidation of
savings, erodes the capital of American business, saps the investment incentive of
the private sector and lowers the standard of living of all Americans, especially
the middle class,” said Arthur J. Dixon, chairman of the Institute’s federal
taxation executive committee.
Copies of the statement, Indexation of the Tax Law for Inflation, are expected
to be available from the AICPA order department in early May.

CPE Catalog
Distribution Set

Continuing the distribution policy begun two years ago, the Institute will soon
mail its 1980-81 CPE Catalog to all practice units and to other individuals request
ing a free copy —not to all AICPA members. Those who had in the past requested
the catalog will automatically receive this year’s edition. Copies may be obtained
free of charge by writing to the Institute’s CPE marketing department.

- 4Trial Board
Admonishes Two
Members

A panel of Regional Trial Board IX held two separate hearings in Miami, Florida
on December 1 7 , 1979, to consider charges against two members for violating
the rules of conduct of the Florida Institute of CPAs and the AICPA.
□ James E. Etue of Fort Lauderdale, Florida, was charged with violating the
FICPA and AICPA technical standards rules by issuing a substandard report
on the financial statements of a client. He had previously been placed on
probation in connection with the same report by the Florida State Board of
Accountancy for three years or until passing the board's written examination,
whichever occurred sooner. The state board also required him to take
continuing education courses in addition to what is mandated by state law
and to submit to the board all financial statements which he prepares during
the period of probation.
□ Richard I. Perwin of Miami Beach, Florida, had been charged with violating
the FICPA and AICPA competence and technical standards rules by issuing
substandard reports on the financial statements of several clients. The
Florida State Board of Accountancy had previously reprimanded Mr. Perwin
in connection with the same reports, placed him on probation for one year
and stipulated that, during the probation period, he take courses in accounting
and auditing in excess of the state’s continuing education requirements.
The board also instructed him to undergo a quality review of his practice
before the probationary period ends.
Both members, who were present at their respective hearings, were found
guilty as charged, admonished by the hearing panel and directed to comply with
the disciplinary actions of the Florida State Board. If they do not, the panel
reserved the right to reconsider its decisions.
Neither member requested a review of his case and the decisions therefore
became effective on January 16, 1980.

SEC to Limit
Document Reviews

The Securities and Exchange Commission recently reorganized its Division of
Corporation Finance and will no longer automatically review all corporate docu
ments submitted to it. The restructuring, which began last month, will reduce
the number of branches to 10 from 15 and focus the work of each branch on six
or seven industry classifications. For reporting purposes, companies have been
assigned to a branch designated by their industry.
The division’s staff plans to create two document categories under the 1933
securities law. One category, including the S-8 registration form filed by com
panies with employee stock option plans, will receive no review. The other, com
prising such documents as S-1 stock offerings, will undergo varying degrees
of review. Documents filed under the 1934 securities law, including annual
10-Ks an d proxy statements, will be reviewed only in a predetermined number of
cases.

Content
Specification
Outlines for CPA
Exam Exposed

The Institute’s board of examiners has prepared an exposure draft of the content
specification outlines for the Uniform Certified Public Accountant Examination.
The proposed content specification outlines list the areas, groups and topics
to be tested, as well as the approximate percentage of the total test score devoted
to each area. Following the exposure period, the board of examiners expects
to issue a revised Information for CPA Candidates booklet which will set forth
the detailed content specification outlines for the Uniform CPA Examination.
Comments on the draft are due by July 31, 1980, and should be directed to
Mitchell Rothkopf, director, examinations division, at the AICPA. Copies of
the draft may be obtained by writing to Mr. Rothkopf.

-
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NOTICE OF AICPA PUBLIC MEETINGS

Accounting and Review Services
An open meeting of the accounting and review services committee will be held in Washington, D.C. on
April 23-24 at the Twin Bridges Marriott Hotel, starting at 9:00 a.m. each day. The agenda follows:
April 23 - a.m.

□ Financial Statements Included in Prescribed Forms.( Consider draft for exposure.)

April 23 - p.m.

□ Information Other than Financial Statements. (Discussion of preliminary draft.)

April 24 - a.m.

□ Subsequent Discovery of Facts Existing at Date of Compilation or Review Report.
(Discussion of point outline.)
□ Communications Between Predecessor and Successor Accountants. (Discussion of preliminary draft.)
April 24 - p.m.

□ Communications . . . (continued).
□ Compilation and Review of Computer-prepared financial statements. (Preliminary discussion.)
The next scheduled meeting is June 17-18, Chicago.

Accounting Standards
An open meeting of the accounting standards executive committee will be held on April 23-24 in Cleveland
at Stouffer’s Inn on the Square starting at 8:30 a.m. The following is the agenda:

April 23 - a.m.

□ Regulation S-X Amendments, Securities Disclosure and Form 10-K Revisions.
(Consider draft comment letter.)

April 23 - p.m.

O Accounting for Stock-based and Formula-based Compensation Plans. (Preliminary discussion.)

April 24 - a.m.

□ Effect of Rate Regulation on Accounting for Regulated Enterprises. (Consider draft comment letter.)
□ Personal Financial Statements.. (Consider draft for exposure.)
April 24 - p.m.

□ Elements of Financial Statements of Business Enterprises. (Consider draft comment letter.)
□ Accounting in Consolidation for Issuances of a Subsidiary’s Stock. (Consider draft for publication.)
The next scheduled meeting is on June 17-19 in New York.

Auditing Standards
The auditing standards board will hold an open meeting in Tampa at the Innisbrook Hotel on April 15-17
starting at 9:00 a.m. The agenda will be reported by the meetings telephone information service.
Future scheduled meetings are June 3-5, New York; July 15-17, New York; and August 26-28, Toronto.
The auditing standards advisory council will hold an open meeting at the Host International Hotel in
Tampa on April 18 starting at 9:00 a.m. The agenda will be reported by the meetings telephone
information service.

The next meeting will be held on June 2 in New York.

Professional Ethics
An open meeting of the professional ethics executive committee will be held on April 23 at the AICPA
offices in New York from 9:00 a.m. to noon. The agenda follows:
□ Interpretation 101-7, Application of Rule 101 to Professional Personnel. (Consider modifications.)
□ Ethics Ruling no. 59, Account with Brokerage Firm. (Consider modifications.)
□ Proposed Ethics Ruling, Practice of Public Accounting Under Name of Association or Group.

(Consider draft for publication.)
The next scheduled meeting will be held on July 8-10 in Los Angeles.

Quality Control
The quality control standards committee will hold an open meeting on April 23 at the AICPA offices in
New York starting at 8:30 a.m. The agenda follows:
□ Interpretation of Quality Control Standard no. 1, Implementation of Inspection in CPA Firms.
(Consider draft for publication.)
□ Present Guidance Material on Quality Control Policies and Procedures. (Task force report.)
□ Quality Control of the Work of Affiliated Correspondents and International Practice. (Task force report.)
The next scheduled meeting is in San Francisco on June 27.

Changes from these meeting notices will be reported by the meetings telephone information service.
The number is 212/575-5694.
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Washington Briefs

Chairman Russell B. Long (D-La.) of the Senate Finance Committee will head the
Senate conferees in the House-Senate conference on HR 3236 which would
change certain social security disability programs. Among other things, the bill
would eliminate tax savings when the employer pays the employee’s share of
the FICA tax (section 507). As originally drafted in the Senate, payments for do
mestics in the home were the sole exemption. The Senate version broadens
the exemptions to cover small businesses, state and local governments and private
nonprofit organizations. House conferees are expected to be named soon.
The Cost Accounting Standards Board has issued an interpretation of CAS 403
to clarify the way state and local income taxes and franchise taxes are to be
allocated from a contractor’s home office to its divisions. The CASB also issued a
final rule amending CAS 404 to raise from $500 to $1,000 the minimum acqui
sition cost criterion that the CAS-covered contractor must designate. For further
information, contact the CASB, 441 G Street, N.W., Room 4836, Washington, D.C.
20548.
Guidance to issuers in disclosing relationships with independent public account
ants in proxy statements is the subject of the SEC’s Staff Accounting Bulletin
no. 38. This new bulletin amends SAB no. 25 and indicates that reviews made to
determine the adequacy of the system of internal control or reviews of a
company’s procedures for making such determinations should be considered as
services provided in connection with the audit function.
A bill was introduced in the Senate recently that would simplify and consolidate
all business lending of the Small Business Administration. In introducing the
bill, Senator Gaylord Nelson (D-Wis.) said that the bill would provide for a single
SBA financing program with flexible maturity, a $750,000 ceiling and a revised
interest rate.
The IRS has issued final regulations and a set of proposed rules for allowable
disclosures or use of tax return information by tax return preparers. In T.D. 7676,
the IRS generally expanded the list of disclosures or uses of tax return infor
mation to which the criminal sanction of Section 7216 does not apply. The pro
posals further extend the exception for the disclosure of any tax return
information to a wider definition of federal and state officials.
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George Anderson
Heads Officer
Slate

George D. Anderson of Helena, Montana, heads the list of officers, directors,
council members and national review board members to be proposed by the
AICPA’s nominating committee for action at the fall council meeting. Mr.
Anderson, a partner in the firm of Anderson Zur Muehlen, has been nominated
as vice chairman (chairman-nominee) and is expected to succeed William
Kanaga, who will serve as chairman 1980-81. (See supplement for full report.)

Philip Chenok
Named AICPA
President

The AICPA’s board of directors has named Philip B. Chenok president of the
Institute to succeed Wallace E. Olson, whose term of office expires July 1, 1980.
Mr. Olson, who has been AICPA president since 1972, will remain with the
Institute in an advisory capacity until the end of the year. The board’s action
will be submitted to the council at its May meeting for ratification.
Mr. Chenok has been a major figure in the profession’s standards setting.
He served as chairman of the auditing standards board, and its predecessor,
the auditing standards executive committee, from 1976 to 1979.
A partner in Main Hurdman & Cranstoun since 1967, Mr. Chenok is the firm’s
director of auditing and chairman of its professional standards committee.
He also is a member of the accounting and auditing committee of Klynzeld Main
Goerdeler (KMG), Main Hurdman & Cranstoun’s international firm.
Other AICPA service has included membership on council and a variety
of committees. Mr. Chenok was also one of three delegates from the United States
to the Accountants International Study Group.
He received his undergraduate degree in 1957 from New York University
and later obtained an MBA from its Graduate School of Business Administration.
He was certified in New York in 1961.
Mr. Chenok and his wife, Judith, live in Greenwich, Connecticut.

Special Meeting of
AICPA to Be Called

Approximately 240 AICPA members have signed a petition for a special meeting
of the membership. The bylaws provide that “the chairman of the board shall
call a special meeting of the Institute when so requested . . . upon the written
request of at least 200 members of the Institute...” and that the board of directors
shall establish the time and place of the meeting. The sole purpose of the
meeting is to decide whether to submit the following resolution to the entire
membership for vote by mail ballot:
□ RESOLVED, That the Institute refrain from incurring any additional expenses
in connection with its sponsorship of and the activities of the Division for
CPA Firms for which it is not reimbursed by said division, and
□ RESOLVED, That the Institute and the Division for CPA Firms be directed
not to publish or cause the publication of a directory of members of the
Division for CPA Firms.
Announcement of the time and place of the special meeting will be made
in a forthcoming issue of the Letter.

- 2ABA Issues Bank
Bonding Plan
Guidelines

The Institute’s committee on banking will shortly issue a document, Suggested
Guidelines for CPA Participation in the American Bankers Association Preferred
Group Bonding Plan. These guidelines are intended to familiarize CPAs with
the ABA preferred group bonding plan, to describe how to obtain approval from
the ABA as a “banking examination firm,” and to provide guidance for estab
lishing the scope of special examinations and issuing reports thereon.
The plan was developed by the ABA to help bankers and insurers establish
and maintain a bankers blanket bond insurance market. It specifies certain
steps that must be taken before a bank can be accepted into the preferred group
program. The plan contains guidelines and procedures designed to reduce
the risk of losses arising from dishonest acts of directors, officers and employees.
The plan is intended primarily for banks with total assets of $300 million or less.
The AICPA committee on banking has issued these guidelines as additional
guidelines for CPAs wishing to participate in the plan as examiners. Copies
will be available later this month from the AICPA order department.

AICPA Proposes
Changes in
Current Tax Code

In its regular biennial Recommended Tax Law Changes message to Congress and
the Administration, the Institute’s federal taxation division recommended
several amendments to the Internal Revenue Code to “ simplify the tax system”
and to make it “more equitable.” Among the recommendations are the following:
□ Increase the amounts individuals may set aside for their retirement in IRAs
and Keogh plans. “Raising the ceiling would prevent inflation from eroding
the value of an individual’s pension,” noted Kenneth F. Thomas, director,
AICPA federal taxation division, adding, “we are proposing an annual
adjustment to reflect the increase in cost of living, bringing such plans more
in line with what is allowed in corporate retirement plans.”
□ Permit a deduction for meal expenses on business trips whether or not the
taxpayer is away from home overnight.
□ Enact legislation to make clear that all “ ordinary and necessary” estate
planning expenses are deductible.
□ Allow a deduction for a business’ pre-operating expenses if they normally
would be deductible once operations have begun.
Copies of the booklet are free from the AICPA order department.

Recent ASB
Actions

At its meeting earlier this month, the Institute’s auditing standards board took the
following actions:
□ As to auditors’ reports, agreed to revise the auditor’s standard report.
□ The joint conference of the accounting and review services committee and the
board agreed that it is acceptable for an accountant to compile financial
statements that omit substantially all disclosures from audited financial
statements as long as standards are developed to provide guidance in situa
tions when the audit report is qualified.
□ As to a revision of SA S no. 1, section 610, agreed that the auditor should
issue a disclaimer on supplementary information, required by the FASB,
modified to explain that certain limited procedures were performed.
□ As to comfort letters and interim reviews, agreed that an SAS no. 24 report
should not be addressed to an underwriter.
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REPORT OF THE NOMINATIONS COMMITTEE
To: Members of the
American Institute of
Certified Public Accountants
Pursuant to Article VI, Sections 6.1.6 and 3.3 of the bylaws, the following report of the Nominations Committee
is submitted.
Donald J. Schneeman, Secretary
New York, N.Y., March 12, 1980
The Nominations Committee 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 1980 Annual Meeting to the 1981 Annual Meeting or until their successors shall be elected.)
Chairman of the Board:

William S. Kanaga, New York
Vice Chairman of the Board:

George D. Anderson, Montana
Vice Presidents:

A. Marvin Strait, Colorado

John J. van Benten, Indiana

Arthur R. Wyatt, Illinois

Ray J. Groves, Ohio
Raymond C. Lauver, New York

Herman J. Lowe, Louisiana

Donald L. Scantlebury,
District of Columbia
Robert S. Siskin, Connecticut

Donald H. Skadden, Michigan
Willis A. Smith, New Jersey

Treasurer:

William B. Keast, New York
For Members of the Board of Directors:

(Three years)
Barbara Hackman Franklin
District of Columbia

(Public Member)

For Council Members-at-Large:

(Three years)
John C. Burton, New York
Thomas L. Holton, New York
Haldon G. Robinson, New York

(Two years —to fill a vacancy created if John J. van Benten is elected Vice President)
Irving B. Kroll, California
For Elected Members of Council:

(Three years)

California—Robert W. Ford
Duane C. Hansen
Gary D. Johnson
Frederick A. Marcussen
Robert G. Martin
Colorado—James W. Grimsley
Delaware—William H. Master
District of Columbia—Stanley R. Jones
Florida—Irving Jerome Bloom
George L. Patterson
Idaho—Fred J. Hill
Illinois—Robert H. Jenne
Robert C. Sassetti
Louisiana—Robert A. Peyroux

Maryland—Charles E. Keller III
Massachusetts—Raymond L. Hellmuth
Michigan—Seymour M. Israel
Richard R. Sidnam
Minnesota—Charles E. House
Mississippi—Joseph F. Curry
New Jersey—George V. Curchin
Daniel S. Goldberg
William J. Murray
New York—Norman Berlant
Alan P. Brout
A. Rick D’Arcangelo
Leonard A. Dopkins
Samuel P. Gunther

For Members of the National Review Board:

(Three years)

J. Gregory Hickey, Connecticut
Don A. Nelson, California

Jack J. Rehmann, Michigan
George E. Tomwall, Jr., Florida

North Carolina—William E. Perdew
Ohio—Harrison P. Edwards
James H. Kausch
Oklahoma—Wayne L. Garrison
Oregon—Leroy C. Livermore
Pennsylvania—Robert J. Hilly
Thomas A. Monahan, Jr.
Puerto Rico—(To be announced)
Texas—Samuel P. Bell, Jr.
Stanley H. Voelkel
Charles T. Zlatkovich
Utah—Robert D. Hazen
Virginia—Seab E. DuVall, Jr.
Wisconsin—Roger G. Froemming

The Committee will nominate the above Officers, Members of the Board of Directors, Members of Council-atLarge and National Review Board members at the Council Meeting on Saturday, October 4, 1980, in Boston,
Massachusetts. No nominations from the floor will be recognized. However, independent nominations may be
made by any twenty members of Council if filed with the Secretary at least four months prior to the Annual
Meeting of the Institute which is to be held in Boston on October 4, 1980.
Pursuant to the bylaws, balloting for directly elected Council members by members in any state where vacancies
shall arise will occur only if a contest for one or more seats develops as a result of submission of independent
nominations to the Secretary by any twenty Institute members in the state at least four months prior to
October 4 , 1980. In the absence of any contest, all Council nominations will be declared elected by the Secretary
and will assume office as Members at the Council Meeting on October 4, 1980.
Respectfully submitted:
Nominations Committee
Joseph P. Cummings, New York, Chairman
George L. Bernstein, Pennsylvania
Barry B. Findley, Arkansas
Dennis E. Mitchem, Arizona
Alex L. Postlethwaite, Louisiana
Donald L. Schoedel, Washington
David F. Wentworth, Iowa

TAX RETURN PREPARER PENALTY IS ILLUSTRATED

The AICPA’s federal tax division wishes to alert members to Revenue Ruling 80-28: Return
preparers; negligence penalty; failure to report minimum tax liability, issued earlier this year.
The Issue

Does the penalty for negligent or intentional disregard of rules and regulations under section
6694(a) of the Internal Revenue Code apply to the following illustration?
An income tax return preparer failed to report on an individual taxpayer’s income tax return
for 1978 a minimum tax liability of $300, resulting from a net capital gain deduction shown on
the taxpayer’s return. The failure to report the minimum tax is an understatement of tax
liability defined in section 6694(e).
Three situations are cited, based on the same facts, with the following explanations:
1. The preparer believed the taxpayer would have some basis in the asset sold which would
offset any minimum tax due. The preparer was unable to confirm a basis in the asset before
filing the return.
2. The preparer claimed that the failure was an oversight. It was contended that the oversight
was not a deliberate understatement of the liability, and should not be considered negligent
or intentional disregard of rules and regulations.
3. The preparer claimed not to be aware of the minimum tax provisions. For this reason, the
preparer contended that the penalty for negligent or intentional disregard of rules and regulations
should not apply.
The Holding

In all three situations, the preparers failed to exercise due diligence in applying the minimum
tax provisions to the information provided. Therefore, the penalty for negligent or intentional
disregard of rules and regulations under section 6694(a) of the Code applies in these situations.

-
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Draft on Project
Financing; Pension
Paper Issued

Among the actions recently taken by the Financial Accounting Standards Board
was the issuance of the following publications:
□ An exposure draft of a proposed statement that would amend Statement on
Financial Accounting Standards no. 5, Accounting for Contingencies, on
project financing arrangements. The draft requires that an enterprise disclose
its commitments under existing direct or indirect guarantees, project
financing arrangements and other similar obligations. Comments are due
by May 30.
□ A background paper, Accounting for Pensions by Employers, provides an
overview of the pension area and its accounting implications, particularly
the issues being considered by the board in major projects. Although not
designed for public comment, the board would welcome comments. A dis
cussion memorandum is anticipated by year-end as the basis for a public
hearing to be held in 1981.
For further information, contact the FASB, Publications Dept., High Ridge
Park, Stamford, Conn. 06905.
In another matter, the board said recently that it is considering the possibility
of publishing a booklet to help users of financial statements interpret the
information required by FASB Statement no. 33, Financial Reporting and
Changing Prices, issued last year (see October 15, 1979, Letter).

Kirk Calls FASB
Statement on
Pensions
“A Breakthrough"

Describing the subject of accounting and reporting standards for defined benefit
pension plans as one of “great social importance,” Donald M. Kirk, chairman
of the Financial Accounting Standards Board, said the board’s recent Statement
no. 35 (see March 24 Letter) is “a breakthrough in that it eliminates the broad
diversity of ways in which plans up to now have provided financial information
that might be used in assessing a plan’s present and future ability to pay
employees’ benefits when due.”
Statement no. 35, Accounting and Reporting by Defined Benefit Pension
Plans, addresses financial reporting by the plans themselves, not the issues related
to disclosures in employers’ financial statements about the costs of plans they
sponsor. The board has on its agenda a separate project on accounting by
employers for pensions and other post-retirement benefits. A comprehensive
discussion memorandum, which will serve as the basis for a public hearing, is
expected to be available before year-end.
Information called for by the statement includes the net assets available
for benefits and the actuarial present value of participants’ accumulated plan
benefits. All plan investments are to be presented at fair value, other than
contracts with insurance companies.
The statement is effective for plan years beginning after December 1 5 , 1980,
with earlier application encouraged. For further information, contact the FASB,
Publications Dept., High Ridge Park, Stamford, Conn. 06905.

Program on
Federal Tax
Process Set

A unique program on the federal tax process will be held May 18-19 at the
Mayflower Hotel in Washington, D.C. Sponsored by the taxation section of the
American Bar Association and the Institute’s federal tax division, the program
will cover the entire federal process, including legislation, interpretation and
administration, and finally the litigation of tax cases. Each of the major areas will
be presented by the head of each of the tax agencies and leading members
of their staffs.
The luncheon speaker on Monday, May 19, will be G. William Miller,
Secretary of the Treasury.
Registration is $225. For further information, contact the Federal Tax
Process, 1800 M Street, N.W., Washington, D.C. 20036.
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Short Takes:
Washington and
Elsewhere

AICPA Chairman William Gregory will be a featured speaker at the Association
of Government Accountants’ annual symposium in Boston on June 16-18. With
a theme of rebuilding public trust in government, the symposium will focus
on fraud detection and prevention, the accounting profession in the 1980’s and
managerial effects of life in the next decade. Besides Gregory, speakers include
Representative Jack Brooks (D-Tex.) and Walt Rostow, former national security
advisor to President Johnson. For further information, contact Gay Scott at
the AGA, 727 South 23rd St., Suite 100, Arlington, Va. 22202 (703/684-6931).
The IRS has proposed regulations on the question of whether certain interests
in corporations should be treated as stock or indebtedness for tax purposes.
In general, the proposals apply only to bonds, stocks, notes and debentures,
certain cash advances and some kinds of preferred stock. The IRS said the rules
would apply to interests in corporations created after December 3 1 , 1980.
Comments are due by June 23. For information, see the March 24 Federal Register.
In T.D. 7682, the IRS has adopted regulations proposed last October that require
employers to submit to the IRS withholding exemption certificates of all
employees who claim more than nine exemptions.
The U.S. and the United Kingdom have ratified the double tax treaty (see
March 10 Letter) which will enter into force on April 25. For most purposes,
it will be effective for taxable periods beginning in 1975, except that April 6,
1973, is the effective date for dividends paid by U.K. corporations to U.S.
portfolio investors.
Inflation accounting, which is now mandatory for some 1,300 major U.S.
companies, will soon hit the United Kingdom. Accountants in the U.K. have
adopted a rule requiring some companies to report certain supplementary
information using the current cost method. The U.K. rule differs significantly
from FASB Statement no. 33, Financial Reporting and Changing Prices (see
October 15 Letter) in that the FASB requires both constant dollar and current cost
methods and that the U.K. requires disclosure of a full balance sheet adjusted
for current costs, while the U.S. doesn’t, according to Bryan V. Carsberg,
FASB assistant director of research and technical activities.
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FASB Likely to
Change Foreign
Currency Rule

At a meeting late last month, the Financial Accounting Standards Board
tentatively concluded that major changes are required in its controversial
Statement no. 8, Accounting for the Translation of Foreign Currency Transac
tions and Foreign Currency Financial Statements. An exposure draft is slated
for later this year, plus a public hearing and possibly “field tests of the proposed
methodology.” However, said Donald M. Kirk, FASB Chairman: “We're
months away from issuing an exposure draft and a lot of minds can change in
the intervening period.” Key proposals include the following:
□ Adjustments resulting from translation of foreign currency financial
statements should not, in most cases, pass through income as under Statement
no. 8. Instead, they should be reported “as a separate component of
stockholders’ equity.”
□ Adjustments from foreign currency transactions are gains or losses and
recognized as income unless they hedge a net investment or are “attributable
to translation of foreign currency balances or transactions between a
parent and its subsidiary.”
□ To translate all assets and liabilities except capital, companies should use
the exchange rate in effect at the balance sheet date. Applying the currentrate method would require some inflation adjustments to the non-monetary
assets and related expenses of foreign subsidiaries “ operating in
hyperinflationary economies.”
□ While it is presumed that a foreign entity’s assets and liabilities “are best
measured” in its home currency, in certain instances, some other currency
or the U.S. dollar may be more appropriate.
This issue was further discussed at an open meeting of the Financial
Accounting Standards Advisory Council earlier this month, and controversy
was again apparent. Much of the divergence of opinion focused on the concept
of a separate component of shareholders’ equity, which one observer termed
“ a no man’s land.” Other speakers, while approving the move to the current-rate
method, were concerned about the precedent being set by this proposal.

NCGA Endorsed as
Sole Body for
Governmental
Accounting
Standards

Following months of discussion on improving the structure for setting state
and local governmental accounting standards, the trustees of the Financial
Accounting Foundation recently concluded that the most promising alternative
now is a structure developed from the existing National Council on Govern
mental Accounting. The trustees, in an open letter, concluded that their preferred
approach — the Financial Accounting Standards Board serving as the single
body to set accounting standards for all entities in the U.S. —is not acceptable
to governmental accounting groups at this time.
In endorsing the NCGA, the trustees made several recommendations:
□ Sever its ties with the Municipal Finance Officers Association.
□ Expand its staff and consider changing its name to reflect the changes.
□ Create an independent oversight body.
□ Seek funding from private-sector sources rather than the federal government.

-

2 -

Drafts on Interest
Costs & Special
Assets Issued

The Financial Accounting Standards Board recently issued two exposure drafts
of proposed statements of financial accounting standards. They are:
□ Determining Materiality for Capitalization for Interest Cost would amend
FASB Statement no. 34, Capitalization of Interest Cost, to delete language that
some observers believe allows interest capitalization to be avoided in some
circumstances and to make clear that usual tests for materiality apply in
implementing that Statement. Comments are due by June 24.
□ Financial Reporting and Changing Prices: Specialized Assets would amend
FASB Statement no. 33, Financial Reporting and Changing Prices, and
establish requirements for measuring and disclosing data about specialized
assets — such as timberland, mineral ore bodies and proved oil and gas
reserves. Comments are due by July 21.
Copies may be had from the FASB, High Ridge Park, Stamford, Conn. 06905.

AICPA Awards
Additional
Doctoral Grants

Four doctoral candidates have received grants-in-aid in connection with their
dissertations in accounting, making a total of six grants amounting to $39,200 for
the 1979-80 academic year. The recipients are:
□ Robert H. Michaelson, University of Illinois at Urbana-Champaign, $7,000.
Topic: A Knowledge-Based System for Individual Income and Transfer Tax
Planning.
□ Susan A. Lynn, University of Maryland at College Park, $7,200. Topic:
Segmenting the Market for CPA Services.
□ Dan C. Kneer, University of Missouri at Columbia, $7,000. Topic: Auditing
Distributed Data Processing Systems: Evaluation of Internal Controls.
□ Larry J. Rankin, Michigan State University, $6,000. Topic: A Study of the
Effects of Compilation, Review and Audit Reports on Bankers’, and
Accountants’ Reliance on Non-Public Business Financial Statements.

Carey Scholarship
Awarded

Christopher G. Kelly, Jr., has been named the winner of the John L. Carey
Scholarship for 1980. The annual $3,000 scholarship, named after the Institute’s
former chief executive, is granted to a Yale University senior who plans to do
graduate work with the intention of a career in professional accounting.
Kelly plans to enroll in the Master of Science in Accounting program at New
York University. At Yale, he studied economics and history and was employed
as a student auditor for the University’s internal auditing department.

Recent Publications

Computer Services Guidelines: Audit Approaches for a Computerized Inventory
System — This guideline is aimed at assisting independent auditors in conducting
audits of computerized inventory systems. It focuses on a sample, fully
integrated system that illustrates all the steps normally associated with such a
system. Price is $7.50; $6 to members; from the AICPA order department.
Digest of State Accountancy Laws and State Board Regulations 1980 —This guide
summarizes the principal legal requirements governing the licensing and
regulations of professional accountants on a state-by-state basis, as well as
including comparative tabulations. It is based on material supplied by the
National Association of State Boards of Accountancy and published by PrenticeHall, Inc., from whom copies are available at $17.50 each, with quantity
discounts. The address is P.O. Box 511, West Nyack, N.Y. 10995.
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Oversight Board
Issues Second
Annual Report

The Public Oversight Board, which monitors the SEC practice section of the
AICPA division for CPA firms, has issued its second annual report.
The report comments on the purpose and structure of the section, as well as
the board’s activities. During the past year, the section adopted procedures
for dealing with possible audit failures of member firms’ SEC clients and set up
a special investigations committee to carry them out (see December 2 4 , 1979,
Letter). With these steps, the board “believes that a reasonable self-policing
mechanism has been developed.” It regards effective implementation to be
essential to the section’s self-regulatory program and will give particular
attention to these activities in the future.
The board also notes that the peer review process and the POB’s monitoring
program have been improved through experience with 40 peer reviews. Next
year, says the board, “will see a sharp increase in peer reviews with 200 firms
scheduled for initial reviews.” It concludes that “progress made during the
past year is evidence of the continued strong commitment of the section..."
Copies of the report have been mailed to all members of the SEC practice
section. Free, single copies are available from the AICPA order department.
(Additional copies at nominal cost.)

AICPA Member
Expelled

Under the Institute’s bylaws, a member who has been convicted of a felony
defined as such by the convicting jurisdiction shall have his membership in the
Institute terminated without hearing.
On January 3 1 , 1980, James R. Siddle of Junction City, Oregon, was notified
that his Institute membership was terminated as the result of his conviction
following his plea of guilty in the Oregon Circuit Court of a felony constituting
an act discreditable to the profession.

NOTICE OF AICPA PUBLIC MEETINGS

AICPA Council —The council of the AICPA will hold an open meeting on May 5-7 at the Doral Country
Club and Hotel, Miami from 9:00 a.m. to 1:00 p.m. each day.
May 5 —
□ Report on board of directors’ meeting; election to fill council vacancy; report of effective legislation
committee; proposals to amend bylaws.
May 6 —
□ Issues raised by call for special meeting of the membership; revision of model accountancy bill;
election of AICPA president; licensing of foreign accountants; tax preparer penalties and other federal
tax matters; election of division for CPA firms nominating committee.
May 7 —
□ Report from the GAO; developments on AACSB standards; state licensing (panel).
Federal Taxation —The executive committee of the federal taxation division will hold open meetings
at the Innisbrook, Tarpon Springs, Florida, on May 14 (1:00-5:00 p.m.) and May 17 (9:00 a.m.-5:00 p.m.).
The agenda follows:
May 14 —p.m.

□ Agenda for meeting with Assistant IRS Commissioner —Technical (Review); meeting with IRS
regarding application of preparer penalties (Report and consideration of further action); IRS access
to accountants’ workpapers (Discussion).
May 17 —a.m.
□ Value added tax; capital cost recovery; indexation of Internal Revenue Code; problems regarding
unreported income; simplification proposals for selected code provisions (Reports of task forces).
May 17 —p.m.
□ Withholding of tax on interest and dividend income; proposals for conforming certain portions
of Statements on Responsibilities in Tax Practice to return preparer regulations (Reports of task forces).
Changes from these notices will be reported by the meetings information telephone service.
The number is 212/575-5694.

- 4Reminder on
Accounting and
Auditing Conference

Registration is still open for the AICPA’s National Conference on Accounting
and Auditing to be held in Chicago on May 28-30 (see March 10 Letter). Directed
at services to small and medium-sized businesses, the conference deals with
performing engagements efficiently and effectively in areas such as compilations,
reviews and audits.
Registration fee is $240. Contact the AICPA meetings department.

Washington Briefs

IRS Announcement 80-54 amends Rev. Proc. 80-5 relating to the change in
accounting method for “excess” inventory pursuant to the Thor Power Tool case.
The Institute’s federal tax division had written to IRS Commissioner Kurtz to
protest the retroactive application of Rev. Proc. 80-5 and urged that it be made
elective, by the taxpayer, to either the first or second taxable year ending on or
after December 25, 1979. In his reply, Kurtz stated that “we do not believe that
an extension of such effective date is warranted.”
The House Ways and Means Committee will begin hearings April 30 on President
Carter’s proposal to withhold taxes on interest and dividends. The Administra
tion estimates that a 15 percent withholding rate on interest and dividends would
increase fiscal 1981 revenues by some $3.4 billion —$2.4 billion from a speed-up
of tax receipts and $1 billion from otherwise unreported income.
The IRS recently announced new procedures for implementing the retroactive
repeal of carryover basis, enacted as part of the windfall profits tax. The new
law permits estate executors to elect carryover basis treatment for estates of
persons who died between January 1 , 1977 and November 6 , 1978. In making
the election, executors must file Form 5970-A with the IRS by July 31.
The Justice Department has announced the specifics of a new procedure under
which it intends to review overseas payments and advise companies, in advance,
whether these payments would violate antibribery law. The guidelines —
formally called the Foreign Corrupt Practices Act Review Procedure —were
drafted to eliminate “unnecessary uncertainty” in U.S. business dealings over
seas, according to Richard Shinn of the Criminal Division.
The Technical Corrections Act of 1979 was signed into law by the President on
April 1. Although many of the provisions are minor, there are significant changes
dealing with the housing expense tax deductions for U.S. employees abroad.
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FASB Updates
Its Project List

The Financial Accounting Standards Board recently published an updated plan
for major technical projects and other technical activities scheduled for later this
year and through 1982. Some highlights of the more imminent ones:
□ Financial Reporting and Changing Prices: Specialized A ssets (see April 28
Letter), the board’s recently issued exposure draft, addresses income produc
ing real estate properties, unprocessed natural resources and related
depreciation, depletion and amortization expenses. The proposal would
require disclosure of the effects of changing prices on income-producing real
estate properties and unprocessed natural resources on the current cost
basis described in FASB Statement no. 33. The board will hold a public
hearing at the New York Hilton on July 21-22, and expects that a final state
ment will be issued later this year,
□ The board is expected to issue FASB Statement no. 36 dealing with pension
disclosures by employers on May 12. It is aimed at eliciting basic pension data
needed by investors, credit grantors and other users of financial reports.
□ The board also expects to issue shortly a statement of concepts dealing with
the qualitative characteristics of financial information. The statement,
another step toward the board’s conceptual framework project, will be
revised from the exposure draft issued in August 1979.
□ Discussion memorandums on funds flows and liquidity and financial state
ments/financial reporting are slated to be issued before June 30.
In another matter, at a recent board meeting, the board reached the
following tentative conclusions about a proposed statement on Accounting for
Compensated Absences on which an exposure draft previously had been issued:
□ Existing interim reporting practices for compensated absences under APB
Opinion no. 28, Interim Financial Reporting, should not be changed.
□ A liability would be recognized for compensated absences that (a) had been
earned through services already rendered, (b) can be carried forward to sub
sequent years and (c) are estimable and probable. Minimum liability would
be vested amounts when estimates cannot be made.
□ The liability should be based on current rates of pay without discounting.

IFAC To Issue Three
Auditing Papers

At a recent meeting, the International Federation of Accountants approved
three papers to be available in June from the AICPA order department:
□ An international auditing guideline, Auditing Engagement Letters, assists
auditors in preparing audit engagement letters.
□ A proposed guideline, Using the Work of an Other Auditor, describes pro
cedures a principal auditor should perform when he intends to use the work of
another auditor. Comments are due by September 30.
□ A proposed guideline, Study and Evaluation of the Accounting System and
Internal Control in Connection with an Audit, describes the components
of internal control and the audit procedures necessary for evaluation of
internal control. Comments are due by October 1.
Comments on the two drafts should go to Thomas Kelley at the AICPA.
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SUPPLEMENTAL REPORT OF THE NOMINATIONS COMMITTEE

Pursuant to Article VI, Sections 6.1.6 and 3.3 of the bylaws the Nominations Committee hereby nominates
Rafael Pagan Del Toro, Puerto Rico, for election as a member of Council for a three-year term.
Mr. Pagan Del Toro’s name will be presented at the Council meeting on October 4 , 1980, in Boston.
No nominations from the floor will be recognized.
AICPA members in Puerto Rico have been notified directly of the nomination and of the provision
which permits any twenty Institute members in the commonwealth to submit independent nominations
to the Secretary at least four months prior to the October 4 , 1980 meeting of Council.
Donald J. Schneeman, Secretary
New York, N.Y., April 24, 1980

Banking Committee
Clarifies CPA Role in
Bonding Plan

The AICPA’s committee on banking recently issued Suggested Guidelines for
CPA Participation in the ABA Preferred Group Bonding Plan (see April 14 Letter)
for members who wish to participate in the ABA plan. However, the committee
cautions that this publication is not an official AICPA pronouncement, nor does
it endorse or recommend the plan.
The committee suggests that members discuss with their clients the antici
pated benefits of the plan vis-a-vis the other auditing and accounting services
performed by CPAs. The discussion may disclose that an audit of financial
statements may be preferable to the procedures required by the ABA plan. The
committee believes that an audit may simultaneously fulfill a director’s exam
ination requirement as well as the need for additional services, such as an
examination in accordance with the ABA plan. The committee’s primary concern
is that banks needing several types of CPA services may incur unnecessary
costs if the CPA were engaged to perform each type of service separately, rather
than in a single engagement.
Copies of the guidelines, which explain how the ABA plan should be
modified to allow CPAs to conform to the Institute’s professional standards, can
be obtained from the AICPA order department. The ABA plan document may
be obtained, free, from John Wolff, American Bankers Association, 1120
Connecticut Ave., N.W., Washington, D.C. 20036.
A significant difference between the two documents is in the illustrative
qualification questionnaires. The ABA has indicated that either its questionnaire
(directed to non-CPAs) or the illustrative AICPA form, Exhibit A in the guide
lines, will be acceptable for CPAs.

Recent ASB Actions

At its meeting last month, the Institute’s auditing standards board took the
following actions:
□ As to comfort letters and interim reviews, agreed to ballot for exposure on a
draft of a proposed Statement on Auditing Standards on Letters for Under
writers and Interim Reviews. The draft would contain amendments to SAS
no. 1, sections 630 and 710, and SA S no. 24.
□ Agreed to ballot on two proposed statements, Supplementary Information on
the Effects of Changing Prices and Supplementary Oil and Gas Quantity
Information, for issuance as final SASs.
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S pecial Supplem ent, T h e C P A Letter, May 1 2 , 1980

NOTICE OF SPECIAL MEETING OF THE INSTITUTE
Notice is hereby given to the membership pursuant to Section 5.1.3 of the bylaws that a special
meeting of the Institute will be convened beginning at 10:30 AM on July 11, 1980, in the International
Ballroom of the Conrad Hilton Hotel, 720 S. Michigan Avenue, Chicago, Illinois 60605, to consider
whether or not to direct the Chairman of the Board to submit two questions to the entire membership
for a vote by mail in accordance with Section 5.1.4 of the bylaws. No business will be transacted at the
special meeting other than that for which the meeting shall have been convened.
Section 5.1.2 of the bylaws requires the Chairman of the Board to call special meetings of the
Institute upon the written request of at least 200 members. It is pursuant to such provision that this
special meeting is being called upon the written request of 269 members whose names have been
validated and are available at the Secretary’s office, AICPA headquarters in New York City. The
questions they have proposed be submitted to the entire membership for a vote by mail in accordance
with the provisions of Section 5.1.4 of the bylaws are:
(1) Should the following resolution of the membership be adopted?
RESOLVED, that the Institute refrain from incurring any additional expenses in
connection with its sponsorship of and the activities of the Division for CPA Firms for
which it is not reimbursed by said Division, and
(2) Should the following resolution of the membership be adopted?
RESOLVED, that the Institute and the Division for CPA Firms be directed not to
publish or cause the publication of a directory of members of the Division for CPA Firms.
Donald J. Schneeman, Secretary
New York, N.Y., May 1, 1980
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MAP Conferences
Set for Summer
and Fall

The 1980 National Practice Management Conferences have been slated for later
this year. Organized and presented by the Institute's management of an account
ing practice committee, four different two-day sessions will be held. The subjects
and dates are:
□ Practice Growth and Development: Las Vegas, July 24-25.
□ Firm Management and Administration: Scottsdale, Arizona, September 8-9.
□ Partnerships and Professional Corporations: Houston, October 20-21.
□ People Management: Houston, October 23-24.
At the conferences, successful practitioners will discuss the techniques and
procedures they use to increase their firms’ effectiveness and profits. Experts
from other disciplines will provide participants with specific aspects of running
a practice in areas in which CPAs have limited formal training. New this year
at two of the conferences are workshops that will focus on current problems and
opportunities facing all firms.
These annual conferences consistently receive top ratings from the approxi
mately 1,000 CPAs who attend each year.
For further information, including a brochure describing the programs in
more detail and registration data, contact Jim Flynn at the AICPA.

November 1979 Sells For the November 1979 Uniform CPA Examination, 59,659 candidates completed
Award Winners
a total of 222,334 papers — both new records.
Announced
The winner of the Elijah Watt Sells Gold Medal, given for the highest

four-part grade total on the examination, was Donna F. Anderson of Anderson,
South Carolina. A Phi Beta Kappa graduate of the University of Georgia,
Ms. Anderson is with Greene, Lindley & Co., CPAs, in Anderson.
The Silver Medal, the second highest award, was won by Harold N. Walker,
Jr., of Kannapolis, North Carolina. Walker, a Phi Beta Kappa graduate of the
University of North Carolina at Chapel Hill, is a staff accountant with the
Charlotte office of Deloitte Haskins & Sells.
Also, Michael E. Whittle of Milwaukee was the winner of the Sells Bronze
Medal, given for the third highest grade total. A University of WisconsinMilwaukee graduate, Whittle is a staff accountant at Reilly, Penner & Benton in
Milwaukee.
In addition, 99 certificates with high distinction are being awarded.
The medals will be presented during the AICPA’s annual meeting in Boston.

Recent Publications

Statement of Tax Policy no. 6: Indexation of the Tax Laws for Inflation —The
statement discusses the concept of indexation to lessen the impact of inflation
(see the March 24 Letter). Price is $3; $2.40 to members.
Businessman’s Information Guide (Second Edition] —This revised manual
provides guidelines to help minority and small business individuals set up their
own businesses. Topics include starting a business, business statements, taxes
and using outside help. Price is $4; $3.20 to members.
Both publications are available from the AICPA order department.
The Institute’s minority recruitment and equal opportunity committee has
recently issued its surveys of minority recruitment and placement of accounting
graduates from the historically black and minority colleges and universities
for the spring of 1979. A list of the 1979 scholarship award winners is also
included. Copies are available from Sharon Donahue at the AICPA.
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Results Published
On Tax Preparer
Survey

The Institute’s federal tax division has published the results of its recent survey
on the nature and extent of the problems CPAs are having with the income
tax preparer penalty for the “negligent or intentional disregard of rules and
regulations” under the Tax Reform Act of 1976. The survey (see the May Tax
Adviser) was aimed at obtaining data on how the Section 6694 “conduct”
penalties were being administered so that the division could seek legislative and/
or administrative relief where necessary.
In general, the roughly 1,500 respondents stated their strong opposition
to these preparer penalties. Several respondents said the penalties “posed a threat
to their practices and to taxpayers by potentially changing the role of the
preparer from that of the taxpayer’s advocate to that of an IRS auditor.” Some
127 respondents have had penalties asserted against them.

Two Members
Suspended

On February 21, 1980, a hearing panel of the Joint Trial Board Division’s Regional
Trial Board XI voted to suspend the membership of Aaron I. Margulies of
East Brunswick, New Jersey, for six months for violating Rule 503 of the Insti
tute’s Code of Professional Ethics. Rule 503 provides that a member shall not
pay a commission to obtain a client, nor shall he accept a commission for a
referral to a client of products or services of others. The hearing panel found that
the member violated the commission rule by receiving a sales commission from
the sale to various clients of a real estate tax shelter investment.
Mr. Margulies, who was present with counsel at the hearing, did not request
a review of the decision and, therefore, it became effective on March 22, 1980.
On March 14, 1980, a hearing panel of the Joint Trial Board Division’s
Regional Trial Board XI voted to suspend the AICPA membership of Thomas J.
Del Mastro of Saddle River, New Jersey, for one year for having violated the
Independence and Auditing Standards Rules of the Code of Professional Ethics.
The panel also decided that he be required to complete 40 hours of CPE in
auditing, reporting and professional ethics within the suspension period and,
if he did not, he would be expelled from membership in the AICPA.
The hearing panel found that the member violated the Independence Rule in
having expressed an unqualified opinion on financial statements of a non-profit
organization which administered community programs for the City of New York
for which he had performed management functions. The panel also found that
the member had issued his unqualified opinion on the financial statements
of the organization without conducting an audit in accordance with generally
accepted auditing standards.
Mr. Del Mastro, who was present with counsel at the hearing, did not request
a review of the decision and, therefore, it became effective on April 14, 1980.

NOTICE OF AICPA PUBLIC MEETINGS

Auditing Standards
There will be a public meeting of the auditing standards board in the AICPA New York office
on June 3-5 from 9:00 a.m. to 5:00 p.m. each day.
The agenda will be reported by the meetings telephone information service: 212/575-5694.

An open meeting of the auditing standards advisory council will be held at the Waldorf-Astoria
Hotel in New York on June 2 from 9:00 a.m. to 5:00 p.m.
The agenda will be reported by the meetings telephone information service.
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Washington Briefs

The Small Business Administration has been holding regional hearings on its
proposal to redefine “small business.” Essentially the proposal attempts to
encourage competition in industries dominated by a few companies, while making
it somewhat harder to receive aid in less concentrated industries. The proposal
calls for using a single criterion: the average number of full-time and part-time
employees over a 12-month period. The SBA will accept written comments
until June 6. For further information, contact the SBA, 1441 L Street, N.W.,
Washington, D.C. 20416.
Representatives of 14 CPA firms and the AICPA met with President Carter,
Secretary of the Treasury Miller and CWPS Chairman Kahn on April 30. The
President praised the profession and the AICPA for their efforts in the fight
against inflation; particularly the volunteer work on behalf of CWPS.
The Securities and Exchange Commission recently agreed to postpone indefinitely
a requirement that supplementary data on oil and gas reserves be audited.
The requirement is delayed until a decision can be reached on mandating the
inclusion of reserve recognition accounting (RRA) data in the primary financial
statements of oil and gas producers.
The SEC also recently agreed to issue a proposal that would exclude accountants
from liability under the 1933 Act for reports on unaudited supplementary data
on the effects of changing prices (FASB Statement no. 33) and on oil and gas
reserves. The commission, last December, adopted a similar rule regarding
accountants’ reports on unaudited interim financial information.
Senator Howard Metzenbaum (D-Ohio), has introduced a bill, The Protection of
Shareholders’ Rights Act of 1980, which would establish minimum federal
standards of corporate conduct and shareholders’ rights. Some highlights:
□ Establish a code of conduct for directors in carrying out their duties.
□ Mandate a majority of independent directors on corporate boards.
□ Require establishing an audit committee and a nominating committee.
The IRS has issued proposed regulations implementing recent legislative changes
to modify the requirements to qualify as a small business corporation. Com
ments are due by June 13. Some key proposals:
□ The number of permissible shareholders is increased to 15.
□ Stock held by a husband and wife is treated as held by a single shareholder.
□ Certain trusts which may nominally be shareholders will no longer disqualify
a small business corporation.
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Board of Directors
Meeting Highlights

Actions taken by the AICPA board of directors at its May meeting included:
□ Decided against publishing the directory of members of the division for CPA
firms until the results of the special AICPA membership meeting are known
(see following story). The special meeting will take place at 10:30 a.m.
on July 11 at the Conrad Hilton Hotel in Chicago.
□ Confirmed its support for the concept of continued financial assistance to the
division for CPA firms and directed that notice of this support be reported
at the special meeting.
□ Reaffirmed its position that CPAs should be required to pass the uniform CPA
examination in English, the language of commerce in the U.S., and denied
a request from the Florida State Board of Public Accountancy that the
examination be made available in Spanish.
□ Approved, in principle, a proposal from the National Association of State
Boards of Accountancy that NASBA centralize and automate the grade
reporting process for state boards.
□ Expressed its profound gratitude to Wallace E. Olson for his eight years of
service as president of the AICPA.

Council Approves
Two Bylaw
Amendments for
Member Vote

Council, at its meeting earlier this month, decided to delay the publication of
the directory of members of the division for CPA firms until July 1982, and voted
to submit the following two bylaw amendments recommended by the board of
directors to a mail ballot of the general membership.
□ To change the number of members required to call a special meeting of the
Institute from the current 200 to 5 percent (now 7,850) of the total membership.
□ To provide that if 5 percent of the membership petition in writing for a change
in the bylaws or the code of professional ethics, a mail ballot will be con
ducted, and need not be approved by council. This would be in addition to
current provisions for amendment proposals by the board of directors,
30 members of council, or 200 Institute members whose proposals for change
would require council approval.
Council also approved a change in the procedure for nominations to the
nominations committee. Under the new procedure, the board will consider at
least 14 candidates from whom seven will be recommended to council for
election for the current year. No more than three of them shall be council mem
bers and no more than one of the three shall be a board member. The chairman
shall be designated by council on recommendation of the board of directors.
Three proposals submitted at the 1979 annual meeting were not approved.
They would have enabled 500 or more members to propose directly to the
membership bylaw or ethics code changes; limited council membership of past
AICPA chairmen to the immediate past chairman; and required election of five of
the seven members of the nominating committee by mail ballot of the membership.
Council recommended that members present at the special meeting,
scheduled for July 11, vote against conducting a mail ballot on the two resolutions
that would prohibit the Institute from incurring expenses for the division for
CPA firms and from publishing a directory of the division’s members.

- 2Olson and Staats
to Be Honored

Wallace E. Olson, AICPA president from 1972 until June 30, 1980, will be awarded
the profession’s highest honor, the AICPA Gold Medal for Distinguished
Service, at the Institute’s annual meeting in Boston.
In announcing the award to council, LeRoy Layton, chairman of the awards
committee, also reported that a new special AICPA Medal of Honor will be
presented to Elmer B. Staats, comptroller general of the U.S. The new award,
which is designed to recognize contributions by nonmembers, will not
necessarily be made annually but whenever deemed appropriate.

Nominating
Committee for
CPA Division
Elected

The AICPA council has elected members of the nominating committee for the
division for CPA firms. The committee members are Joseph P. Cummings,
Greenwich, Connecticut, chairman; John W. Berge, LeMaster & Daniels, Wash
ington; George L. Bernstein, Laventhol & Horwath, Pennsylvania; Charles W.
Jenkins, Mauldin & Jenkins, Georgia; Dennis E. Mitchem, Arthur Andersen & Co.,
Arizona; Alex L. Postlewaithe, Postlewaithe, Netterville, Evans and Major,
Louisiana; David F. Wentworth, McGladrey, Hendrickson & Co., Iowa.
In other business, Leon H. Turner of Leon H. Turner & Co., New Jersey, was
elected to council to fill the vacancy created by the death of Philip Gallagher,
with the term to end in 1981. Also, George E. Tornwall, Jr., of Cherry Bekaert &
Holland, Florida, was elected to fill the member-at-large council seat that will
be vacated by Philip B. Chenok when he assumes the AICPA presidency on
July 1. The term will expire in 1982.

PCPS in Action

About 430 practitioners attended the second annual conference of the AICPA’s
private companies practice section of the division for CPA firms in Miami
on April 27-29.
Featured were presentations and panel discussions on such subjects as
□ The effect of recent technical pronouncements on local firms.
□ New directions in peer review.
□ New developments in compilation and review services.
□ What the future holds for small and medium-sized CPA firms.
□ What small business needs for survival.
There were also two sessions on practice management and practice
development —a marketing approach and effective recruiting.
Following the conference, the PCPS executive committee met on April 30
and took the following actions:
□ Elected Francis A. Humphries as chairman of the executive committee,
to become effective with the start of the committee year in October. Mr.
Humphries is a partner in Gamble, Humphries, Givens & Moody in
Charleston, S.C.
□ Appointed Morris I. Hollander of Gurland, Goldberg, Hollander & Co.,
Hallandale, Florida, to become chairman of the peer review committee in
October.
□ Agreed, as proposed by the technical issues committee, to submit recom
mendations to other Institute committees on the proposed accounting and
auditing guide for construction contractors, a proposed statement on audit
sampling and proposed guidelines on operational auditing for CPA firms.
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FASB Moves to
Improve Pension
Disclosures by
Employers

The Financial Accounting Standards Board, at a recent press conference, released
its Statement no. 36, Disclosure of Pension Information. The new standard,
which amends APB Opinion no. 8, requires the use of consistent methods of
measuring accumulated pension benefits, both vested and nonvested, and the
assets available for those benefits.
Described by the board as “interim,” the standard is the second of the
board’s three-part approach to the overall problem of accounting for pensions.
The first step was Statement no. 35, issued in March (see April 14 Letter), which
deals with accounting and reporting in the financial statements of the plans
themselves. The third step is a comprehensive project to consider all aspects of
accounting by employers for the cost of pensions and related benefits. The
larger project, says the board, is expected to be completed by 1982.
Under Statement no. 36, employers must disclose with each set of complete
financial statements certain data that is now required of the plans themselves
under Statement no. 35. That information includes actuarial present value
of both vested and nonvested accumulated plan benefits; the assumed rates of
return used in determining the actuarial present values of accumulated plan
benefits; and the date as of which the benefit data was determined.
The statement is effective for fiscal years beginning after December 1 5 , 1979,
and for complete sets of financial statements for interim periods within those
fiscal years that are issued after June 30, 1980.
For further information, contact the FASB (address below).

FASB Continues
Dialogue on
Conceptual
Framework

As part of its continuing project on developing a conceptual framework for
financial accounting and reporting, the Financial Accounting Standards Board has
issued a document, Financial Statements and Other Means of Financial
Reporting. Designated by the board as an Invitation to Comment, the paper
precedes the issuance of an exposure draft.
The document elaborates on implications of the FASB statement on
objectives of financial reporting by business enterprises, issued in 1978. It states
that some useful information is better provided in financial statements and
some is better provided, or can only be provided, by means of financial reporting
other than the financial statements.
The invitation to comment discusses the most appropriate ways to disclose
information that should be required to be disclosed but cannot or should not
be included in financial statements, and what kinds of companies should be
required to disclose the various items of information.
The document describes guides to help the board and others in deciding
questions relating to different kinds of data provided by financial reporting by
business enterprises —broad guides for questions for what information should be
provided and who should provide it; more specific guides for where required
data should be provided.
Comments are due by August 1 5 , 1980, and should be directed to the FASB,
Director of Research and Technical Activities, High Ridge Park, Stamford,
Conn. 06905. Up to five copies may be obtained from the FASB without charge.
In a related matter, the board will hold a symposium on June 24 at New
York’s Sheraton Hotel “to consider the expectations and implications of the con
ceptual framework project and conditions necessary for its successful develop
ment.” Topics to be covered on the project include its purpose, benefits and
limitations; its future direction and progress; and the conditions necessary to
make the conceptual framework operational. The symposium, says Michael O.
Alexander, board director of research and technical activities, “will be an
exceptional opportunity to learn more about the various aspects of the project.”
Admission of observers will be by ticket only.

- 4Estate Planning
Conference Set

The AICPA will hold its third annual estate planning conference on July 20-25,
1980, at the Marriott Lincolnshire Resort in Illinois. It will focus on estate
planning for privately-owned businesses at an advanced level. Topics include
valuation of business interests, succession and management, liquidity, buysell agreements and life insurance.
Registration fee is $350. Registrants should have reached a supervisory level
in practice, attended certain basic estate planning courses or had extensive
experience in the field.
For information, contact the Institute’s CPE division (212/575-6451).

Two Auditing
Interpretations
Issued

The staff of the AICPA’s auditing standards division has approved two inter
pretations which will appear in the July issue of the Journal of Accountancy:
□ The Effect of Accounting Changes by an Investee on Consistency states that
an auditor would need to modify his opinion as to consistency when there
has been a change in accounting principle by an investee accounted for
by the equity method that causes a material lack of comparability in the
financial statements of an investor.
□ Description in a Prospectus when an Accountant’s Report Based on a Review
of Interim Financial Information is Included in a 1933 Act Filing gives
guidance to an accountant in determining whether a description referring
to experts in a prospectus satisfactorily states the status of the accountant’s
report based on a review of interim financial information that is included
in a filing under the 1933 Act.

Time Extended
for Governmental
Experiment

The AICPA committee on state and local government accounting has been
conducting an experiment in which governmental units are preparing experi
mental financial statements under full accrual accounting and complete
consolidation of all funds of the governmental unit. The experimenters are asked
to complete a questionnaire on the usefulness of the experimental principles,
and nonexperimenters are encouraged to complete the questionnaire too.
The committee had requested that completed experimental financial state
ments and questionnaires be sent to the AICPA by April 3 0 , 1980. The com
mittee has decided to extend the completion date to June 30. Copies of the
questionnaire can be obtained from Leonard Lorensen at the AICPA office.

IRS’ Research
Audits Being
Challenged

In a recent speech, IRS Commissioner Jerome Kurtz said that the service will
consider seeking legislation to protect information, such as that sought in
an earlier suit, from public disclosure. The U.S. Supreme Court had earlier
refused to review a lower court’s ruling that the IRS must release, pursuant
to the Freedom of Information Act, data from which the service develops
statistical formulas to spot suspect income tax returns.
In the suit (IRS v. Long), two individuals sought the source documents of the
IRS’s Taxpayer Compliance Measurement Program (TCMP), a statistical
technique geared to measure the level of compliance with the federal tax laws.
Under the TCMP, a random sample of 50,000 tax returns is selected for
intensive audits, and the information gathered forms a data base for the service’s
“ discriminate function scoring system,” which is used to score returns having
the highest potential for additional taxes due.
The IRS had argued that the lower court ruling would “destroy the efficacy”
of one of its “most important investigative techniques in enforcing the tax
laws.” It added that disclosure of that data “would provide taxpayers with a
statistical roadmap of tax avoidance.”

-
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National
Governmental
Training
Program Set

The 1980 National Governmental Training Program, sponsored by the Institute
and the Association of Governmental Accountants, will consist of 2 four-day
program sessions in two locations: September 22-25 in Baltimore and November
17-20 in Phoenix. The program will focus on the concepts and techniques of
governmental accounting, auditing and financial reporting practices and proce
dures. Topics to be covered include government environment, compliance
auditing, financial auditing and reporting, and grant management and auditing.
The fee is $500. Contact Pat Jackson at the AICPA (212/575-3861).

Recent AcSEC
Actions

At its meeting late last month, the Institute’s accounting standards executive
committee took the following actions:
□ Approved letters of comment on the following:
1. FASB’s proposed amendment to APB Opinion 11, Balance Sheet
Classification of Deferred Income Taxes.
2. FASB’s proposed statement of financial accounting concepts, Elements of
Financial Statements of Business Enterprises.
3. FASB’s discussion memorandum, An Analysis of Issues Related to the
Effects of Rate Regulation on Accounting for Regulated Enterprises.
□ Approved for presentation to the FASB an issues paper titled Accounting
in Consolidation for Issuances of a Subsidiary's Stock.

Entrance Date
Set for
Disability Plan

July 1, 1980, has been established as the next entrance date for eligible members
of the AICPA to join the Long Term Disability Income Plan.
Monthly income benefits of $500, $750 or $1,000 are available without
regard to current earnings or any other disability coverage in force. Higher
monthly benefits can also be obtained in specified amounts from $1,250 to
$3,000, depending on earnings and other disability coverage.
Invitations to begin or increase participation were mailed this month. For
information, contact the plan agent: Rollins Burdick Hunter Co., 605 Third
Avenue, New York, N.Y. 10016.

NOTICE OF AICPA PUBLIC MEETINGS

Accounting and Review Services: A meeting of the accounting and review services committee will be held
in Chicago on June 17-18 at the Marriott O’Hare Hotel starting at 9:00 a.m. each day.
June 17 cun. —Financial Statements Included in Prescribed Forms (Consider draft for exposure).
June 17 p.m. —Information Other than Financial Statements (Discussion of preliminary draft).
June 18 a.m. —Communication Between Predecessor and Successor Accountants (Discussion of
preliminary draft); Reporting Following Mergers (Discussion of outline).
June 18 p.m. —Compilation and Review of Computer-prepared Financial Statements (Discussion of
outline).
Accounting standards: The accounting standards executive committee will meet on June 17-18 in the AICPA
boardroom starting at 8:30 a.m.
June 17 a.m. —Determining Materiality for Capitalization of Interest Cost (Consider draft comment
letter); Disclosures Under Other Comprehensive Bases of Accounting (Report of task force).
June 17 p.m. —Forward Commitments and Interest Rate Futures (Discussion of preliminary draft).
June 18 a.m. —Disclosure of Guarantees, Project Financing Arrangements and Similar Obligations
(Consider draft comment letter); Accounting for Changes in Estimates (Report of task force); Financial
Reporting and Changing Prices: Specialized Assets (Consider draft comment letter).
June 18 p.m. —Accounting for Market Performance, Company Performance and Combination Plans:
Reconsideration of APB Opinion 25 (Discussion of preliminary draft).
Changes will be reported by the meeting’s telephone information service. The number is 212/575-5694.
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Washington Briefs

The House-Senate Joint Committee on Taxation staff has prepared several
recommendations to change the treatment of Subchapter S corporations and their
shareholders. These include:
□ Increase the number of allowable shareholders from 15 to 25.
□ Adopt rules similar to those for partnerships regarding selection of a taxable
year.
□ Eliminate the current rule which terminates Subchapter S status if more than
20 percent of gross receipts is from passive sources.
The staff report notes that these changes will be included in a bill to be
introduced in the near future.
Warning that the median income taxpayer would be pushed into the 50 percent
tax bracket unless “taxflation” is controlled, two senators plan to shortly
introduce legislation to index the tax code. The proposal would index the code
so that tax brackets automatically are adjusted annually to offset the impact
of inflation. The announcement was made in ceremonies commemorating “Tax
Freedom Day” (see below).
If an average individual’s total salary, starting from last January 1, went to
pay taxes, it would have taken until May 11 to meet the federal, state and local
tax payments due this year. By comparison, “Tax Freedom Day” in 1970 was
April 30; and in 1930, it was February 13. According to the Tax Foundation, Inc.,
a typical worker will spend more than one-third of the year and 35.8 percent of
his earnings to pay his share of the $820 billion tax bill for this year.
Beginning in July, those receiving social security benefits will get a 14.3 percent
cost-of-living increase —the largest automatic adjustment since Congress
indexed the social security program to the Consumer Price Index in the early
1970s.
As expected, the SEC recently rejected a proposal that it adopt rules requiring
disclosure of the relationship between attorneys and their corporate clients.
In essence, the proposals would have required lawyers to tell boards of directors
about possible illegal corporate activities that the lawyers discover in work
for the companies. In rejecting the proposal, Edward F. Greene, director of the
SEC’s division of corporation finance, said, among other things, that the proposal
may delay company experiments to speed information to boards of directors.
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Statement on
Accounting
Information
Concepts Issued
b y FASB

In its second statement on financial concepts, Qualitative Characteristics of
Accounting Information, the Financial Accounting Standards Board holds that
the most important quality of accounting information is its usefulness for
decision making. The just-issued statement examines the characteristics of
accounting information in this light to provide guidance in the selection or
evaluation of accounting alternatives.
Here are some of the basic conclusions cited:
□ Relevance and reliability are the two primary qualities, which, when
increased, make information more useful in making decisions. There are,
however, constraints imposed by cost and materiality.
□ Comparability between enterprises and consistency in the application of
methods over time increase the informational value of comparisons of
relative economic opportunities or performance.
□ Materiality is a pervasive concept that relates especially to relevance and
reliability. Sheer magnitude, without regard to the nature of the item and its
surrounding circumstances, will not generally be a sufficient basis for a
materiality judgment.
□ In order to justify requiring a particular disclosure, the perceived benefits
that are derived must exceed the perceived associated costs. Precise
statements on cost-effectiveness are difficult to make, for there are costs
of using as well as providing information; benefits from providing financial
information accrue to preparers as well as users of that information.

FASB Codifies
Lease Accounting

The Financial Accounting Standards Board has reissued Statement no. 13,
Accounting for Leases, as amended and interpreted through May 1980. The
original statement and its various amendments and interpretations, which have
been incorporated in this publication, specify the classification, accounting and
reporting of leases by lessors and lessees.
Disclosures required of lessees and lessors are specified and special
guidance is provided for such matters as leveraged leases, leases involving real
estate, leases involving related parties, subleases, the effect of business
combinations on the classification of leases, and sale-leaseback transactions.
Copies of the statements on accounting information and on leases, and the
applicable prices, are available from the Order Department, FASB, High Ridge
Park, Stamford, Connecticut 06905.

NOTICE TO MEMBERS

Since publication of the notice that a special meeting of the Institute membership will be held at the
Conrad Hilton Hotel in Chicago on July 11 (see May 12 Letter), some members have inquired as to whether
proxy voting will be permitted.
Proxy voting is not permitted at meetings of the Institute’s membership.

-

Joint Ethics
Enforcement
Program Reports
1979 Activity

2

-

In line with the Institute’s policy of reporting on disciplinary matters, the
AICPA’s professional ethics division has updated its statistics on the disposition
of ethics investigations processed under the AICPA’s Joint Ethics Enforcement
Plan (JEEP) and the ethics enforcement committees of 42 participating state
CPA societies.
The statistics below constitute a year-end report for 1979. The cases referred
to the Institute’s Joint Trial Board may not have all been heard by the board.
DISPOSITION OF ETHICS INVESTIGATIONS

INVESTIGATIONS*
Open at start of period
Opened during period
Total

1979
532
389
921

SUBTRACT DISPOSITIONS DURING YEAR
Expelled —under automatic provisions of bylaws
Suspended —under automatic provisions of bylaws
Trial Board —Expelled
Trial Board —Suspended
Trial Board —Admonished
Trial Board —Not Guilty
Trial Board —Resignation accepted
National Review Board —Ad hoc committee denial of
request for review of Trial Board Decision
Administrative reprimands issued
Constructive comment letters issued
No violation found
Prima Facie cases in process of being prepared for
submission to Joint Trial Board
Subtotal
INVESTIGATIONS OPEN AT END OF YEAR
Deferred due to litigation
Under investigation
Subtotal
Total

7
8

1
4
4
3
1
1
40
66
297
14
446
131
344
475
921

*These data refer to cases and not the number of respondents in a case. An investigation
is opened at point where file contains evidence a Code violation may have occurred.
Conference
for CPAs in
Industry Set

The AICPA will hold its fifth annual national conference for CPAs in industry
on September 26 at the Hyatt Regency Hotel in Los Angeles. Designed to meet
the special interests of this portion of the membership, the program will include
Philip B. Chenok, newly named AICPA president; William S. Kanaga, incoming
AICPA chairman; Roy I. Ash, chairman and chief executive officer, AM
International; and A. A. Sommer, Jr., recently elected public member of the
Institute’s board of directors.
Further details will be forthcoming. Registration is $75. For further infor
mation, contact the AICPA meetings department.
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FASB to Consider
More Disclosures on
Foreign Currency
Translation

The Financial Accounting Standards Board tentatively decided last month to
require disclosure of the following information related to the translation of
foreign currency transactions and financial statements:
□ The aggregate exchange gain or loss included in the net income determination
for the period (not including separately reported results on transactions
of dealers in foreign exchange).
□ An analysis of the stockholders’ equity component related to the translation
process, segmented by the functional currencies of particular significance
to the enterprise’s operations, which may be footnoted or reported separately.
□ Aggregate amounts related to net investments that could cause future
adjustments in the separate component of stockholders’ equity, segmented
by significant functional currencies.
□ Significant amount and effects of a change in exchange rates after the
financial statement date or those of a foreign operation that are consolidated
or combined or accounted for by the equity method in the enterprise’s
financial statements.

Ethics Division
Issues New
Pronouncements

Among its recent actions, the executive committee of the AICPA’s professional
ethics division approved two interpretations, an ethics ruling, and modifications
to an interpretation and an ethics ruling. The following summarizes these actions:
□ Interpretation 101-7, Application of Rule 101 to Professional Personnel,
has been modified to further define the term “he and his firm” for purposes
of Rule 101 B.
□ Ethics Ruling 59, Account With Brokerage Firm, has been modified to note the
increased protection in dollars provided by the Securities Investor Protection
Corporation.
□ Interpretation 201-3, Shopping for Accounting or Auditing Standards, is
intended to provide for instances where a client of another public accountant
who is retained to report on the client’s financial statements requests a
member to provide professional advice on accounting or auditing matters in
connection with the entity’s financial statements.
□ Interpretation 203-3, FASB Statements That Establish Standards for Dis
closure Outside of the Basic Financial Statements, states that provisions of the
FASB’s Statements of Financial Accounting Standards stipulating that
certain data should be disclosed outside the basic financial statements are
not covered by Rule 203. (For applicability of Rule 204, see Appendix D of the
code.)
□ Ethics Ruling under Rule 505, Practice of Public Accounting Under Name of
Association or Group, notes that the practice of public accounting under
the name of an association or group is not permitted in the U.S. since it would
likely confuse the public as to the nature of the relationship existing among
the firms in the group.

Record Number
Attend AICPA
Faculty Seminar

The AICPA’s Faculty Summer Seminar drew a record number of 78 faculty
representatives from 67 traditionally black colleges and universities at its 10th
annual presentation in Birmingham, Alabama on May 25-30.
The seminar is designed to bring faculty members up-to-date on technical
and professional developments and to provide an opportunity to exchange ideas
on the accounting education of minority students.
Following a featured presentation on the environmental forces affecting
the various aspects of the profession by AICPA President Wallace E. Olson, the
seminar focused on auditing and taxation, with a full day’s program devoted
to standards for accreditation of accounting programs.

- 4Tax Preparer
Penalties “Clarified”
By Kurtz

Standards of negligence rules on tax preparation are “not completely clear,”
according to Jerome Kurtz, Internal Revenue Service Commissioner. “Mistakes
have been made, but most of the unfair decisions have been worked out on
appeal,” he added.
Speaking at a meeting of the Institute’s federal tax division in Florida last
month, Kurtz said that because so many of the preparer penalty cases have been
reversed on appeal, “questions are raised as to the proper understanding of
the rules” by the 18,000 IRS agents and tax auditors. He added that “we need a
better defining of the line between inadvertence and negligence,” and pledged
that the IRS will work “toward a more precise definition as it digests a large
number of cases to get a sense of where the penalties are being assessed” against
tax preparers.
In sum, the commissioner said that preparers “do a good job and CPAs are
among the most responsible, but the penalty program has improved the quality”
of tax return preparations.
Other speakers included Representative Sam Gibbons (D-Florida), chairman
of the House Committee on Ways and Means Oversight subcommittee; Jerold
Cohen, IRS chief counsel; and John Samuels, tax legislative counsel for the
Treasury Department. Some 200 CPAs attended the four-day meeting.
For further information, see the July Journal of Accountancy.

IFAC Issues
Guideline and
Proposes Two
Others

Audit Engagement Letters is the title of the second international auditing guide
line published by the International Federation of Accountants. It sets forth
the principal contents of such letters and includes an illustrative example.
Exposure drafts issued for comment are as follows:
□ Using the Work of an Other Auditor describes procedures a principal auditor
should perform and the documentation that should be maintained when
the work of another auditor is to be used. Comments are due by September 30.
□ Study and Evaluation of the Accounting System and Internal Control in
Connection with an Audit describes the components of internal control, the
auditor’s preliminary identification of those internal controls on which
the auditor may rely and the auditor’s study and evaluation of them.
Comments are due by October 31.
These publications are available from the AICPA order department (the
guideline is $1.50 a copy) and comments on the exposure drafts should be
directed to Thomas Kelley at the Institute.

International Group
of Governmental
Accountants Formed

Recently, organizations of governmental accountants in the Western Hemisphere
and the United Kingdom have banded together to form the International Con
sortium on Governmental Financial Management.
The objective of the organization is to promote an international effort to
enhance financial management in all governments. This would include training,
research, gathering and disseminating information; promoting an understanding
of professional financial management as a basic responsibility of public officials
at all levels of government; and developing uniform international governmental
financial reporting classifications and formats which permit comparability and
increased utilization of governmental financial management information.
Representatives from the following organizations are included in the new
group: Association of Government Accountants, Municipal Finance Officers
Association (United States and Canada), English Chartered Institute of Public
Finance and Accountancy and the Latin American Institute of Auditing Science.
The secretary general of the consortium is Dr. Mortimer Dittenhofer,
727 South 23rd Street, Suite 100, Arlington, Virginia 22202.

-
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National Accounting
Conference held

Over 200 CPAs, concerned mainly with small and medium-sized business
engagement problems, attended the first annual AICPA National Conference
on Accounting and Auditing, held May 28-30 in Chicago. Retiring AICPA
President Wallace A. Olson led off the conference by speaking about the
“ standards overload” problem which, he said, “threatens to inundate smaller
and privately held companies and the CPAs who serve them.” Olson stated that
there will have to be a distinction made between publicly traded and smaller
companies to avoid “a substantial erosion in compliance with standards.”
In addition to numerous panel discussions, luncheon speaker, William F.
Dickerson, Esq., an attorney specializing in defending small and medium-sized
CPAs, warned that smaller CPAs shouldn’t feel secure just because they
only hear about the large firm being sued. “The small accountant,” he said,
“is being sued, without much public notice, in small towns across the country.”
Mary E. T. Beach, director of the Securities and Exchange Commission’s
Office of Small Business Policy, spoke about steps the SEC is taking to alleviate
capital formation and other problems faced by small businesses and their
accountants.

GAO Issues Draft
on Governmental
Accounting
Objectives

In keeping with its long-range plan to improve the quality and usefulness of
financial reports in the federal government, the U.S. General Accounting Office
recently issued an exposure draft on the objectives of accounting and the
quality of financial reporting by the federal government. While this seems to
parallel the conceptual framework project of the Financial Accounting Standards
Board, it relates only to federal government financial management.
The exposure draft, which represents the initial phase of the program,
identifies the objectives of accounting theory and practice in the federal govern
ment. The second level of the two-part program will deal with the fundamental
concepts. The second part, also on two levels, will include reports on standards
and operational criteria.
For further information on the program, contact Ronald Points, GAO
Financial and General Management Studies Division, Room 6106, 441 G Street,
N.W., Washington, D.C. 20548.
A task force of the AICPA’s federal government executive committee is
following these developments with the aim of recommending what comments,
if any, should be submitted on behalf of the Institute.

NOTICE OF AICPA PUBLIC MEETING

Quality Control
An open meeting of the quality control standards committee will be held on June 27 at the St. Francis Hotel
in San Francisco from 9:00 a.m. to 4:30 p.m. The agenda follows:
□ Present Guidance Material Relating to Quality Control Policies and Procedures. (Report of task force.)
□ Discontinuance of Technical Standards Review Checklists. (Preliminary discussion.)
□ Possible Revision to Guide on Acceptance and Continuance of Clients. (Preliminary discussion.)

□ Documentation of Compliance with Policies and Procedures of Quality Control. (Preliminary discussion.)
□ Question of Whether Inspection Should Be an Element of Quality Control. (Preliminary discussion.)
□ Other Draft Materials from Task Forces. (Discussion of preliminary drafts.)
The next scheduled meeting is in Washington, D.C. on September 25.
Changes from this notice will be reported by the meetings telephone information service.
The number is 212/575-5694.
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Washington Briefs

Your procrastinating SEC clients may be in for a hard time under SEC Release
33-6203. This amendment, in effect, precludes extensions for most reports,
such as Form 10-K and 10-Q. The new rules require a registrant to notify the
commission within one business day after the due date of the reasons for late
filing of any part of the report. (Extensions can still be requested for 8-K
filings of financial statements of acquired businesses.) Relief is still available if
“on time” filing would have caused unreasonable effort or expense.
The President’s Commission on Pension Policy has issued its interim report.
Its major conclusion is that the country should give top priority to a balanced
system of pensions, social security and retirement savings programs for all
workers. A universal minimum advance-funded pension system (mandatory
private plans) is recommended to supplement social security.
Representative Andrew Maguire (D-N.J.) has introduced a bill to help small
businesses retain funds for capital expansion. A key provision includes a 50
percent small business tax credit, up to $300,000 a year, for funds put in trust
for capital equipment, research or wage increases. These funds would have to be
spent within five years or be included in taxable income and subject to a
penalty tax.
At an open meeting on May 28, the SEC decided to leave to individual manage
ments whether they should issue an annual statement on the adequacy of
internal corporate accounting. This question arose from a proposed rule dissemi
nated a year ago that such statements be made mandatory and that they be
reported on by independent public accountants. The commission reserved the
right to reexamine this policy in the light of company performance.
A recent action by the Department of Labor now permits employee pension and
welfare plans to obtain interest-free loans for operating expenses from the
employers and unions that sponsor the plans. These loans would otherwise be
prohibited by ERISA and the Internal Revenue Code of 1954. This class
exemption applies to all employee benefit plans, their participants, beneficiaries
and parties-in-interest.
Liability of up to 30 percent of the employer’s net worth could be attached
to employers who terminate single employer benefit plans under proposed regu
lations issued by the Pension Benefit Guaranty Corporation and published in
the May 23 Federal Register, pp. 34899-907.
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SAS Issued on
Changing Price
Information

The Institute’s auditing standards board has issued a Statement on Auditing
Standards (SAS no. 28) entitled Supplementary Information on the Effects of
Changing Prices. The SA S provides guidance for the independent auditor in
making inquiries of management on its preparation and presentation of
supplementary information on the effects of inflation.
Under the new standard, the auditor would make inquiries of management
on its assumptions and the techniques it employed in arriving at the data
disclosed as supplementary information. He would consider whether this infor
mation is measured or presented within guidelines prescribed by the Financial
Accounting Standards Board’s Statement no. 33, Financial Reporting and
Changing Prices, issued last fall which is applicable to large public companies.
FASB Statement no. 33 also calls for those companies to provide narrative
explanations of the data. SA S no. 28 requires an auditor to consider whether
this discussion may be materially inconsistent with audited financial statements
or the schedule of changing prices data.
SAS no. 28 is to be applied in conjunction with SA S no. 27, Supplementary
Information Required by the Financial Accounting Standards Board (see
December 24, 1979, Letter).
Copies of the statement will be available shortly from the AICPA order
department.

Comments Sought
on Unique Audit
Problems of Small
Businesses

The Institute’s auditing standards board has formed a task force to provide more
explicit guidance to auditors on the implementation of auditing standards
in the audit of small businesses. The task force has tentatively defined a “ small
business” as an entity (public or nonpublic) that usually has some or all of
the following characteristics:
□ Concentration of ownership or operational control in the hands of one or a
few individuals.
□ High potential for management override of internal accounting controls.
□ Management attitude that is not conducive to hiring employees having
accounting expertise.
□ Management personnel or employees having limited accounting expertise.
□ Internal accounting control problems resulting from
1. limited segregation of functions within the accounting system because
of the small number of employees.
2. easy access of clerical and administrative personnel to physical assets.
3. informally designed procedures (planning, budgeting, accounting,
reporting) dependent upon managerial style.
□ No independent policy-making board.
The task force would appreciate assistance in identifying problems
encountered by auditors of small businesses in implementing existing statements
on auditing standards and is particularly interested in proposed solutions to
generally accepted auditing standards implementation problems. Comments
should be directed to Dan M. Guy, director of auditing research, at the AICPA.

- 2Guide on Audits
of Employee
Benefit Plans
Exposed

The Institute’s employee benefit plans and ERISA committee has prepared an
exposure draft of a proposed audit guide, Audits of Employee Benefit Plans. The
draft is designed to assist the independent auditor in examining and reporting
on the financial statements of employee benefit plans, including defined benefit
pension plans, defined contribution plans, and health and welfare benefit plans.
Guidance is provided on the auditor’s procedures with respect to a plan’s
investments as well as the auditor’s responsibility and procedures to be applied
to actuarial determinations affecting matters such as plan contributions and
accumulated plan benefits. The proposed guide also includes illustrations of
auditors’ reports on the financial statements of a plan.
Comments on the draft are due by September 30, and should be directed to
the Institute’s auditing standards division. Copies of the draft will be available
early next month from the AICPA order department.

Sprouse and Block
Are Reappointed
to FASB

Two members of the Financial Accounting Standards Board, Robert T. Sprouse,
the vice chairman, and Frank E. Block, have been reappointed to five-year
terms on the board. The new terms begin January 1 , 1981, and continue through
December 31, 1985.
Sprouse was appointed vice chairman beginning January 1 , 1975, and was
appointed to his first full five-year term later that year. Prior to joining the
board, he was professor of accounting at the Stanford University Graduate
School of Business. Block was appointed to the board in March 1979 to fill an
unexpired term. A financial analyst, he is the first person from the investment
community to serve on the FASB. Prior to his original appointment, he was
vice president of Bache Halsey Stuart Shields, Inc.

Comments Sought
on Academic
Independence Issue

Last year, the American Accounting Association’s publication, Accounting
Education News, carried a letter from Maurice Moonitz which raised questions
dealing with certain aspects of the relationship between academic accountants
and practitioners. The key question was: Is the independence of accounting
faculties, programs, teaching and research being impaired because of any rela
tionship with public accounting firms? Next, to what extent has academic
independence been compromised in areas such as financial support, employment
or continuing consulting relationships and professional advisory councils?
Also, the question arose as to academics needing guidance in areas such as
acceptance of financial support, establishing and using professional advisory
councils, faculty advice on placement, and situations such as being an expert
witness.
The AAA has appointed a committee on academic independence which
is charged with seeking comments on the issues raised and in “identifying
sources of possible impairment of the independence of accounting educators.”
Other comments sought involve recommending possible safeguards and whether
there is a need for “a code of ethics and rules of professional ethics conduct”
for accounting academics.
Comments should be directed to the committee chairman, Professor Stephen
E. Loeb, College of Business and Management, University of Maryland,
College Park, Md. 20742.
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Supreme Court
Says SEC Must
Show Scienter

In a recent case (Aaron v. SEC), the U.S. Supreme Court ruled that section 1 0 (b)
—an antifraud provision —of the Securities Exchange Act of 1934 requires
that the Securities and Exchange Commission prove fraudulent intent when
seeking an injunction to prohibit violations of the securities law. The court had
ruled in 1976 (Ernst & Ernst v. Hochfelder) that scienter — an intent to deceive,
manipulate or defraud —must be shown by a party filing a damage suit
under section 10(b) of the 1934 act. However, the court left open the question
of whether scienter is a necessary element in an action for injunctive relief
under section 1 0 (b).
Now, the court, in a 6 to 3 decision, has held that the same condition must
apply in cases brought by the SEC seeking injunctive relief based on violations of
the securities laws. In an amicus curiae brief, the AICPA argued that the
SEC is not entitled to an injunction under section 1 0 (b) “in the absence of a
showing of scienter.” The decision sustained the AICPA position.

Study Finds
Confusion on
Effect of FCPA

A recent study on compliance with the Foreign Corrupt Practices Act of 1977
found “ confusion over the meaning of the act itself,” according to the head of
the research team, Professor Robert K. Mautz of the University of Michigan
Graduate School of Business Administration. Sponsored by the Financial Execu
tives Research Foundation, the study was directed at determining the state
of the art of internal control in U.S. corporations as well as the impact of the
FCPA on business. Some highlights of the report:
□ Control is seen by most executives as an integral part of the management
process and a key management responsibility.
□ The accounting provisions of the FCPA are not accepted as rational,
economical and equitable ways of accomplishing the act’s expressed purposes.
□ Many executives have difficulty understanding realistic differences among
terms such as internal accounting control, internal control and management
control.
□ The aspect of internal control that most deeply concerns executives is “the
increasing dependence of companies on computers for operational effective
ness and for financial reporting.” This dependence, they believe, greatly
increases the number of internal control risks.
Copies of the report, Internal Control in U.S. Corporations: The State of the
Art, are available, at a nominal cost, from the FERF, 633 Third Avenue,
New York, N.Y. 10017.

Legislation
Introduced to
Amend the FCPA

A bill to designate the Justice Department as the sole enforcer of the Foreign
Corrupt Practices Act and to include a “materiality” standard in the act’s
accounting section was introduced late last month. Senator John Chafee (R-R.I.),
a sponsor, said his proposal (S 2763) wouldn’t compromise the original purpose
of the FCPA, but would eliminate what he termed “confusion” over FCPA
compliance.
Adding that his bill would “eliminate many of the present ambiguities of the
act,” Chafee said that it would instruct the Justice Department to provide
compliance guidance to U.S. business and designate the Justice Department
as the sole enforcer for corrupt practices.
In a related matter, SEC Commissioner John Evans said that the commission
is considering giving more guidance to companies about how it will enforce
the accounting provisions of the FCPA. He added that the SEC was pondering
ways to “alleviate fears” and reduce confusion over the requirements of the
law. A general counsel’s opinion giving the SEC’s interpretation of the law is
considered the most likely alternative, he concluded.

-4 SEC Approves Third
Annual Report on
Accounting
Profession

At a recent open meeting, the Securities and Exchange Commission approved its
third annual report on the accounting profession for transmittal to Congress
by July 1 . “The profession’s self-regulatory program is still evolving,” said SEC
Chairman Harold M. Williams, in his opening remarks.
He added that the AICPA’s creation of the SEC practice section of the
division in 1977 “was a major step by the profession toward implementing
effective self-regulation” ; however, he cautioned, although the section is
in existence, “its programs and mechanisms are not yet fully implemented or
tested.” Thus, the success of the section as an effective self-regulatory body “still
is dependent upon further developments.”

Draft on Operational
Auditing by
Firms Exposed

The Institute’s special committee on operational and management auditing has
issued an exposure draft of a report entitled Operational Auditing by CPA Firms.
The draft contains information on operational auditing engagements which
the committee believes will be of interest to practitioners. The report has two key
objectives:
□ To define operational audit engagements and to provide descriptive
information on such engagements.
□ To describe major differences between operational audits and financial audits.
Illustrative operational audit report summaries are included in the report’s
appendix.
Comments are due by September 18, and should be directed to Monroe
Kuttner, director, MAS division at the AICPA. Copies of the draft are available
from the MAS division.

Speakers Selected
for Industry
Conference

Following opening remarks by Committee Chairman Thomas G. Jordan and
William S. Kanaga, incoming AICPA chairman, Lewis H. Young, editor-in-chief
of Business Week, will lead off the fifth annual national conference for CPAs
in industry on September 26 at the Hyatt Regency Hotel in Los Angeles. His topic
will be “The Current State of the Economy and the Outlook for 1981.”
Roy L. Ash, chairman and chief executive officer of AM International, Inc.,
will round out the morning program with a talk on “ Government/Business
Relations in the 80’s.” In the afternoon, a panel headed by Philip B. Chenok, new
AICPA president, will discuss “The Effect of Current Accounting and Auditing
Developments on American Business.” Other panelists are A. A. Sommer, Jr.,
public member of the AICPA’s board of directors and former SEC commissioner,
and Ralph E. Walters, member of the Financial Accounting Standards Board. The
final session will deal with insurance industry trends and their effect on business.
Registration is $75. For information, contact the AICPA meetings
department.

Study Finds
Receptivity to
Change in Financial
Reporting

Major business and financial leaders are receptive to change in America’s
financial reporting practices, and 8 6 percent of those interviewed believe “there
is a great deal of need for financial accounting and reporting standards.”
These are among the findings in a recent opinion survey of more than 400 major
corporate and financial executives commissioned by the Financial Accounting
Foundation and conducted by Louis Harris and Associates, Inc.
A key conclusion in the study is an indication “of an important shift away
from the traditional importance given the bottom-line earnings per share
measurement” in financial reporting, says Harris.
The complete survey report, including tables, may be obtained from the
Order Department, FASB, High Ridge Park, Stamford, Conn. 06905.

- 5Plans for AICPA
Annual Meeting
Near Completion

Final touches are being put on the program for the AICPA’s 93rd annual meeting
to be held in Boston on October 5-7.
The technical agenda will consist of both plenary and simultaneous sessions
designed to appeal to a wide range of interests. Sunday’s optional program
includes a day-long tour of the Mansions of Newport, Rhode Island, for members
and spouses, and a highlights tour of Boston and Cambridge. Seven tours of
Boston, including the Kennedy Library and “Old Ironsides,” will be available to
spouses Monday and Tuesday.
Plenary session speakers will be George Ball, former under secretary of
state and ambassador to the United Nations; Professor Irving Kristol, professor
of economics at New York University; and Richard Scammon, nationally
known political commentator.
The program will begin with the annual business meeting, which will be
addressed by William R. Gregory, Institute chairman. Simultaneous sessions will
focus on such topics as a review of the year in Washington, federal taxation,
regulation of the profession, and accounting and auditing standards.
A highlights program, with registration information, has been sent to
members. For further information, contact the AICPA’s meetings department.

NOTICE OF AICPA PUBLIC MEETINGS

Professional Ethics
An open meeting of the professional ethics executive committee will be held at the Hyatt Regency of
Los Angeles on July 9 from 9:00 a.m. to 1 2 : 0 0 noon.
The agenda consists of consideration of the following proposed pronouncements for publication:
□ Proposed Interpretation 505-2 —Application of Rules of Conduct to Members Who Operate a Separate
Business.
□ Proposed Ethics Ruling Under Rule 505 —Side Businesses Which Offer Services of a Type
Performed by CPAs.
Federal Taxation
The federal tax division executive committee will hold an open meeting in Minneapolis at the Hotel de
France on July 17 from 1 : 0 0 to 5:00 p.m. and on July 18 from 9:00 a.m. to 5:00 p.m.
July 17 —p.m.
□ Return Preparer Penalty Standards. (Report of task force.)
□ Legislative recommendations for Conformity of Corporate and Self-employed Qualified Benefit Plans.
(Report of task force.)
July 18 —a.m.
□ Proposals for Simplification of Selected Provisions of the Internal Revenue Code. (Report of task force.)
□ “Abusive” Tax Shelters. (Report of task force.)
July 18 —p.m.
□ Tax Accounting Matters. (Report of task force.)
Auditing Standards
An open meeting of the auditing standards board will be held on July 15-17 in the AICPA board room
in New York, starting at 9:00 a.m. each day. The agenda is as follows:
July 15
□ Review of a Financial Forecast. (Consider draft for publication.)
□ Adequacy of Disclosure in Financial Statements. (Consider draft for publication.)
July 16 —a.m.
□ Materiality and Audit Risk. (Report of task force.)
July 16 —p.m.
□ Unique Audit Problems of Small Business. (Report of task force.)
□ Auditors’ Reports. (Report of task force.)
July 17 —a.m.
□ Statistical Sampling. (Discussion of preliminary draft.)
Changes from these notices will be reported by the meetings telephone information service.
The number is 212/575-5694.
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Washington Briefs

A “fair-play” bill to delay the effect of the IRS’s recent ruling relating to the
change in accounting method for “excess” inventory pursuant to the Thor Power
Tool Case has been introduced in the House. Three Representatives, all
Republicans, introduced the bill-(H.R. 7390) to provide that Revenue Ruling
80-60 shall not require a change in the taxpayer’s method of accounting for tax
able years beginning before 1980. The AICPA had previously urged the IRS
that the retroactive application of Rev. Proc. 80-5 (see April 28 Letter) be made
elective, by the taxpayer, to either the first or second taxable year ending on
or after December 25, 1979. At that time, IRS Commissioner Kurtz stated that
“we do not believe that an extension of such effective date is warranted.”
The Federal Election Commission advises that CPAs having questions on federal
election laws or on reporting receipts or expenditures, which are required
to be reported by candidates for federal office and political committees on their
behalf, may get assistance by calling, toll free, 800/424-9530.
Retirement plans would be required to provide increased benefits for employees
continuing to work past normal retirement age, under recent rule changes
proposed by the Equal Employment Opportunity Commission. Among other
things, the proposal notes that an employer could not discontinue contributions
to a defined contribution plan for those employees working beyond normal
retirement age. It is expected that the proposal will go to the EEOC commis
sioners for approval by June 30.
The IRS has decided that it is in the public interest to set up an Art Print Panel
to help determine the fair market value of art prints and related property for
tax purposes. The panel will include publishers, distributors and retailers of
prints and museum print curators.
The IRS has slated a public hearing for July 15 on proposed regulations relating
to a special rule for the deduction of certain charitable contributions of
inventory and other property. For additional information, contact Charles Hayden
at 202/566-3935.
Senator Robert Dole (R-Kan.) has introduced a bill to provide tax deductions
for funds set aside by taxpayers, in special savings accounts, to finance the
purchase of a first home or the cost of higher education. The dollar limitations on
both types of deductions would be “inflation adjusted” annually.
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Members Defeat
Two Proposals at
Special Meeting

Members attending a special meeting of the Institute held on July 11 in Chicago
and conducted by AICPA board chairman William R. Gregory voted by almost
two-to-one margins against authorizing a mail ballot of all the Institute members
on two issues. The proposals, made by 269 Institute members under current
bylaw provisions, were that the Institute refrain from incurring future expenses
for the AICPA division for CPA firms and that a directory of division members
not be published. The preliminary votes on the issues were 432 against,
246 for, and 425 against, 234 for, respectively.
The ballots were to be authenticated by employees of the J. Henry Schroder
Bank & Trust Co., New York, the independent inspectors who will certify the
final vote. The Institute members who had called for the special meeting
distributed a letter citing financial data on the new division and objecting to
publication of the directory. Council, at its May meeting, had decided to delay
publication of the directory until July 1982. Also distributed at the meeting,
which lasted about two hours, was a letter from Chairman Gregory, the text of
which is a supplement to this Letter.

IFAC Issues
Guideline; Exposes
Three Drafts

Professional Ethics for the Accountancy Profession is the title of the first
international ethical guideline published by the International Federation of
Accountants. It sets forth the principles “which should form the basis of detailed
ethical requirements by which members of the profession should be guided
in the conduct of their professional life.” The AICPA order department has
free copies.
Exposure drafts issued, which have been sent to member bodies for comment
by November 30, are as follows:
□ Proposed statement of guidance on Advertising, Publicity and Solicitation.
□ Proposed statement of guidance on Professional Competence.
□ Proposed statement of guidance on Definition of Management Accounting,
Responsibilities of Management Accountants.
In a related matter, at its recent meeting, IFAC’s council admitted two
new national societies to membership —the Institute of Certified Public
Accountants of Kenya and the Egyptian Society of Accountants and Auditors.
IFAC now has 75 member societies based in 57 countries.

Statement on
Balance Sheet
Classification
Issued

The Financial Accounting Standards Board has issued its Statement no. 37,
Balance Sheet Classification of Deferred Income Taxes. The new standard
specifies that deferred income taxes that are related to an asset or liability are to
be classified the same as the asset or liability, consistent with APB Opinion
no. 11, Accounting for Income Taxes. The statement further clarifies the position
that unrelated deferred income taxes are to be classified according to the
expected reversal date of the timing difference.
The statement is effective for financial statements for periods ending after
December 15, 1980. For further information, contact the Order Department,
FASB, High Ridge Park, Stamford, Conn. 06905.

- 2FASB Holds
Symposium on
Conceptual
Framework Project

More than 350 businessmen, accountants, financial analysts, academics and
bankers gathered last month in New York to discuss their experiences and
expectations relating to the Financial Accounting Standards Board’s conceptual
framework project for financial accounting and reporting.
The symposium included discussion of the role of a conceptual framework,
the expectations and implications of the project and a summary of the
relevant elements within the project. As expected, controversy was evident
among the participants, particularly as to the pace of the project, which now
dates back to 1973, and its ultimate usefulness for users of financial statements.
“I think it is essential and I think it is worth waiting for,” said Oscar S.
Gellein, former board member, adding that the project should be given another
five to ten years. Others, however, while noting some progress, urged a faster
pace for the project. FASB chairman Donald F. Kirk termed the discussion
“ a mixture of hope and skepticism.”

One AICPA Member
Expelled; Three
Suspended

Section 7.3.1. of the Institute’s bylaws provides that membership in the Institute
shall be suspended, without a hearing, if a member has been convicted of
a crime defined as a felony under the laws of the convicting jurisdiction, and
that membership shall be terminated if the conviction becomes final.
□ On May 20, 1980, the membership of Leonard P. Connolly of Springfield,
Pennsylvania, was terminated following his conviction in a U.S. District Court,
on his plea of nolo contendere, of the felonies of conspiracy and mail fraud.
□ On April 1 6, 1980, Clifford Y. Pierce of Miami Beach, Florida, was notified
that his membership was suspended following his conviction in a U.S. District
Court of the felony of illegal possession and distribution of drugs. An
appeal was taken by Mr. Pierce and is pending in the U.S. Circuit Court of
Appeals.
Section 7.3.2. of the Institute’s bylaws provides that membership in the
Institute shall be suspended without a hearing should the member’s certificate as
a certified public accountant be suspended as a disciplinary measure by any
governmental authority, and that such suspension shall terminate upon
reinstatement of the certificate.
□ The membership of Earl Geller of Phoenix, Arizona, has been suspended from
April 28, 1980, to October 28, 1981, coincident with the suspension of his
CPA certificate as a disciplinary measure by the Arizona State Board
of Accountancy.
□ The membership of Bruce Abraham, Jr. of Canton, Ohio, was retroactively
suspended from November 7, 1979, to May 7, 1980, following the recent
receipt of information that his CPA certificate had been suspended as a
disciplinary measure for a similar period by the Ohio Accountancy Board.

MAP Conference
Reminder

A record number of CPAs, over 300, registered for the first in the current series
of practice management conferences on July 24-25. The others are Firm
Management and Administration (Scottsdale, Arizona, September 8-9); Partner
ships and Professional Corporations (Houston, October 20-21); People
Management (Houston, October 23-24). Contact Jim Flynn at the AICPA for
information.

The CPA Letter (ISSN 009-792x), July 1980. 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. Copy
right © 1980 American Institute of Certified Public Accountants, Inc.

Executive Editor: Roderic A. Parnell

Editor: Stephen H. Collins

Special Supplement, Th e C P A Letter, Ju ly 1980

AICPA

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200

T o A IC P A Members Attending the Special Meeting on July 11, 1980:
Th e special meeting of the A IC P A membership has been called at the request of 269 members,
in accordance with provisions of the Institute’s bylaws. Those members have petitioned to have
the following resolutions put to a vote of the membership by a mail ballot:
R E S O L V E D , that the Institute refrain from incurring any additional expenses in connection with
its sponsorship of and the activities of the division for C P A firms for which it is not
reimbursed by said division, and
R E S O L V E D , that the Institute and the division for C P A firms be directed not to publish or cause
the publication of a directory of members of the division for C P A firms.
It is important for members attending the special meeting to have a full understanding of the
facts relating to these issues. Th e purpose of this letter is to provide this information.

Establishment of the Division for CPA Firms
Th e division for C P A firms was established in September 1977 by a resolution of Council to
sponsor such a division and to provide funds for its operations. Th e division consists of two sections,
each of which is governed by an executive committee composed of representatives of member firms.
Th e action of Council approving the establishment of the division for C P A firms was challenged
at the annual business meeting of the membership on September 1 9 , 1977, and subsequently
by a legal action filed against the A IC P A by 18 members alleging that the Council had exceeded
its powers under the bylaws. Th e following were the results of those challenges:
1. Over two-thirds of the members present at the annual business meeting voted in
support of the Council’s action.
2. Th e legal action ended in a finding by the court that the Council had the authority to create the
division and the bylaws were not violated by its creation. Thus, the action by Council was
judged not to be a basic restructuring of the Institute, which would have required
amendment of the bylaws.
Th e bylaws, which have been adopted by the membership, provide that the Council act as the
governing body of the Institute. Th e Council is a representative form of democratic governance.
Over three-quarters of its members are determined by the individual state societies, which
are in turn governed by their respective members.
Council created the division for C P A firms without seeking a vote of the membership because it
believed that Congress would enact new legislation to regulate the profession if immediate steps
were not then taken to bolster the profession’s system of self-regulation. That perception was borne
out by the introduction by Congressman Moss on June 1 6 , 1978, of H.R. 13175, which provided
for a new federal statutory regulatory organization under the oversight of the S E C , to be known as
the National Organization of Securities and Exchange Commission Accountancy.
With the benefit of hindsight, individuals may differ in their judgment about whether such prompt
action was necessary. It is a fact, however, that members of firms of all sizes serving on Council
in 1977 were convinced, on the basis of events at that time, that the possibility of legislation was too
great to permit a delay of the year or more that would be required for a full-scale debate
by the entire membership.

Purpose of the S E C Practice Section
Th e purpose of the S E C practice section was to establish a means of regulating C P A firms
practicing before the S E C . T o be effective, it clearly had to include as members all of the largest
C P A firms, since, by becoming members, firms surrendered a significant degree of their autonomy
and subjected themselves to the possibility of severe sanctions by the section. The ir voluntary
agreement to become members was thus crucial to the establishment of the section, since the
A IC P A had no authority to mandate membership by C P A firms.
Th e key to the effectiveness of the new system of self-regulation of firms was the establishment
of a Public Oversight Board with the power to report to the S E C and to the public on any
perceived deficiencies in the operation of the section.
All meetings of the section are open to representatives of member firms and to the Public
Oversight Board and its staff. Thus, it can hardly be said that the section conducts all
but a minimum of its business in secrecy.
Membership in the section is open to any firm willing to meet its nonexclusionary membership
requirements. Those requirements have been made less stringent over time in a number of respects
to assure that smaller firms can join without incurring an undue financial or administrative burden.
While a number of firms serving S E C clients have not joined the section, the firms that have
joined have as clients 92 percent of the companies registered with the S E C .

Purpose of the Private Companies Practice Section
A proposal to establish a division for smaller firms within the A IC P A originated with Advisory
Group A, which was composed of representatives of smaller firms. Th e proposal preceded by a
considerable period any congressional hearings and any thought of establishing the S E C practice
section. Th e intent of the proposal was to provide a conduit through which the organized views of the
smaller firms could be expressed to increase their influence on the establishment of the profession’s
positions and policies. It was expected to be a lobbying force within the profession’s ranks.
Establishment of such a division was imminent at the time that the congressional investigations
and hearings began and was delayed by the need to devote attention to these new developments.
However, when it became clear that an S E C practice section should be established, it was a natural
step to establish at the same time a section to serve the interests of smaller firms, as contemplated
by Advisory Group A. Moreover, it was felt that a private companies practice section would help
demonstrate the profession’s commitment to self-regulation.
A separate private companies practice section, based on the type of clients served rather than
on firm size, was established to avoid forcing all firms joining the division to conform to the more
extensive regulation required in connection with S E C practice to meet the principal concerns of
Congress. In addition, the P C P S was intended to serve principally as a means of speaking for the
interests of those serving primarily smaller and privately held companies. Moreover, membership in
the section represents a commitment to quality on the part of firms that serve nonpublic companies.
Clearly, the purpose was not to divide the profession between large and small firms, nor has it
in fact divided them.

Funding the Division for CPA Firms
For the year ended Ju ly 3 1 , 1979, the following expenses were incurred and paid from A IC P A
funds for the division for C P A firms:
Staff payroll and other direct expenses
Meeting costs
Staff member travel
Printing
Professional services

$552,000
32,000
133,000
49,000
84,000

TO TAL

$850,000

In addition, $80,000 of A IC P A general and administrative costs were allocated to the division
under the normal overhead allocation policies, resulting in the total of $930,000, which was
reported in the Annual Report.
Th e total of $930,000 was incurred for the two sections as follows:
T o P CP S
To SECPS

$481,000
449,000

TO TA L

$930,000

Th e staff represented by the payroll and other direct costs of $552,000 devoted its time to
1. Administering the operations of the two sections
2. Administering the peer review programs of the two
sections

$377,000
$175,000

In addition to the funds provided from the general budget of the A IC P A , each section has its own
dues structure, from which the expenses of special projects are paid.
Th e annual dues of the S E C P S are expected to total approximately $700,000. These funds are
used to pay the entire costs of the POB and its staff.
Th e P C P S annual dues will amount to about $60,000 for the year. These are being used partially
for a newsletter of the section and for appraising the quality of peer reviews. A portion is being
accumulated for future projects of the section.
It is important to keep in mind that the two sections are separate activities that are sponsored
by the A IC P A and are only partially supported by it. Th e balance of the sections’ resources
comes from the dues of the sections’ member firms.
It is appropriate for the A IC P A to provide support to the two sections because, in a broad
sense, they serve the interests of the entire profession. Th e y serve to maintain the
credibility of the profession and to retain a system of self-regulation.
This policy is consistent with virtually all the other activities of the A IC P A , which are designed
to enhance the overall standing and effectiveness of the profession in serving the public.
Even though all members benefit at least indirectly from all of the A IC P A activities, it is also
true that many of the activities are of more direct and greater benefit to one segment
of the membership than to others. For example:
• We spend about $1,300,000 for the Auditing Standards Board, which is of lesser interest
to the 45 percent of our members not in public practice.
• Th e Management of an Accounting Practice activities are directed almost entirely
to helping smaller local firms.
• T h e newsletter "T h e Practicing C P A ” is designed specifically for practitioners in smaller local firms.
• Assistance programs for minority students and businesses are directed at a limited portion
of the membership.
• While self-sustaining, the C P E programs are largely of greater benefit to the smaller firms
in public practice.
• W e spend over $400,000 for a technical information service, which is used almost entirely
by practitioners in smaller firms.
There are many other examples, but these are sufficient to demonstrate that, as a practical
matter, a great portion of the expenditures of the A IC P A do not directly benefit all members
proportionately. Nevertheless, all members benefit indirectly from the maintenance of a strong,
effective profession in all its segments.

If we were to follow a policy of spending proportionate amounts on all segments of the
membership, we would have to drastically increase our expenditures for the interests
of our 45 percent membership not in public practice.
Tw o additional facts ought to be recognized. Th e annual budget of the A IC P A is now
approximately $40,000,000, and the amount spent for the division for C P A firms is not excessive in
relation to this amount. In addition, less than 30 percent of the A IC P A ’s total revenues
is derived from members’ dues.
Given these facts, the Planning and Finance Committee, the Board of Directors, and the Council
believe that the amount expended for the division for C P A firms is fully justified. Accordingly, the
Board of Directors and Council voted overwhelmingly to recommend that you vote against
authorizing a mail ballot on the proposal to prohibit the A IC P A from providing funds in
support of the division for C P A firms.

Directory of Division for CPA Firms
Th e decision by the Board of Directors and Council to publish a directory was in response to
calls for such a directory from the S E C , the Public Oversight Board, the New York Stock
Exchange, the executive committees of the two sections, and others.
Despite earlier statements that there were no plans to publish a directory, the matter was
reconsidered when the S E C and the Public Oversight Board strongly urged that the public was entitled
to know the names of member firms. As a result, the Board of Directors and Council
authorized publication effective Ju ly 1, 1980, primarily because
1. Th e S E C and the Public Oversight Board took the strong view that firms should be
encouraged to become members.
2. Trying to keep secret the names of member firms is not defensible in today’s environment.
3. There was a strong possibility that a directory would be published in any event by
a private profit-making venture.
Because of concerns expressed by some members of Council on behalf of their state societies at
the May 1980 meeting of Council, it was decided to delay publication of a directory until 1982 to
give firms more time to become members of the division and to prepare for peer reviews. Th e Board
of Directors and Council voted overwhelmingly to recommend that you vote against authorizing a
mail ballot on the proposal that the A IC P A and the division for C P A firms be prohibited
from publishing a directory of members of the division.

Sincerely yours,

Chairman of the Board
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New Accounting
Accreditation
Standards
Approved

Accreditation standards for college-level accounting programs have been
approved by the Accreditation Council of the American Assembly of Collegiate
Schools of Business (AACSB) at its meeting last month. In addition to con
tinuing to accredit programs in business administration, the AACSB will now,
with the cooperation of the accounting profession, accredit three types of
accounting programs:
□ Bachelors degrees with a concentration in accounting.
□ Masters of Business Administration degrees with a concentration in
accounting.
□ Masters of accounting degrees.
Among the new standards are requirements that a minimum percentage
of the accounting faculty possess professional certification, such as the CPA or
CMA. The standards also require a minimum percentage of the accounting
faculty to demonstrate that they have had recent relevant experience, such as
consulting, employment in business, public accounting, governmental and
other not-for-profit organizations, and service on technical committees.
The Institute will now participate in the process of reviewing applications
for accreditation, evaluating the candidates, and deciding which accounting
programs will be accredited. The first accreditations are expected to be granted
in the spring of 1982.

SOP on Reporting
by Governmental
Units Issued

The Institute’s accounting standards division will shortly issue a statement of
position on Accounting and Financial Reporting by Governmental Units.
Prepared by the AICPA’s committee on state and local governmental units, SOP
80-2 amends the Institute’s industry audit guide, Audits of State and Local
Governmental Units, to recognize the National Council of Governmental
Accounting’s Statement no. 1 , Governmental Accounting and Financial Reporting
Principles, as an authoritative modification of the NCGA’s 1968 publication,
Governmental Accounting, Auditing and Financial Reporting (GAAFR). The
AICPA’s guide had previously recognized GAAFR as an authoritative source.
Copies may be obtained from the order department about August 1 .

AICPA PUBLIC MEETING NOTICE

Accounting Standards
The accounting standards executive committee will hold an open meeting on July 28-30 at the Hyatt
on Union Square in San Francisco starting at 8:30 a.m. each day. The agenda follows.
July 28 —a.m.
□ Long-term Care Facilities. (Discussion of preliminary draft.)
□ Clarification of Reporting Practices Concerning Hospital-related Organizations. (Consider draft for
publication.)
□ Financial Statements and Other Means of Financial Reporting. (Consider letter of comment.)
July 28 —p.m.
□ Accounting for Market Performance, Company Performance and Combination Plans: Reconsideration
of APB Opinion 25. (Discussion of preliminary draft.)
July 29 —p.m.
□ Accounting by Motor Carriers (Tires, Revenue Equipment Disposals and Revenue Recognition).
(Discussion of preliminary drafts.)
□ Agribusiness. (Preliminary discussion of subject.)
July 30 —a.m.
□ Construction Contractor Guide and Contract SOP. (Consider draft for publication.)
July 30 —p.m.
□ Real Estate Acquisition, Development and Construction Costs. (Consider draft for publication.)
□ Real Estate Depreciation. (Discussion of preliminary draft.)
Changes from this notice will be reported by the meetings telephone information service.
The number is 212/575-5694.

-8 Washington Briefs

Taxpayers —“The Taxpayers’ Bill of Rights Act,” S 2825, was introduced last
month by Senator Max Baucus (D-Mont.). Key provisions of the bill: establish an
ombudsman office in the IRS; require the IRS to obtain a court order before
seizing taxpayer property for nonpayment of taxes; require the elimination of
declarations of estimated taxes, eliminate interim W- 2 Forms; and require
the IRS to promulgate rules without strict time limits.
Antitrust —Federal antitrust and trade regulations, under the Clayton Act of
1914, might become applicable to partnerships and other noncorporate entities for
the first time if House and Senate conferees can reconcile differences in their
respective versions of antitrust bills. The conference to resolve the differences
between S 390 and HR 4049, is likely to be held later this summer.
Carryover —In IR 80-73, the IRS announced that the carryover basis election can
be made in connection with certain estates, even though they were closed
before or after the enactment of the Crude Oil Windfall Profit Tax Act. The
carryover basis election may be made by an estate representative of an eligible
estate, if, under state law, the estate may be reopened.
Small Business Reporting —The SEC is considering the feasibility of establishing
classes of small issuers in order to relieve them of certain reporting and other
requirements under the Securities Exchange Act of 1934. The commission
is seeking comments and guidance on the desirability of such a system. Comments
are due by September 15. In addition, the SEC requests comments on 19 general
questions contained in the proposed rulemaking.
Internal Control —Last month, the SEC formally withdrew its proposal which
would have required the management of publicly-held companies to file a
statement on the adequacy of internal accounting controls in annual reports to
the commission, proxy material, and reports to shareholders. The SEC had
earlier agreed to withdraw the rule at a May commission meeting (see June 9
Letter). In SEC Release no. 34-16877, the SEC urges auditor association with
the voluntary management reports and notes that it will continue a monitoring
program through spring 1982.
SEC Nominee —President Carter plans to nominate Barbara S. Thomas, a New
York lawyer, as an SEC commissioner. If confirmed by the Senate, Mrs. Thomas,
a partner with Kaye, Scholer, Fierman, Hays & Handler, will succeed Irving
Pollack, who retired last month.
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Two SASs; Draft on
Nonprofits Issued

The Institute’s auditing standards division has issued the following:
□ SAS no. 29, Reporting on Information Accompanying the Basic Financial
Statements in Auditor-Submitted Documents, supersedes SAS no. 1, section
610, Long-Form Reports. This statement provides guidance on the form and
content of reporting when an auditor submits to his client or others a
document containing data in addition to the client’s basic financial statements
and the accompanying auditor’s standard report.
□ SAS no. 30, Reporting on Internal Accounting Control, supersedes sections
640 and 641 of SAS no. 1 . The statement describes the procedures that
should be applied in connection with various engagements to report on in
ternal accounting control, including engagements to express an opinion on an
entity’s overall system. It also illustrates the different forms of the account
ant’s report to be issued in connection with such engagements.
The Securities and Exchange Commission has withdrawn a proposed
rule (see July Letter) that would have required SEC registrants to include a
management statement and an auditor’s opinion on internal accounting
control in published annual reports. However, the commission said it will look
to the private sector to take the initiative in developing voluntary reporting
on internal accounting control.
Also, the Institute’s nonprofit organizations subcommittee has prepared an
exposure draft of a proposed audit guide, The Audits of Certain Nonprofit
Organizations, which provides guidance to the independent auditor in examining
and reporting on the financial statements of certain nonprofit organizations in
accordance with generally accepted auditing standards. Comments are due by
November 15, and should be directed to the auditing standards division.
Copies of these publications may be obtained from the order department.

Recent AcSEC
Actions

At its meeting late last month, the Institute’s accounting standards executive
committee took the following actions:
□ Approved for issuance a statement of position, Accounting for Performance
of Construction-Type and Certain Production-Type Contracts, subject to
negative clearance by AcSEC and presentation to the FASB.
□ Approved for issuance a statement of position, Accounting for Real Estate
Acquisition, Development, and Construction Costs.
□ Approved an issues paper, Accounting for Intangibles in the Motor Carrier
Industry, for presentation to the FASB.
□ Approved a letter of comment on the FASB’s Invitation to Comment,
Financial Statements and Other Means of Financial Reporting.

Georgia School of
Accounting Gets
Professional Status

In what may be a first in accounting education, the Georgia Board of Regents
has granted professional status to the University of Georgia-School of Account
ing’s five-year program which leads to a Master of Accountancy degree. The
curriculum closely follows AICPA council recommendations and reflects the
views of the Federation of Schools of Accounting.
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Multinationals Give
Analysts Half a
Loaf: Study Says

A recent report by the Conference Board concludes that, while disclosures by
U.S. multinational companies have been increasing, investment analysts claim
they are getting only about half the information they seek.
Reporting Transnational Business Operations analyzes the information on
foreign operations by 218 U.S. multinational companies in terms of 40 items
analysts consider important in reviewing these companies.
About 63 percent reported on overall company objectives, plans and policies
—number one on the analysts’ list. On the second ranked area, descriptions of
exceptional risks involved in operating outside the U.S., only 13 percent came
through. Some 32 percent reported on the number three item —significant amounts
of business due to a single customer.
The vast majority of companies reported on 13 “important” areas with
descriptions of depreciation methods disclosed by all companies heading the list.
On the other hand, there were 11 “important” matters on which less than
10 percent of the companies reported. No company disclosed inventory valuation
methods used in overseas subsidiaries. Other rarely reported items included
foreign earnings not remitted to the U.S. parent company, a forecast of next
year’s worldwide earnings and profitability and the percent of domestic products
sold to foreign affiliates.
A copy of the report is on file at the AICPA library and can be purchased for
$15 from the Conference Board, 845 Third Avenue, New York, N.Y. 10022.

AICPA Insurance
Refund Due

The 1980 refund of the AICPA Insurance Trust is scheduled for payment this
month —approximately $20,000,000. Refund rates applicable to contributions for
insurance during the 12-month period ended September 30, 1979, are as follows
for eligible individuals under the CPA Plan:
Payment Basis Elected and Contributions Paid
Classification
Under 35
35-49
50-59
60-64
65 and over

Annual*

Semi-Annual*

Monthly

90%
72
55
41
8

86%
68
51
37
4

82%
64
47
33
—

*Refund percentages include bonus refunds for eligible individuals electing and
remitting contributions on an annual or semi-annual basis. Such bonus refunds are 8%
and 4%, respectively.

Firms under the Group Insurance Plan will receive a 53% refund for those
without dependent coverage and 49% for those with such coverage.
Life insurance in force under the Institute’s plans is over $7 billion. At
present there are some 68,000 participants in the CPA Plan and some 69,000
people are covered under the Group Insurance Plan.
Invitations to commence or increase participation under the plans are
scheduled for mailing in late August. AICPA members should contact the Plan
Agent: Rollins Burdick Hunter Co., 605 Third Avenue, New York, New York
10158 (800/221-4722 - in New York call collect 212/661-9000).
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Tax Benefits of Oil
and Gas Percentage
Depletion Addressed

The Financial Accounting Standards Board recently exposed a proposed inter
pretation of FASB Statement no. 19, Financial Accounting and Reporting by Oil
and Gas Producing Companies, to clarify how and when the income tax savings
of an oil and gas producer arising from percentage depletion should be reflected
in financial statements. The board proposed that percentage depletion otherwise
allowable as a tax deduction is a “timing difference” on which deferred taxes
must be provided until the cumulative depletion deducted for tax purposes
equals property cost. Thereafter, percentage depletion would be treated as a
permanent difference.
Comments on the proposal, Accounting by Oil and Gas Producing Companies
for the Tax Benefits of Percentage Depletion, are due by October 31. Contact
the Order Department, FASB, High Ridge Park, Stamford, Conn. 06905.

FASB Appoints
Task Forces on
Special Industries

The Financial Accounting Standards Board recently appointed three task forces
to help the board with the extraction of specialized accounting and reporting
principles from AICPA statements of position and guides in the entertainment,
insurance and real estate industries. The task forces, which will start meeting in
the fall, will also advise the board on subsequent implementation and practice
problems.
Additional task forces for banking, construction, securities, savings and
loan, and personal financial statements are expected to be appointed later.
The FASB has also announced a direct telephone line for placing orders for
FASB publications. It is 203/356-1990.

Auditing
Interpretation
Issued on
Industry Guide

The staff of the Institute’s auditing standards division has issued an auditing
interpretation that will be published in the September Journal of Accountancy.
The Auditors’ Consideration of Accounting Principles Set Forth in Industry
Audit and Accounting Guides states that an auditor has an obligation to consider
an applicable AICPA industry accounting and audit guide, or statement of
position that amends such a guide, in concluding whether the financial state
ments are in conformity with generally accepted accounting principles.

Two Quality Control
The Institute’s quality control standards committee recently issued two inter
Interpretations Issued pretations entitled The Relationship Between Inspection and Monitoring and

Implementation of Inspection in CPA Firms. The interpretations answer questions
that have been raised concerning implementation of an inspection program, the
applicability of inspection to sole practitioners and other local CPA firms,
procedures which may be performed in lieu of certain inspection procedures and
other matters related to inspection.
Copies of the papers have been mailed to all members of the AICPA’s
Division for CPA Firms. The text of the interpretations will appear in the October
Journal of Accountancy. For further information, contact the Institute’s quality
control review division.

NOTICE OF ANNUAL MEETING OF THE INSTITUTE
Notice is hereby given to the membership pursuant to Sections 5.1.1. and 5.1.3. of the bylaws that the
regular annual meeting of the Institute will be convened at 9:00 a.m. on October 6, 1980, in the
Grand/Independence Rooms of the Sheraton-Boston Hotel, Boston, Massachusetts, to receive the report of
the independent auditors, hear an address by Chairman William R. Gregory and consider other business
brought before the meeting.
Donald J. Schneeman, Secretary
New York, N.Y., August 1, 1980

- 4Accounting
Literature Awards
Announced

At the American Accounting Association’s annual meeting, two $500 awards and
t hree medallions were presented for outstanding contributions to accounting
literature. Selected by the AICPA accounting literature awards committee from
nominations by the AAA’s committee on notable contributions to accounting
literature, the awards went to the following:
□ “The Demand for and Supply of Accounting Theories: The Market for
Excuses,” Professors Ross L. Watts and Jerold L. Zimmerman, University of
Rochester, published in the April 1979 Accounting Review.
□ Accounting Theory, Professor Eldon S. Hendrikson, University of Santa Clara,
published by Richard D. Irwin, Inc., Homewood, Illinois, 1977.
Also, John C. Burton, Arthur Young Professor of Accounting and Finance at
the Graduate School of Business of Columbia University, has won the 1980
Journal of Accountancy Literary Award for his article, “A Critical Look at
Professionalism and Scope of Services,” published in the April 1980 issue.
The award, established in honor of John Lawler, former Journal editor and
AICPA senior vice president, consists of a $500 cash prize and a scroll. The award
is given to the author of the best article published in the Journal during the
1 2 months ending with the June issue last year, as determined by the magazine’s
editorial advisory committee.

Recent AICPA
Publications

Statement of Tax Policy no. 7: Analysis of Capital Cost Recovery Proposals —
This statement analyzes alternative capital cost recovery proposals now being
considered to offset the impact of inflation and recommends those proposals
which the AICPA’s federal tax division considers the best alternatives. Price is
$3.50; $2.80 to members.
Compliance with Federal Election Campaign Requirements: A Guide for Candi
dates —This 1980 edition provides updated information on what candidates to
the Senate or House of Representatives must do to comply with current statutes
governing election campaigns. Price is $18; $14.40 to members.
Tax Recommendations to Aid Small Business —This report, by the Institute’s
small business taxation subcommittee, discusses major tax disadvantages of
small businesses and recommends a substantial number of legislative proposals
to provide relief in this area. Price is $8.50; $6.80 to members.

The Institute has published new paperback editions of its guides to current
standards as of June 1 , 1980. These volumes are available only to AICPA
members. They include AICPA Professional Standards —Vol. 1 : Auditing/
MAS/Tax Practice/Accounting and Review Services ($8.25), Vol. 2 : Ethics/
Bylaws/Quality Control ($7.25), Vol. 3: Accounting —Current Text ($14.75 —
Three-volume set —$24.50); Technical Practice Aids ($8.75, with Professional
Standards, $31); and Audit and Accounting Manual ($8.75).
All the above publications may be obtained from the AICPA order department.
Practicing CPA

to Include
Pronouncement
Summaries

Starting with the August issue, the Practicing CPA is carrying a quarterly update
on technical pronouncements issued during the preceding 1 2 months, with a
brief description of each. Areas to be covered are FASB statements and inter
pretations, statements on auditing standards and those on accounting and
review services. This new service has been developed in response to requests
made by local practitioners at regional meetings.
The Practicing CPA is a monthly AICPA newsletter that is sent to all
members associated with firms having fifty or fewer AICPA members. Other
members may recieve it upon request to the AICPA circulation department.

- 5IASC Issues
Two Draft Papers

The international accounting standards committee has issued the following two
exposure drafts of proposed standards:
□ Exposure Draft 17, Information Reflecting the Effects of Changing Prices,
deals with data which reflects the impact of changing prices upon the
measurements used in determining the results of an enterprise’s operation.
□ Exposure Draft 18, Accounting for Property, Plant and Equipment in the
Context of the Historical Cost System, deals with accounting for certain
assets on the balance sheet, including property, plant and equipment.
Comments on both papers are due by January 31, 1981, and are to be
directed to Paul Rosenfield at the AICPA. The papers may be obtained from the
AICPA order department.

AICPA Conferences
Scheduled

Savings and Loan —A national conference sponsored by the committee on savings
and loan associations of the Institute’s federal government division will be held
October 2-3 at the Capital Hilton Hotel in Washington, D.C. Among the topics to
be covered are emerging accounting issues in the financial services industry,
accounting for forward commitment and interest rate futures transactions,
mergers, acquisitions and conversions, and accounting and auditing matters
affecting savings and loan associations.
Speakers include Michael Sumichrast, staff vice president and chief econo
mist, National Association of Home Builders; and John H. Dalton, board member,
Federal Home Loan Bank Board.
Registration is $225. For further information, contact the AICPA meetings
department.
Tax Planning —The Fifth Annual National Conference on Federal Taxes, spon
sored by the federal tax division, will be held in Washington, D.C., on October
27-28. The conference will focus on tax planning for unusual income or losses
and how to cope with departures from the “normal income stream.”
In addition to updating participants on important recent changes, experi
enced tax practitioners will discuss such subjects as multiple entity structures,
accumulated earnings and personal holding companies, reorganizations and
purchases, liquidations and installment sales.
Fee for the conference, which is open to the public, is $150. For information,
contact the AICPA meetings department.
MAS Training —The 1980 National MAS Training Program will be held Novem
ber 2-7 at the Austin campus of the University of Texas. Entitled “Conducting
EDP Feasibility Studies for Small Business,” the program is sponsored jointly
by the university and the Institute’s CPE division.
The program is geared for accountants wishing to expand and refine their
MAS consulting skills. This introductory level program is aimed at practitioners
whose EDP knowledge has been gained in an informal manner. After complet
ing the program, practitioners will be able to conduct a feasibility study, assist
in contract negotiation and participate in implementing and monitoring an
EDP systems installation for small and medium-sized clients.
Registration is $700. For information, contact Pat Jackson at the AICPA.
Quality of Life —The management of an accounting practice committee is
sponsoring its second Quality of Life Conference in Denver on January 12-13,
1981.
The program deals with resolving the conflicting demands of personal and
professional life, and both CPAs and their spouses are invited to participate.
For further information, contact James Flynn at the AICPA.
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IFAC Approves
Guideline on
Audit Principles

The international auditing practices committee of the International Federation
of Accountants has approved its third guideline, Basic Principles Governing an
Audit, for publication. The basic principles governing the auditor’s profes
sional responsibilities are identified and described in the guide. They are
integrity, objectivity and independence, confidentiality, skills and competence,
work performed by others, documentation, planning, audit evidence, accounting
system and internal control, and audit conclusions and reporting.
Copies will be available next month from the AICPA order department.
Guidance on the procedures to follow in relation to the principles set forth
above will be included in an exposure draft of a proposed guideline, Control
of the Quality of Audit Work, which is scheduled for release on October 1 .

Accountant Supply
and Demand
Study Issued

The number of accounting graduates will grow from 58,400 this year to 69,100
by 1984. The proportion of these graduates finding positions in public account
ing will rise from 29 percent this year to 32 percent by 1984.
These are some of the basic conclusions drawn from the recently published
tenth annual study, The Supply of Accounting Graduates and The Demand for
Public Accounting Recruits, made by the Institute. The survey covers a
stratified sample of 131 public accounting firms and 573 colleges and univer
sities as to their projected manpower needs and the supply of accounting
graduates.
The following are some of the conclusions in the study:
□ Although the number of accounting graduates is expected to continue
to grow, the rate of increase is expected to decline.
□ Over the next five years, the number of students earning master’s de
grees in accounting and the number to be hired with master’s degrees
are expected to grow, but at a substantially slower rate than was fore
cast by the schools and CPA firms a year ago.
□ The number of students with master’s degrees in accounting is expected
to grow faster than the number with bachelor’s degrees and then decline
after 1981-82.
□ Public accounting firms expect to hire about one-quarter of the
bachelor’s degree graduates, but they will look to hire more than half of
those with master’s degrees.
Copies of the survey are available from the AICPA order department.

Grant Awarded to
The Institute’s auditing standards division has selected D. D. Raiborn, CPA, of
Develop Small
Lubbock, Texas, to receive a special grant to develop the foundation for an
Business Audit Guide audit guide for small business. Funding of the $4,000 grant is being arranged by

the accounting firm of Oppenheim, Appel, Dixon & Co., New York.
Ms. Raiborn is an accounting instructor and doctoral candidate at Texas
Tech University, Lubbock. She will use the funds for research on her doctoral
dissertation, Audits of Small Businesses, projected as the basis for the audit
guide. She is also a member of the AICPA’s task force on review of existing
auditing standards, formed to develop improved guidance for independent
auditors in implementing auditing standards during audits of small business.
AICPA Staff
Appointments

Thomas P. Kelley, CPA, formerly managing director-technical, has been pro
moted to the position of vice president-technical.
Professor Ray Whittington, CPA, San Diego, recently joined the Institute’s
auditing standards division as its first academic fellow. He is on a one-year
leave of absence from San Diego State University, where he is an associate
professor of accounting.

- 7Conference
Reminders:
Governmental;
CPAs in Industry

Registration is still open, but limited to 75, for the 1980 National Governmental
Training Program (see May 26 Letter). The four-day program on governmental
accounting, auditing and financial reporting will be held in two locations:
September 22-25 in Baltimore and November 17-20 in Phoenix.
Registration is $500. Contact Pat Jackson at the AICPA for information.
Forecast for inflation, health of the dollar and economic growth: how they are
linked together is the leadoff topic at the fifth National Conference for CPAs
in Industry to be discussed by Lewis H. Young, editor-in-chief of Business
Week. The conference is being held on September 26 at the Hyatt Regency
Hotel in Los Angeles (see June 23 Letter). Registration fee is $75.
For further information, contact the AICPA meetings department.

NOTICE OF AICPA PUBLIC MEETINGS

Accounting Standards —An open meeting of the accounting standards executive committee will be held on
September 16-18 in the AICPA Board Room, New York. Sessions will start at 8:30 a.m. each day.
September 16 - a.m.

□ Liaison session with chairmen and staff of other AICPA groups.
September 16 - p.m.
□ Accounting by Motor Carriers: Tires, Revenue Equipment Disposals and Revenue Recognition.
(Discussion of preliminary draft.)
□ Disclosures by Related Parties. (Discussion of preliminary draft.)
September 17 - a.m.

□ Clarification of Reporting Practices Concerning Hospital-related Organizations.
(Consider draft for publication.)
□ Long Term Care Facilities. (Discussion of preliminary draft.)
□ Sales of Mortgage-backed Securities with Recourse. (Discussion of preliminary draft.)
September 17 - p.m.

□ Mortgage-backed Securities. (Continued from a.m.)
□ Forward Commitments and Interest Rate Futures. (Consider issues paper to be sent to the FASB.)
September 18 - a.m.

□ Construction Contractor Guide. (Consider draft for publication.)
September 18 - p.m.

□ Accounting for Agricultural Producers, Hedging of Agricultural Commodities and Agricultural
Cooperatives. (Discussion of preliminary draft.)
□ Objectives of Financial Reporting by Nonbusiness Organizations. (Consider letter of comment.)
The next scheduled meeting of the committee is November 11-13 in Washington, D.C.
Auditing Standards —The auditing standards board will hold an open meeting in Toronto, Canada, on
August 26-28 at the Four Seasons Hotel. The first session will start at 9:00 a.m.; 8:30 a.m. on other days.
August 26 (all day) —Joint Meeting ASB and Canadian Institute of Chartered Accountants
□ Task Force will report on Auditors’ Reports, Unique Audit Problems of Small Business, Auditor
Involvement with Current Cost Presentations, Reliance on Other Auditors, and Materiality and
Audit Risk.
August 27 - a.m.
□ Going Concern. (Consider draft for publication.)
August 27 - p.m.

□ Supplementary Oil and Gas Reserve Data. (Consider draft for publication.)
□ Audit Sampling. (Consider draft for publication.)
August 28 - a.m.
□ Single Auditor Approach. (Discussion of preliminary draft.)
The next scheduled meeting is in New York City on October 14-16.
Professional Ethics —An open meeting of the professional ethics executive committee will be held at the
AICPA’s Washington office on September 3, starting at 2:00 p.m. The agenda consists of consideration of
the following proposed amendments for publication:
□ Proposed Amendment to Interpretation 101-4 —Effect of Family Relationships on Independence.
□ Proposed Deletion of Ethics Ruling no. 37 under Section 191 —Retired Partner as Co-Trustee.
Changes from these notices will be reported by the meetings telephone information service.
The number is 212/575-5694.
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Washington &
Elsewhere: Short
Takes

Auto Use Deduction —The IRS, in IR 80-78, recently boosted mileage deductions
for those using their own cars for business travel, charitable, medical or moving
expenses. The new rate for business travel is 20 cents a mile, up from 18.5
cents for the first 15,000 miles of travel per year and 11 cents a mile, up from
10 cents, for additional driving or for fully depreciated cars. For charitable,
medical or moving expenses, the rate is 9 cents, up from 8 cents a mile.
NCGA Officers —The National Council on Governmental Accounting has
elected James R. Fountain, Jr., city auditor, Dallas, as its new chairman and
Frank L. Greathouse, assistant to the comptroller and director of the divisions
of state and municipal audit, Tennessee, as vice-chairman, for one-year terms.
FHLBB Fellows Program —The Federal Home Loan Bank Boards Professional
Accounting Fellow Program, a newly established program, has openings for
two qualified CPAs. The FHLBB Accounting Fellows will be assigned to work
under the direct supervision of the Chief Accountant, Office of Examinations
and Supervision. Appointments are for a non-renewable term of 12 months.
For further information, contact the Personnel Management Office, FHLBB,
Washington, D.C. 20552.
CASB Standard on Cost of Money —Last month, the Cost Accounting Standards
Board approved CAS 417, Cost of Money as an Element of the Cost of Facili
ties Under Construction, which provides guidance for measuring the cost of
money as an element of the cost of capital assets under construction. The
CASB, in adopting this standard, also deleted the one-year restriction on
recognition of the cost of money to assets requiring a year or longer to construct.
Paying the Tax Bill —The top 10 percent of taxpayers paid almost half of the
nation’s $188.6 billion federal income tax bill, according to a report issued by the
Tax Foundation, based on Treasury Department data for 1978. The top 10
percent was defined as those with incomes of $29,414 or more.
Preparer Penalties —In an outgrowth of IRS Commissioner Kurtz’s meeting last
spring with Institute federal tax division leaders, the commission is poised to
issue more specific guidance to its field agents to help them achieve “greater
uniformity” in asserting penalties against tax return preparers. The guidance,
expected early this fall, “might take the form of a revenue procedure and a series
of related rulings with specific examples” of penalties imposed, according to
A. James Golato, Kurtz’s public affairs assistant.
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ASB Exposes Draft
on Auditor’s
Standard Report. . .

The Institute’s auditing standards board is exposing a draft of a proposed
statement on auditing standards entitled The Auditor's Standard Report. The
proposed statement deals with the content and wording of the standard report
on audited financial statements. It would make the following changes to the
current form of report:
□ A title including the word “independent” would be added to convey this
important characteristic of auditors and to distinguish the report from that of
the entity’s management or internal auditors.
□ A statement would be added that the financial statements are the representa
tions of management.
□ A statement would be added about the level of assurance that is intended to
be provided by an audit made in accordance with generally accepted
auditing standards.
□ The word “audited” would replace the word “examined,” which is “less
descriptive of the audit process and may be misunderstood by users.”
□ A discussion of the following factors involved in the application of generally
accepted auditing standards would be included:
• Testing and other procedures.
• Judgment in deciding the nature, timing and extent of the tests and
procedures and in evaluating the information provided by those tests and
procedures.
□ The word “fairly” would be deleted from the opinion since the board believes
the word is subjective and may be interpreted differently by users of
financial statements.
□ The reference to consistency of application of accounting principles would
be deleted.
Comments are due by January 2 , 1981. Copies of the draft will be available
shortly from the AICPA order department.

. . . Plus Drafts on
Comfort Letters and
Special Reports

The Institute’s auditing standards board has issued the following two exposure
drafts of proposed statements on auditing standards:
□ Letters for Underwriters and Interim Reviews would amend two sections of
SAS no. 1 dealing with comfort letters and SEC filings, and SAS no. 24
on interim reviews, and responds to changes in professional standards
and SEC rules relating primarily to an accountant’s review of interim
financial information.
□ Reports Relating to the Results of Applying Agreed-upon Procedures to
Specified Elements, Accounts, or Items of a Financial Statement, a proposed
amendment to SAS no. 14, Special Reports, would permit an accountant’s
special report to be accompanied by an entity’s financial statements and
would amend the language of the sample reports.
Comments on both drafts, which will be issued as one document, are due by
December 1 , and should be directed to the Institute’s auditing standards
division. Copies of the drafts are available from the order department.
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STARTING TIME FOR AICPA BUSINESS MEETING CHANGED

To provide adequate time for dealing with the agenda, the AICPA annual business meeting in
Boston on October 6 will start at 8 :0 0 a .m. instead of 9:00 a.m. as indicated in the meeting notice
in the August issue.

Large Turnout
Expected for
Annual Meeting

About 3,000 members and their guests are expected to attend the AICPA’s
93rd annual meeting in Boston on October 5-7.
A broad-based technical program designed to appeal to a variety of interests
combined with outstanding social events geared to the unique qualities of
Boston and environs promises to make this an outstanding event, according to
the Institute’s meetings department.
In addition to the plenary speakers cited in the preliminary program (see
June 23 Letter), CBS News Correspondent Charles Kuralt will leaven the proceed
ings at Monday’s luncheon with a behind-the-scenes look at what some of
our countrymen are thinking and doing.
It’s not too late to sign up. Contact the meetings department.

AAA Meets in
Boston

More than 2,000 academics and practitioners attended the American Accounting
Association’s 65th annual meeting in Boston last month. Plenary speakers
dealt with several major concerns relating to the increasing public responsi
bilities of accountants and the profession’s interest in establishing a conceptual
framework for accounting. Speakers included IRS Commissioner Jerome Kurtz,
who focused on the problems of determining what the public interest is in
tax legislation; Washington SyCip, chairman of the SGV Group of Manila, the
largest public accounting firm in Asia, who dealt with the relevancy of U.S.
accounting standards in Asia; and Donald J. Kirk, FASB chairman, who spoke on
the implications and limitations of the board’s conceptual framework project.
Also, AICPA Chairman William R. Gregory discussed the changes and
challenges facing the profession in the next decade.
For more information, see the October Journal of Accountancy.

Interest
Capitalization
Limited for
“Full Costers”

Leases and exploration and development projects of oil and gas producers
using “full cost” accounting generally don’t qualify for interest capitalization,
according to an interpretation issued recently by the Financial Accounting
Standards Board. The board has concluded that interest should be capitalized
during the exploration and development phase on projects in non-producing
cost centers and on large exploration and development projects that are
accounted for separately. However, a company cannot capitalize interest on
projects whose costs are included in producing cost centers.
The new ruling interprets FASB Statement no. 34, Capitalization of Interest
C ost Interpretation 33, Applying FASB Statement no. 34 to Oil and Gas
Producing Operations Accounted for by the Full Cost Method, is effective for
fiscal years beginning after December 15, 1979.
For further information, contact the Order Department, FASB, High Ridge
Park, Stamford, Conn. 06905.
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FASB Proposes
Changes on Foreign
Currency
Transactions

At a recent press conference, the Financial Accounting Standards Board exposed
a draft containing major changes to its controversial Statement no. 8 ,
Accounting for the Translation of Foreign Currency Transactions and Foreign
Currency Financial Statements, which would be replaced by the proposed
statement.
Unlike Statement no. 8 , the draft would require the use of current exchange
rates for all translations. All assets and liabilities would be translated at the
rate in effect at the balance sheet date and all revenues, expenses, gains, and
losses would be translated at rates approximating the effect of using the
exchange rates on the dates the various transactions occurred.
Under Statement no. 8 , cash, receivables, current payables and long-term
debt are translated at the exchange rate in effect at the balance sheet date. Assets
such as inventories, property, plant and equipment are translated at the historical
rate in effect when the assets are acquired.
Under the new proposal, adjustments required by fluctuating exchange
rates would not be included in determining net income as is currently done.
Instead, they would be disclosed and accumulated in a separate component of
stockholders’ equity until there was substantial or complete liquidation of the
related net investment in the foreign entity.
Comments on the draft, Foreign Currency Translation, are due by December 1 .
The board plans a public hearing in New York, December 17-19.

ASB to Develop
Guide on
Commodity Futures

The auditing standards division’s commodity futures trading subcommittee is
preparing an audit and accounting guide to assist the independent auditor in
examining and reporting on the financial statements of entities in the commodity
futures industry. To assist practitioners while the guide is being developed,
members of the subcommittee will reply to technical inquiries of an accounting
or auditing nature. Effort will be made to offer timely and reliable guidance.
However, responses to inquiries will be the personal views of individual subcom
mittee members and will not represent the official opinion of the AICPA or the
subcommittee. Inquiries should be addressed to the AICPA auditing standards
division, File 8500.

SEC Issues Report
on Accounting
Profession

The SEC has recently released its report to Congress, The Accounting Profession
and the Commission’s Oversight Role, which had been scheduled for issuance
on July 1 (see June 23 Letter). The delay was due to discussions that were
being held on the issue of SEC access to peer review working papers with
the SEC practice section of the AICPA’s division for CPA firms executive
committee and with the section’s Public Oversight Board.
The SECPS executive committee recently agreed to specific procedures that
will give the SEC access to certain peer review working papers while preserving
the concept of client confidentiality. The concept has been included in the report.

Interamerican
Accounting
Conference Set

Preparations are underway for the 14th Interamerican Accounting Conference
to be held November 22-26, 1981, in Santiago, Chile. The site of the conference
was recently shifted from San Salvador because of political unrest. Further
information will be forthcoming about the beginning of the year.

Savings and Loan
Conference
Reminder

Michael Sumichrast, staff vice president and chief economist, National Associa
tion of Home Builders, will keynote the AICPA’s Third National Conference on
Savings and Loan Associations, to be held at the Capital Hilton in Washington,
D.C., on October 2-3. For information, contact the meetings department.

- 4Washington Briefs

Business Use of Home —The IRS recently issued proposed regulations on the
deductibility of expenses connected with the business use or rental of a personal
residence. Deductions for interest, taxes and casualty losses are not restricted
under these rules, but other expenses must meet certain qualifications and
the deductions generally may not exceed related gross income.

IRAs —In T.D. 7714, the IRS issued final regulations on establishing and main
taining individual retirement accounts affecting both individuals and sponsors.
In general, under the regulations, an individual is not allowed to take a deduc
tion for IRA contributions if for any part of a taxable year he was an active
participant in a qualified plan or if his employer contributed toward an annuity.
Small Business Definition —The IRS slated a hearing for October 8 on its
proposals to establish new shareholder requirements and to amend the definition
of a small business corporation. Under the proposals, the number of permis
sible shareholders would be increased to 15 and the rules regarding stock held
by a husband and wife would be liberalized. For further information, contact
Charles Hayden at 202/566-3935.
Internal Accounting Control Bill —A bill that would require federal agencies to
report on the adequacy of their internal accounting and administrative control
was introduced last month by three senators. The measure (S 3026, the
“Financial Integrity Act of 1980”) is aimed at stopping cases of fraud and
other illegal acts by significantly tightening internal accounting procedures
within the federal government.
Form 10-K Proposals —At a meeting late last month, the SEC adopted several
amendments to Form 1 0 -K, aimed at “minimizing the differences between
documents filed with the SEC and those sent to shareholders,” according to Com
mission Chairman Harold M. Williams. These include
□ Requiring a revised management discussion and analysis of an entity’s results
of operations and financial condition.
□ Deleting the summary-of-operations section.
□ Adding a new summary of selected financial data.
□ Requiring certain officers and a majority of directors to sign the 1 0 -K report.
New Form S-15 —The SEC also adopted a new Form S-15, an optional, experi
mental report that can be used to register securities issued in certain business
combinations. The new form is expected to be available by the end of the month.
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SEC Continues to
Support SelfRegulation in
Report to Congress

The accounting profession “has emerged from the decade of the 1970’s much
stronger than it entered it,” says the Securities and Exchange Commission in its
third annual report to Congress (see September 8 Letter). However, the com
mission warns that “the programs instituted by the profession during the past
few years must stand the test of time” and “the process of reform and improve
ment is far from over.” Thus, in his covering letter, SEC Chairman Williams
notes that this report must, as was the case with previous reports, “be read as an
interim assessment and endorsement of the profession’s current activities
and commitment for the future.”
The SEC continues to support the private sector’s efforts at self-regulation.
The report, in particular, voices encouragement for the POB’s efforts during
the last year —focusing mainly on its assistance in resolving the issue of
commission access to peer review working papers and the establishment of the
special investigations committee. The procedures agreed upon for SEC access
to the peer review process “should be sufficient to provide [it] with reasonable
assurance” while maintaining the concept of client confidentiality.
The report notes the profession’s progress and that member firms of the
SEC practice section audit 92 percent of the estimated 9,700 companies required
to file financial statements with the commission. However, the SEC continues
to be critical of some matters, including the fact that the accounting firms which
serve the remaining 8 percent still have not joined the SECPS. The report notes
“the benefits accruing to the public from membership in such a self-regulatory
organization” and states that the commission’s staff may recommend rules which
would require registrants to disclose whether their auditors are members of
the SECPS.
In addition to the self-regulatory efforts of the SEC practice section, the
commission comments on auditor independence, the accounting and auditing
standard-setting processes, and judicial enforcement of auditor responsibilities.
Single copies of the report may be obtained from the Publications Section,
SEC, 500 North Capitol Street, Washington, D.C. 20549.

Highlights of the
Board of Directors’
Meeting

The following were among the actions taken by the AICPA’s board of directors
at its meeting on September 9-10:
□ Received an interim report from the chairman of the committee on small and
medium sized firms. The committee will report at the annual business
meeting to be held in Boston next month.
□ Extended the life of the 1979-80 Auditing Standards Board until certain
drafts presently out for exposure have been balloted on.
□ Resolved to ask Council at its spring 1981 meeting to grant the accounting
and review services committee, auditing standards board and MAS executive
committee authority to interpret general standards under Ethics Rule 201.
□ Authorized publication of a new AICPA model accountancy bill subject to
clearance by outside counsel and urged continuing efforts to reconcile
differences between the AICPA and the NASBA bill.

- 2AACSB Seeks
Associate Director
for Accounting
Accreditation

The American Assembly of Collegiate Schools of Accounting is seeking appli
cants for the position of associate director for accounting accreditation, with an
anticipated starting date of January 5, 1981. Duties include operating responsi
bility for the accounting accreditation program, assisting the accreditation
committee in determining policy and providing liaison and counsel for
constituent groups.
Candidates should have several years of accounting/managerial experience
or teaching experience, demonstrated interest in enhancing the profession of
accounting and related educational programs, master’s degree or equivalent, and
professional certification.
For further information, contact William K. Laidlaw, Jr., executive vice
president, AACSB, 11500 Olive Street Rd., Suite 142, St. Louis, Mo. 63141.
In a related matter, the Institute has named two representatives to the
AACSB’s new accounting accreditation committee. They are David B. Pearson,
Arthur Young & Company, New York, and Professor Gary John Previts, Case
Western Reserve University, Cleveland.

Draft on Definition
of Prescribed Form
Exposed

The Institute’s accounting and review services committee has issued an exposure
draft of a proposed statement on standards for accounting and review services
entitled Financial Statements Included in a Prescribed Form. The proposal, which
amends certain paragraphs of SSARS no. 1 , Compilation and Review of
Financial Statements, clarifies that the accountant’s reporting obligation extends
to the compilation or review of financial statements included in a prescribed
form. It provides a modified form of standard compilation report when the
prescribed form or related instructions call for departure from generally accepted
accounting principles or, where applicable, from a comprehensive basis of
accounting other than GAAP.
The draft describes a prescribed form as “any standard form designed or
adopted by the body to which it is to be submitted.”
Comments are due by January 31, 1981, and should be addressed to Natalie
Brecker at the AICPA. The draft will be available early next month from the
AICPA order department.

Conference
Reminders: MAS
and Federal Taxes

Registration is continuing for the National MAS Conference to be held October
27-28 at Chicago’s O’Hare Marriott Hotel. This year’s program includes half
day sessions on 1 0 topics for practitioners who prefer to participate in discus
sion groups. Also, there are two different full-day and two half-day presentations
on MAS topics of general interest. Registration is $125 for one day; $175 for
two days.
Focusing on the theme of tax planning for unusual income or losses and how to
cope with departures from the “normal income stream,” the 1980 AICPA
National Conference on Federal Taxes will be held October 2-3 at the Capital
Hilton Hotel in Washington, D.C. Speakers include Representative Barber B.
Conable, Jr. (R-N.Y.) and Senator William V. Roth, Jr. (R-Del.). The fee is $175,
due to increased costs, rather than the $150 previously reported.
For information on both conferences, contact the AICPA meetings department.
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Statement on
Evidential Matter
Issued

The Institute’s auditing standards board recently issued a Statement on Auditing
Standards, Evidential Matter. SAS no. 31 describes the broad categories of
financial statement assertions referred to in SAS no. 1, section 330, Evidential
Matter, and provides guidance in developing audit objectives and designing
substantive tests to achieve these objectives.
SAS no. 31 states that assertions are “representations by management
that are embodied in financial statement components,” and can be either explicit
or implicit. They may relate to existence or occurrence of assets or liabilities;
completeness of presentation of transactions and accounts; and other matters
regarding rights and obligations, valuation or allocation, and presentation
and disclosure.
The statement, which supersedes SAS no. 1, section 330, is essentially the
same as the draft, Financial Statement Assertions, Related Audit Objectives,
and the Design of Substantive Tests, exposed earlier this year. An appendix
illustrates specific audit objectives that might be developed for inventory bal
ances of a manufacturing company from the broad categories of management's
assertions, and provides examples of related substantive tests.
Copies of the statement may be obtained from the AICPA order department.

Banking; South East
Asia Conferences
Set for December

The AICPA National Conference on Banking is set for December 4-5 at the
Capital Hilton in Washington, D.C. The program will cover various topics relating
to current accounting and auditing issues affecting bank financial statements.
Topics include mergers and acquisitions, repurchase agreements, forward
commitments, financial futures and standby contracts.
Speakers include Thomas I. Storrs, chairman of the board, NCNB Corpora
tion, Charlotte, North Carolina, and Muriel Seibert, superintendent of banks
for New York State. Registration is $225. Contact AICPA meetings department.
The Second Association of South East Asian Nations (ASEAN) Conference
will be held in Singapore on December 10-13 in conjunction with the Conference
of Singapore Accountants. Subjects include the ASEAN business environment,
the impact of computers, and CPE in ASEAN. Caryl Zoref at the AICPA has
full information including registration fees.

Recent AICPA
Publications

Index to Accounting and Auditing Technical Pronouncements —This updated
publication shows what technical pronouncements may bear on certain practice
situations. It covers all technical standards and semi-authoritative material
issued by the AICPA, FASB, CASB and SEC in effect as of July 1, 1980. Price
is $9.50; $7.60 to members.
Study in Federal Taxation no. 2 —Tax Planning Techniques for Individuals —
This updated guide presents 144 planning techniques that may help clients
minimize their income taxes, maximize deductions and leave the largest possible
estate. Price is $22.50; $18 to members. (Available late next month.)
New Guides for the Professional Accountant —This book presents 15 major
articles culled from the past year’s Journal of Accountancy. Price is $6;
$4.80 to members.
Statement of Tax Policy no. 8 —Suggested Improvements for the Social Security
Retirement System —This statement reviews the current social security system
and recommends a number of changes to simplify the system and increase its
equity. Price is $3.50; $2.80 to members. (Available late next month.)

All publications may be obtained from the AICPA order department.

- 4CPAs Cautioned on
“Single Audits” of
Grants-in-Aid

A task force of the AICPA subcommittee on federally assisted programs plans
to provide guidance on “single audits” performed in connection with grants-inaid to state and local governments. In the meantime, the task force advises
practitioners to exercise caution in performing such engagements. A preliminary
listing of possible areas requiring clarification or guidance has been prepared
by the task force and is available from Frank S. Synowiec, Jr., AICPA, 1620
Eye Street, N.W., Washington, D.C. 20006.
The basic documents which should be studied in preparing these engage
ments are the standard audit guide, Guidelines for Financial and Compliance
Audits of Federally Assisted Programs, published earlier this year, and a
supplement released by the Office of Management and Budget last month. The
supplement, Major Compliance Features of Programs Administered by State and
Local Governments, is intended to be the approved compliance supplement for
“single audits” in conformance with the audit requirements of Circular A-102.
It summarizes information bn 60 programs provided by federal agencies and
relies on their interpretations of the significant features of the programs.
Copies of the supplement can be obtained from the Financial Management
Branch, Office of Management and Budget, Washington, D.C. 20503.

Three AICPA
Members Expelled

The Institute’s bylaws provide that membership in the Institute shall be
terminated without a hearing should a member’s certificate as a certified public
accountant be revoked as a disciplinary measure by any governmental authority.
□ On August 14, 1980, the memberships of Charles Kneapler of Miami, Florida,
and Stephen J. Kneapler of Cocoanut Grove, Florida, were terminated
following revocation of their CPA certificates as a disciplinary measure by
the Florida State Board of Accountancy.
□ On August 15, 1980, the membership of Larry Layne Reidinger of Birmingham,
Alabama, was terminated following revocation of his CPA certificate as a
disciplinary measure by the Alabama State Board of Public Accountancy.

NOTICE OF AICPA PUBLIC MEETINGS
Auditing Standards —An open meeting of the auditing standards board will be held in the AICPA
boardroom in New York on October 14-16 starting at 9:00 a.m. each day.
The agenda will be reported by the meetings telephone information service.
The next scheduled meeting is December 9-11 in Phoenix.
Federal Taxation —The federal tax division executive committee will hold an open meeting on
October 16 from 1:00-5:00 p.m. and on October 17 starting at 9:00 a.m. at the Hyatt Regency Hotel in
Houston. The agenda follows.
October 16 - p.m.
□ Current Tax Legislation. (Preliminary discussion of subject.)
October 17 - a.m.
□ Recommendations for Tax Treatment of Foreign Exchange Gains and Losses. (Report of task force.)
□ Statements on Responsibilities in Tax Practice. (Report of task force.)
□ Preparer Penalty Standards. (Report of task force.)
□ Proposed Amendments to Circular 230 on Abusive Tax Shelters. (Preliminary discussion of subject.)
October 17 - p.m.
□ Meeting with Assistant Commissioner —Technical. (Report of task force.)
□ Proposed Legislation Limiting Use of Commodity Straddles as Tax Shelters.
(Preliminary discussion of subject.)
O Proposed Legislation on Amortization of Starting Cost. (Preliminary discussion of subject.)
□ Proposed Legislation on Investment Credit as Offset to Alternative Minimum Tax.
(Preliminary discussion of subject.)
The next scheduled meeting is December 7 and 10 in Phoenix.

Changes from these notices will be reported by the telephone information service.
The number is 212/575-5694.

-
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Recent ASB Actions

The Institute’s auditing standards board recently took the following actions:
□ Agreed to ballot on a revised draft of the proposed statement on The
Auditor's Considerations When a Question Arises About an Entity's
Continued Existence, for issuance as a final SAS.
□ Agreed to ballot on a revised draft of a proposed statement on supplementary
oil and gas reserve information for issuance as a final SAS.
□ Agreed to ballot on a proposed statement on audit sampling for exposure.

Ethics Committee
Actions

The Institute’s ethics division recently issued the following:
□ Interpretation 505-2: Application of Rules of Conduct to Members Who
Operate a Separate Business.
□ Ethics Ruling under Rule 505: Side Businesses Which Offer Services of a Type
Performed by CPAs.
These pronouncements, which will appear in the October Journal of
Accountancy, give guidance to members forming and operating businesses
separate from their accounting practices, which render to clients services of a
type performed by public accountants. In such situations, members will be
bound by all rules of the AICPA Code in the operation of the separate businesses.
Also scheduled for distribution are a modification to Interpretation 101-4,
Effect of Family Relationships on Independence, which permits "isolation” of a
professional employee whose close kin has a responsible position with the
client, and the deletion of Ethics Ruling no. 37 —“Retired Partner as Co-Trustee.”
This ruling has been found to be inconsistent with Rule 101A (3) of the Code.
Two items have been released for exposure:
□ A proposed draft of Interpretation 202-2, Reporting Standards, provides,
in part, that when a member expresses an unqualified opinion that financial
statements are in accordance with generally accepted accounting principles
“the burden is on the member to determine that the accounting principles
selected and applied have general acceptance and are appropriate in the
circumstances.” Comments are due by December 1.
□ A proposed modification to Interpretation 101-2, Retired Partners and Firm
Independence, states that a retired partner would not impair the former firm’s
independence from a client if certain conditions are met. Comments are
due by December 26.

1980 ALPHABETICAL LIST OF MEMBERS TO BE AVAILABLE THIS FALL

A new directory which lists the names and
addresses of all members as they appeared in
AICPA records as of July 31, 1980, will be
ready for distribution later this fall. The di
rectory is available to AICPA members,
banks, and other organizations and persons
that may need it for reference purposes.
Each entry in the directory includes the
member’s name and address and the year of
admission to membership. An asterisk indi
cates that a member is engaged in public ac
counting practice and the titles of nonprac
ticing members are shown, if available.
AICPA members who wish to order the
1980 Membership Directory are requested to
do so now so that we may more accurately

estimate printing needs. A charge of $12 ($15
for nonmembers) has been set to recover part
of the preparation, printing and mailing costs.
To order, please return this form with your
check to the AICPA order department.
member’s name
firm
address
city

state

zip

□ 1980 Membership Directory $12.00
Add 8% sales tax in N.Y.C. Elsewhere in New York
state add 4% state tax plus local tax if applicable.
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Short Takes:
Washington and
Elsewhere

The SEC has approved the publication of a staff report recommending that
corporations strengthen internal mechanisms for self-governance and accounta
bility. Key topics covered include the role of the board of directors in promoting
corporate accountability, disclosure of “socially significant” data, and standards
for the conduct of corporate directors.
The SEC recently announced that companies receiving clearance from the Justice
Department before May 31, 1981, on alleged payments to foreign businessmen
won’t be the subject of subsequent commission enforcement action under
the Foreign Corrupt Practices Act of 1977. The May 31 date will allow the SEC
to assess the Justice Department’s experience with its review program, begun
last March and slated for reappraisal next March 31.
The Treasury Department, in a new attack on tax shelters and their marketing,
has proposed new amendments to its Circular 230. The proposal would require
“practitioners” before the IRS to follow strict new standards in opinion letters
distributed to prospective tax shelter investors. “Due diligence” in describing
the tax aspects of the shelter and assuring that the opinion is accurately
described in the promotion would be required. Most controversial is the
restriction that an opinion letter be allowed only if the writer concludes that the
“bulk” of the tax benefits “more likely than not” are allowable under tax law.
Marshall S. Armstrong, chairman emeritus of the FASB, was inducted into the
Accounting Hall of Fame last month at the annual convention of the American
Accounting Association. The Hall of Fame is located on the campus of Ohio
State University in Columbus.
Robert Morris Associates has revised its pamphlet, Financial Statements for
Bank Credit Purposes, which is geared to help prospective commercial borrowers
prepare financial statements to back their loan requests. The new edition
offers an explanation of CPA services for nonpublic companies, specifically,
compilation and review services. Copies are available at 40c each for 1-25
copies (minimum order—$4); over 25 copies, 30c each. Contact RMA, P.O. Box
8500, S-1140, Philadelphia, Pa. 19178.
On September 1 2 , President Carter signed S. 390, the “Antitrust Procedural
Improvements Act.” It allows the government to challenge mergers of partner
ships for the first time. In general, the act’s provisions are designed to streamline
current antitrust litigation procedures.
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IRS Issues New
Guidelines on Tax
Preparer Penalties

As expected, the Internal Revenue Service recently issued specific guidelines for
applying penalties for the negligent disregard of rules and regulations by
income tax preparers. Also, the Internal Revenue Manual has been amended.
It provides guidance to IRS agents in asserting these penalties against preparers.
The guidelines, in Revenue Procedure 80-40 and five revenue rulings, appear
in Internal Revenue Bulletin 1980-40, dated October 6 .
The manual will require that IRS examination group managers be consulted
before a penalty may be investigated. The district director or his assistant
must approve in writing any program for examining returns done by one preparer.
Also, the manual will state that program action be restricted to “abuse cases
where information indicates that a return preparer has engaged in a practice of
making material errors which demonstrates intentional misconduct or clear
incompetence in preparing income tax returns.”
In determining whether the penalty is to be asserted, the IRS will consider
all relevant facts and circumstances. These include nature of error —highly
technical, uncommon or merely clerical; frequency of errors; and materiality
in relation to correct tax liability. Generally, the penalty will not be asserted if
the preparer’s normal office practice, when considered together with other facts
and circumstances, indicates that the error in question would rarely occur and
that the normal office practice was followed in preparing the return in question.
The penalty also generally will not apply where a preparer “in good faith
relies without verification upon information furnished by the taxpayer.” Thus,
a preparer, in general, has no obligation to audit or verify those factual repre
sentations. However, the preparer may not ignore “the implications of informa
tion furnished to the preparer or which was actually known by the preparer.”
The preparer “shall make reasonable inquiries if the information as furnished
appears to be incorrect or incomplete.”
The elements in the above paragraph were among the suggestions made by
the AICPA’s federal tax division in a letter to IRS Commissioner Kurtz last
summer. The letter outlined eight points for consideration by the IRS in issuing
its guidelines; most of which have been incorporated in these documents.

FASB Issues
Statement on
Preacquisition
Contingencies

The Financial Accounting Standards Board has released FAS no. 38, Accounting
for Preacquisition Contingencies of Purchased Enterprises, an amendment to
APB Opinion no*. 16, Business Combinations.
The statement specifies how an acquiring enterprise should account for
contingencies of an acquired enterprise that existed at the purchase date and for
subsequent adjustments resulting from those contingencies. Amounts for
contingencies that are considered probable and which can be reasonably esti
mated are to be recorded as part of the allocation of the purchase price.
Subsequent adjustments are to be included in net income when the adjustments
are determined, except in specified limited circumstances. The statement is
effective for business combinations initiated after December 15, 1980.
Contact Order Dept., FASB, High Ridge Park, Stamford, Conn. 06905.

-
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Trial Board
Suspends Member

On July 2, 1980, a hearing panel of Regional Trial Board IX considered charges
against Donald M. Denunzio of Pompano Beach, Florida, for violating the
competence and technical standards rules of the Florida Institute of CPAs and
the AICPA.
The member was charged with having departed from generally accepted
auditing standards and generally accepted accounting principles and with
deficiencies in the preparation of audited and unaudited financial statements for
several clients.
The hearing panel found the member guilty as charged and voted to
suspend his memberships in the FICPA and AICPA for one year. The hearing
panel also required him to submit his practice to a quality review which would be
satisfactory to the panel during the suspension period and, if he did not, that
he should be expelled from membership in the FICPA and AICPA.
Mr. Denunzio, who was not present at the hearing, did not request a review
of the decision and, therefore, it became effective on August 1, 1980.

May 1980 Sells
Award Winners
Announced

For the May 1980 Uniform CPA Examination, 57,746 candidates completed a
total of 211,835 papers —both new records for May examinations.
The winner of the Sells Gold Medal, given for the highest grade total on the
examination, was Sally L. Hoffman of Rye, New York. Ms. Hoffman, an M.B.A.
graduate of Pace University in Pleasantville, N.Y., is a staff accountant in the
Stamford, Conn., office of Main Hurdman & Cranstoun. She is the first woman
Gold Medalist from New York State.
Rose Marie Russo Wells of Honolulu is the winner of the Silver Medal, the
second highest award. An M.S. graduate of the University of Oregon in Eugene,
she is now an accountant for a natural foods co-operative as well as a mathe
matics instructor at a community college.
Also, the Sells Bronze Medal for the third highest grade total was won by
Scot L. Kline of Columbus, Ohio. A graduate of Ohio University at Athens, he is
currently an auditor with Peat, Marwick, Mitchell & Co. in Columbus.
In addition, 95 certificates with high distinction will be awarded. The
presentation of the Sells Award Medals will be made during the annual meeting.

SEC Seeks
Applicants for
Fellowship Program

The Securities and Exchange Commission is seeking applicants for its Profes
sional Accounting Fellow Program, which is now entering its ninth year. Two
individuals will be selected for two-year terms beginning in early summer.
Candidates should have one or more years’ experience at the manager
level in public accounting or in an organization providing equivalent experience.
Also, knowledge of technical accounting and auditing literature and the current
issues facing the profession is desirable.
Typical work assignments include the study of significant accounting con
cepts, evaluation of current reporting assignments and liaison with various
governmental and professional accounting groups. Candidates must submit
background data and an essay on an SEC accounting issue.
Applications are due by year-end. A brochure is available from the Office
of the Chief Accountant, SEC, 500 N. Capitol Street, Washington, D.C. 20549.
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Two Accounting &
Review Services
Interpretations Set

The staff of the Institute’s accounting and review services committee has
prepared the following two interpretations, texts of which will appear in the
November Journal of Accountancy:
□ Discovery of Information After the Date of the Accountant’s Report outlines
the factors which an accountant ordinarily would consider in determining
a course of action when he becomes aware, subsequent to his report on
compiled or reviewed financial statements, that facts may have existed at that
date which might have caused him to believe that data supplied by the
entity was unsatisfactory.
□ Reporting on Financial Statements That Previously Did Not Omit Sub
stantially All Disclosures deals with circumstances when an accountant has
compiled, reviewed or audited financial statements that do not omit sub
stantially all of the disclosures required by GAAP and may subsequently
compile financial statements for the same period that do omit substantially
all the disclosures when they are presented in comparative financial
statements.

Recent AcSEC
Actions

At its meeting last month, the Institute’s accounting standards executive com
mittee took the following actions:
□ Approved for issuance the AICPA Industry Audit Guide for Construction
Contractors, subject to presentation to the FASB.
□ Approved a statement of position, Clarification of Reporting Practices
Concerning Hospital-Related Organizations, subject to clearance of a revised
draft by AcSEC and presentation to the FASB.
□ Approved an issues paper, Accounting for Forward Placement and Standby
Commitments and Interest Rate Futures, to be sent to the FASB.
□ Approved an issues paper drafted in the form of an FASB Statement,
Disclosure by Related Parties, to be sent to the FASB subject to AcSEC’s
positive clearance.
□ Approved letters of comment to the FASB on its proposed Statement of
Financial Accounting Concepts, Objectives of Financial Reporting by
Nonbusiness Organizations, and its proposed interpretation, Accounting by
Oil and Gas Producing Companies for the Tax Benefits of Percentage
Depletion.

IFAC Exposes
Draft on Quality of
Audit Work

The International Federation of Accountants recently exposed a draft of a
proposed international auditing guideline entitled Control of the Quality of
Audit Work. ED 7 is aimed at providing guidance as to the following:
□ The procedures for delegating work to assistants and in obtaining reasonable
assurance that work performed by other auditors or experts is adequate.
□ The policies and procedures to be adopted by an audit firm to provide
reasonable assurance regarding the quality of audit work generally.
The draft has been sent to IFAC members for comment by March 31, 1981.
Copies of the draft are available from the AICPA order department.

Minority
Scholarships
Announced

The Institute’s minority recruitment and equal opportunity committee recently
announced the awarding of 282 scholarships for the 1980-81 academic year. The
students, from 125 colleges and universities, received scholarships totaling
$179,500. Included this year were 23 awards totaling $18,000 for graduate studies.
The committee has also published a report which summarizes the first
decade of the Institute’s program to integrate the profession. The report, The
First Decade, may be obtained free from Sharon Donahue at the AICPA.

- 4Short Takes:
Washington and
Elsewhere

FTC Investigation —The Federal Trade Commission recently closed its threeyear investigation of whether state and private restraints unfairly restrict the
ways accountants practice. The staff said that “voluntary changes have alleviated
many of the concerns that prompted the investigation.” While the FTC said that
further action is not necessary at this time, it urged states and private accounting
associations to amend any rules not in compliance with recent legal decisions.
DUNS —The Defense Department’s defense acquisition regulation is being
revised to require the use of the Data Universal Numbering System (DUNS).
Under that system, contractors must provide their respective DUNS number for
all federal agency contracts reported to the Federal Procurement Documentation
Center after October 1 . The Defense Department will require DUNS numbers
in all bids or proposals resulting from solicitations issued after October 1 .
Contractors not already having a DUNS number should contact any Dun and
Bradstreet office.
Tax Conference —The 1980 AICPA National Conference on Federal Taxes will
be held October 27-28, not October 2-3 as reported in the September 2 2 Letter,
at the Capital Hilton Hotel in Washington, D.C. For further information, contact
the AICPA meetings department.

SEC Commission —Barbara S. Thomas’ nomination to be an SEC commissioner
was confirmed by the Senate last month. Ms. Thomas, a New York attorney,
will succeed Irving Pollack, who retired in June. Her term will run through
June 5, 1985.
Nonresidents —A nonresident alien may elect to be treated as a U.S. resident
for tax purposes, under a recent IRS proposal. The key effect of this election is
to permit the nonresident alien to file a joint return with a spouse who is a
resident or citizen of the U.S. Comments are due by November 1 1 .
Small Business Definition —The Small Business Administration is seeking
additional comments on its proposal to redefine “small business.” Regional
hearings were held in each SBA region last spring (see May 1 2 Letter). Questions
include how should firm size be measured; are SBA size standards applicable to
other government programs; is SBA’s method of defining an industry’s competi
tiveness correct; and how should the size standards be implemented. Written
comments are due by October 27. For further information, contact Kaleel Sheirik
(202/653-6373). The SBA’s address is 1441 L Street, N.W., Washington, D.C. 20416.
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AICPA Annual
Meeting Wrapup;
Solicitation to
Be Studied

Boston was where the action was as about 3,000 CPAs and their guests gathered
for the AICPA’s 93rd annual meeting on October 5-7.
The first formal event on the program was a reception Sunday evening at
the Boston Museum of Science, where members and their spouses munched on
a variety of New England delicacies while watching numerous exhibits including
the Electricity Show, which featured the world's largest generator of its kind.
During the annual business meeting on Monday, the Sells Award winners
were introduced, the AICPA Gold Medal and the new Medal of Honor were
presented and Chairman Gregory made his “farewell” talk (see separate stories).
The members listened intently and generally voiced their approval of recom
mendations in the report of the special committee on small and medium sized
firms presented by Chairman Samuel A. Derieux (see separate article). This
committee was created two years ago by annual meeting resolution to study the
future viability and prospects of these firms and to develop programs to assure
their ability to compete with large firms.
This year the key expressed concern was over the ethics rule change
adopted last year, which eliminated the prohibition against direct uninvited
solicitation of clients. The members present resolved by voice vote to appoint a
special committee to study the ramifications and legality of rules on direct
uninvited solicitation. The committee, which is to be composed of all segments
of the membership, was authorized to consult with legal counsel of its own
choosing and instructed to report to the members no later than one month prior
to the 1981 annual meeting.
Among the featured speakers on the program were
□ Charles Kuralt, a CBS news correspondent widely known for his “On the
Road” series, who held that there is not a “silent majority.” Rather, there has
been a heightened conscience among the American people in recent years
and, in the context of today’s problems, “those who are not injured are as
indignant as those who are.”
□ Richard M. Scammon, the election analyst for NBC television, reviewed
traditional voting patterns and cited the tripodal elements of a successful
campaign: keep the faithful, seek the independents and “shave” the groups
usually associated with the opposition.
□ Irving Kristol, professor of social thought at the New York University
Graduate School of Business Administration, forecasted that business will
be good in the 1980s, but that there is an “ominous situation” in terms of
foreign policy, especially in relation to the “Third World” countries which he
believes are basically hostile to the West.
□ George W. Ball, former Under Secretary of State and U.S. Ambassador to the
United Nations, took a somewhat different tack. He held that we do have
some “Third World” friends, but emphasized the problems in the Middle
East and the distribution of defense commitments among the U.S. allies.
A series of 16 technical sessions was held during the two-day period
covering such subjects as taxation, managing a practice, accounting standards,
operational auditing and the division for CPA firms.
A more detailed report will appear in the November Journal of Accountancy.

-2 AICPA Officers
Elected lor 1980-81

William S. Kanaga of New York headed a slate of AICPA officers that was
elected by the Institute’s governing council at its October 4 meeting. In addition
to Mr. Kanaga, chairman of Arthur Young & Co., who became chairman of the
board of directors, George Anderson, managing partner, Anderson & ZurMuehlen,
Helena, Montana, was elected vice chairman of the Institute.
The new vice presidents for the coming year are A. Marvin Strait, senior
partner, Strait, Schulz and Company, Colorado Springs, Colorado; John J.
van Benten, chairman of the policy committee, Geo. S. Olive & Co., Indianapolis,
Indiana; and Arthur R. Wyatt, partner, Arthur Andersen & Co., Chicago. Elected
treasurer was William B. Keast, vice chairman, Coopers & Lybrand, New York.

Council Votes
Changes to
Proposed Model
Accountancy Bill

After hearing the report of the state legislation committee, the Institute's
council, at its meeting on October 4, resolved that compilation reports be declared
a professional service in the model accountancy bill and that language be
included to provide for an experience requirement in those states that so desire.
Council resolved by voice vote to direct the committee “to revise sections
of the proposed model accountancy bill to include compilation reports, as defined
in Statement on Standards for Accounting and Review Services no. 1 , among
the services reserved to duly registered members of the accounting profession.”
Council also approved a resolution by a vote of 99 to 76 that “the state
legislation committee be directed to include alternative language providing for
experience requirements in the final draft of the model accountancy bill prior to
issuance for those states wishing to retain the experience requirements.”
In other actions, council elected officers, directors, council members and
national review board members as proposed by the nominations committee
whose report appeared in the April 14 Letter. In addition, Paul W. Hart of
Maryland was elected to a two-year term to fill a vacancy and Samuel P. Gunther
of New York was elected to complete a term ending on October 4, 1980 before
assuming his regular three-year term.
Edwin Lamb, chairman of the professional ethics division executive com
mittee, reported on the division’s positive enforcement program. He noted that
there is a problem of credibility because of substandard work in auditing
federally assisted programs. The division is actively pursuing this.
Robert Mautz of Michigan, chairman of an ad hoc committee representing
seven key organizations studying the feasibility of establishing a government
accounting standards board, told council that a report would be issued within
the next few months which would propose a structure patterned after the
Financial Accounting Standards Board, its oversight foundation and constituent
groups. The committee plans to hold public hearings early next year. (A dis
cussion of this subject is slated for the December Journal of Accountancy.)
Council also heard a preview of the report of the special committee on
small and medium sized firms, which was presented to the annual meeting.

Annual Report
Correction

A proposed bylaw amendment to permit 500 members to submit proposals to
amend the AICPA bylaws or rules of conduct directly to the membership, without
council approval, was incorrectly reported as 200 members, rather than 500,
on page 3 of the AICPA’s annual report for 1979-80.
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-3 Report on Small
and Medium Sized
Firms Given at
Annual Meeting

The needs of the public are best served when it has a free choice from among
accounting firms of various types and sizes. This concept requires an accounting
profession that is made up of practice units which are local, regional, national
and international. Well-managed small and medium sized firms are prospering
and their prospects appear to be bright. A strong, unified, national organization
representing all segments of the profession, bolstered by strong state CPA
societies, is essential to the profession.
These are among the basic conclusions of the special committee on small
and medium sized firms which presented its final report to the AICPA annual
meeting on October 6. The committee, chaired by Samuel A. Derieux, was
formed about two years ago to study the future viability and prospects of these
firms and to develop programs to assure their ability to compete with large
national and international firms.
The more than two dozen recommendations focus on making the AICPA
even more responsive to membership needs and are designed to
□ Encourage broader participation in AICPA activities and assist members in
solving the identified problems on their own.
□ Simplify methods by which members comment on proposals for new tech
nical standards and guidelines.
□ Help small and medium sized firms to compete in today’s marketplace.
□ Assure high quality work by all practice units.
The recommendations themselves range from the highly specific to the
development of broad-based programs. Here are a few examples.
□ The AICPA should follow up previous efforts and study alternate means for
providing additional relief from accounting standards for small business
that are not cost effective.
□ Concise summaries and self-mailer response forms should be included with
FASB and ASB exposure drafts to encourage greater member participation
in the standard-setting process.
□ A national public relations program should be developed to bring about more
objective selection of CPA firms, including publication of an information
booklet stressing that the selection of a CPA firm should be based on the
ability to provide service, rather than its size.
□ The membership should be notified annually about the committee appoint
ment process and how a member can be included in the data bank from
which appointments are made.
□ Careful consideration should be given to the elimination of practice develop
ment policies that are unfair and likely to have an adverse effect on the
quality of accounting and auditing services.
Because of the deadline for this report, manuscript copies were distributed
at the annual meeting. Printed copies will be sent to AICPA practice units and
additional free copies will be available from the order department.

NASBA Elects
Officers for 1980-81

At its 73rd annual meeting at Lake Tahoe, on September 14-17, the National
Association of State Boards of Accountancy elected the following officers for
1980-81: President —Robert C. Ellyson, partner, Coopers & Lybrand, Miami;
President-Elect—A. Leighton Platt, partner, Peat, Marwick, Mitchell & Co.,
Portland, Oregon; Vice President —Robert R. Gignac, partner, Arthur Andersen
& Co., Chicago; Ross C. Cramer, partner, Waller & Woodhouse, Norfolk,
Virginia; and James B. Bower, professor, University of Wisconsin at Madison.
Re-elected treasurer was Sylvia Duncan, own account, Stillwater, Oklahoma.
The two-and-a-half day meeting focused on major issues facing the regula
tion of the accounting profession and the responsibilities of state boards of
accountancy. Speakers included AICPA president Philip B. Chenok.

-4 Quality, Unity and
Professionalism
Urged by Gregory

Elaborating on his joint statement with the president in the Institute’s annual
report, outgoing AICPA Chairman William R. Gregory called for renewed
dedication to several areas that he felt are “important to you as individuals and
to the profession as a whole.” These include
Quality of work —The problem of substandard work is being faced on
several fronts: peer review, mandatory CPE requirements in many states, and a
new program by the AICPA ethics division for an ongoing review of filings by
members with government agencies.
Unity with the profession —Despite feelings to the contrary, the Institute is
not close to a schism. “The schism comes only when we stop listening to each
other,” said Mr. Gregory, noting that “we are a healthy group” because of the
constructive criticism by members with diverse opinions.
Professionalism —The impact of great growth in the profession and
increased competition h as “created in some CPAs attitudes that are intensely
commercial, and nearly devoid of the high-principled conduct that we have
come to expect of a true professional.”
In closing his remarks at the Institute’s annual meeting October 6 , the
outgoing chairman said that he would shortly send a letter to all members “seek
ing rededication to the goals which made this profession great; dedication to
high-principled conduct expected of a true professional, individual responsibility,
independence, personal integrity, and self-restraint.” (The letter appears as a
supplement to this issue of the Letter.)

Incoming Chairman
Calls For Better
Communication

The accounting profession “must be responsive to trends in public attitudes,”
said William S. Kanaga, in his inaugural remarks at Tuesday’s luncheon. He
added that the profession “cannot be indifferent to the views of political leaders,
government regulators and consumer activists.”
The AICPA, noted the incoming chairman, “is the principal instrument
available to us for promoting orderly and constructive change.” And, in order
for the Institute to carry out this responsibility, “it must be armed with the
support of an informed membership —a membership which may not be
unanimous in endorsing its decisions, but which at least understands the often
complex factors that shaped those decisions.” That, in turn, requires better
communications between the membership and the AICPA, with members having
to be willing to both receive and send messages.
“There is an obvious need for a continuous dialogue with all segments of
the membership,” he said, citing particularly those members in local practice.
Local practitioners are not “an ailing lot,” he added, noting that “evidence of the
vitality of smaller practice units is incontrovertible.”
In concluding, Mr. Kanaga said that “considerable progress” has been made
in promoting understanding of the profession in Washington, D.C. “There is a
greater appreciation of our crucial role in the economy,” he added, including “an
increased awareness of the usefulness, as well as the inherent limitations, of
the accounting art.”

Sprague Named FAF
Executive Director

William D. Sprague, executive director of the Financial Accounting Standards
Advisory Council since 1978, has recently been named executive director of the
Financial Accounting Foundation. The Foundation is responsible for selecting
the members of the Financial Accounting Standards Board and the Advisory
Council, as well as exercising general oversight of the FASB.
Prior to his appointment as director of the Advisory Council, Sprague was
adjunct professor at Fordham University’s Graduate School of Business and was
a partner in Arthur Andersen & Co.

- 5 Olson and Staats
Honored at Annual
Meeting

The accounting profession’s highest award, the AICPA Gold Medal for Dis
tinguished Service, was awarded to Wallace E. Olson, recently retired Institute
president, at the AICPA’s annual meeting. Mr. Olson left private practice in
1972 and guided the profession through “a period of electrifying and construc
tive change.” Among the key efforts undertaken by Mr. Olson during his tenure
were establishment of a greater presence for the Institute and the profession
in Washington, D.C. and greater communication with the AICPA’s constituency.
In accepting his award, Mr. Olson urged the profession to reconsider financial
statements in terms of their usefulness to the decision-making process and to
take action on nonfinancial business information that would be similarly useful.
A special AICPA Medal of Honor was presented to Elmer B. Staats,
retiring comptroller general of the U.S., “in recognition of the work of a non-CPA
who has had a significant impact on the profession.” Mr. Staats served under
five presidents as a high official of the Budget Bureau, and under the last four
presidents as comptroller general. Mr. Staats, in his response, expressed his
appreciation for the Institute’s cooperation with the GAO, which he headed, and
suggested that it play a role in recommending his successor.

Guide on Reviewing
Financial Forecasts
Issued

The Institute’s auditing standards division recently issued a guide describing
procedures an accountant should apply in a review o£ a financial forecast. Guide
for a Review of Financial Forecasts also provides guidance on the form and
content of the accountant’s report on the forecast. An accountant’s standard
report on a review of a financial forecast should include:
□ An identification of the forecast data presented by management and a
description of what it is intended to represent.
□ A statement that the review was made in accordance with applicable AICPA
guidelines for a review of a financial forecast and a brief description of
the nature of such a review.
□ A statement that the accountant assumes no responsibility to update the
report for events and circumstances occurring after the date of the report.
□ A statement regarding whether the accountant believes that the forecast
is presented in conformity with applicable AICPA guidelines and whether
the underlying assumptions provide a reasonable basis for management’s
forecast.
□ A caveat regarding the ultimate attainment of the forecast.
The guide deals only with one form of prospective information —financial
forecasts —and only one type of accountant’s service —independent review
and reporting. The Institute is studying other forms of prospective financial
information and other types of related services.
Copies are available from the AICPA order department.

Draft on Mortgage
Guaranty Insurance
Exposed

The Institute’s accounting standards division has issued an exposure draft of a
proposed Statement of Position entitled Accounting for Mortgage Guaranty
Insurance. The draft, prepared by the insurance companies committee, deals
with issues relating to accounting for premiums, losses and related accounts as
well as accounting for property acquired in settling claims.
The draft discusses issues relating to accounting for mortgage guaranty
insurance companies. However, issues relating to the discounting of loss reserves
and anticipating investment income in computing premium deficiencies will be
considered separately for all insurance companies.
Comments are due by January 1 5 , 1981, and should be directed to Brian
Zell at the Institute. Copies of the draft are available from the accounting
standards division.

-8 Seif-empioyed
Retirement Benefit
Bill sent to
White House

At press time, President Carter was expected to shortly sign into law a bill
(HR 5295), which assures that CPAs who retired as self-employed professionals
after January 1 , 1978, will regain some $36 million in benefits lost through an
“earnings test” technicality in Social Security Act amendments passed the
previous year. The bill also ensures that, in the future, self-employed CPAs who
qualify on retirement for repayment of equity interest in their firms will not be
excluded from social security benefits. The Institute’s Washington office has
worked in support of the bill.

Doctoral Fellowships Three minority faculty members have been accepted for doctoral fellowships in
Awarded to
accounting for the 1980-81 academic year in a program jointly sponsored
Minority Faculty
by the AICPA and the American Accounting Association. A total of $7,500 has

been granted to each of the fellowship recipients. The recipients are:
□ Gwendolyn J. Highsmith of North Carolina A&T State University, Greens
boro, attending University of Tennessee at Knoxville.
□ Marion D. Lee of North Carolina Central University, Durham, attending
University of Georgia, Athens.
□ Johnnie A. Mapp of Paine College, Augusta, Georgia, attending University of
Georgia, Athens.
The program is aimed at helping the minority accounting faculty of
developing institutions pursue doctoral study.
Position Open for
Auditing Standards
Practice Fellow

The Institute’s auditing standards division is accepting applications for a
practice fellow position. Applicants should be CPAs with a minimum of three
year’s experience, an interest in technical policy, and good writing and verbal
skills.
The program enables the fellow to take a leave of absence from his firm
for a period of 18-24 months and work directly with members of the Auditing
Standards Board on SASs and audit guide projects. Fellows will also interact
frequently with the SEC and the FASB. Applicants should submit biographical
data with a nomination from their present employer.
Applications should be submitted to the Practice Fellow Program, auditing
standards division, at the AICPA, by November 15. For further information,
call 212/575-6377.

NOTICE OF AICPA PUBLIC MEETING
Accounting Standards —An open meeting of the accounting standards executive committee will

be held on November 11-12 at the Twin Bridges Marriott in Washington, D.C. Sessions will
start at 8:30 a.m. each day.
November 11 — a.m.
□ Foreign Currency Translation. (Consider comment letter to FASB.)
November 11 —p.m.
□ Agribusiness: Accounting for Agricultural Commodities, and Agricultural Cooperatives.
(Consider issues paper.)
November 12 — a.m.
□ Program Accounting. (Consider proposed SOP for exposure.)
The next scheduled meeting of the committee is December 16-18 in New York.
Changes from this notice will be reported by the meetings telephone information service.
The number is 212/575-5694.
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AICPA
Dear Member:

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, New York 10036 (212) 5 7 5 -6 2 0 0

October 4, 1980

As your chairman, I have traveled extensively this year, discussing issues affecting the profession
with practitioners from every part of the country. In our talks, I found widespread concern about
one issue so vital to us all that I feel compelled to write you.
That issue is a rising tide of commercialism within the profession. Practitioners I spoke with
increasingly expressed a concern that too aggressive a pursuit of new business can jeopardize our
reputation as independent and objective professionals.
Professionalism is an elusive concept, which has always been difficult to define. There is general
agreement, however, that professionalism means dedication to a clearly-stated body of standards
(technical and ethical), and the exercise of individual responsibility, independence in its broadest
sense, and self-restraint. These traits are what generate public confidence in the profession. They are
as important to our reputation as technical competence and quality of service.
In part, this trend toward an undue emphasis on commercialism may have had its genesis in the
abolition of the bans on advertising and solicitation. With that change, firms sought to apply a
variety of techniques in an effort to expand their practices. Much of this activity has been healthy for
the profession and beneficial for the public. By informing people about the availability of profes
sional services and the terms for obtaining them, we have stimulated competition, thereby serving the
public interest.
But unfortunately, advertising and solicitation can be used in ways that do not benefit the public.
When a firm engages in excesses to obtain business, it raises commercialism above professionalism.
This could lead to a breakdown of quality by short-cutting steps which are necessary to ensure full
professional performance.
Let us recognize that competition is increasing within the profession and that pressures to acquire
and retain clients are occupying more of our time. Nevertheless, we must be alert to the danger that
these changing circumstances could tempt us into compromising our professional standards. That
is the issue that must be addressed.
What I believe we should strive for is the exercise of common sense, good taste, moderation,
and individual responsibility. To me, this means renewing our emphasis on the quality of services we
render, acting in ways that will support and justify our credibility with the public and avoiding
action in other ways that would erode that credibility.
I am very concerned that unless the effort is made, and made now, not only our credibility with
the public but our intra-professional harmony, which has taken generations to achieve, may be
severely damaged. We could rupture into special-interest splinter groups which would be detrimental
to the public and the profession alike. If for no other reason, self-interest dictates that we actively
seek ways to avoid such a result.
Pride in being a CPA and pride in being a professional are invaluable. I ask you to think about what
you individually can do to help preserve our professionalism and then to convert your thoughts
into positive, constructive action.

-8 Washington Briefs

Kurtz Resigns —Jerome Kurtz, the head of the Internal Revenue Service, has
resigned effective October 31, to return to private law practice. Kurtz has
served as IRS chief since May, 1977. His interim successor is expected to be
William E. Williams, deputy IRS commissioner.
Multiemployer Pension Plans —On September 26, President Garter signed P.L.
96-364, the Multiemployer Pension Plan Amendments Act of 1980. The bill calls
for the strengthening of funding requirements for these plans, authorizes plan
preservation measures and revises the manner in which pension plan
termination provisions apply to multiemployer pension plans.
Securities Code —The Securities and Exchange Commission recently endorsed
a proposed codification of the federal securities laws. The commission sup
ported enactment of the draft federal securities code, an 1 1 -year-old project
from the American Law Institute. The proposed code would draw all major
securities statutes, enacted since 1933, into a single, comprehensive law.
Cash Accounting Bill —A bill (HR 8264) was introduced to permit qualified
small business owners to use the cash method of accounting to overcome
complex tax laws governing inventory accounting. The bill, proposed by Rep
resentative Henry Nowak (D-N.Y.), would permit a qualified small business
to use the cash method if its average annual gross receipts for the current
and preceding taxable years do not exceed $1.5 million.
Installment Sales Bill — At presstime, the President had a bill on his desk which
would simplify tax rules for reporting gains from installment sales of real or
personal property. The Installment Sales Revision Act of 1980, if approved,
will eliminate numerous restrictions and complexities that reduce the effective
ness of this deferral technique.
Targeted Jobs —A revised version of Form 6199, Certification of Youth Partici
pating in a Qualified Cooperative Education Program, is now available. The
form was revised to reflect a provision of the Technical Corrections Act of
1979. That Act, for the first time, permitted an individual who had reached age
19 to qualify as a member of a “targeted group” for purposes of the targeted
jobs tax credit allowed employers.
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SASs Issued on
Oil and Gas;
Adequacy of
Disclosure

The Institute’s auditing standards board (ASB) has issued the following:
□ SAS no. 32, Adequacy of Disclosure in Financial Statements, supersedes
SAS no. 1 , section 430, Adequacy of Informative Disclosure. This statement
does not modify the basic concepts of section 430. However, section 430 is
being replaced to eliminate guidance that is no longer applicable and to
achieve consistency with subsequent authoritative pronouncements, such as
SAS nos. 1 2 and 17 and FASB Statement no. 5, concerning litigation and
other contingencies.
□ SAS no. 3 3 , Supplementary Oil and Gas Reserve Information, which should
be read in conjunction with SAS no. 27, Supplementary Information Required
by the Financial Accounting Standards Board, notes that in applying the
procedures specified in SAS no. 27, the auditor’s inquiries should be directed
to management’s understanding of the specific requirements for disclosing
supplementary oil and gas reserve data and the consistency of the information
disclosed with related data. Guidance as to the procedures which apply
in these circumstances is also included.
Copies are available from the AICPA order department. At $1.35 each.
In other recent actions, the board has
□ Agreed to ballot on a proposed statement that would revise SAS no. 24,
Review of Interim Financial Information, as a result of a change in SEC
Regulation S-K to permit required quarterly data to be presented outside the
notes to financial statements. The revisions are intended to make the auditor’s
reporting responsibilities consistent with those for required supplementary
information under SAS no. 27, Supplementary Information Required by
the Financial Accounting Standards Board.
□ Discussed an outline of issues and agreed that a draft SAS should be devel
oped to clarify working paper requirements in SAS no. 1 , section 338 on
Working Papers. The board also agreed to incorporate into the SAS those
working paper items required by other SAS’s, such as a written audit
program and a representation letter.

ASB Exposes
Draft on Audit
Sampling

The ASB recently issued an exposure draft of a proposed statement on auditing
standards entitled Audit Sampling. The draft provides guidance on the use
of sampling in an audit of financial statement and on planning, performing and
evaluating the two general approaches to audit sampling: nonstatistical and
statistical. Comments are due by February 2 , 1981.
The draft would supersede sections 320A and 320B of SAS no. 1 . The draft
recognizes that the auditor often is aware of information that allows him to
concentrate his effort on account balances and transactions that may be more
likely to contain errors or irregularities. The auditor considers this knowledge
in planning his procedures. However, there are generally other account balances
and transactions, potentially material to the financial statements, about
which the auditor has no specific knowledge. This draft is aimed at helping the
auditor who is planning procedures to test these items.
Copies are available from the AICPA order department.

- 2AICPA Members
Ballot on Bylaw
Changes

A membership referendum is now in process on two proposals to amend the
AICPA bylaws. Ballots were mailed on October 2 0 . The proposals are
□ Proposal 1 —To change the number of members required to call a special
meeting of the Institute from 200 members to 5 percent of the membership.
□ Proposal 2 — To provide that, if 5 percent of the membership petition in
writing for a change in the bylaws or code of professional ethics, a mail ballot
needing no council approval will be conducted.
Accompanying each ballot was a booklet which included a statement of
the background, the text of the proposed changes and a summary of pro and con
arguments. To become effective, the proposals must be approved by twothirds of the members voting. Ballots must be received by December 2 0 and the
authenticating card must be signed and returned with the ballot.

Special Committee
on Solicitation
Appointed

In response to a resolution adopted by the members at the AICPA annual
meeting last month, AICPA Chairman William Kanaga has appointed a special
committee on solicitation. The resolution called for the appointment of
“a special committee to study the ramifications of the present status of rules
pertaining to direct, uninvited solicitation and the legality of such rules.”
Heading the new committee, which will hold its first meeting on December 8 ,
is William R. Gregory of Tacoma, immediate past chairman of the AICPA.
Other members are Norman E. Auerbach, New York; Alan B. Brout, New York;
Louis W. Dooner, Tallahassee; Charles R. McCann, Kansas City, Missouri;
Clayton A. Ostlund, Chicago.
Also, Clinton J. Romig, New Orleans; Mahlon Rubin, St. Louis; Gordon H.
Scheer, Denver; and Jay T. Ward, Dallas.

No Chance of New
Tax Legislation
Now

There will be no new tax legislation adopted during the lame-duck session of
the 96th Congress. This was the consensus of three congressional tax authorities
who spoke at the AICPA conference on taxes held last month. They were
Senator William V. Roth, Jr., (R-Del.) of the Senate Finance Committee; Repre
sentative Barber B. Conable, Jr., (D-N.Y.) of the House Ways and Means
Committee and Bernard M. Shapiro, chief of staff of the Joint Committee on
Taxation. However, all agreed that there will be tax reductions in 1981 and
business will probably have a larger share than it has in recent years.
Both Senator Roth and Representative Conable see a more favorable con
gressional attitude developing toward business. “All sides now are beginning to
accept that we must have greater productivity and that to achieve it we have to
encourage capital formation and create incentives for savings and investment,”
added Conable.
The bulk of the conference, which drew some 300 attendees, was devoted to
exploring ways of coping with “departures from the normal income stream” —
tax planning when there is unusual income or loss.

Reminder on
AICPA Banking
Conference

An exposure draft of the Institute's Bank Audit Guide, due out December 1 ,
will be distributed to attendees at the AICPA National Conference on Banking,
to be held December 4-5 in Washington, D.C. For further information, contact
the AICPA meetings department.
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- 3Joint Ethics
Enforcement
Report on 1980
Activity

In line with the Institute’s policy of reporting on disciplinary matters, the
AICPA’s professional ethics division has updated its statistics on the disposition
of ethics investigations processed under the AICPA’s Joint Ethics Enforcement
Plan (JEEP) and the ethics enforcement committees of 41 participating state
CPA societies. The statistics below cover cases, not the number of respondents in
a case. All the cases referred to the Joint Trial Board may not have been heard.
JO IN T ETHICS ENFORCEMENT PROGRAM ACTIVITY
January 1 , 1980, through June 30, 1980

ETHICS COMMITTEE ACTIVITIES
Investigations open at start of period
Investigations opened during period
Total
Administrative reprimand issued
Constructive comment letters issued
No violation findings
Prima facie cases in preparation for submission
to Joint Trial Board Division
Cases referred to Joint Trial Board Division
during period
For action under automatic provisions of bylaws
Prima facie cases for Trial Board hearings
Subtotal
Remaining Investigations
Investigations at June 30, 1980, held
pending outcome of litigation
Cases under investigation at June 30, 1980
Subtotal
Total

TOTAL
434
235
669
21
47
119
6
9
__6
208
129
332

JOINT TRIAL BOARD DIVISION ACTIVITIES
Cases referred for action during period under
automatic provisions of bylaws
Members expelled
4
Members suspended
3
Disciplinary action pending receipt of
information from state boards of accountancy _2
Subtotal
Trial Board hearings of prima facie cases
referred during period
Members suspended
2
Cases scheduled but not yet heard
3
Cases in progress — not yet concluded
_1
Subtotal
Total
Section
Chairmen
Named

461
669

9

__ 6
15

Chairmen of the executive committees of the division for CPA firms’ two sections
have been elected for 1980-81, effective last month.
Ray J. Groves, chairman, Ernst & Whinney, Cleveland, will head the SEC
practice section’s executive committee. He succeeds Archibald E. MacKay,
chairman, Main Hurdman and Cranstoun, who will retire from practice this
spring. As previously reported, Francis A. Humphries, executive partner, Gamble,
Humphries, Givens & Moody, Charleston, S.C., is the new chairman of the
executive committee of private companies practice section, succeeding Robert
A. Mellin of Hood and Strong, San Francisco.

- 4FASB Issues First
Statement on
Specified Assets..

The Financial Accounting Standards Board recently issued its Statement no. 39,
Financial Reporting and Changing: Specialized Assets — Mining and Oil and
Gas, which supplements its Statement no. 33, Financial Reporting and Changing
Prices.
FAS no. 39 applies the provisions of FAS no. 33 for measuring current costs
to the mineral resource assets of mining and oil and gas enterprises. It also
requires the disclosure of information about quantities, production, and selling
prices of mineral resources other than oil and gas reserves.
The board is also expected to issue shortly two more statements on spe
cialized assets to deal with real estate and forest products. The information,
required by these statements, like the data required for FAS 33, is experimental.
These statements will be reviewed, at the same time as FAS 33, says the FASB,
“after a period of not more than four year.” For further information, contact the
FASB at the address listed below.

. . . and Exposes
Draft on Motor
Carriers

Because of the enactment of the Motor Carrier Act of 1980, which deregulated
motor carriers, the Financial Accounting Standards Board was asked to clarify
the accounting for certain intangible assets of these carriers. Questions were
raised as to whether those intangibles, principally established routes, should con
tinue to be reported as assets or charged to income.
Accounting for Intangible Assets of Motor Carriers, a recently-exposed draft
of a proposed statement, would require the unamortized costs of motor carrier
intangible assets representing interstate rights to transport goods with limited
competition to be charged to income and, if material, reported as an extraordi
nary income. The draft would not affect the accounting for other intangible
assets of motor carriers, such as goodwill, except to require separate identifica
tion of those intangible assets if not previously so identified.
Comments on the draft are due by November 24. For further information,
contact the FASB, High Ridge Park, Stamford, Conn. 06905.

Audit Guide on
Airline Industry
Exposed

The AICPA recently exposed a draft of an industry audit guide dealing with the
airline industry. Prepared by the Institute’s subcommittee on civil aeronautics,
the guide is aimed at assisting the independent auditor to conduct examinations
of financial statements of airlines. The draft describes conditions or procedures
unique to the industry and illustrates the form and content of airline financial
statements and informative disclosures pertaining to such statements.
Comments are due by December 31, and should be directed to Allen L.
Cooper in the Institute’s Washington office. Copies of the draft are available from
the AICPA order department.

Support for Single
Audit Concept
Reaffirmed

The cautionary note sounded by an AICPA task force of the subcommittee on
federally assisted programs regarding single audits of grants-in-aid, as reported
in the September 2 2 Letter, has been misinterpreted by some readers as an
indication of lack of support by the Institute for this concept.
The Institute has been a strong supporter of the single audit concept since its
origination. Last month the task force and the subcommittee reaffirmed this
support and pledged to work with federal agencies in implementing the concept.
In line with the single audit task force’s directive to provide additional
guidance to practitioners, the reported statement was intended to inform practi
tioners that some parts of the federal policy may need clarification. It was not
intended to discourage practitioners from pursuing single audit engagements.

- 5 Three Auditing
Interpretations on
Consistency Issued

The staff of the Institute’s auditing standards division has approved three
interpretations of SAS no. 1, section 420, Consistency of Application of Generally
Accepted Accounting Principles. The interpretations will appear in the December
issue of the Journal of Accountancy.
□ The Effect of Adoption of FASB Statement no. 35 on Consistency deals with
the effect on the auditor’s reference to the consistency of application of
accounting principles when financials are prepared for a defined benefit pen
sion plan following adoption of the provisions of FASB Statement no. 35.
This statement is effective for plan years beginning after December 15, 1980.
Adoption of FAS no. 35 may result in changes in accounting principles
that require reference in the auditor’s opinion, but a change in benefit infor
mation required to be presented by the statement is not such a change.
□ Change in Presentation of Accumulated Benefit Information in the Financial
Statements of a Defined Benefit Pension Plan states that changes in presen
tation of data regarding accumulated benefits, such as a material change in the
format or a change in the date for which such data is presented, should be
explained in the financial statements or notes. However, these changes would
not ordinarily affect the auditor’s opinion as to consistency and need not
be referred to in his report.
□ The Effect of Adoption of FASB Statement no. 36 on Consistency states that
the change in disclosures of pension information required by FASB Statement
no. 36 provides additional data in the employer’s financial statements and
is not a change requiring reference as to consistency in the auditor’s opinion.
FASB Statement no. 36 is effective for annual financial statements for years
beginning after December 15, 1979.

National Review
Board Suspends
Member

On September 25, 1980, a hearing panel of the Joint Trial Board Division’s
National Review Board voted to suspend Richard D. Wayman of Hollywood,
California, from membership in the Ohio Society of CPAs and the AICPA for two
years for violating the code of professional ethics of each organization.
The ethics charging authority had charged that the member knowingly
misrepresented facts and committed acts discreditable to the profession as head
of a Cleveland-based charitable foundation which promoted national highway
safety.
Mr. Wayman, who was represented by counsel, had petitioned for a hearing
of the charges by a panel of the National Review Board rather than by a
regional trial board hearing panel. The petition was granted by an ad hoc com
mittee of the National Review Board.
Decisions of the National Review Board are final and are not subject to
appeal. The decision, therefore, became effective on September 25, 1980.

NOTICE OF AICPA PUBLIC MEETING

Accounting and Review Services
A meeting of the accounting and review services committee will be held in Denver on December 4-5
at the Stouffer’s Inn starting at 9:00 a.m. on December 4 and 8 : 0 0 a.m. the next day. The agenda
will be reported by the meetings telephone information service.
The next scheduled meeting is February 26-27, 1981, in Scottsdale, Arizona.

Changes from these notices will be reported by the telephone information service.
The number is 212/575-5694.

- 6

Washington Briefs

-

Installment Sales Act —As expected, the President has signed the Installment
Sale Revision Act of 1980 (HR 6883), stating that it provides the “first step”
toward clarifying the nation’s complex tax laws. In general, the law eliminates the
requirement that no more than 30 percent of the selling price be received in
the year of the sale to qualify for installment reporting; that deferred payment
sales must be for two or more payments; and that the selling price for casual
sales of personal property must exceed $1 , 0 0 0 to qualify for installment
sales reporting.
Criticism of IRS Seizures —“The IRS is supposed to be in the business of
collecting money, not seizing small business assets just for the sake of seizing
something. But that’s what we found.” So said Senator Carl Levin (D-Mich.),
chairman of the Senate Subcommittee on Oversight of Government Manage
ment, in releasing a subcommittee report that charged the IRS with using
“excessive and harsh” enforcement actions against small business. The report,
among other recommendations, proposed that the IRS be required to assess
the fair market of property and then limit any liens to a part of the property equal
in value to no more than double the amount of the tax delinquency.
Exemption from Registration Requirements —The SEC recently proposed
exempting interests and participations in the tax qualified retirement plans of
certain partnerships from 1933 Securities Act registration requirements. The
proposal, Rule 180, would apply to plans covering self-employed individuals, gen
erally referred to as HR 1 0 or Keogh plans. Comments are due by December 15.
Auditor’s Independence —In SAB no. 39, the SEC concludes that the general
proscription against an independent auditor’s performance of routine bookkeep
ing services or preparation of financial statements, as expressed in ASR nos.
126 and 234, also applies to foreign subsidiaries and other affiliates, regardless of
whether the involved entity is material to the whole enterprise.
HR 5295 Becomes Law —President Carter has signed HR 5295. Section 3 of this
new law (Public Law 96-473) assures that CPAs who retired after January 1,
1978, will regain some $36 million in benefits lost through an “earnings test”
technicality in the Social Security amendments passed in 1978.
New IRS Chief —On November 1 , William E. Williams, Deputy IRS Commis
sioner since 1974, will become acting IRS Commissioner serving in place of
Jerome Kurtz who resigned effective October 31.
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FASB Issues Two
Statements on
Specified Assets. . .

The Financial Accounting Standards Board has issued the second and third in its
series of statements on measuring current costs in specified industries. Pre
viously, the board issued Statement no. 39 (see November 1 0 Letter) which dealt
with application of FAS no. 33 to measuring current costs of the mineral
resource assets of mining and oil and gas enterprises. The two new statements —
FAS no. 40 on timberlands and growing timber, and FAS no. 41 on incomeproducing real estate — provide similar guidance to those companies which are
required to present current cost information in these areas.
Both statements, which supplement FAS no. 33, Financial Reporting and
Changing Prices, are effective for fiscal years ending on or after December
25, 1980.
On another matter, the board has published a 176-page special report that
presents illustrations of disclosures on the impact of inflation taken from 1979
annual reports. The report, Examples of the Use of FASB Statement No. 33,
Financial Reporting and Changing Prices, is the second edition of a publication
issued last December (see January 14 Letter) which presented hypothetical
illustrations of disclosures to guide preparers of 1979 reports.
For further information on these publications, contact the FASB, High
Ridge Park, Stamford, Conn. 06905.

. . . An Interest
Cost Statement &
Two Exposure Drafts

The Financial Accounting Standards Board has also issued the following:
□ FAS no. 42, Determining Materiality for Capitalization of Interest Cost,
amends FAS no. 34, Capitalization of Interest Cost, by deleting a section
on materiality that has been cited by some companies as a loophole for
avoiding the interest capitalization requirement. By deleting the section, the
statement makes clear that FAS no. 34 doesn’t create any new tests for
materiality and that usual tests are to be used in determining whether the
effect of capitalizing interest is material. The statement is effective for fiscal
years beginning after December 15, 1979.
□ An exposure draft of a proposed statement entitled Disclosure of Interest
Rate Futures Contracts and Forward and Standby Contracts would specify
the disclosures required for these types of contracts involving financial
instruments until related accounting issues can be resolved. The disclosures
include a description of the nature and amount of these contracts and related
methods of accounting. Comments are due by December 15, 1980.
□ An exposure draft of two proposed standards concerns Disclosure of
Obligations. Part I, Disclosure of Indirect Guarantees of Indebtedness of
Others, would clarify that the disclosures that FAS no. 5, Accounting for
Contingencies, requires of guarantees of indebtedness of others also are
required of indirect guarantees. Part II, Disclosure of Unconditional Obliga
tions, would require that an enterprise disclose its commitments under
unconditional obligations, such as take-or-pay contracts and throughput
contracts, and future payments on long-term borrowings and redeemable
stock. Comments are due by January 15, 1981.
For further information, contact the FASB at the address above.

- 2AICPA Forms New
Small Business
Committee

The Institute has created a new committee to monitor all its activities directed
toward assisting small business. The committee, which is to report directly to the
AICPA board of directors, also will “recommend and, where appropriate,
carry out programs to promote the success of small business, and generally
represent the Institute in matters affecting small business.”
It will focus on topics such as tax relief, capital formation and financing,
and “relief from unnecessary governmental regulation and paperwork.” Accord
ingly, it will work with the Institute’s Washington office to monitor proposed
legislation affecting small business, the activities and programs of the Small
Business Administration and those governmental bodies which affect small
business.
Chairing the 1 1 -member committee is Ivan O. Bull, managing partner of
McGladrey, Hendrickson & Co., Davenport, Iowa, a former AICPA chairman.

MAS to be Key
Growth Area in
Future

Management advisory services “may be the fastest growth area of practice in
the years to come,” said AICPA President Philip B. Chenok at the Institute’s
seventh National MAS Conference, held in Chicago last month. He noted that
this growth will be fueled by clients demanding more because of the increasing
complexities of business and that we must prepare to accept this challenge.
Other highlights were full-day sessions on minicomputers and on strategies
for increasing MAS for clients. Other sessions focused on systems development,
operational auditing, forecasting, health care practice, office automation and
energy audits. Some 2 0 0 MAS practitioners attended.
Next year’s MAS conference is tentatively set for October 26-27 in Dallas.

Joint Engagement
Conference Set

The AICPA’s small business development committee, which assists in the devel
opment of programs to provide accounting assistance to businessmen, is
sponsoring a Joint Engagement Conference to be held in St. Louis on
February 6 , 1981.
The one-day conference will show practitioners the opportunities that are
now available through government contracts which involve minority participa
tion. Representatives from federal and local governments will discuss current
regulations and activities in this area. Also, practitioners experienced in this type
of work will discuss how to obtain a joint engagement contract and how to
manage this type of engagement. They will take conference participants through
a joint engagement —from preliminary negotiations between majority and
minority firms to preparation of the final report.
Registration is $140. For information, contact Jim Flynn at the AICPA.

First Video Journal
Program Geared
for CPE Credit

The AICPA’s tenth and most recent program in its videotape series on current
accounting issues is the first specifically designed for continuing professional
education credit. Available to state CPA societies and firms, this latest program
describes the broad aspects of four recent accounting standards. Topics include
capitalization of interest cost, construction contractors, pension plans and
disclosure of pension information, and internal accounting control. Practitioners
representing smaller firms then discuss procedures for applying the standards.
For more information, contact Teresa Zimmerman at the AICPA.
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Comments Sought
on Governmental
Accounting Issues

In line with its project to develop a set of standards for uniform accounting and
reporting by state governments (see September Journal of Accountancy ), the
National Council on Governmental Accounting is seeking comments on a series
of eight issues papers on major areas in governmental accounting.
The issues papers are the result of on-site surveys of the 50 states and
Puerto Rico to determine their current accounting practices. The issues addressed
include identification of relevant entity; fund accounting and fund structure;
basis of accounting and measurement; accounting for assets; accounting for
liabilities; accounting for equities; budgetary-accounting relationships; and state
financial reporting.
Responses to the issues papers “will be used to develop more definitive
preferred accounting practices,” according to Relmond P. Van Daniker of the
Council of State Governments, which is the administrational agency for the study.
For further information, contact the State Government Accounting Project,
The Council of State Governments, P.O. Box 11910, Lexington, Kentucky 40578.

NOTICE OF AICPA PUBLIC MEETINGS
Accounting Standards —The meeting of the accounting standards executive committee, originally

scheduled for December 16-18 has been cancelled. The next meeting will be held in New York
on January 27-29, 1981.
Auditing Standards —An open meeting of the auditing standards board will be held December 9-11

at the Scottsdale Hilton Hotel, Phoenix. The agenda follows:
December 9 -12:30 p.m. - 6:00
□ Materiality and Audit Risk (Report of task force.)
□ Auditor Involvement with Supplemental Information. (Discussion of preliminary draft.)
December 10 - 8:30 a.m. to 12:30 p.m.
□ Audits of Federally Assisted Programs. (Discussion of preliminary draft.)
□ Auditors’ Reports. (Report of task force.)
December 10 - p.m.
□ Auditors’ Reports (continued)
□ Going Concern. (Consider draft for publication.)
December 11- a.m.
□ Auditing and Computer Systems. (Report of task force.)
□ Working Papers. (Discussion of preliminary draft.)
Future meetings of the board are scheduled in New York on January 20-22 and March 3-5,1981.
Federal Taxation —The federal tax division executive committee will hold open meetings at the
Arizona Biltmore in Phoenix on December 7 from 1:00 p.m.-5:00 p.m. and on December 10 from
9:00 a.m. to 5:00 p.m. Reports of task forces or subcommittees on the following will be discussed:
December 7 - p.m.
IRS Access to Accountant Workpapers; Value Added Tax; Suggestions for Implementation
of Indexation of the Internal Revenue Code.
December 10 - a.m.
Underreported Income Problem; Statements on Responsibilities in Tax Practice; LIFO
Simplification.
December 10 - p.m.
Proposed Legislation to Prevent Use of Multiple Corporations or Other Entities to Effectively
Discriminate as to Plan Participation or Benefits; Tax Treatment of the Write-off of Trucking
Operating Rights.
The next meeting of the committee will be in Denver on February 19-20, 1981.

Changes from this notice will be reported by the meetings telephone information service.
The number is 212/575-5694.

- 4Washington Briefs

New Chief Accountant for the GAO —Donald L. Scantlebury, CPA, was recently
named chief accountant of the General Accounting Office by Comptroller
General Elmer B. Staats. Formerly director of the financial and general manage
ment studies division, Scantlebury has been with the GAO since 1956. He is
also a member of the AICPA Council and of the executive committee of the
National Council of Governmental Accounting.
Small Business Definition — The Small Business Administration’s proposals to
amend the size standards for 700 industry groups will be frozen until at least
March 31, 1981, as a result of a provision in Public Law 96-481, signed recently
by the President. A series of regional hearings was held last spring.

SEC Study on Registration Exemptions — The SEC has announced a study to
examine the major exemptions from registration under the Securities Act of
1933. To be supported jointly by the commission and the SBA, the study will
focus on the “private placement” exemption and on the financing needs of
small businesses.
Four Tax Shelter Rulings — The IRS recently issued four rulings in line with its
“continuing effort to curb abuses” in the tax shelter area. The rulings, which
illustrate types of activity it seeks to prevent, are

□
□
□
□

Assignment of an employee’s “lifetime services” to a trust (Rev. Rul. 80-321).
Corporate “leasing” of clothes for executives (Rev. Rul. 80-322).
Transfer of partnership interest to a controlled corporation (Rev. Rul. 80-323).
Substantiation of losses incurred in foreign futures transactions (Rev. Rul.
80-324).

Minority CPA Association — Dewitt Sullivan, senior vice president of the
Durham, North Carolina-based firm of Garrett, Sullivan & Company, was recently
elected president of the National Association of Minority Certified Public
Accounting Firms. NAMCPAF, founded in 1951, is a 150-member firm organiza
tion aimed at increasing the number of minority-owned public accounting firms.
SEC and Management Compensation — The SEC has approved amendments to
its disclosure rules which will give shareholders more information on manage
ment remuneration. One of the changes, which become effective on January 1 ,
requires information on stock options and appreciation rights to be reported
separately from the main remuneration table.
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Recent FASB
Activity

The Financial Accounting Standards Board has issued the following documents:
□ FAS no. 43, Accounting for Compensated Absences, requires an employer
to accrue a liability for employees’ future absences if all the following
conditions are met: the employer’s obligation relating to employees’ rights to
receive compensation for future absences is attributable to employees’
services already rendered, the obligation relates to rights that vest or accumu
late, payment of the compensation is probable and the amount can be
reasonably estimated.
□ An exposure draft would adopt the accounting standards in the AICPA in
dustry guide, Accounting for Franchise Fee Revenue. Accordingly, revenue
from individual and area franchise sales would be recognized only when all
material related services or conditions have been substantially performed
or satisfied by the franchisor. Comments are due by January 30, 1981.
□ A proposed interpretation, Accounting for Exploratory Wells in Progress at
the End of a Period, describes how a company should account for an
exploratory well that turns out to be unsuccessful when determination that
it is a “dry hole” occurs after the end of an accounting period but before
financial statements are issued. Comments are due by February 25, 1981.
□ A research report, Reporting of Service Efforts and Accomplishments,
records and classifies instances in which six types of nonbusiness organi
zations reported on their techniques in delivering services.
Contact the FASB, High Ridge Park, Stamford, Conn. 06905, for copies.

Two Interpretations
on Internal Control
Issued

The Institute’s auditing standards division has approved two interpretations
dealing with internal accounting control. The interpretations will appear in the
January 1981 issue of the Journal of Accountancy:
□ Reports by Management on Internal Accounting Control relates to the
auditor’s responsibility concerning statements by management on the com
pany’s system of internal accounting control included in published annual
reports. The interpretation states that SAS no. 8 , Other Information in
Documents Containing Audited Financial Statements, makes clear that “the
auditor has no obligation to corroborate other information contained”
in such a document and that the auditor is required to read the report by
management and consider whether it is materially inconsistent with informa
tion appearing elsewhere in the financial statements or contains a material
misstatement of fact. Also, “management should be discouraged from stating
in a public report that the auditor has not identified any material weaknesses
in internal accounting control in connection with his audit of the financial
statements” unless the study and evaluation made as part of the audit are
sufficient for expressing an opinion on the system.
□ Reports on Internal Accounting Control of Trust Department of Banks states
that it is permissible for an accountant to express an opinion on the system
of internal accounting control maintained by a trust department. The standard
form of report should be revised in these circumstances, and an appropriate
type of report is included in the interpretation.

- 2Bank Audit Guide
Draft Exposed

The AICPA recently exposed a draft of a proposed audit guide entitled Audits of
Banks. Prepared by the Institute’s banking committee, the draft is aimed at
assisting practitioners in examining and reporting on the financial statements of
commercial banks, savings banks and bank holding companies.
The proposed guide revises the 1968 AICPA Industry Audit Guide in this
area, as supplemented in 1969, to reflect the numerous developments in the
banking industry since that time. The guide stresses aspects of accounting and
auditing unique to the banking industry. Topics covered include a bank’s
investment and trading portfolio; loans and recognition of loan fees; common
trust funds; and financial statement consolidation and presentation. Discussions
of accounting for money market investments and international activities are
also included.
Comments are due by March 31, 1981. A public hearing on the issues raised
in the draft is slated for April 9 and, if necessary, April 1 0 , at the AICPA’s
New York offices. For further information, contact Craig A. Mason in the
Institute’s Washington office.

IASC Issues Draft
on Accounting
for Leases

The international accounting standards committee recently issued an exposure
draft of a proposed standard entitled Accounting for Leases. Exposure Draft 19
deals with accounting for finance and operating leases in the financial state
ments of both lessees and lessors, and with disclosures that should be included
in both lessee and lessor financial statements.
Comments are due by April 30, 1981, and should be directed to Paul
Rosenfield at the AICPA. Copies of the draft may be obtained from the AICPA
order department.

One AICPA Member
Expelled; Two
Suspended

Under the Institute’s bylaws, a member who has been convicted of a felony
defined as such by the convicted jurisdiction shall have his membership in the
Institute suspended without a hearing and, if the conviction becomes final,
shall have his membership in the Institute terminated.
□ On September 3 , 1980, Bobby Edward Singletary of Hamlet, North Carolina,
was notified that his Institute membership was terminated as the result of
his final conviction of voluntary manslaughter in the Superior Court of
North Carolina.
□ On September 30, 1980, Paul E. Flasher, II of Tampa, Florida, was notified that
his Institute membership was suspended pending appeal of his conviction
of grand theft in the Florida circuit court.
The Institute’s bylaws also provide that membership in the Institute shall be
suspended without a hearing should a member’s certificate as a certified public
accountant be suspended as a disciplinary measure by any governmental
authority. The bylaw has been interpreted by the Institute’s Board of Directors
to include suspension of a member’s only CPA certificate for failing to meet
CPE requirements, unless the member is retired or disabled.
□ On September 1 4, 1980, the membership of Steven Roy Christianson of
Seattle, Washington, was suspended coincident with the indefinite suspension
of his CPA certificate by the Washington State Board of Accountancy for
failing to comply with the state’s continuing education requirements.
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-3 ASB Exposes
Draft on
Interim Financial
Information

The Institute’s auditing standards board recently issued an exposure draft of a
proposed statement on auditing standards entitled Interim Financial
Information Required by SEC Regulation S-K. This draft revises SAS no. 24,
Review of Interim Financial Information, in response to the recent revision of the
Securities and Exchange Commission’s Regulation S-K. Comments are due by
January 19, 1981.
Under earlier SEC regulations, certain companies were required to present
selected quarterly data in a note to audited financial statements filed with
the commission. Certain parts of SAS no. 24 provide guidance on the auditor’s
responsibilities regarding interim financial data included in a note to audited
financial statements. Regulation S-K, however, has been changed to permit
companies to present the quarterly data outside the financial statements.
The major changes proposed in the draft deal with the effect on the auditor’s
report of interim financial information accompanying audited financial state
ments. The draft retains the SAS no. 24 policy of providing for exception
reporting rather than explicit reporting on such financial information. The
revisions are intended to make the auditor’s reporting responsibilities consistent
with those for required supplementary information under SAS no. 27, Supple
mentary Information Required by the Financial Accounting Standards Board.
Copies are available from the AICPA order department.

Legal Actions
Regarding
Accountancy Laws

In a notice of intended decision, a California superior court has ordered the
California State Board of Accountancy to “reevaluate applications received
during the period 1957 through 1977 from all applicants who were duly licensed
as CPAs in the Philippines.” It is to use “the same standard as was used in
evaluating applicants from New Zealand, India and Australia, for the purpose of
determining whether waivers pursuant to section 5087 [California Business
and Professions Code] should be granted.” The suit had been brought by the
Filipino Accountants Association and others.
The California legislature, however, has passed a bill, effective January 1,
1981, repealing the waiver of CPA examination provisions of the accountancy
statute as they apply to accountants licensed in foreign countries.
In another action, two firms of unlicensed accounting practitioners have
brought suit against the Washington State Board of Accountancy challenging a
board interpretation of the accountancy statute. The interpretation prohibits
unlicensed practitioners from issuing disclaimers on compiled or reviewed
statements prepared by them. If this challenge is upheld, it will run counter
to the AICPA council’s recent action directing the state legislation committee
to revise the proposed model accountancy bill to include compilation reports
among the services reserved to licensed accountants.

Deadline for
Long Term
Disability Income
Plan is January 1

AICPA members who wish to begin or increase their coverage under the AICPA
Long Term Disability Income Plan are reminded that the cutoff date is January 1.
Material on the plan was mailed recently to all members. Special features
of the plan include
□ Monthly disability income benefit payments ranging from $500 to $3,000
for total disabilities caused by either sickness or accident.
□ Benefits that may be paid for life after a 26-week waiting period if disability
occurred before age 50 (payments up to 65 if incurred at age 50 or over).
□ A voluntary rehabilitation program under which an insured CPA may return
to work while receiving reduced benefits. Training expenses are included.
Contact Rollins Burdick Hunter Co., 605 Third Avenue, New York, N.Y.
10158 (800/221-4722; in New York, collect at 212/661-9000).

- 4 -

Washington Briefs

Equal Access Law —The Equal Access to Justice Act (P.L. 96-481), signed
recently by President Carter, is effective October 1 , 1981. This measure will
permit taxpayer recovery of attorney fees if the position taken by the government
is not substantially justified. Because of the effective date, attorney’s fees
will not be recoverable by the prevailing parties before that date.
1980 Tax Forms Ready —The final versions of the 1980 Forms 1040 and 1040A
and the accompanying schedules have been issued. Generally, they are similar to
the 1979 forms. However, the IRS warns taxpayers to exercise caution in
using last year’s returns as a guide for preparing 1980’s returns.

W- 2 Reminder — The IRS has issued a reminder to employers that employee W- 2
Forms, Wage and Tax Statements, must include fringe benefits that are includ
able in gross income even if not subject to withholding. Rev. Proc. 80-53
will be published in Internal Revenue Bulletin no. 1980-49, dated December 8 ,
and will explain why reporting is required even if the benefits aren’t subject
to withholding. The bulletin may be obtained from the Superintendent of
Documents, U.S. Government Printing Office, Washington, D.C. 20402, at $ 2 per
copy.
Foreign Tax Credit Regulations —The Treasury Department recently released
temporary and proposed regulations setting forth requirements for the credibility
of foreign taxes against an individual’s U.S. income tax liability. The temporary
regulations, generally effective for taxable years ended after June 1 5 , 1979,
contain 72 examples to illustrate the Treasury’s position that a foreign charge is
generally creditable as an income tax only if the charge is
□ Not compensation for a specific economic benefit,
□ Based on realized net income or is in lieu of such a charge, and
□ Determined by reasonable rules regarding the bases of jurisdiction to tax.
Corporate Governance Hearing —Last month, the Senate Securities Subcom
mittee held a hearing on a proposed bill, the protection of shareholder’s rights act
of 1980, originally introduced by Senator Howard Metzenbaum (D-Md.).
At the hearing, Metzenbaum said that major problems exist and “action in the
form of legislation” is needed to solve these problems. On the other hand,
SEC Chairman Harold M. Williams said that enactment of the bill wouldn’t
promote these ends, but “might well retard them.”
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Board off Directors
Actions

The AICPA’s board of directors took the following actions at its meeting on
December 4-5:
□ Approved a program for implementation of the report of the special com
mittee on small and medium sized firms.
□ Approved for publication a revised model accountancy bill incorporating
provisions for an optional experience requirement and regulation of reports
on compilation engagements.
□ Agreed to be listed in a report of the GASB Organization Committee as a
possible sponsor of the proposed Government Accounting Standards Board.
□ At the request of the professional ethics committee, considered possible
revision of Interpretation 502-4 on indication of specialties and asked that
further information be developed by the committee.
□ Authorized discussion of the conditions under which a grant of $50,000 a
year for three years is to be provided by the AICPA to assist the American
Assembly of Collegiate Schools of Business with start-up costs for its accredi
tation program.
□ Approved appointment of a committee to develop a program for implementa
tion of the recommendations in the report of the special committee on
regulation of the profession.
□ Approved the report of the bylaws committee for revisions to the bylaws.
□ Approved an operational agreement between the professional ethics division
and the special investigation committee of the private companies practice
section of the division for CPA firms.
□ Concurred with the Public Oversight Board’s election of Robert Mautz as a
POB member (see page 5).

SOP on Real Estate
Accounting Issued

The Institute’s accounting standards division has issued a statement of position
(SOP 80-3) entitled Accounting for Real Estate Acquisition, Development, and
Construction Costs. It was prepared by the AICPA’s committee on real estate
accounting in response to the expressed need for guidance in these areas. The
need has been highlighted by recent trends in real estate development activities
that have substantially increased the size of enterprises engaged in real estate
development, the cost of individual projects, and the time required to complete
the development of individual projects.
The statement is basically similar to the exposure draft issued in mid-1979.
It specifies, as a general rule, that costs clearly associated with the acquisition,
development and construction of a real estate project should be capitalized.
The SOP also provides specific guidance on preacquisition costs; interest, taxes
and insurance; indirect project costs; amenities; incidental operations and
allocation of capitalized costs to components of a real estate project.
These guidelines are expected to result in greater uniformity by eliminating
many of the options now available when reporting acquisition, development and
construction costs.
Copies of the statement may be obtained from the AICPA order department.

- 2AICPA Member
Suspended; Another
Admonished

On September 23, 1980, a hearing panel of the Joint Trial Board Division’s
Regional Trial Board VIII voted to suspend the membership of Paul Opalack of
Alexandria, Virginia, for two years for violating the Institute’s Code of Profes
sional Ethics and its bylaws in that Mr. Opalack had committed acts discreditable
to the profession.
The member had been convicted in a U.S. district court, on his plea of
guilty, of the misdemeanor of false pretenses in connection with his obtaining a
federal government auditing contract.
The panel also decided that he be required to complete 40 hours of CPE in
each of the two years his membership is suspended and to complete a self-study
course in professional ethics during the first year. If he does not meet these
requirements, his membership will be terminated.
Mr. Opalack, who was present with counsel at the hearing, did not
request a review of the decision, and it therefore became effective on October
23, 1980.
On September 24, 1980, a hearing panel of the Joint Trial Board Division’s
Regional Trial Board IX admonished Jack Morgenstern of Coral Springs, Florida,
for violating the competence and technical standards rules of conduct of the
Florida Institute of CPAs and the AICPA in an examination and report on the
financial statements of a client.
Mr. Morgenstern, who was present with counsel at the hearing, admitted
that he had not complied with the standards but said he had since completed
appropriate CPE courses to correct areas of deficiency in his practice. He said
also that while he was a sole practitioner when the report was issued, he has
since been employed by a firm and is subject to the firm’s work review procedures.
The member did not request a review of the decision, and it therefore
became effective on October 24, 1980.

AICPA Awards Three
Doctoral Grants

Three doctoral candidates have received grants-in-aid totaling $20,400 in
connection with their dissertations in accounting. The total amount budgeted for
grants in the 1980-81 academic year is $37,500, and additional recipients will
be announced next Spring. The recipients are
□ Gail Farrelly, George Washington University, Washington, D.C., $4,800.
Topic: Toward the Explicit Disclosure of Risk in Financial Reporting.
□ Betty R. Jackson, the University of Texas at Austin, $8,400. Topic: Uses of
and Alternatives to the Generation-Skipping Transfer Tax after the Tax
Reform Act of 1976.
□ Linda Vincent Winship, Northwestern University, Evanston, Illinois, $7,200.
Topic: An Empirical Investigation of the Potential Usefulness of Replace
ment Cost Accounting Data.
The grants are aimed at increasing the flow of research in accounting,
auditing, taxation and MAS activities; reducing the time required to complete a
doctorate in accounting; and encouraging outstanding candidates to consider
a career in teaching.
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FASB Issues Memo
on Funds Flows,
Liquidity and
Financial Flexibility

The Financial Accounting Standards Board has issued a discussion memorandum
on Reporting Funds Flows, Liquidity, and Financial Flexibility as a basis for a
public hearing to be held in New York on May 11-13, 1981.
The document discusses issues relating to how these areas of information
are useful and how that information should be presented.
Funds flows —Six possible functions of funds flows information are
identified to provide
□ A basis for assessing future cash flows.
□ A basis for identifying the relationship between income and net cash flows
for making assessments of future cash flows.
□ Feedback for providing information to make comparisons with earlier assess
ments of cash flows.
□ A basis for assessing the “quality” of income.
D An improved basis for comparing information in financial reports.
□ A basis for assessing performance.
Liquidity —These are the main issues discussed:
□ The number of categories of assets and liabilities to be shown on the balance
sheet.
□ The definitions of the items to be included in each category.
□ The amount of additional information that should be provided “off the
balance sheet.”
Financial flexibility —The following are discussed as types of information
that would be helpful in assessing financial flexibility:
□ Ratings of commercial paper, bonds and preferred stock.
□ The amount of unused lines of credit.
□ Restrictions on sale of assets, and on additional financing, in agreements.
□ Amount and market value of nonoperating assets.
□ Information about separability of assets.
□ Segregation of discretionary and nondiscretionary expenses.
□ Information about variations in financial flexibility within a period.
Up to five copies of the discussion memorandum are available free until the
expiration of the comment period on April 13, 1981. Write: Order Department,
FASB, High Ridge Park, Stamford, Connecticut 06905.

Auditing Standards
Advisory Council
Issues Report

In its second annual report to the AICPA board of directors, the auditing
standards advisory council concluded that the auditing standards board has
“diligently and effectively fulfilled its responsibilities. . . .”
Among the council’s other observations are the following:
□ Concerns of smaller firms and sole practitioners were effectively represented
at the board meetings.
□ Efforts to improve the process of selecting board members from medium
sized and small firms should be continued; managing partners of firms, other
than the very largest, should be contacted two years in advance to propose
nominees for the board.
□ The adverse effect on the audit process of IRS access to audit working
papers is of concern.
□ Research on the perpetration and detection of fraud should be continued,
notwithstanding difficulties in obtaining information.
□ The time and effort spent in coordination with other AICPA groups on juris
dictional matters may impede the work of the board in establishing auditing
standards in the future. The evidence is inconclusive, but the council will
monitor this matter.
Copies of the complete report may be obtained, upon written request, from
Morris W. Wishnack at the AICPA office.

- 4New Rall Board Has
Opening for CPA

One of the provisions of the recently-signed Staggers Rail Act of 1980 (P.L. 96448) is the establishment of a Railroad Accounting Principles Board, which
will take over the Interstate Commerce Commission’s responsibilities for setting
cost accounting principles for the railroad industry. The board, to be headed by
Comptroller General Elmer A. Staats, who will select the other six members,
will be composed of representatives of the accounting profession, the railroad
industry, major rail shippers, small rail shippers, the ICC, and the economics
profession. The law states that those chosen must be “well qualified for such
position by virtue of experience in or knowledge of rate regulation, accounting,
or cost determinations.”
Interested members of the accounting profession should contact Joseph
Moraglio, AICPA, 1620 Eye Street, Washington, D.C. 20006.

Revisions Sought
on Circular 230
Proposals

At a Treasury Department hearing last month, several tax practitioners, including
AICPA and American Bar Association representatives, urged substantial revi
sions in the department’s controversial proposals on Circular 230, but no
consensus emerged as to what or how extensive the changes should be. Circular
230 governs practice before the IRS, including setting standards for opinion
letters used in marketing tax shelters. The proposals (see September 22 Letter)
would require “practitioners” to follow new strict standards in opinion letters
distributed to prospective tax shelter investors.
Opinion seemed divided on issues such as who should enforce the standards
and whether the proposals should be substantially revised or withdrawn
entirely. In its statement, the AICPA generally supported the basic thrust of the
proposals, but urged clarification in several areas found to be confusing and
unnecessary. The statement noted that the AICPA Code of Professional Ethics
already covers a major portion of the areas covered in the proposal.
A limited number of copies of the AICPA statement are available from the
Institute’s Washington office.
In a related matter, the Treasury Department recently announced that it is
considering forming a tax shelter advisory committee to advise the IRS director
of practice on issues arising in reviewing tax shelter opinions related to possible
noncompliance with Circular 230 standards.

Committee Members
Sought

Members who wish to volunteer for one of the approximately six hundred
AICPA committee openings that are expected to become available starting in
October, 1981, should write to Torny Berntsen at the AICPA for a list of com
mittees, approximate time commitment and a bio form which will provide
necessary information about the candidate for consideration by the incoming
chairman of the board.

NOTICE T O MEMBERS

The special committee on small and medium sized firms has recommended that the AICPA
Council pass a resolution stating that it is the policy of the AICPA to oppose clauses in loan or
other agreements which discriminate in favor of, or against, any particular group or type of
accounting firm. The special committee recommended further that mechanisms should be
established to receive examples of discriminatory clauses so that further action can be considered.
Members are asked to send copies of loan agreements containing clauses requiring an audit
by “a national firm,” “a nationally recognized firm,” “a Big 8 firm” and the like, to Donald J.
Schneeman, Secretary and General Counsel at the AICPA.
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Accounting Trends & Techniques: 1980 —The latest edition of this reference
shows what accounting and reporting techniques were used in the 1979 and
early 1980 annual reports of 600 companies. The survey includes more than 1,000
examples of current practice and numerous tables. Price is $35; $28 to members.

Accountants’ Index: 28th Supplement —This new edition lists more than 12,000
items on accounting, auditing, taxation, management and other topics which
were published during 1979. Price is $47.50; $38 to members (quarterly subscrip
tion service also available).
Auditing Research Monograph no. 3: Internal Accounting Control Evaluation
and Auditor Judgment —Based on field experiments involving a case study, this
paper examines how differences in internal accounting control affect auditors’
decisions on the extent of audit tests required in certain instances. It also reviews
and explains current guidelines relating to internal accounting control. Price is
$9; $7.20 to members.

These publications are available from the AICPA order department.

Mautz Named to POB Robert K. Mautz has been appointed to the Public Oversight Board of the SEC

practice section of the Institute’s division for CPA firms. Mautz, who is the first
accountant appointed to the five-member board, succeeds the late Ray Garrett,
Jr., a former SEC chairman.
Nationally known for his contributions to the profession, Mautz has been
director of the Paton Accounting Center and professor of accounting at the
University of Michigan at Ann Arbor since 1978. He is a member of the Account
ing Hall of Fame and, in 1979, was awarded the AICPA Gold Medal for his
significant contributions. Mautz has served on numerous Institute committees
and is currently chairman of the Government Accounting Standards Board
Organization Committee.

NOTICE OF AICPA PUBLIC MEETINGS
Accounting Standards

An open meeting of the accounting standards executive committee will be held in Tampa, Florida,
on January 27-29, 1981, at the Innisbrook Hotel. Sessions will start at 8:30 a.m. each day. The
agenda will be reported by the meetings telephone information service.
The next meeting will be held on March 18-20 in New York.
Auditing Standards

The auditing standards board will hold an open meeting in the AICPA board room, New York,
on January 20-22,1981. Starting time is 9:00 a.m. on the first day; 8:30 a.m. on the other days. The
agenda will be reported by the meetings telephone information service.
Future meetings are March 3-5 in New York and April 21-23 in Fort Lauderdale.
Quality Control

The quality control standards committee will meet in the AICPA New York offices on January 20.
The meeting will be open from 11:00 a.m. to 3:00 p.m. during the discussion of the following matter:
□ Proposed Statement on Documentation of a System of Quality Control.
(Consider draft for exposure.)
Changes from these meeting notices will be reported by the meetings telephone information service.
The number is 212/575-5694.
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Washington Briefs

Tax Provisions Extensions —At presstime, the President had on his desk a bill
(HR 6975) extending the expiration dates of certain tax provisions. A key part
of the bill would extend through June 30, 1982, a ban on the IRS issuing regu
lations which would have the effect of reclassifying independent contractors as
employees. The current ban expires on January 1.
Key Person Coordinators —The Fifth National AICPA Federal Key Person
Coordinator’s Conference is slated for January 15, 1981, at the Hyatt Regency
Hotel in Washington, D.C. Representatives from many states will participate in
the conference which, among other topics, will include an assessment of the
recent elections and a review of federal rulemaking likely to affect the profes
sion. For further information, contact Gina Rosasco in the AICPA’s Washington
office (202/872-8190).
Capital Gains —The IRS recently issued final rules (T.D. 7728) extending the
holding period required for gains or losses on sales or exchanges of capital assets
to be treated as long-term capital gains or losses. The new rules, which reflect
the 1976 Tax Reform Act revisions, adopt the IRS April 9 proposals with one
added technical amendment relating to gain or loss involving timber.

Changes in Accounting Method — In Rev. Proc. 80-51, the IRS announced proce
dures for obtaining the commissioner’s consent to requests for changes in
accounting method for federal income tax purposes.
PLI Disclosure Conferences —The Practising Law Institute will present a series
of regional seminars on the preparation of annual disclosure documents. It will
focus on complying with the SEC’s comprehensive new integrated disclosure,
the latest SEC interpretations and examples of compliance. The seminars are
January 12-13 in New York; February 2-3 in Houston; and February 26-27 in
San Francisco. For further information, contact PLI, 810 Seventh Avenue, New
York, N.Y. 10019.
Social Security Tax Reminder —Effective January 1, the maximum amount of
earnings subject to the Social Security tax will increase from $25,900 to $29,700.
Also, the Social Security tax rate will increase to 6.65 percent from 6.13 percent.
In addition, the maximum amount that beneficiaries may earn annually and
still receive all their benefits will increase from $5,000 to $5,500 for those aged
65 to 71 and from $3,720 to $4,080 for those under 65. The changes are required
by the 1977 amendments to the Social Security Act.
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