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Recent AcSEC
Actions

At its meeting last month, the Institute’s accounting standards executive committee
approved for final issuance or exposure the following guide and statements of
position, subject to final clearance and the FASB’s review of revised drafts. The
documents are expected to be issued this summer.
□ Approved an audit and accounting guide, Audits of Entities with Oil and Gas
Producing Activities, which is intended to assist independent auditors by
describing special problems inherent in auditing and reporting on the financial
statements of such entities.
□ Approved an SOP, Accounting for Dollar R epurchase—Dollar Reverse Re
purchase Agreements by Sellers-Borrowers, for final issuance. This statement
provides guidance on the accounting for sales and purchases of, or borrowing of
funds through, Government National Mortgage Association pass-through certifi
cates and Federal Home Loan Mortgage Corporation participation certificates
under fixed coupon and yield maintenance agreements, as well as rollovers and
extensions of original agreements.
□ Approved for exposure a proposed SOP, Reporting Funds Flow, Liquidity and
Financial Flexibility for Banks, which recommends certain changes in the
format and presentation of the statement of changes in financial position for
banks.
□ Approved for exposure a proposed SOP, Definition of “Substantially the Same”
for Financial Instruments, which provides guidance on whether two financial
instruments are “substantially the same” in determining if a transaction
involving them should be accounted for as a sale or a financing arrangement.
AcSEC also approved a comment letter on the Federal Home Loan Bank
Board’s proposed statement of policy, Accounting fo r Certain Real Estate Activities,
which commends the FHLBB’s attempt to conform regulatory accounting and
generally accepted accounting principles. The letter, however, opposes the FHLBB’s
efforts to establish GAAP for financial statements in this area.

Guide on
Federal Assistance
Programs to Be
Exposed

A proposed audit guide entitled Audits of Federal Financial Assistance to State
and Local Governmental Units will be exposed for comment shortly. Prepared by
the Institute’s task force on single audits of federal financial assistance, the
proposed guide is aimed at assisting independent auditors in conducting financial
and compliance audits of federal assistance programs awarded to state and local
governmental units and Indian tribal governments, required by the recently passed
single audit legislation.
The proposed guide discusses unique aspects of auditing federal financial
assistance programs, the requirements of the single audit legislation and highlights
of those audit requirements of the legislation that exceed the requirements of
generally accepted auditing standards. It also illustrates auditors’ reports on
financial statements, internal accounting control and auditors’ comments on
compliance with applicable laws and regulations.
The AICPA is considering combining this proposed guide and the recently
exposed guide on audits of state and local governmental units (see October 8 Letter)
into one final guide. Comments on the draft are due by May 1. Copies of the draft
will be available shortly from the AICPA order department.
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Guide on
Investment
Companies
to Be Exposed

A proposed audit and accounting guide entitled Audits of Investment Companies
will be exposed for comment shortly. Prepared by the investment companies
special committee, the draft is a proposed revision of the 1973 audit guide of the
same name, as subsequently amended.
The proposed guide reflects changes that have occurred since the guide was
published in 1973 and recommends several additional changes in accounting and
reporting practices, which the committee believes are warranted. These changes
include the following:
□ The per share data presented as supplementary information have been modified
and the amount of ratio information has been increased.
□ The sample financial statements have been modified to reflect the SEC’s revision
of Article 6 of Regulation S-X, which became effective for years ended after June
1 3 , 1983. The most significant change is the adoption of an all-inclusive income
statement.
□ The revision recommends the one accounting method that most closely reflects
the accounting followed for tax purposes for all tax-free business combinations
of investment companies.
In addition, chapters on unit investment trusts and variable annuities,
including their financial statements, have been added. Also discussed is the use of
third-party reviews of internal accounting controls.
Comments on the draft are due by April 15. Copies of the draft will be available
later this month from the AICPA order department.

Concepts Statement
on Recognition and
Measurement Set

The Financial Accounting Standards Board recently issued the last scheduled
document in its project to develop a conceptual framework for financial accounting
and reporting by business entities. Concepts Statement no. 5, Recognition and
Measurement in Financial Statements of Business Enterprises, was preceded by
concepts statements on the objectives, qualitative characteristics and elements of
financial reporting.
The statement deals with the information that financial statements should
provide and how that information contributes to meeting the objectives of financial
reporting. It specifies four fundamental recognition criteria that should be met for
an item or event to be recognized. The criteria are that the item must be measurable,
relevant, reliable and meet the definition of an element of financial statements.
Additional guidance is provided for recognition of revenue and gains.
The recognition criteria in the statement are generally consistent with current
practice, said Halsey Bullen, FASB project manager. “The statement is not intended
to imply radical change, nor does it preclude the possibility of future changes in
practice,” he added.
For information, contact the FASB, High Ridge Park, Stamford, Conn. 06905.

CPA Exam
Specs Revised

The ACIPA’s board of examiners has modified the content specification outline for
the uniform CPA examination effective with the May 1986 examination. The revised
outlines and background material are available from the AICPA order department
(Product no. G00420).
The board will revise its Information for CPA Candidates to reflect these
changes, but the current (1983) edition of the booklet will remain authoritative
through the November 1985 examination.
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GASB Clarifies
Demand Bond
Classification

Demand bonds issued by state and local governmental entities should be classified
as long-term debt or excluded from current liabilities of proprietary funds,
provided certain conditions are met, according to a recent interpretation issued by
the Governmental Accounting Standards Board. GASB Interpretation 1, Demand
Bonds Issued by State and Local Governmental Entities, is substantially the same
as the proposed technical bulletin issued last October.
The interpretation provides that demand bonds be so classified if there is
evidence that the issuer has entered into a financing agreement—such as a takeout
agreement—to convert bonds that have been repurchased but cannot be resold into
some other form of long-term obligation. If the conditions are not met, the bonds
would be reported as current liabilities.
Copies of the interpretation may be obtained from the GASB, Order
Department, High Ridge Park, Stamford, Conn. 06905.
In other matters, the GASB expects to issue shortly two discussion memo
randa: one on basis of accounting and measurement focus and the second on
deferred compensation for certain governmental employees.

Industry,
Quality of Life
Conferences Set

The Tenth National Industry Conference will be held April 25-26 at the Las Vegas
Hilton. The conference has been designed to meet the special interests of this
portion of the membership and will provide updates on current financial
developments affecting American business.
Speakers include Malcolm S. Forbes, Jr., president and deputy editor-in-chief,
Forbes; Andrew Tobias, best-selling financial writer; J.P. Bolduc of the Grace
Commission; and Philip B. Chenok, AICPA president.
Concurrent sessions and workshops will focus on such topics as federal tax
update, evaluating computer software, strategies for financial analysis and explor
ing your company’s future.
A brochure about the conference will be mailed in February to all AICPA
members in industry. Other members and corporate executives are also welcome at
the conference. For further information, contact the AICPA meetings department.
The Institute’s management of an accounting practice committee will hold its sixth
Quality of Life Seminar at the Innisbrook Hotel in Tarpon Springs, Florida, on May
22-24. The seminar, which is specifically designed for practitioners and their
spouses, will offer suggestions on how a planned approach to living can positively
affect firm operations and family life.
For further information, contact David McThomas at the AICPA (212/575-6439).
A preliminary brochure on the AICPA’s 98th annual meeting in Honolulu on
October 6-9 was recently published. The brochure provides information on the
meeting, including Accountants World, pre- and postmeeting tours and optional
conferences, and additional travel information. Contact the AICPA meetings
department for a copy (212/575-6451).

NOTICE OF AICPA PUBLIC MEETING

Federal Taxation
An open meeting of the federal taxation executive committee will be held February 7-8 at the Marina
Del Rey Hotel in Los Angeles starting at 9:00 a.m. each day. The agenda has not been set.
The next meeting is slated for May 12 and 15 in Washington, D.C.
Agenda and changes will be reported by the meetings telephone information service.
The number is 212/575-5694.
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Washington Briefs

Fringe-Benefit Rules Issued—The IRS, on January 2, issued regulations requiring
employers to withhold taxes on certain fringe benefits such as personal use of
company cars and free or discounted personal flights on corporate aircraft. The
proposed and temporary regulations (T.D. 8004), which implement the fringebenefit provisions of last year’s tax bill, require employers to withhold income and
Social Security taxes on certain taxable fringe benefits at a 20 percent rate at least
once each quarter. To give employers time to prepare, withholding is not required
until July 1.
IRS Issues Year-End Rules—In a flurry of late activity, the IRS issued the following
proposed and final regulations:
□ A revenue ruling, in question-and-answer form, providing guidance on the
taxability of Social Security benefits (Rev. Rul. 84-173). This year, for the first
time, a portion of a taxpayer’s Social Security benefits may be subject to income
tax.
□ Proposed and temporary regulations on the increased interest rate for substantial
underpayments attributable to tax-motivated transactions (T.D. 7998).
□ Proposed rules relieving participants in so-called cafeteria plans from taxes
imposed by proposals issued earlier this year. These earlier proposals (see May
28 Letter) disallowed the tax-exempt status of several types of these plans.
□ Final regulations clarifying proposals applying to pension, profit-sharing and
stock-bonus plans deemed top-heavy under the 1982 and 1984 tax acts.
Hearing Set on Luxury Car Tax—The IRS will hold a hearing on February 5 on
proposed regulations that would give taxpayers guidance on the new limits on tax
breaks for luxury cars and other property that can be used for both business and
personal reasons. Last year’s tax act requires investment tax credits and deprecia
tion allowances to be cut as personal use rises. If business use falls below half, no
tax benefits are allowed.
1982 Tax Statistics Available—The IRS recently issued its annual report, Statistics
o f Incom e—1982, Individual Incom e Tax Returns. Based on a sample of the 95
million returns filed for that year, the report shows that some 15 million taxpayers
filed the new Form 1040EZ for single filers with no dependents. The report
includes information on income, deductions, credits, exemptions and tax. The
report, IRS Publication 79, is available for $5.50 from the Superintendent of
Documents, U.S. Government Printing Office, Washington, D.C. 20402,
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AICPA to
Cooperate Fully
with Congressional
Hearings

“The accounting profession’s internal programs are working jointly with public
regulation to foster high-quality professional performance by independent auditors
and more meaningful financial reporting by American business.” That is the
AICPA’s response to recent reports that the House Subcommittee on Oversight and
Investigation, chaired by Representative John D. Dingell (D-Mich.) may conduct
hearings on public accounting in late February.
According to AICPA President Philip B. Chenok, “Congress has the responsibil
ity to monitor the activities of the profession, and we will continue to cooperate
fully with that process. We welcome the opportunity to update Congress and the
public on the progress the profession has made, and to conduct an open dialogue
on the challenges we face as we continue to seek ways to further improve the
quality of public reporting.”
Said Chenok, “We have made great strides since Congress last looked at the
profession’s activities in 1977. At that time, the Institute committed itself to
establishing the division for CPA firms to provide voluntary self-improvement
programs for accounting firms.” Chenok went on to say that the profession is proud
of its public service record and confident that the division’s programs are working.
The key element of this effort, he noted, is the mandatory peer review, the results of
which are available to the public. Other measures to strengthen self-regulation and
quality assurance are also being undertaken, according to Chenok.
“Our professional standing rests on public confidence in the reliability of
independent audits. There is a constant need to monitor and improve the efficiency
and effectiveness of financial reporting and independent audits. Views expressed
during the course of future hearings will be helpful to the continuation of this
process,” he concluded.
A special task force including AICPA Chairman Ray Groves, board members,
senior staff members and consultants has been meeting for months to develop a
framework for Institute participation and to ensure continuing public confidence in
the accounting profession.

IFAC Exposes
Two Ethics
Drafts

The International Federation of Accountants recently issued two exposure drafts of
proposed statements of guidance. They are entitled Ethics in Tax Practice, which
provides guidance on the ethical principles to be followed when an accountant
undertakes professional tax services for a client, and Incom patible and Inconsistent
Businesses, Occupations or Activities, which provides guidance on the ethical
principles to be followed when an accountant engages in other activities
concurrently with his public accountancy practice.
Comments on these drafts are due by July 31 and should be sent to Robert
Sempier, IFAC, 540 Madison Avenue, New York, New York 10022. A limited
number of copies of the drafts are available from the AICPA order department.
(Product nos. are G 00332 and G 00331 respectively.)
IFAC was established in 1977 by representatives of more than 50 nations, now
66, with the broad objective of developing a coordinated international accountancy
profession with harmonized standards. To further this, the group initiates and
guides efforts to achieve international technical, ethical and educational guidelines
for the accounting profession and reciprocal recognition of practice qualifications.
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Supreme Court
Backs IRS in
Two Tax Cases

The U.S. Supreme Court on January 9 overturned an appeals court decision by
ruling that a taxpayer’s failure to file a timely tax return is not excused by reliance
on an agent and is therefore subject to penalty (U.S. v. Boyle, no. 83-1266). In the
decision, the Court attempted to draw a “bright line” between what is an excusable
delay and what is not. Under the Internal Revenue Code, a taxpayer can escape the
penalty by indicating that the delay was unintentional and due to “reasonable
cause.” In its opinion, the Court stressed the importance of deadlines, noting:
“Deadlines are inherently arbitrary; fixed dates, however, are often essential to
accomplish necessary results.”
In another case, involving the IRS’s efforts to crack down on allegedly abusive
tax shelters, the Court ruled that the IRS need not comply with more detailed
procedures for John Doe summonses for the records of a tax shelter that it is
investigating. The Court’s decision (Tiffany Fine Arts, Inc. v. U.S., no. 83-1007)
makes it easier for the IRS to obtain the names of unknown investors in a tax
shelter by initiating an investigation of the promoter as a known taxpayer and
summoning its records.

Tax Return
Checklists
Available

The Institute’s management of a tax practice subcommittee has developed an
updated package of sample practice aids for adaptation to a firm’s specific practice
and local law requirements. As in prior years, the package includes preparation and
review checklists for individual, partnership, corporation and S corporation tax
returns. New this year is a sample draft of a tax engagement letter that can also
serve to inform clients of the record-keeping requirements under last year’s tax act.
Comments are being sought to improve the checklists’ future usefulness.
The checklists will be automatically distributed free to all AICPA tax division
members. Copies may also be obtained by sending a self-addressed 9x12 envelope,
along with a check for $5, payable to the AICPA, to AICPA Checklists, P.O. Box
1012, New York, N.Y. 10108-1012.

Outstanding
Educator Award
Established

The first AICPA Outstanding Educator Award will be presented at the Institute’s
council meeting next May in Phoenix. The national award consists of $5,000, a
certificate for the award winner and a plaque for display in the winner’s school.
Nominations will be made by the state societies and the recipient selected by the
Institute’s relations with educators and students subcommittee.
In addition, each state society may designate its nominee to receive a joint
AICPA/State Society award. Recipients of the joint award will receive a certificate
provided by the Institute.
The program is designed to recognize full-time college accounting educators
making a significant contribution to accounting education as teachers and through
active involvement in the accounting profession. The new program was approved
by the Institute’s board of directors last April.
Nominations forms were mailed to the state societies recently. For information,
contact Mary McInnes at the AICPA (212/575-5504).
Also, ten recipients of the new AICPA financial assistance program for
candidates entering doctoral programs in accounting are expected to be selected
next spring. This program, which provides $5,000 annual grants, was approved by
the AICPA’s board of directors last April to encourage students to become
accounting teachers.
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Special Supplem ent to

CPA Letter, Janu ary 2 8 , 1985

Questions and Answers on the Single Audit Act
Last October, the Single Audit Act of 1984 (P.L. 98-502) was signed into law. It provides for replacing
the audits of many individual federal financial assistance programs with one single audit. Generally,
the act requires each such governmental unit receiving $100,000 or more annually in federal aid to
have an annual independent financial and compliance audit.
Individuals working for or auditing state or local governmental units having an interest in this
area should obtain a copy of the AICPA’s recent exposure draft, Audits of Federal Financial
Assistance to State and Local Governmental Units (see January 14 Letter).
Those interested should also be aware of the Office of Management and Budget’s recently
proposed circular, Audit Requirements fo r State and Local Governments, which is aimed at
implementing the single audit act. The proposed circular appeared in the December 2 6 , 1984, Federal
Register.
Following are some of the most frequently asked questions and their answers prepared by the
staff of the AICPA’s federal government relations division.
For further information, contact Joe Moraglio in the AICPA’s Washington office (202/872-8190).
1) Who is required to be audited?
Generally, the act requires that
a) Each state and local government that receives, directly or indirectly, $100,000 or more of
federal financial assistance in any fiscal year must have a single audit.
b) Each state and local government that receives $25,000, but less than $100,000, has an
option of a single audit conducted or complying with any audit requirements of the
specific program.
c) There are no audit requirements for those receiving less than $25,000, but the entity must
keep required records.
2) What is the scope of the audit?
Generally, the act provides that
a) Each audit shall cover the entire operations of a state or local government or, at the option
of that government, it may cover departments, agencies or establishments that received,
expended, or otherwise administered federal financial assistance during the year. However,
if a state or local government receives over $25,000 in general revenue-sharing funds in a
fiscal year, it shall have an audit of the entire organization. A series of audits of individual
departments, agencies and establishments for the same fiscal year may be considered a
single audit.
b) The audit may exclude public hospitals and public colleges and universities.
c) The audit shall determine and report on whether
1) the financial statements of the organization present fairly its financial position and
the results of its financial operations in accordance with generally accepted
accounting principles and that the organization has complied with laws and
regulations that may have a material effect on the financial statements;
2) the organization has internal control systems to provide reasonable assurance that it is
managing federal financial assistance programs in compliance with applicable laws
and regulations; and
3) the organization has complied with laws and regulations that may have a material
effect upon each major federal assistance program.
3) How does the act define internal control?
“Internal control” means the plan of organization and methods and procedures adopted by
management to ensure that

a) Resource use is consistent with laws, regulations and policies;
b) Resources are safeguarded against waste, loss and misuse; and
c) Reliable data are obtained, maintained and fairly disclosed in reports.
4) What audit reports will be issued at the completion of the audit?
To comply with the act and the GAO’s Standards for Audit, the auditor should issue the
following three separate, but interrelated, reports;
a) A report on the financial statements of the recipient of federal assistance including the
supplementary schedule of federal assistance.
b) A report on the internal controls of the recipient organization including internal controls
used to manage federal financial assistance programs.
c) Comments on the recipient organization’s compliance with the terms and conditions of
federal laws and regulations applicable to federal assistance programs.
5) How often are the audits to be conducted?
Generally, audits shall be made annually unless the state or local government has a
constitutional or statutory requirement for less frequent audits.
6) What is the effective date of the act?
It is effective for fiscal years that begin after December 3 1 , 1984.
7) Are CPAs required to state that their examination was made in accordance with generally
accepted government auditing standards?
CPAs in public practice who are covered by the AICPA’s ethical standards may not state that
their examination was made in accordance with generally accepted government auditing
standards. Page 28 of the GAO Standards provides that CPAs state that their examination was
made in accordance with generally accepted auditing standards and the GAO’s Standards fo r
Audit of Governmental Organizations, Programs, Activities, and Functions with respect to
financial and compliance audits.
8) Do the requirements of the act go beyond generally accepted auditing standards (GAAS)?
Yes, the act and the GAO standards have auditing requirements that go beyond GAAS in the
areas of studying and reporting on internal control systems relating to federal assistance
programs and the testing and reporting on compliance with applicable laws and regulations.
The auditor should be aware that AICPA Ethics Interpretation 501-3, “Failure to Follow
Standards and/or Procedures or Other Requirements in Governmental Audits,” states that when
an auditor undertakes a governmental engagement and agrees to follow specified government
audit standards, guides, procedures, statutes, rules and regulations, he is obliged to follow those
standards or guidelines in addition to generally accepted auditing standards. Failure to do so is
an act discreditable to the profession in violation of rule 501 of the AICPA Code of Professional
Ethics unless he discloses in his report that he has not followed them and the reasons therefor.
9) What planning should auditors and their clients be doing?
Auditors and state and local government recipients should become familiar with the new law
and begin planning for such audits as soon as possible.
10) What role will small and minority audit firms play in these audits?
The law provides that the OMB shall issue policies, procedures and guidelines as may be
necessary to ensure that small business concerns and business concerns owned and controlled
by socially and economically disadvantaged individuals will have the opportunity to
participate in the performance of contracts awarded to fulfill the audit requirements of this law.
The AICPA supported this provision.
11) What training programs will be available?
The AICPA continuing professional education division is developing a group study course
which will be presented by state societies. Information about course dates can be obtained from
state societies or the Institute’s CPE division (800/242-7269) or (212/575-5696 in New York).
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Recapture
Public Confidence,
Urges SEC
Commissioner

The proper attitude for the future is cautious optimism, said departing SEC
Commissioner James C. Treadway, Jr., in a speech January 9 at the Institute’s twelfth
National Conference on Current SEC Developments. “We may have the best
auditing and accounting system in the world, but that is not the issue. The task
before us is to recapture public confidence,” advised Treadway.
During his term at the SEC, he noted increased interest in accounting issues
among the commissioners, coupled with an increased staff expertise and capacity.
Treadway added that during the same period “instances of suspect auditing and
accounting practices of prior years began to emerge” as the recession ended. Thus,
“interest at the commission level and expanded staff expertise coincided with
disclosures of accounting latitude on the part of certain companies.”
Treadway, in predicting the future, expects the SEC to take major steps in
specific areas—such as opinion shopping; sham transactions, which are aimed at
“cloaking a rapidly deteriorating condition”; and bank accounting matters. He also
predicted that the SEC will reimpose a rule requiring disclosure of a company’s
nonaudit services in relation to audit services. The rule had been rescinded in
January 1982.
He warned that the commission and the profession will have no respite from
public criticism until both, along with issuers, say that “our common goal is zero
audit failures.” Whether this goal is achievable or not is not the issue, he added, for
“the failure to make this commitment will only strengthen the existing negative
perceptions.”
Treadway also told the 450 participants at the conference that he intends to
resign as an SEC commissioner within 90 days.
In other actions at the conference, John M. Fedders, director of the SEC’s
enforcement division, said that the commission’s most far-reaching programs are
financial disclosure and financial fraud. “Professionalism is the key ingredient,” he
noted, in judging the criteria for bringing actions against companies and auditors.
“Substance must prevail,” Fedders added, predicting that the bulk of cases to be
brought in the future will focus on the misuse of GAAP to enhance financial
statements. He also warned that concerns about opinion shopping are “enormous,”
and that “such prospecting is going to hurt the profession.”
Eugene Flegm, assistant controller of General Motors Corporation, urged the
profession to better present its message to the public. “I think the profession is
doing a lousy job of explaining itself,” he said, adding that the profession must “do
something” about the standards overload situation. Nonaccountants are seeking
uniformity in financial statements; “they think there should be one definition” in
an accounting situation, added Flegm.
In another address at the conference, Senator Strom Thurmond (R-S.C.) stated
“his firm intention” that the Senate Judiciary Committee would hold hearings on
the Racketeer Influenced and Corrupt Organizations Act (RICO) early in the 99th
Congress. “Certainly, the private civil RICO provisions have been interpreted
and applied in ways which necessitate further congressional scrutiny,” added
Thurmond (see page 6).
More on the conference will be in a forthcoming issue of the Journal of
Accountancy.

Tax Report
Attracts Wide
Attention

Almost 800,000 copies of the August issue of the CPA Client Bulletin, which was
devoted entirely to a special report on the 1984 tax act, have been distributed by
members to their clients and others. In addition to regular subscribers, this
summary of the new law has also been made available to other members, who
alone distributed more than 100,000 copies.
The Bulletin is a monthly newsletter prepared for small business and
individual clients. Member firms subscribe in bulk (minimum order, 50 copies). For
information on subscriptions, contact Arthur Lodge at the AICPA (212/575-6277).

—6—
Washington Briefs

Court to Rule on RICO—On January 14, the U.S. Supreme Court agreed to review
the civil remedies for alleged business fraud under the Racketeer Influenced and
Corrupt Organizations Act (RICO). The 1970 statute was aimed at stemming inroads
by organized crime into legitimate businesses, but also permits civil suits for
damages through a “pattern of racketeering activity.” At issue will be two
controversial judicial limitations: a requirement that a criminal conviction precede
the civil RICO claim and a requirement that a civil RICO plaintiff suffer a special
“racketeering enterprise” injury separate from other acts of wrongdoing.
The AICPA had previously urged legislative action to amend RICO’s civil
provisions. Hearings on RICO are also expected to be held shortly by the Senate
Judiciary Committee.
More Bank Audits—Comptroller of the Currency C. Todd Conover said in a recent
speech that he is considering a plan to require all newly chartered banks to obtain
annual full-scale opinion audits. “We are targeting new banks because they
experience a higher degree of risk,” added Conover, explaining that only newly
chartered national banks that are not subsidiaries of audited holding companies
would be required to have such audits.
Rem em ber New T&E Requirements—The Institute’s federal tax division suggests
that clients be notified, in writing, as soon as possible, of the new travel, auto and
entertainment documentation requirements under Section 274(h). Contempo
raneous records of business use in these areas are effective as of January 1 , 1985.
Easing o f Car Log Rules Seen—The IRS has slated a hearing on February 5-6 on the
new regulations requiring logging of business use of cars. Treasury officials have
found a public outcry against the requirements issued last fall which were aimed at
keeping taxpayers from claiming business-related deductions for purely nonbusiness
expenses, such as trips to the grocery store in a business car. Sources indicate that
the Treasury is considering softening the rules for farmers and small businesses.
Imputed-Interest Rules Revisited—Shortly after the 99th Congress convened, three
bills addressing the imputed-interest rules of last year’s tax bill were introduced
and three other imputed-interest proposals were being developed. Two of the bills
are identical to a Senate-passed compromise proposal worked out last October. The
flurry of activity stems to some degree from legislation passed last October that
delayed until July 1 , 1985, the imputed-interest provisions.
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Proposed
Statement
on Levels of
Assurance Set

The Institute is about to issue a draft of an authoritative statement proposing a new
set of standards for AICPA members. Entitled Attestation Standards, the statement
was developed “to provide guidance and to establish a broad framework for a
variety of new and evolving attest services that a changing marketplace increasingly
is demanding of the accounting profession.”
An attest engagement, for purposes of this proposal, is one in which a CPA
either is engaged to issue or does issue a written communication that
□ Expresses a conclusion with respect to the reliability of an assertion that is the
responsibility of one party, and
□ Is or reasonably might be expected to be used by another (third) party.
The document, which has been approved by the Institute’s auditing standards
board and the accounting and review services committee, establishes standards that
□ Provide a framework for all attest engagements—engagements to report on the
reliability of assertions for third-party use—regardless of the subject matter or
level of assurance.
□ Are a natural extension of, but do not supersede, the 10 generally accepted
auditing standards. The 11 proposed attestation standards are similar to the 10
generally accepted auditing standards (see the comparison chart in the March
Journal of Accountancy).
In engagements to audit or review historical financial statements, the CPA will
meet the requirements of the new standards by continuing to follow GAAS or the
statements on standards for accounting and review services.
The proposed standards “have been designed to serve as an authoritative
foundation for, and to set reasonable boundaries around, future expansion of the
attest function.” In addition, the framework provided by the standards “should
make future standards less complicated and more consistent, easing the burden for
practitioners in an expanding market for their services.”
Comments on the proposal are due by June 14. Copies of the draft may be
obtained from the AICPA order department (Product no. G 00311).

SOP on
Health Care
Entities to Be
Issued

The Institute will soon issue a statement of position (SOP 85-1) entitled Financial
Reporting by Not-for-Profit Health Care Entities for Tax-Exempt Debt and Certain
Funds W hose Use Is Limited, which amends the AICPA Industry Guide, H ospital
Audit Guide. Essentially the same as the draft exposed in late 1983, the statement
provides guidance for such entities in three areas: reporting long-term debt issued
through a financing authority; classifying funds whose use is limited as either
general or restricted; and reporting related investment income and interest expense
in the financial statements. Among the recommendations are
□ Unrestricted funds should be called general funds and such entities should
report as liabilities in the general funds section of the balance sheet, debt
issued for their benefit and for repayment of which they are responsible when
the debt is issued.
□ Only assets restricted by a donor or grantor should be reported in the donorrestricted funds section of the balance sheet. Other assets should be reported
in the general funds section.
The statement is effective for periods ending on or after January 1 , 1985. Copies
will be available from the order department at $2.50 each (Product no. 014713).
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Accounting
Hearings Set

Hearings on the accounting profession have been scheduled for February 20 and 26
by the Subcommittee on Oversight and Investigation of the House Energy and
Commerce Committee.
Although the AICPA had not formally received an invitation at presstime, the
Daily Executive Report of the BNA reports that witnesses slated to appear are
Chairman Donald Kirk of the FASB, a GAO representative, Professor Abraham
Briloff of City University of New York and Professor Robert Chatov of State
University of New York-Buffalo, who will testify on the first day. Representatives of
the AICPA and the SEC are scheduled for February 26, as is Eli Mason, chairman of
the National Conference of CPA Practitioners.

Three MAS
Practice Aids
Issued

MAS Technical Consulting Practice Aid no. 6: Assisting Clients in the Selection
and Implementation of Dedicated Word Processing Systems, the sixth in a series
aimed at helping practitioners during an MAS engagement or consultation, was
recently published. It explains the steps in selecting and implementing such
systems, from preliminary considerations and evaluations of clients’ needs through
steps leading to equipment selection, contract negotiations and implementation.
Price is $7; $5.60 to members (Product no. 055075).
Also issued were two new MAS Small Business Consulting Practice Aids,
which are geared to the types of MAS most often provided to small business
clients. Aid no. 4, Effective Inventory Management for Small Manufacturing
Clients, presents and describes control techniques for effective small business
inventory management. Price is $4; $3.20 to members (Product no. 055272). Aid
no. 5, Assisting Clients in Determining Pricing for Manufactured Products, provides
information which may be helpful in improving clients’ pricing practices. Price is
$4; $3.20 to members (Product no. 055287).
All publications available from the AICPA order department (212/575-6426). If
net total is under $10, add postage and handling of $2.

Minority
Scholarships
Announced

The Institute’s minority recruitment and equal opportunity committee recently
announced the award of 92 scholarships for the second half of the 1984-85
academic year. The students, from 59 colleges and universities, received schol
arships totaling $34,750. Included were six RCA-AICPA scholarships totaling
$2,125 and 12 General Mills-AICPA scholarships totaling $5,000. This brings the
sum to 393 scholarships totaling $219,500 for the entire academic year.

Three Members
Expelled; One
Suspended

Recently, the memberships of three AICPA members were terminated under the
automatic disciplinary provisions of the Institute’s bylaws:
□ Stuart R. Bruskin of Pompton Lakes, New Jersey, on November 1 2 , 1984, for
conviction of misapplication of entrusted property and theft.
□ Kay Allen Driggs of Orem, Utah, on November 1 2 , 1984, for conviction of
securities fraud.
□ Barry M. Galfield of Des Plaines, Illinois, on October 1 8 , 1984, for conviction
of filing and assisting in the preparation of false income tax returns.
Also, the membership of Nicholas John Falagrady of Dallas, Texas, was
suspended from April 2 0 , 1984 to November 1 , 1984, following the suspension of
his license for a similar period by the Texas State Board of Accountancy for
violating the board’s Rules of Professional Conduct.
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Applicants
Sought for
Savings League
e llowship
F

The U.S. League of Savings Institutions is currently accepting applications for its
professional accounting fellow program. One individual will be selected for a twoyear term and be located in the league’s Washington office. Applicants must be
CPAs and have at least five years’ experience in a CPA firm or an organization
providing similar experience.
Assignments will include study of significant accounting, auditing and
disclosure issues and review of accounting policy statements and regulations
issued by the Federal Home Loan Bank Board, FASB and the AICPA.
For further information, contact Danielle French at the league, 1709 New York
Avenue, N.W., Suite 801, Washington, D.C. 20006 (202/637-8900).

Personal Financial
Planning Committee
Formed

The Institute’s newly formed personal financial planning committee held its first
meeting January 30. The nine-member committee, which is chaired by Stanley H.
Breitbard of Price Waterhouse, Los Angeles, will identify the needs of members that
should be met by the AICPA in the area of personal financial planning services.
The committee will initially focus on regulatory matters, reporting standards and
ethics concerns.

STATEMENT BY THE AICPA’S AUDITING STANDARDS DIVISION
In December 1984, the Federal Home Loan Mortgage Corporation issued a new class of participating
preferred stock to its stockholders, 12 Federal Home Loan Banks, who, in turn, distributed the stock as a
dividend to their respective member institutions, which are savings and loan associations.
The Financial Accounting Standards Board has stated that member institutions who have received
Federal Home Loan Mortgage Corporation preferred stock should account for the stock as a nonmonetary
asset that should be recognized as of December 31,1984, in accordance with Accounting Principles Board
Opinion no. 29. The resulting income should be reported as an extraordinary item. The board has issued a
proposed technical bulletin in this area, which would also clarify the ownership rights of thrifts.
Some practitioners have questioned whether recognition of the fair value of the preferred stock in the
financial statements of a member institution might cause an uncertainty that would lead the auditor to
qualify his opinion on the financial statements.
Paragraph 20 of APB Opinion no. 29 states that “Accounting for a nonmonetary transaction should
not be based on fair values of the assets transferred unless those fair values are determinable within
reasonable limits. Paragraph 21 (AU509.21) of Statement on Auditing Standards no. 2, Reports on
Audited Financial Statements, states that “matters are not to be regarded as uncertainties... unless their
income is not susceptible of reasonable estimation.”
The staff of the AICPA’s auditing standards division believes that a decision to record a nonmonetary
transaction at fair value in accordance with APB Opinion no. 29 means that the fair value of the assets
involved is reasonably determinable and, for that reason, an auditor would not qualify his opinion on the
financial statements because of an uncertainty regarding this matter.
In a separate but related issue, some practitioners have also requested guidance from the auditing
standards division concerning potential sources of evidential matter to support the related fair value
recorded in financial statements of member institutions.
Sources of evidence regarding these matters include the valuation report issued by an investment
banking firm prior to distribution of the securities, and market prices indicated by trading of the
securities on the New York Stock Exchange.
The staff further notes that the evidential matter supporting the transaction is not unique to each
recipient, but applies to all recipients of the securities. Accordingly, the auditor’s judgment about fair
values recorded would not be expected to vary other than “within reasonable limits.” The staff has been
advised by the AICPA’s accounting standards division that many institutions that have received this
dividend are using $40 per share as a fair value for the preferred stock at December 31, 1984.
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Another Tax Bill
Is in the Hopper

The latest entry in the tax simplification sweepstakes is characterized as “a bill to
reduce tax rates in a manner that is fair to all taxpayers, and to simplify the tax
laws by eliminating most credits, deductions and exclusions.” S.325 was
introduced on January 31 by Senator Robert Kasten (R-Wisc.) who described it as
virtually the same bill that he and Representative Jack Kemp (R-N.Y.) introduced
last year in the 98th Congress.
In general, the bill would provide that all taxable income would be taxed at the
rate of twenty four percent. Most deductions, credits, exemptions and exclusions
are eliminated, but the personal exemption is doubled to $2,000 for each taxpayer,
spouse and dependent under age 19. The elderly, blind or disabled would get an
additional $2,000 exemption. Zero bracket amounts would be $2,600 for singles
and $3,300 on joint returns.
The bill indexes for inflation and has new exclusions for earned and unearned
income. It excludes 20 percent of gross wage, salary and self-employment income
up to the Social Security wage base, phased out to result in a maximum marginal
tax rate of 28 percent. Deductions are retained for charitable contributions; interest
on mortgages, education and investment loans; real property taxes; and medical
expenses above 10 percent of adjusted income. Taxpayers may choose between full
taxation of gains, with basis indexed from date of enactment, or may exclude 40
percent of gains and losses (17 percent top rate) without indexing.
The corporate tax rate would be set at 35 percent to a tax base which is defined
by eliminating “most deductions, credits, exemptions and exclusions.”
The bill has been referred to the Senate Finance Committee.

AICPA
Conferences
Set

PCPS—The private companies practice section of the Institute’s division for CPA
firms has set May 19-21 for its seventh national conference. To be held at the Hyatt
Regency Hotel in Fort Worth, the conference will focus on the latest professional
and technical developments related to the practices of local and regional firms. Key
focuses this year will be on two areas—automation and the CPA and the marketing
of innovative services.
On May 22, following the conference, the Institute’s CPE division, in
cooperation with the division for CPA firms, will present a full-day course on
conducting peer reviews. The registration fee is $265 for the conference and an
additional $150 for the optional course. For further information, contact the AICPA
meetings department.
Microcomputers—The fourth annual AICPA microcomputer conference is set for
May 5-8 at the Hyatt Regency New Orleans. This year’s program includes an exhibit
hall and hands-on sessions and is organized into introductory, intermediate and
advanced tracks geared to participants’ levels of experience. Price is $395.
Recommended CPE credit: 19 hours.
Banking School—The Institute, in cooperation with the University of Virginia’s
McIntire School of Commerce, will hold its sixth national banking school program
this spring at the university’s campus in Charlottesville. The program is aimed at
giving practitioners greater insight into the decision-making process at small and
medium-sized banks.
Unit 1, geared to those having a general knowledge of banking, will be given
May 13-16. The program will provide an in-depth study of the commercial banking
industry and an update on emerging issues. Unit 2, designed for those who have
attended Unit 1, will be held June 24-27. It will focus on such areas as taxation,
advanced performance measurement, and bank mergers and acquisitions. Price is
$935. Recommended CPE credit: 32 hours per unit.
For information on the last two conferences, call the CPE Hotline (800/242-7269). In
New York State call 212/575-5696.

_
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Volunteers Sought
for Tax Return
Programs

The AICPA’s public services committee reminds members that they can volunteer
to help individuals prepare their income tax returns through two programs: the
IRS’s Volunteer Income Tax Assistance Program (VITA) and the Tax-Aide Program of
the American Association of Retired Persons (AARP).
The VITA program is aimed at helping lower-income, elderly, or handicapped
taxpayers file simple returns. Volunteers also help with program administration.
For information, contact your local IRS office.
AARP Tax-Aide counselors help and teach the elderly how to complete
returns, and provide training for other counselors. For information, contact TaxAide Program Department, AARP, 1909 K Street, N.W., Washington, D.C. 20049
(202/728-4455).

AICPA Life
Insurance Plans
Top $20 Billion
Mark

Life insurance in force under the CPA Plan and Group Insurance Plan increased by
more than $2 billion in 1984, bringing the total coverage to over $20 billion. Only
five percent of U.S. life insurance companies have more volume, according to
leading industry publications.
Up to $300,000 of life insurance is available to individual CPAs under the CPA
Plan and $150,000 in the Group Insurance Plan for firms.
Material on the CPA Plan was recently mailed to members who are also
members of one of the 52 participating societies. For additional information,
contact the Plan Agent: Rollins Burdick Hunter Co., 605 Third Avenue, New York,
NY 10158. (Telephone 800/223-7473; in New York call collect 212/661-9000. Ask for
extension series 406.)

Postage Reminder
to Letter
Readers

AICPA members who would like to start receiving the Letter by first-class mail
should send their checks for $6.50 to the Institute’s circulation department as soon
as possible. This will assure them of first-class mail delivery for the period from
March 1 , 1985, through February 2 8 , 1986. Otherwise, their copies will be sent at
the usual lower-class rate. Those who had previously elected to take advantage of
this service will continue to be billed accordingly.

NOTICE OF AICPA PUBLIC MEETINGS
Auditing Standards
The auditing standards board will hold an open meeting on March 4-6 at the Bahia Mar Hotel in Fort
Lauderdale, Florida, starting at 8:30 a.m. each day. The agenda has not been set.
The board’s next meeting will be April 23-25 in New York City.
Professional Ethics
The professional ethics executive committee will hold an open meeting on March 13 at the Holiday Inn in
Boca Raton, Florida, starting at 9:30 a.m. The following pronouncements will be considered for exposure:
□ Interpretation 101-10, The Effect on Independence of Relationships with Non-Client Governmental
Entities Included in a Combined Report with a Member’s Client.
□ Interpretation 302-1, Meaning of the Phrase “The Findings of Governmental Agencies” as Con
tained in Rule 302 of the Code.
□ Interpretation 201-4, Statements on Attestation Standards, Statements on Auditing Standards and
Statement for Prospective Financial Statements.
□ Ethics Ruling no. 63 of Section 191, Review of Prospective Financial Information, Members’
Independence and Promoters.
Agendas and changes will be reported by the meetings telephone information service.
The number is 212/575-5694.
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Washington Briefs

Auto Log Rules Eased—As anticipated, the IRS on January 25 said it planned to
modify the new regulations requiring logging of business use of cars and other
vehicles. In IR-85-6, the IRS outlined four examples of situations when taxpayers
will either be exempted from keeping the logs or required to keep fewer records. In
general, those who use cars only incidentally on personal matters would not have
to keep detailed logs documenting each trip. Taxpayers could satisfy the new
liberalized rules by making a single entry “for periods of uninterrupted business
use.” The AICPA had commented on the draft temporary regulations and generally
supported the proposed modifications.
Bills have been introduced in both the House and the Senate to repeal the
record-keeping requirements, charging that the rules are “an unwarranted paper
work burden on taxpayers.”
Committee to Exam ine Treasury Proposals—A series of hearings to explore the
effects of the Treasury Department’s recent tax simplification proposals were
recently announced by Senator Lowell Weicker, Jr. (R-Conn.), chairman of the
Senate Small Business Committee. The regional hearings in South Dakota, Illinois,
Montana and Arkansas will provide small business owners with a chance to
“express their views on how the proposed tax reforms would affect them,” said
Weicker. Of key interest are proposals to repeal the investment tax credit and to
rewrite current depreciation schedules. For further information, contact Lisa
Linden of the Senator’s staff (202/224-5175).
New M ulticolored Refund Checks Set—In an attempt to cut down on counterfeiting
and altering of government checks, the IRS has begun distributing a new
multicolored check for tax refunds. The new checks, featuring a replica of the
Statue of Liberty on a rainbow-striped background, will first be used for those
receiving tax refunds in the Philadelphia area. The Treasury Department said that
all IRS refunds will be made with the new checks by February 1986.
Budget Before Taxes—It would be “a couple of months” before the Reagan
Administration will introduce legislation to restructure the federal tax system, said
Richard G. Darman, the President’s nominee for Deputy Secretary of the Treasury,
recently. Darman appeared on January 29 before the Senate Finance Committee,
which unanimously approved his appointment. Efforts to cut federal spending
would come first, he added. Also, James A. Baker III was confirmed by the full
Senate on January 28 as Secretary of the Treasury. Baker is switching posts with
Donald T. Regan, who is now President Reagan’s chief of staff.
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Hearing
Focuses on
Accountants’
Effectiveness

Congressional hearings on the accounting profession began on February 20 and are
expected to extend intermittently through most of the year. The hearings by the
subcommittee on oversight and investigations of the House Energy and Commerce
Committee, chaired by Congressman John D. Dingell (D-Mich.), will focus on “the
effectiveness of independent accountants who audit publicly owned corporations”
and the performance of the Securities and Exchange Commission in meeting its
accounting and auditing responsibilities.
The hearings will examine “the actual workings of the present audit system to
see if it meets our expectations.” In his opening statement, Dingell said that the
subcommittee will probe the independence of CPA firms, particularly as to the
relation between audit services and so-called peripheral services, such as
management advisory services. The subcommittee will also inquire whether the
present self-regulatory system is “adequate to protect the public” and will examine
the activities of the SEC in its delegation of rulemaking to the private sector.
During the first day of testimony, Donald J. Kirk, chairman of the Financial
Accounting Standards Board, indicated that the board’s practices were objective
and independent and said that accounting standards cannot be expected to prevent
audit failures. Frederick D. Wolf, director of the accounting and financial
management division of the General Accounting Office, endorsed a strengthening
of the independent auditor’s role. He also reported that only 19 federal agencies
that require data from private sector entities specify accounting and auditing
standards that must be followed.
In other testimony, two academicians recommended sweeping reforms to
counteract what they called a “crisis of confidence” in the accounting profession.
The two, Robert Chatov, associate professor at the State University of New York at
Buffalo, and Abraham J. Briloff, an accounting professor at Baruch College of the
City University of New York, were both critical of the SEC, saying that the
commission should take a stronger role in setting standards.
The hearings are expected to continue on March 6, with the SEC and the
Institute invited to testify. AICPA President Philip B. Chenok is expected to focus
on the profession’s response to reform recommendations made during the
congressional hearings held during 1977.
Prior to the testimony, the Institute held two press conferences on February 18
and 19 in New York and Washington to provide information on the progress made
during the intervening years. Both press conferences elicited strong interest from
the nation’s press and broadcast media.
Chenok noted that the Institute’s testimony would focus on five key areas: audit
quality; accounting and auditing standard setting; self-regulation; auditor indepen
dence; and the performance of nonaudit services. At that time, an issues paper on
the quality of independent audits, which will be part of the AICPA’s testimony, was
released to the press. The formal testimony and the paper will be sent to all AICPA
members shortly.
A synopsis of the testimony is included as a supplement to this issue of the
Letter, and more detailed information on the hearings will appear in a forthcoming
issue of the Journal of Accountancy and of the Letter.
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Board of
Directors
Highlights

At its meeting last month, the Institute’s board of directors
□ Discussed the Institute’s participation in congressional hearings.
□ Discussed the Institute’s response to a request for information from the Federal
Trade Commission concerning a nonpublic preliminary investigation to
determine whether restrictions in the Institute’s Code of Professional Ethics
unreasonably restrain competition and injure consumers.
□ Received progress reports from special committees on standards of profes
sional conduct for CPAs and on the mission of the AICPA. The chairmen of
the two groups will be meeting shortly to coordinate the two reports.
□ Directed the special committee on the postbaccalaureate education require
ment to encourage states to proceed with legislative enactment of such a
requirement. Also, authorized further discussion of AICPA participation in a
study proposed by the American Assembly of Collegiate Schools of Business
to define and evaluate alternative means of addressing the changing education
needs of the accounting profession that would recognize broader societal
interests as well as implications for business schools and universities.
□ Authorized the Institute to file a “friend of the court” brief in the U.S.
Supreme Court review of the civil remedy provisions of the Racketeer
Influenced and Corrupt Organizations Act (RICO).

Recent
AcSEC Actions

At its recent meeting, the Institute’s accounting standards executive committee
approved letters of comment to be sent to the FASB on the following exposure
drafts of the proposed statements:
□ Designation o f AICPA Guides and Statements o f Position on Accounting by
Brokers and Dealers in Securities, by Em ployee Benefit Plans and by Banks
as Preferable fo r Purposes o f Applying APB Opinion no. 20.
□ Yield Test fo r Determining W hether a Convertible Security is a Common Stock
Equivalent.
□ Induced Conversions o f Convertible Debt.
The committee also discussed an issues paper, Accounting by H ealth
Maintenance Organizations and A ssociated Entities, which addresses issues on
methods of accruing health care costs and expected losses. The paper is slated for
further discussion at a later committee meeting.
Also reviewed was an issues paper, Accounting for Estimated Credit Losses o f
Financial Institutions, which will address issues on the measurement and
recognition of estimated credit losses by financial institutions.
A draft of a proposed audit and accounting guide for commodity futures will
be presented at a forthcoming AcSEC meeting for approval to expose for comment.

Hearings Set
on Computer
Software
Accounting

The Financial Accounting Standards Board will hold a public hearing beginning
May 2 on accounting for computer software costs at New York’s Waldorf-Astoria
Hotel. The basis for the hearing will be the board’s draft issued late last year, which
would require companies to classify the costs of planning, designing and
establishing the technological feasibility of a computer software product as research
and development costs and to charge those costs to expense when incurred. The
draft also would require companies to capitalize the cost of producing product
masters, provided that recoverability has been established for the product by
determining its market, technological and financial feasibility and management’s
commitment to the product.
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SUMMARY OF AICPA PRESENTATION AT CONGRESSIONAL HEARING
The following is a synopsis of the Institute’s testimony before the House subcommittee on oversight and
investigations, slated to be given March 6 along with a p ap er entitled AICPA Comments on the Quality of
Independent Audits, which was filed with the subcomm ittee. The full testim ony and the issues p aper will
be sent to all AICPA members in mid-March.
The AICPA wants to help the committee evaluate the effectiveness and independence of audits of the
financial statements of American business. In the hope that these comments might provide useful
perspective for this inquiry, the Institute is submitting a paper on the quality of independent audits.
In that paper the AICPA discusses the nature of financial statements and the audit function, explains
the difference between “business failures” and “audit failures,” sets out the elements of the existing
regulatory structure, comments on the process for setting accounting and auditing standards, discusses the
concept of independence and identifies certain current projects designed to strengthen audit quality.
The following actions have been taken by the AICPA in response to concerns raised when Congress
last examined the accounting profession:
I. Actions Taken to Regulate CPA Firms
The Institute’s Division for CPA Firms was created in 1977 to improve the quality of accounting and
auditing services provided by independent public accounting firms. The action represents a major
commitment to professional self-regulation for which there is no counterpart.
The division’s two sections—the SEC practice section and the private companies practice section—
have significant membership requirements, the most important of which calls for a critical quality
assurance review by other CPAs of a member firm’s accounting and auditing practice every three years.
Reports on these reviews are available to the public.
All the activities of the SECPS are under the scrutiny of the Public Oversight Board. The SEC has
access to the peer review process through the POB, thus providing further assurance that there is
appropriate recognition of the public interest in the manner these activities are carried out.
As a complement to the peer review process, SECPS member firms report to the section’s special
investigations committee any litigation alleging audit failure with respect to SEC clients. The committee
determines whether corrective steps should be taken to assure a firm’s continuing ability to perform audits
in conformity with professional standards and to determine whether there is a need to revise those
standards.
The division’s activities are corrective, rather than punitive. The emphasis has been on remedial action
to strengthen quality control, prevent recurring problems and correct any noted deficiencies in the
practices of member firms. The division’s programs are intended to complement those other aspects of the
regulatory system— such as the SEC, the state boards of accountancy and the courts—not to duplicate
them.
The AICPA believes the foregoing record of accomplishment adequately responds to Congress’
concerns and that there is no need for a federally legislated organization to regulate CPA firms practicing
before the SEC.
II. Actions Taken to Enhance Auditor Independence
Independence assures that CPAs act with integrity and objectivity. Not only must auditors maintain
independent mental attitudes, they must refrain from financial interests or personal employment
relationships that would compromise the audit function. Among actions taken in recent years:
□ The AICPA has encouraged formation of audit committees including outside directors and published
a booklet to assist companies in that undertaking.
□ Membership requirements of the SECPS include periodic rotation of partners in charge of those
audits, concurring review by a partner not otherwise involved with the audit, a report to the audit
committee of any disagreement with management, if not satisfactorily resolved, would have caused
the issuance of a qualified report.

□ The SECPS requires member firms to report to audit committees of SEC registrants the total fees
received for MAS during the years under audit and a description of the types of such services
rendered. SECPS firms are also required to report for the section’s public files aggregated information
on fees received for MAS.
The AICPA believes that it would be a serious mistake to restrict or prohibit performance of MAS by
independent auditors.
III. Actions Taken to Assist Smaller CPA Firms
Competition within the profession has increased dramatically since the last congressional hearings, in
part because of changes in the advertising and solicitation rules necessitated by changes in the application
of anti-trust laws to professional organizations.
Recommendations of a special committee organized to consider the needs of small- and medium-sized
firms have largely been implemented. Moreover, through the division’s peer review process, firms of all
sizes can demonstrate that they can render accounting and auditing services in conformity with
professional standards. Also, the technical issues committee of the PCPS has been active and effective in
speaking out on matters affecting private companies.
IV. Actions Taken to Improve Participation in the Standard-Setting Process
The Institute added three non-CPA public representatives to its board of directors and opened to the
public meetings of the Institute’s council and senior technical committees. Frequent meetings are held with
representatives of user groups and others to keep them informed of projects in process.
V. Conclusion
The financial reporting system depends on the integrity of all those involved in the process—
management which reports on activities and independent auditors who objectively review those reports.
Some special studies have been begun to improve audit quality; other studies have been underway for
some time. More recent initiatives include:
□ Discussion with other groups to determine whether a multi-organizational effort might be useful in
identifying ways to improve prevention and detection of fraud.
□ A reexamination of existing auditing guidance on bank loan loss reserves.
□ A study of the relevance of the AICPA Code of Professional Ethics and the adequacy of the related
enforcement process in today’s environment.
□ A study of steps the SECPS might take to enhance professionalism in applying accounting standards.
□ A study on how the public might be made more aware of the procedures and findings of the SECPS’s
special investigations committee.
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GASB Sets
Hearing on
Measurement
Basis of
Accounting

The Governmental Accounting Standards Board has set regional public hearings in
May on a recently issued discussion memorandum that presents issues related to
when transactions should be reported and how they should be measured for
governmental-type funds. The hearings will be held May 14 in New York, May 21 in
San Francisco, May 23 in Nashville and May 29 in Chicago.
Existing standards provide that governmental-type funds, which account for
most tax revenues received by state and local governments, should use a “financial
flow” or “spending” measurement focus and be accounted for on a “modified
accrual” basis. The discussion memorandum notes that inconsistencies have arisen
in practice with regard to the modified accrual basis due to an increase in certain
transactions and events that occur in one year but may not have a cash effect until
years later—such as pensions.
“The measurement-focus/basis-of-accounting issue is one of the fundamental
issues currently on the GASB agenda,” said James F. Antonio, board chairman.
“Current practice arose out of theories developed more than 60 years ago and must
be reexamined if improvements are to be made in the quality of reporting by state
and local governments,” he added.
Comments on the discussion memorandum entitled Measurement Focus and
Basis of Accounting—Governmental-Type Funds are due by April 19.
In another matter, the board also issued a discussion memorandum on
financial reporting of deferred compensation plans for state and local government
employees. It seeks comments on the most appropriate method of reporting
financial transactions and account balances resulting from such plans. The
discussion memorandum notes that there are significant variations in practice
among governmental entities in their reporting for such plans. Comments are due
by April 16.
For further information, contact the GASB, Order Department, High Ridge
Park, Stamford, Conn. 06905.

NOTICE OF AICPA PUBLIC MEETINGS
Accounting and Review Services
The accounting and review services committee will hold an open meeting at the Royal Sonesta Hotel in
New Orleans on March 18-19, starting at 9:00 a.m. each day. The agenda has not yet been set.
The next meeting will be in Orlando, Florida, on May 16-17.
Accounting Standards
An open meeting of the accounting standards executive committee will be held in Denver on March 19-21
at the Fairmont Hotel starting at 9:00 a.m. the first day; 8:30 a.m. on the other days. The agenda follows:
March 19
□ A.M.—Financial Reporting and Changing Prices: Current Cost Information. (Consider comment
letter.)
□ P.M.—Other projects to be determined.
March 20
□ A.M.—Common Interest Realty Associations Guide. (Consider for exposure.)
□ P.M.—Prospective Financial Statements Guide. (Consider for final issuance.)
March 21
□ A.M.—Health Maintenance Organizations. (Consider issues paper.)
□ P.M.—International Loan Swaps. (Consider notice to practitioners.)
The next meeting is scheduled for New York on April 30 to May 2.
Changes from this notice will be reported by the meetings telephone information service.
The number is 212/575-5694.

—6—
Washington Briefs

Auto Log Rules Eased— On February 15, the IRS issued its expected new rules
easing the record-keeping requirements for business use of cars and other vehicles.
The proposed and temporary rules (T.D. 8009) detail the changes in the provisions
as noted in its news release issued in January (see February 11 Letter). Specifically,
the new rules include relief for farm equipment, a safe-harbor test for autos used by
sales personnel and a de minimus rule for short personal uses.
Also announced were three days of public hearings to be held April 16-18. The
latter two days will focus on the fringe-benefit rules issued earlier (see January 14
Letter) with the first day to focus on the auto log issue.
FCPA Legislation Introduced— S. 430, a bill to amend the 1977 Foreign Corrupt
Practices Act, was introduced early last month. This bill, said Senator John Heinz
(R-Pa.), is being introduced “in the same form in which it passed the Senate in the
97th Congress.” The bill has been endorsed by several senators, but no hearings
have been set.
Hardship Waiver fo r 1099 Filers—The IRS has announced in Release 85-11 that a
1099 filer who is unable to comply with the magnetic media requirements must
request a hardship waiver by writing to the magnetic media coordinator at the IRS
service center where the information returns will be filed. Exceptions are those
who normally file with the Austin, Kansas City and Philadelphia centers. These
should send waiver requests to the Magnetic Media Coordinator, IRS, National
Computer Center, P.O. Box 1359, Martinsburg, WV 25401-1359, but file paper
returns with their usual service center.
SEC and Financial Reporting Conference— The University of Southern California
School of Accounting will hold its fourth annual conference on SEC and financial
reporting on May 16 in Los Angeles. Entitled “The SEC and Financial Reporting
Institute,” the program will provide a forum for business executives and
practitioners as well as policy setters from the SEC and the private sector. Speakers
include SEC Commissioner Aulana L. Peters and FASB Chairman Donald J. Kirk.
For information, contact Professor Jerry L. Arnold at the University, Los Angeles,
California 90089-1421 (213/743-8789).
Hearing on Cafeteria Plans Set—A public hearing on proposed regulations on the
tax treatment of the transition rules for cafeteria plans has been slated for March 11.
The proposals implement provisions of last year’s tax act that sought to provide
relief from the March 7 , 1984, proposals.
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AICPA, SEC
Testify at
Congressional
Hearings

Asserting that the U.S. financial reporting system depends on the integrity of all
involved in the process—both management and the independent auditor—AICPA
President Philip B. Chenok testified on March 6 at congressional hearings into the
quality and effectiveness of financial disclosures by corporate America. The
hearings by the House Subcommittee on Oversight and Investigations of the
Committee on Energy and Commerce, chaired by Representative John D. Dingell
(D-Mich.) are expected to continue intermittently through most of the year.
The subcommittee also heard presentations by John S. R. Shad, chairman of the
Securities and Exchange Commission, and by Arthur M. Wood and A. A. Sommer,
Jr., on behalf of the public oversight board of the Institute’s division for CPA firms.
The full text of the AICPA’s testimony and an issues paper on the quality of
independent audits have been mailed to all AICPA members (see March 4 Letter).
Both Chenok and Shad stressed that the profession’s self-regulatory efforts have
been built over time and are subject to continued refinements and improvements.
Shad refuted charges that the SEC “defaulted” on its regulatory duties, noting that
alleged audit failures are less than one percent of audits of publicly held companies
conducted annually.
Shad also disagreed with subcommittee members on the relation between audit
services and peripheral services provided by CPA firms. Added Chenok: “No
compelling evidence has been found that MAS has impaired independence or
adversely impacted the quality of audits. Indeed, knowledge gained in providing
these services often complements information obtained in the audit process and
enhances audit reliability.”
In his presentation, Chenok focused on the actions the AICPA has taken to
improve audit quality, enhance auditor independence and improve participation in
the standard-setting process. Responding to charges that the peer review process
does not prevent audit failures, Chenok said that peer reviews help CPA firms
establish quality controls that will prevent such failures. He added, “No scheme of
regulation—by firms, by peers or by government—will ever prevent all audit
failures because auditing is a human art, subject to individual human error.”
Also representing the Institute were Thomas P. Kelley, group vice-presi
dent-professional, and Theodore C. Barreaux, vice-president-government relations.
Wood and Sommer, testifying on behalf of the POB, stressed that although the
SEC practice section is only eight years old, the program is working and that “it
will become even better in time.” Wood concluded that the POB “is convinced that
the accounting profession’s program for audit quality, including quality control
standards, peer reviews of firms’ compliance with those standards and the
supporting strength of the special investigative process, is a successful and effective
self-regulatory program.”
In other testimony, Arthur Bowman, editor of the Public Accounting Report,
spoke on the reasons companies change auditors, and Eli Mason, chairman of the
National Conference of CPA Practitioners, reiterated his recommendation for
creating a “federal board of public accountancy” to oversee the profession in lieu of
the SEC.
More on the hearings will appear in a forthcoming issue of the Journal o f
Accountancy.
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AICPA Officers
and Directors
Nominated
for 1985-86

At its recent meeting, the AICPA’s committee on nominations took the following
actions for presentation to council in Honolulu on October 5:
□ Confirmed the nomination of Herman J. Lowe, Louisiana, to be chairman of
the board of the Institute for 1985-86.
□ Nominated the following officers and directors:
Vice-Chairman—J. Michael Cook, New York.
Vice-Presidents—Bernard Barnett, New York; John R. Meinert, Illinois; Sandra
A. Suran, Oregon.
Treasurer—Don J. Summa, New Jersey.
Members o f the board o f directors (for three years): Paula H. J. Cholmondeley,
New Jersey; Merle S. Elliott, Maryland; Charles Kaiser, Jr., Texas; Ralph Saul,
Pennsylvania (public member).
The complete report of the committee on nominations will appear in the next
issue of the Letter, including nominations for members of council and the national
review board and the procedures for independent nominations.

Treasury Seeks
Practitioner
Assistance

The Treasury Department has asked for AICPA help in getting information on the
application of its tax reform proposals to actual taxpayer situations and their effects
on industry groups, especially small business. The purpose is to determine the
practical problems in applying the provisions.
Specifically, the department has asked for pro forma returns computed as if its
proposals had been enacted. Since a number of practitioners have been making
these calculations for clients, the tax division believes that it would be worthwhile
to submit these results to the Treasury and that this type of information can provide
a more realistic basis for efforts at tax reform.
Any practitioner who would like to submit such data, with client approval,
should send it, with taxpayer identity deleted, to the AICPA tax division for
coordination and submission to the Treasury. Data should be directed to: Treasury
Study, AICPA Tax Division, 1620 Eye Street, N.W., Washington, D.C. 20006.

Recent Publications

Codification o f Statements on Auditing Standards No s. 1-49—This volume codifies
all SASs in effect as of January 1 , 1985. Auditing interpretations and other reference
materials are included. Price is $15; $12 to members (Product no. 058961).
Financial Report Survey 30: Illustrations o f the Disclosure o f Related Party
Transactions—This survey deals with information disclosed about related party
transactions in accordance with SFAS no. 57. It updates Financial Report Survey 8,
published in 1975, before the FASB statement was issued. Price is $9.50; $7.60 to
members (Product no. 037895).
Both publications are available from the AICPA order department (212/575-6426). If
net total is under $10, add postage and handling of $2.
The latest programs in the CPA Video Journal series are no. 38, Public Service as
Practice Development, which focuses on how CPAs can become involved in public
service; no. 39, Report on the AICPA Tax Division, which focuses on last fall’s
meeting of the Institute’s tax division; and no. 40, The Road to Growth and Profit
fo r CPA Firms, which deals with elements of successful firm management. For
information, contact Teresa Zimmerer at the AICPA (212/575-5573).
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Tax Shelter
Guidance Issued
by Tax Division

Certain tax shelters are required to register with the IRS by the temporary
regulations issued under section 6111 of the Internal Revenue Code. They also
require the organizer (or designated person) to furnish the investors with the tax
shelter registration number for inclusion on Form 8271 to be filed with the
investor’s individual return.
Based on these requirements, it appears that a CPA who prepares an income
tax return of an investor in a partnership (or in other arrangements described in the
regulations) has a duty to inquire whether the taxpayer has been notified of
registration numbers for any of these investments and, if so, to include them on
Form 8271. In general, if the taxpayer indicates that no notification has been
received, the CPA has no further duty in this regard. However, if the taxpayer
engaged in a new business or became a partner after August 3 1 , 1984, there should
probably be further inquiry as to the possible need for such a number (for example,
are tax losses expected from the investment in 1984 or any of the next four years?).
In such cases, the CPA should consider suggesting that the taxpayer inquire of the
investment’s promoter about the possible need for a registration number.
The taxpayer may be assessed a $50 penalty for failure to report a tax
registration number on Form 8271 attached to the return, unless there is reasonable
cause, and the CPA should so advise the client when appropriate. The AICPA tax
division suggests that the questions posed and the client’s answers be documented
in the CPA’s file in such documents as tax return organizers, questionnaires or
checklists.
The IRS is also issuing prefiling notification letters to investors in what it
perceives as possible “abusive tax shelters.” They are advised that the IRS intends
to disallow all or part of the projected tax benefits if claimed on their tax returns.
Although there is no requirement to report receipt of these letters on the return,
the division suggests that the CPA inquire as to whether the client has received any
such notification and, if so, to consider carefully the client’s potential exposure to
disallowance of tax benefits and penalties, as well as the CPA’s own exposure to
penalties if tax benefits are nevertheless claimed on returns prepared by the CPA.

Interamerican
Conference
Set for August

The 16th Interamerican Accounting Conference will be held August 19-23 in
Miami. The theme of this year’s conference is “New Horizons of the Accounting
Profession,” and the program will cover auditing, accounting, education, govern
ment, administration and finance and professional practice topics. AICPA President
Philip B. Chenok will be among the participants.
Those interested should contact the 16th Interamerican Accounting Con
ference, 3400 Coral Way, Ste. 210, Miami, Florida 33145 (305/446-0055) for
registration information.
The Interamerican Accounting Association comprises 27 organizations repre
senting 22 American countries. Since its founding in 1949, the group has been
involved in continuous studies, has fostered research and taken special interest in
the dissemination of new techniques and the standardization of the principles of
accounting.

Miniconferences
Set for AICPA
Annual Meeting

Eight miniconference topics were recently set for the AICPA’s annual meeting, to be
held October 7-8 in Honolulu. (More on the conference will be published later.)
The first day’s miniconferences will be on single audits of federal; financial
assistance programs; assisting clients in microcomputer system acquisition and
implementation; management accounting; and the CPA as a financial adviser.
The second day’s miniconferences will cover operational auditing; expectations
and rewards of partners; current developments in banking and financial services;
and creating public awareness of the CPA firm.
For more information, see the April Journal o f Accountancy.
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FASB Issues
Statement; Two
Technical Bulletins

The Financial Accounting Standards Board recently issued SFAS no. 83, specifying
that the specialized accounting and reporting principles and practices in the
AICPA’s revised guides for banks, securities brokers and dealers, and employee
benefit plans and a statement of position on bank reporting of securities gains and
losses are preferable for justifying a change in accounting principles. The new
statement “is a routine update of SFAS no. 32, issued in 1979,” to reflect the
Institute’s actions in this area, said FASB Practice Fellow Mark Pearson.
The FASB also issued two final technical bulletins which are essentially the
same as two earlier exposure drafts. One bulletin clarifies that collateralized
mortgage obligations (CMOs) should be accounted for as liabilities on the issuer’s
balance sheet unless certain conditions are met. The second states that the
preferred stock issued in December by the Federal Home Loan Mortgage
Corporation and distributed to savings and loan institutions by the 12 district
Federal Home Loan Banks should be recorded at its fair value and reported as
extraordinary income.
For further information, contact the FASB, Order Department, High Ridge Park,
Stamford, Conn. 06905.

Recent
Disciplinary
Actions

Three AICPA members were recently advised that their memberships were being
terminated under the automatic disciplinary provisions of the Institute’s bylaws:
□ Paul R. Beutler of Colorado Springs, Minnesota, following his conviction in a
U.S. District Court on his plea of guilty to conspiracy to defraud the United
States and to willfully aiding in the preparation and presentation of a false
and fraudulent income tax return of a client.
□ M. L. Meredith, Jr., of Monroe, Louisiana, following revocation of his
certificate and license to practice, for disciplinary reasons, by the Louisiana
State Board of Certified Public Accountants.
□ Edward Joel Rosen of Anchorage, Alaska, following revocation of his license to
practice, for disciplinary reasons, by the Alaska State Board of Public
Accountancy.
Each member submitted a timely request with supporting evidence that the
bylaw provision not apply in his circumstance. The requests were considered and
denied on December 2 7 , 1984, by an ad hoc committee of the Joint Trial Board
Division’s National Review Board. The expulsions, therefore, became effective on
December 2 7 , 1984.
In addition, the membership of Richard Charles Seger of Morro Bay, California,
was terminated on December 2 0 , 1984, under the automatic disciplinary provisions
of the Institute’s bylaws following revocation of his CPA certificate as a disciplinary
measure by the California State Board of Accountancy.
Also, the membership of Darrel L. Nielsen of Salt Lake City, Utah, which had
been suspended by a hearing panel of Regional Trial Board III on December 17,
1981, was terminated as of October 8 , 1984, for failing to comply on a timely basis
with the hearing panel’s CPE requirements (see March 2 2 , 1982, Letter).
At a meeting of a hearing panel of Regional Trial Board VII in Romulus,
Michigan, on November 2 6 , 1984, Douglas A. Benson of Grosse Pointe Woods was
charged with violating the Michigan Association of CPAs’ Code of Professional
Ethics and the Institute’s bylaws by failing to cooperate with the Professional Ethics
Committee of the MACPA with respect to a complaint filed against him.
Mr. Benson, who was present with counsel at the hearing, was found guilty as
charged and admonished. He was also required to complete selected home study
courses by December 1 , 1985 and, if he does not, he is to be suspended from
membership in the MACPA and the AICPA for two years.
The respondent did not request a review of the decision, which, therefore,
became effective on December 2 6 , 1984.
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ASB Sets Three
Task Forces

The Institute’s auditing standards board recently approved the following task forces
and their charges:
Clients with Conflicting Interests, which is to consider whether auditing
standards provide sufficient guidance concerning an auditor’s responsibilities
when information obtained while performing an audit may be evidential
matter affecting the audit of another client. The task force will develop such
guidance, if necessary, and coordinate it with the AICPA’s ethics division and
legal counsel.
□ Reconsideration of Consistency Literature, which is to determine whether
existing auditing standards relating to consistency need to be clarified, revised
or consolidated.
Using the Work of Internal Auditors, which is to develop, jointly with the
Canadian Institute of Chartered Accountants, nonauthoritative guidance
within the framework of generally accepted auditing standards on the
independent auditor’s use of the work of the internal auditor.

□

□

AICPA
Conferences Set

National Tax Education—The 1985 National Tax Education Program, being held
June 23-August 2, offers comprehensive instruction in various aspects of federal
taxation. The program is divided into five one-week sections at the University of
Illinois campus at Champaign-Urbana and is aimed at varying levels of tax training:
□ Basic Level I—June 23-29—focuses on tax research, responsibilities in tax
practice, practice before the IRS and special problems in individual tax
returns.
□ Basic Level II—July 7-13—deals with corporate taxation and income taxation
of property transactions.
□ Intermediate Level III—July 14-20—focuses on estate and gift taxes, taxation of
estates and trusts, employer-employee relations and closely held corporations.
□ Intermediate Level IV—July 21-27—deals with Subchapter C, consolidated tax
returns and partnerships.
□ Advanced Level V—July 28-August 2—covers advanced tax planning for taxadvantaged investments, incorporation and alternatives for professionals and a
1985 tax update.
MAS Training—The 1985 National MAS Training Program is being held June 17-21
for practitioners wishing to expand and refine their consulting skills. Sponsored
jointly by the Ohio State University at Columbus and the AICPA, the program, to be
held in Columbus, covers all consulting skills from preliminary survey to final
report presentation.

Divorce Planning—A new conference this year, “The CPA’s Role in Divorce and
Related Tax Planning,” is being held June 20-21 at the Las Vegas Hilton. It focuses
on the CPA’s role in the divorce process and on considerations in valuing a closely
held business or practice. The Nevada CPA Foundation is a cosponsor.
For information on these conferences, call the CPA Hotline (800/242-7269). In New
York State, call 212/575-5696.

NOTICE OF AICPA PUBLIC MEETING
Auditing Standards—An open meeting of the auditing standards board will be held April 23-25 at
the AICPA offices in New York, starting at 8:30 a.m. each day. The agenda has not been set. The next
meeting is slated for June 11-12 in New York.
Agenda and changes will be reported by the meetings telephone information service.
The number is 212/575-5694.
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Washington Briefs

M arinaccio to Leave SEC—In a surprise move, Charles L. Marinaccio recently said
that he will not seek reappointment as a member of the Securities and Exchange
Commission. He had been appointed last spring to complete the five-year term of
Barbara Thomas, who resigned in late 1983. Marinaccio said he would enter private
practice. His departure, coupled with the recent resignation of James Treadway, will
leave the five-member commission with two openings.
Interim C hief fo r SEC Division—The SEC has named Gary Lynch as acting director
of its enforcement division, replacing John M. Fedders, who resigned recently.
Lynch said in an interview, “I am just going to continue the existing enforcement
program and aggressively pursue the cases we have in the pipeline.”
SBA Existence Debated—“Should the Small Business Administration remain in the
banking, credit allocation and subsidy business, or should these activities be
terminated as proposed in the President’s 1986 fiscal year budget?” This was the
“single question,” according to David Stockman, federal budget director, at
hearings before the Senate Small Business Committee late last month. Efforts to
eliminate the SBA’s credit programs will be the subject of additional hearings,
including consideration of S. 408, which provides three-year funding for the SBA.
FSC Hearing Set—The IRS recently set a public hearing for May 13 on proposed
regulations relating to foreign sales corporations. The hearing will focus on FSC
requirements and general rules, including the methods of electing and terminating
FSC status.
Victory over Tax Protesters—Last month IRS officials said that the tax protest
movement has slowed dramatically, and a drop in the number of taxpayers claiming
no taxes due on constitutional or other grounds is expected. Philip Coates, IRS
associate commissioner for operations, said that although the protest movement
will never totally disappear, the growth rate “has peaked and started to decline.”
The drop in protester returns, added Coates, has been due to a doubling of IRS
manpower and the setting of a $500 penalty for filing a frivolous return.
Matching Program to Focus on Payers—Earlier this month, the IRS said that
increased attention will be directed this year to assuring that banks and other
payers of interest and dividends to individual taxpayers file information returns
with the IRS. Agency officials say they expect to match 86 percent of those
documents with individual returns this year.
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Congressional
Committees
Probe ESM
Failure

Congressional committees are showing a high degree of interest in the recent failure
of E.S.M. Government Securities, Inc. (ESM). The House Subcommittee on
Oversight and Investigations of the Committee on Energy and Commerce, chaired
by John D. Dingell (D-Mich.) held hearings on April 2. The hearings focused on the
events leading up to the collapse of ESM, the effect on Ohio savings and loan
associations, the role of independent public accounting firms in these events, and
the oversight role of the Securities and Exchange Commission.
Testifying before the subcommittee were Thomas Tew, the receiver for ESM,
representatives of the Securities and Exchange Commission and Executive Partner
Robert A. Kleckner of Alexander Grant & Company, the accounting; firm that
audited ESM.
The House Subcommittee on Commerce, Consumer and Monetary Affairs of
the Committee on Government Operations, chaired by Doug Barnard, Jr. (D-Ga.), is
scheduled to hold hearings on April 3. The hearings are expected to look into the
collapse of ESM, and the adequacy of the Federal Home Loan Bank Board and the
Federal Reserve responses to the Ohio deposit insurance crisis.
Further information on the hearings will be reported in the May issue of the
Journal o f Accountancy.

ASB Appoints
Special Task
Force

The AICPA’s auditing standards board has appointed a special task: force to study
the adequacy of the existing guidance relating to the audit of repurchase and
reverse repurchases of securities transactions. The task force will study the matter
from both sides of the transaction; that is, the audit procedures applied in the
examinations of government securities dealers and those applied in audits of
financial institutions and governmental units that enter into transactions with
dealers.

GASB Adds
Repurchase
Project to
Agenda

The Governmental Accounting Standards Board on March 14 added a project to its
agenda, to study accounting and reporting for repurchase and reverse repurchase
agreements. The GASB’s action was prompted because of recent losses incurred by
state and local governments that had entered into repurchase agreements with
E.S.M. Government Securities, Inc.
Such governmental units entering into repurchase agreements invest in
securities with the stipulation that the seller will repurchase them at a later date for
a price that was negotiated at the time of the purchase. Failure to obtain collateral
for the investment can result in losses, said the GASB. “The apparently substantial
losses incurred by many small governmental units as a result of the E.S.M.
Government Securities case make it imperative that the GASB add this project to its
agenda,” said GASB Chairman James F. Antonio.
“Of particular concern to the GASB,” he added, “is whether disclosures are
needed regarding the collateralization of the investments. Another concern is the
possible need for display and disclosure requirements from obligations arising from
reverse repo agreements.”
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SOP on Dollar
Repurchase
Agreements
to Be Issued

The Institute will shortly issue a statement of position (SOP 85-2) entitled
Accounting for Dollar Repurchase-Dollar Reverse Purchase Agreements by SellersBorrowers, which amends the AICPA Industry Guide Savings and Loan Associa
tions. Essentially the same as the draft exposed in mid-1982, the statement provides
guidance on accounting for sales and purchases of, or borrowing of funds through,
Government National Mortgage Association (GNMA) pass-through certificates and
Federal Home Loan Mortgage Corporation (FHLMC) participation certificates under
fixed coupon and yield maintenance agreements.
The statement is effective for transactions entered into after December 3 1 , 1984,
with earlier application encouraged. Copies of the statement will be available from
the AICPA order department at $2.50 each (Product no. 014728).

GASB Extends
Comment Deadline
on Recent
Memos

Because of mailing difficulties, certain subscribers to GASB documents may not
have received the recent discussion memorandums on the measurement basis of
accounting and deferred compensation (see March 4 Letter) in sufficient time to
meet the comment period deadlines. Anyone wishing an extension should contact
the GASB director of research (203/968-7300).
For those not receiving timely copies of the measurement basis of accounting
discussion memorandum, the deadline for providing notice of intent to speak has
been extended from April 5 to April 19 and the deadline for providing an outline of
the proposed oral presentation extended from April 19 to May 3.

Study on
Small Business
Audits Set

The Institute’s auditing standards division will shortly issue the second in a series
of Auditing Procedure Studies, which are designed to inform auditors of
developments and advances in auditing procedures.
The second in the series, Audits of Small Business, discusses the implementa
tion of selected auditing standards in small business engagements. It follows up on
a research project begun in 1980 to identify the typical characteristics of a small
business client and the frequency and importance of problems encountered in
small business audits. Guidance concerning many of the problems identified in the
research project is provided in this study.
Copies of the study will be available later this month from the AICPA order
department, at a price to be determined (Product no. 021026).

Issues Paper
on Lifo Deemed
Authoritative

The Securities and Exchange Commission, in Staff Accounting Bulletin no. 58, said
that the Institute’s issues paper on Lifo, issued last November (see December 10
Letter) should be considered as authoritative guidance by accountants. At that time,
SEC Chief Accountant Clarence Sampson indicated that the commission staff—in
an unprecedented move—would regard the paper as authoritative.
The paper discusses more than 50 financial accounting and reporting issues
relating to the Lifo inventory method for which the authoritative accounting
literature provides no definitive guidance.
In the bulletin, the SEC notes that registrants and their independent
accountants “should look to the paper for guidance in determining what
constitutes acceptable Lifo accounting practice.” The staff added that advisory
conclusions recommended in the paper are generally consistent with conclusions
previously expressed by the commission.
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Special Supplement, the CPA Letter, April 8 , 1985

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, NY, March 6 , 1985
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 1985 Annual Meeting to the 1986 Annual Meeting or until their successors shall be elected.)
Chairman of the Board: Herman J. Lowe, Louisiana
Vice Chairman of the Board: J. Michael Cook, New York
Vice Presidents: Bernard Barnett, New York
John R. Meinert, Illinois
Sandra A. Suran, Oregon
Treasurer: Don J. Summa, New Jersey
For Members of the Board of Directors: (Three years)
Paula H. J. Cholmondeley, New Jersey
Merle S. Elliott, Maryland
Charles Kaiser, Jr., Texas
Ralph Saul, Pennsylvania (Public Member)
For Council Members-at-Large: (Three years)
David L. Landsittel, Illinois
Roger Cason, New York
Joel R. Kamil, Missouri
Robert A. Mellin, California
William L. Gladstone, New York
Ulyesse J. LeGrange, Texas
Stephen D. Holton, Virginia
(One year — to fill a vacancy created by nomination of J. Michael Cook, New York, as Vice Chairman of the Board):
Brenda T. Acken, West Virginia
For Elected Members of Council: (Three years)
Alaska — Michael T. Cook
Massachusetts — Brian A. Brooks
Oklahoma — William H. Battey
Oregon — Melvin T. Nygaard
Arkansas — C. Herman Estes
Michigan — Dominic V. Palazzo
Pennsylvania — Lester S. Fry
Lloyd A. Schwartz
California — Stuart L. Kart
William A. Moore
Minnesota — Fred W. Bassinger
Dean M. Hottle
Thomas W. Rimerman
Missouri — Robert J. Baker
South Carolina — Francis A. Humphries
Colorado — Robert D. Hammond
Montana — Ellen J. Feaver
South Dakota — Don H. De Haan
Connecticut — Benjamin E. Cohen
Tennessee — Robert C. Brannon
Nebraska — Ronald F. Ueberrhein
Florida — Russell S. Bogue
Texas — Mason L. Mackus
Nevada — Revelle B. Taylor
Patrick J. Knipe
J. Ike Guest
New Hampshire — Raymond C. Dugdale
Georgia — Lamar W. Davis
Dan H. Hanke
New Jersey — John S. Lee
Guam — Jerold W. Filush
Andrew G. Shebay
New Mexico — Dennis S. Sterosky
Hawaii — Carole Ann Gibbs
Vermont — William J. Fisk
New York — David A. Berenson
Illinois — Robert C. Fietsam
J. Roger Donohue
Virgin Islands — Pablo O’Neill
Kenneth J. Hull
Richard J. Guiltinan
Virginia — Henry G. Simpson
Washington — Thomas H. Richardson
Selwin E. Price
Robert L. Israeloff
West Virginia — Robert R. Simpson, Jr.
Indiana — Richard W. Shymanski
Stuart Kessler
Maine — Carolyn J. Garfield
Wisconsin — Duane W. Kuehl
North Dakota — Eldon H. Reinke
Wyoming — Edwin D. Brolyer
Maryland — Patricia B. Bissell
Ohio — Eugene R. Wos
Roger L. Yeley
For Members of the National Review Board: (Three years)
A. Clayton Ostlund, Illinois
Clifford E. Leimbeck, Washington
James Maher, Jr., Louisiana
Bennett D. Levy, Missouri

The Committee will nominate the above Officers, Members of the Board of Directors, Members of Council-at-Large and
National Review Board Members at the Council Meeting on Saturday, October 5 , 1985, in Honolulu, Hawaii. No nomina
tions from the floor will be recognized. However, independent nominations may be made by any twenty members of
Council if filed with the Secretary by June 5, 1985, which is four months prior to the Annual Meeting of the Institute which
is to be held in Honolulu, Hawaii, beginning October 6 , 1985.
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 develop 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 5 , 1985. In the absence of any
contest, all Council nominees will be declared elected by the Secretary and will assume office as members at the Council
Meeting on October 5 , 1985.
Respectfully submitted:
Nom inations Committee

Bernard Z. Lee, Texas,
Chairman
Ronald S. Cohen, Indiana
W. Thomas Cooper, Jr., Kentucky

Leonard A. Dopkins, New York
Charles E. House, Minnesota
William B. Keast, California
Charles E. Keller III, Maryland

Robert L. May, New York
Russell E. Palmer, Pennsylvania
Glenda L. Rhodes, Alaska
Robert D. Thorne, Illinois
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Debt “Sweeteners,”
Cash Yield Test
Statements Issued

The Financial Accounting Standards Board recently issued the following
statements:
□ SFAS no. 84, Induced Conversions o f Convertible Debt, amends APB Opinion
no. 26, Early Extinguishment o f Debt, to specify the accounting for
consideration offered to convertible debt holders to encourage prompt
conversion. The inducement, such as additional securities or other considera
tion, has sometimes been called a convertible debt “sweetener.” The statement
is essentially the same as the draft exposed last December except for a
modification to the effective date, making the SFAS applicable to induced
conversions offered after March 31, 1985.
□ SFAS no. 85, Yield Test for Determining Whether a Convertible Security Is a
Common Stock Equivalent, amends APB Opinion no. 15, Earnings Per Share,
to replace the “cash yield test” with an “effective yield test” for determining
whether convertible securities are common stock equivalents in the primary
EPS computation. The statement, which is also essentially the same as the
exposure draft of last December, is effective for convertible securities issued
after March 3 1 , 1985.
In another matter, the Financial Accounting Foundation recently issued its
annual report for 1984, discussing its oversight duties of the FASB. For the first
time, the Governmental Accounting Standards Board is included.
For information on the documents, contact the FASB, Order Department, High
Ridge Park, Stamford, Conn. 06905.

Second Pension
Proposal Issued;
Hearing in July

The Financial Accounting Standards Board recently exposed a second draft on
employers’ accounting for pensions and set public hearings for July.
According to Timothy S. Lucas, FASB project manager, the proposal represents
a major change in practice, but it retains certain fundamental aspects of current
practice, specifically, delayed recognition of certain changes in plan assets and the
pension obligation. “The most important of the proposed changes are those
affecting the determination of net pension expense and the information disclosed
in footnotes,” he said. The FASB, added Lucas, “believes that the use of a standard
method to recognize pension expense during empoyees’ service periods will result
in information that is more understandable and more comparable from company to
company than current information.”
Under the draft, employers would be required to recognize compensation costs
for employees’ service periods. The cost to be recognized in each period would be
determined under the terms of the plan. The draft would not require employers to
recognize an asset if plan assets exceed the pension obligation, but it would require
employers to recognize a minimum liability if the accumulated benefit obligation,
as defined in the proposal, exceeds plan assets. The draft would require disclosing
the components of net pension cost—such as service cost, interest cost, return on
plan assets and amortizations of prior service cost.
The FASB will hold a public hearing July 22-24 at the Grand Hyatt New York to
obtain additional comments on the issues. Comments on the draft are due by June
21. Copies of the draft may be obtained by contacting the FASB, Order Department,
High Ridge Park, Stamford, Conn. 06905.

AICPA Public
Relations
Conference Set

The 1985 AICPA Public Relations Conference on Communications Strategies has
been set for July 10-12 at the Westin Hotel in Boston.
The conference is designed to provide guidance in the communications area—
marketing, public relations, advertising. Institute Vice President-Communications,
William Corbett; Edwin Newman, noted author and television commentator; and
Edward L. Bernays, “the father of public relations,” will be among the speakers.
For information, contact the AICPA public relations division.
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Recent
Disciplinary
Actions

A panel of Regional Trial Board XI held two separate hearings in New York City on
November 2 0 , 1984, to consider charges against two members for violating the
Institute’s bylaws and the Code of Professional Conduct of the New York State
Society of CPAs.
□ Anthony A. Lopez, Jr., of Carmel, New York, was charged with violating
Section 7.4.6 of the Institute’s bylaws by failing to cooperate with the division
of professional ethics in an investigation of him in connection with an earlier
investigation of the financial statements of a client which resulted in an
administrative reprimand and a direction to complete specified CPE courses.
The panel found Mr. Lopez guilty as charged and voted that he be expelled
from membership in the AICPA.
□ Jeffrey Holzman of New York City was charged with violating the Institute’s
bylaws and the Code of Professional Conduct of the New York State Society of
CPAs by failing to respond to a communication from the New York State
Society Committee on Professional Conduct with respect to a complaint filed
against him. The panel found Mr. Holzman guilty as charged and voted that he
be expelled from membership in the New York State Society of CPAs and the
AICPA.
Neither respondent was present at his hearing, and neither requested a review
of the decision in his case. The decisions therefore became effective on December
20, 1984.
In addition, the memberships of Harvey L. Ribble and Lee Roy Brown, both of
Dallas, Texas, were terminated on December 3 1 , 1984, for failing to comply with a
regional trial board hearing panel’s requirement that a peer review of their practice
be completed by that date.
The panel found Messrs. Ribble and Brown guilty of violating the technical
standards rules of the Institute’s Code of Professional Ethics at a hearing on January
17, 1984, and they were conditionally expelled from membership unless they
complied with the panel’s December 3 1 , 1984, peer review requirement (see March
26, 1984, Letter).
At a meeting of a hearing panel of Regional Trial Board I in Los Angeles on
December 1 3 , 1984, Sandra E. Kardos of San Fernando was charged with violating
the Institute’s bylaws by failing to cooperate with the AICPA professional ethics
division in its investigation of a complaint filed against her.
Ms. Kardos, who was not present at the hearing, was found guilty as charged
and expelled. She was notified in writing of the hearing panel’s decision and of her
right to file a written request within 30 days for a review. She did not request a
review of the decision within the required time period and the decision, therefore,
became effective on January 1 2 , 1985.

NOTICE OF AICPA PUBLIC MEETINGS
Accounting Standards
The accounting standards executive committee will hold an open meeting in the AICPA boardroom, New
York, on April 30 to May 2. The agenda has not been set.
The next meeting is June 18-20 in Boston.
Council
The council of the AICPA will hold an open meeting at the Registry Hotel in Scottsdale, Arizona, on May
15-17. The sessions will start at 9:00 a.m. and end about 1:00 p.m. each day. The final agenda has not been
determined.
Agendas and changes will be reported by the meetings telephone information services.
The number is 212/575-5694.
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Washington Briefs

Tax-Revision Plans Move A head —Convincing a skeptical public that the federal
tax system is fair is the key aim of any tax-revision plan, said House Ways and
Means Committee Chairman Dan Rostenkowski (D-Ill.) recently. At hearings on
March 26 at which the main congressional sponsors of bills to restructure the
current tax system testified, Rostenkowski said that a tax-revision plan based on
enhancing “fairness” in the system is likely to be approved by Congress before the
end of 1986. “In the long haul, that’s going to be the carrot—the idea that we want
our tax system fair,” he added. The hearing was the second in a series of tax reform
sessions planned by the chairman.
In a statement issued jointly by the chairmen of the congressional tax
committees on March 15, the congressmen said that any changes contemplated in
the current tax-revision legislation “will be prospective in their application.” Thus,
they added, no changes would be effective before January 1 , 1986.
EDGAR Project under Scrutiny—The SEC’s electronic filing and retrieval system,
known as EDGAR, came under fire at a hearing March 14 by the House
Subcommittee on Oversight and Investigations. Subcommittee Chairman John
Dingell (D-Mich.), in opening the hearing, voiced concern that the pilot project is
slipping behind schedule, exceeding cost estimates and falling short of some
objectives. “The SEC’s bold move into the future may have become a blind
stumble,” Dingell said in the often-heated meeting. SEC officials refuted the
charges, saying that the project is performing well.
Move Afoot to Curb Farm Tax Breaks— Several congressmen are proposing
legislation to limit tax breaks for farm losses suffered by wealthy “gentlemen
farmers.” At least three bills were recently introduced to put a ceiling on the
amount of farm losses which may be deducted against nonfarming income by wellto-do taxpayers.
Supreme Court Permits Suit to Stop ITC Plan—A recent U.S. Supreme Court action
clears the way for the federal government to seek an injunction involving an
investment tax credit service offered by a major accounting firm. The Court let
stand a ruling (Ernst & Whinney v. U.S., no. 84-852) that the IRS may seek court
orders to stop the firm from selling an ITC service that the IRS alleges is
“misleading” and “deceptive.” In the 1982 complaint the government alleged that
the firm’s Atlanta office advised clients to use misleading terminology to qualify
business property illegally for the ITC. The case will now go to the district court.
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Board of
Directors
Meeting
Highlights

Among the actions taken by the AICPA board of directors at its recent meeting:
□ Discussed at length reports on recent congressional oversight hearings involving
the profession and considered actions that might be taken in response to
expressed concerns. To overcome a perceived lack of independence, agreed to
eliminate the provision that the board of directors approve the election and
compensation of members of the Public Oversight Board of the SEC practice
section.
□ Decided to recommend to Council an implementing resolution to the bylaws
that would prohibit the nominations committee from selecting one of its
members for any of the vacancies with which it deals.
□ Heard a report from the president of the American Accounting Association as to
its organization and activities.
□ Concurred with exposure of a report of the AICPA/NASBA special committee on
centralization, which deals with the pattern which has developed of placing
state accounting boards Under an umbrella administrative body.
□ Received a report from the federal taxation executive committee on its plans
regarding current proposals for tax reform.
□ Heard proposals for greater activity by the AICPA in public relations.

Recent AcSEC
Actions

At its recent meeting, the Institute’s accounting standards executive committee
approved the following:
□ Sections relating to accounting matters in the auditing standards division’s
proposed authoritative statement entitled Prospective Financial Statements.
□ A letter of comment to be sent to the Financial Accounting Standards Board on
its recent exposure draft, Financial Reporting and Changing Prices: Current Cost
Information.
□ An issues paper, Accounting by Health M aintenance Organizations and
A ssociated Entities, which discusses issues relating to the recognition of health
care costs and reinsurance recoveries by HMOs.
The committee also discussed a draft of the Audit and Accounting Guide on
Common Interest Realty Associations. The guide had been revised for comments
from previous AcSEC meetings.

GASB Moves
Ahead on Pension,
Repo Projects

The Governmental Accounting Standards Board expects to expose for comment
drafts of proposed statements on pension disclosures and repurchase and reverse
repurchase agreements by mid-May, according to Martin Ives, GASB vice-chairman.
The proposed statement on pension disclosures would supersede the interim
guidance in GASB Statement no. 1. Many of the conclusions in the draft parallel
those of Statement no. 6 of the National Council on Governmental Accounting. The
draft’s conclusions are also generally similar to those in the FASB’s recently
exposed second draft on employers’ accounting for pensions.
The GASB had recently added a project to its agenda on repurchase and
reverse repurchase agreements, prompted by recent losses incurred in trading of
government securities involving such arrangements. On April 11, the board
received a status report on that project.
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AICPA Supports
RICO Prior
Conviction
Requirement

The AICPA recently filed a “friend of the court” brief in the U.S. Supreme Court
review of the civil remedy provisions of the Racketeer Influenced and Corrupt
Organizations Act (RICO). In January, the Court agreed to review two specific
judicial limitations under RICO: a requirement that a criminal conviction precede
the civil RICO claim and a requirement that a civil RICO plaintiff suffer a special
“racketeering enterprise” injury separate from other acts of wrongdoing. The 1970
law was aimed at curbing inroads by organized crime into legitimate businesses,
but also allows civil suits for damages through a “pattern of racketeering activity.”
The Court has slated oral arguments on April 17 to hear several RICO cases
(Sedima, S.P.R.L. v. Imrex Co., Inc., No. 84-648). In the Sedima case, the U.S. Court
of Appeals for the Second Circuit confirmed the prior conviction requirement for
civil liability.
In its brief, the Institute states that the Second Circuit “correctly interpreted the
civil RICO statute to focus the statute in the way Congress intended.” Decisions by
other lower courts, however, “have allowed private plaintiffs to bring RICO charges
against legitimate businesses, based on allegations that have nothing to do with the
statute’s intended target: organized crime.”
These lower court decisions, it adds, have allowed plaintiffs to use civil RICO
remedies against lawful businessmen “by threatening them with treble damages
and accusing them of being ‘racketeers.’ ”
The AICPA brief asserts that the Second Circuit decision “reasonably con
cluded” that the statute only provides a civil remedy against those whose multiple
prior convictions make it fair to treat them as part of “organized crime.” The brief
further notes that when Congress in the 1950s and 1960s was urged to strengthen
the executive branch’s ability to fight organized crime, the studies undertaken at
that time never suggested that private litigation was a solution to the problem.
“Congress could not have intended to allow private litigants to invoke RICO
without the kind of prosecutorial screening that was the essential mechanism for
applying the statute to its intended target,” the brief notes. The AICPA asserts that
Congress meant the treble damage liability as another sanction against organized
crime, “not a substitute for prosecution and conviction.”
Unless the law is interpreted as the Second Circuit did, private RICO actions
“will continue to be misused to cause consequences never intended by Congress,”
warns the AICPA. “Without the prior conviction requirement, RICO would
unwittingly create federal jurisdiction over, and treble damages awards for, virtually
any kind of commercial or financial dispute, even one otherwise governed wholly
by state law,” contends the Institute.

IASC Approves
Draft on
Retirement Plans

At its recent meeting in Rome, the board of the International Accounting Standards
Committee agreed to issue an exposure draft of a statement entitled Accounting and
Reporting by Retirement Benefit Plans. The draft (E27) deals with the contents of
reports by retirement benefit plans. These plans may be either defined contribution
or defined benefit plans.
The draft would complement IAS 19, Accounting for Retirement Benefits in
the Financial Statements of Employers, which deals with financial reporting by
employers having such plans.
Copies are expected to be available in June from the AICPA order department.
The IASC was formed in 1973 to formulate and promote worldwide acceptance
of basic international accounting standards.
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Testimony
Clarified

The March 25 Letter inadvertently reported that in his testimony before the House
Subcommittee on Oversight and Investigations, Eli Mason recommended the
creation of a federal board of accountancy to oversee the profession in lieu of the
SEC. Mr. Mason’s recommendation was that the board issue a national CPA license
that would be valid in any jurisdiction.

SOP on
Agribusiness
to Be Issued

The Institute will shortly issue a statement of position (SOP 85-3) entitled
Accounting by Agricultural Producers and Agricultural Cooperatives. The state
ment discusses accounting by those agribusiness entities that intend to present
financial statements in conformity with generally accepted accounting principles.
The statement discusses accounting for the following: inventories by pro
ducers; development costs of land, trees and vines, plants and livestock; product
delivery by patrons to cooperatives; products received by cooperatives from
patrons; and investments in and income from cooperatives.
In the statement, the accounting standards division notes that all direct and
indirect costs of growing crops should be accumulated and growing crops should
be reported at the lower of cost or market. The division also notes that previously
existing literature doesn’t specifically cover accounting by agricultural producers
and cooperatives and that there presently exists a wide diversity in practice.
Copies of the statement will be available early next month from the AICPA
order department at $2.50 each (Product no. 014696).

Two AICPA
Members Expelled,
One Suspended

The following actions have been taken under the automatic disciplinary provisions
of the AICPA bylaws:
□ The membership of James V. Hoey of Schiller Park, Illinois, was terminated as of
September 2 1 , 1984, following receipt by the secretary of a judgment of
conviction in an Illinois Circuit Court on his plea of guilty to a crime involving
moral turpitude.
□ On January 31, 1985, the membership of Julius Stackell of Great Neck, New York,
was terminated following receipt by the secretary of a judgment of conviction in
a U.S. District Court on his plea of guilty to bribery of an IRS agent.
□ On January 2 3 , 1985, the membership of Jerome Rosenberg of Franklin Square,
New York, was suspended following receipt by the secretary of a judgment of
conviction in Nassau County Court of second degree forgery and third degree
grand larceny. The judgment of conviction is under appeal.

Recent
Publications

The International Federation of Accountants recently issued a bibliography of study
guides for financial and management accountants. Prepared by IFAC’s financial and
management accounting committee, the bibliography was compiled from data
received from major international accounting bodies and covers 14 topics from
accounting to taxation. For further information, contact IFAC, 540 Madison Avenue,
New York, N.Y. 10022 (212/486-2446).
The Institute recently issued its 1985-1986 General CPE Catalog to practice units
and to individual members who previously requested a copy. The catalog contains
information on all CPE courses in various formats: seminars for in-house
presentations, self-study, video and conferences. Also, the 1985-1986 Presentations
Catalog containing group study course descriptions and dates and locations was
recently mailed to practice units and members in industry. It contains a separate
listing of video and self-study courses.
Copies of either catalog may be obtained by writing the Institute’s CPE
marketing department or by calling the CPE Information Hotline (1-800/AICPA NY,
or in New York State call 212/575-5696).
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GUIDANCE ON COMMUNICATIONS WITH THE IRS
One of the most common problems faced by taxpayers and practitioners is that of communications
with the IRS. The AICPA tax division often receives complaints of multiple and unwarranted
delinquency and penalty notices, notices in which computations are unclear, notices with insufficient
response times and vague notices of various kinds. Taxpayers and practitioners then experience a lack
of IRS response in trying to resolve such notices.
The IRS is aware of these problems and has been trying to cure them. An internal IRS
“Correspondence Study” has been completed, and a report recommending corrective actions to
improve timeliness and responsiveness to taxpayer correspondence was issued. The recommend
ations made in the report are in the process of being implemented. It is too early to determine the
effectiveness of those recommendations.
The tax administration subcommittee of the AICPA tax division will be discussing this study at
its meeting in May. At that time, Philip E. Coates, IRS associate commissioner (operations), will brief
the subcommittee on the status of the IRS implementation of improvements.
As part of its function, the subcommittee periodically meets with IRS associate and assistant
commissioners responsible for compliance, operations, taxpayer service and returns processing. The
purpose of these meetings has been to discuss tax administration matters of interest and/or concern to
CPAs. The most recent such meeting was held November 3 0 , 1984, and included discussion of
problems in communication with the IRS.
Despite these continuing efforts, problems in this area are apparently intensifying. Practitioners
experiencing these difficulties should advise the AICPA tax division, in writing, about their
experiences so that the data can be accumulated for discussion of specifics with the IRS national
office.
This information should be sent to Edward S. Karl, AICPA Tax Division, 1620 Eye Street, N.W.,
Washington, D.C. 20006.

Women Capture
Sells Awards

For the first time, women garnered the top three honors for the highest grades
received on the Uniform CPA Examination.
The three women won the Elijah Watt Sells Awards given to those who took all
four sections of the November 1984 CPA examination and received the highest
marks. The awards were first established in 1923 by the AICPA. A cash prize was
given to the candidate with the highest average grade until 1933, when Gold and
Silver medals were then given for the two best grades. Beginning in May 1978,
medals were awarded for the three best grades.
For the November 1984 examination, 70,810 candidates completed a total of
256,188 papers—a slight decrease from the totals for the November 1983
examination.
The winner of the Sells Gold Medal for the highest grade total was Riva Dale
Mirvis of Syracuse, New York. Currently with Coopers & Lybrand in Syracuse, she
is a graduate of the State University of New York at Binghamton.
The Silver Medal, the second highest award, was won by Barbara R. Stewart of
Columbia, Maryland. A Ph.D. from Columbia University, she is currently assistant
controller and manager of accounting at AMAF Industries in Columbia, Maryland.
Also, Mary Beth Heskin of Fort Collins, Colorado, was the winner of the Sells
Bronze Medal, given for the third highest grade total. A graduate of Colorado State
University, she is currently a staff accountant with Sample & Soukup in Fort
Collins.
In addition, 119 With High Distinction Certificates are being awarded to other
high-scoring candidates.
The medals will be presented during the AICPA’s annual meeting in Honolulu
in October.
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MAP, Federal
Assistance
Programs
Conferences Set

MAP—The 1985 Practice Management Conferences have been set for this summer
and fall. Organized and presented by the Institute’s management of an accounting
practice committee, the series of conferences includes
□ Practice Management-West on July 17-19 at Denver’s Marriott City Center. Topics
include strategic planning, a profile of the practice partner, the making of a
practice development program and selling professional services.
□ Practice Management-East on September 11-13 at the New Orleans Sheraton
Hotel. Topics include fees, marketing new services, real estate syndication and
directions for maximum profitability.
Brochures are being mailed this month.

Small Firm—The Institute’s management of an accounting practice committee will
hold its fifth annual conference for the smaller CPA firms twice this year—August
8-9 at the Westin Hotel in Boston and September 19-20 at the Pointe in Phoenix—
with the same topics and speakers. The program focuses on the interests and
problems of firms that practice with limited staff and will especially appeal to sole
practitioners and firms with two or three partners. Discussion topics include
personnel issues in the future, marketing professional accounting services, small
firm mergers and acquisitions and the future of the sole practitioner. A brochure is
being mailed to all members.
Federal Assistance—The 1985 AICPA National Conference on Auditing Federal
Assistance Programs will be held July 25-26 at the J. W. Marriott Hotel in
Washington, D.C. The program will focus on providing guidance on more
effectively carrying out the requirements of the Single Audit Act of 1984. Keynote
speaker will be Richard P. Kusserow, inspector general, Department of Health and
Human Services.
The conference will also deal with current developments in state and local
government accounting and auditing and other matters of interest to grantors,
recipients and their auditors.
For further information on these conferences, contact the AICPA meetings
department.
A Reminder—Registration is still open for Unit 1 (May 13-16) and Unit 2 (June
24-27) of the Institute’s National Banking School, to be held at the University of
Virginia’s campus in Charlottesville (see February 11 Letter). For information,
contact Lauren Moran at the AICPA (212/575-6230).

NOTICE OF AICPA PUBLIC MEETINGS
Accounting and Review Services
An open meeting of the accounting and review services committee will be held May 16-17 at the Hyatt
Regency in Orlando, starting at 9:00 a.m. each day. The agenda is not yet available.
The next meeting is June 27-28 in Chicago.
Federal Taxation
The federal tax executive committee will hold open meetings on May 12 and 15 at the Hyatt Regency
Crystal City in Arlington, Virginia, starting at 1:00 p.m. the first day and 9:00 a.m. the second day. The
agenda will include discussions of recent proposals for tax reform and simplification and a proposed
statement of guidance on ethics in tax practice.
The next meeting is slated for July 29-30 in Boston.
Agendas and changes will be reported by the meetings telephone information service.
The number is 212/575-5694.
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Washington Briefs

Move to Register Federal Securities Dealers—Less than a week after the recent
congressional hearings into the collapse of E.S.M. Government Securities, Inc., a
bill was introduced in the House to require government securities dealers to register
with the SEC and place them under the regulatory authority of the Municipal
Securities Rulemaking Board, an industry group functioning under the SEC’s
auspices. Both the Federal Reserve Board and the National Association of Securities
Dealers enforce the board’s rules.
R epeal Seen for Record-Keeping Requirement—Both the House and the Senate
recently voted to repeal the controversial rules requiring taxpayers to keep
“contemporaneous” records of their business use of cars and other vehicles.
Differences between the two bills must be worked out in a House-Senate conference
which was expected to occur after the congressional Easter recess.
IRS Hearing Set on Fringe Benefits—The IRS removed the auto log issue from the
agenda of its April 16-18 hearings on new limits for tax-free fringe benefits. Still on
the program are taxation of fringe benefits, limits on depreciation allowances and
investment tax credits for luxury cars. The AICPA was expected to testify at the
hearing.
IRS Hopes Refund Checks Are Out by June 1—IRS Commissioner Roscoe Egger said
recently that the agency hopes to have all federal tax-refund checks sent out by
June 1, despite continued delays in processing tax returns. The IRS must pay 13
percent annual interest on refunds not mailed by June 1. A substantial backlog
could cost the Treasury Department hundreds of millions of dollars.
Hearing Set on IRS Budget Cuts—The House Ways and Means Committee’s
oversight subcommittee plans a hearing April 29 on reductions in the IRS’s fiscal
1986 budget. Slated to testify are IRS Commissioner Roscoe Egger, the General
Accounting Office, the National Treasury Employees Union and tax practitioners.
Subcommittee Chairman J. J. Pickle (D-Texas) said that he was concerned by “the
growing number of complaints from taxpayers about the inadequate IRS services.”
SBA Names CPA as National Small Business Accountant—Joe B. Pacheco, Jr., has
been named National Small Business Accountant Advocate by the Small Business
Administration. An AICPA member since 1967, Pacheco of Murray, Utah, will be
honored in Washington, D.C., during National Small Business Week, May 5-11.
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Treasury Proposal
to Limit Use of
Cash Method

In its report on “Tax Reform for Fairness, Simplicity and Economic Growth,” the
Treasury Department has included a proposal to make accrual method tax reporting
mandatory for taxpayers that
□ Have average annual gross receipts exceeding $5 million; or
□ Regularly use a method other than cash to ascertain the income, profit or loss of
the business for the purpose of reports or statements to shareholders, partners or
other proprietors or to beneficiaries or for credit purposes.
Current law allows any taxpayer rendering services—that is, those not required
to use inventories—to elect the cash method for tax reporting.
The AICPA has strenuously objected to this proposal because it is impractical
for service businesses; adds significant complexity to the income tax; and is grossly
unfair to those businesses affected. The cash method, historically, has been a
widely accepted method for tax reporting, predating even the implementation of
the federal income tax in 1913, because it effectively represents ability to pay. To
change a system in which there has been no well-defined history of abuses appears
inconsistent with the Treasury’s goals of simplicity and fairness, says the AICPA.
The Institute will continue to oppose and monitor developments on this issue.

Tax Conferees Agree A compromise plan to repeal the controversial rules requiring taxpayers to keep
on Repeal of
“contemporaneous” records of their business use of cars and other vehicles is
Record-Keeping
heading toward final congressional approval. House and Senate tax conferees
Rule
agreed May 1 to repeal the 1984 tax act rules and to make up for the revenue loss
by reducing the write-offs for luxury cars used for business.
The conference agreement must be adopted by the full House and Senate,
which are expected to vote on the measure shortly.
In a joint statement, the chairmen of the House and Senate tax-writing
committees agreed that the bill should be revenue neutral. Consequently, the
conferees agreed to reduce to $675—instead of the current $1,000—the amount of
investment tax credit a taxpayer may claim on a car used for business.
The conference agreement also repeals the return preparers’ penalty and
special negligence penalty added by the 1984 act with respect to the contempo
raneous record keeping.
Recent ASB Actions

At its meeting on April 24-25, the Institute’s auditing standards board agreed to
ballot to issue a statement to provide standards for engagements to examine,
compile or apply agreed-upon procedures to prospective financial statements. The
statement is applicable whenever an accountant submits, to his client or others,
prospective financial statements that have been assembled for expected use by a
third party. The statement is not applicable to partial presentations of prospective
information.
The board also agreed to ballot to expose a proposed SAS providing guidance
to independent auditors practicing in the United States who are engaged to report
on the financial statements of a U.S. entity that have been prepared in conformity
with accounting principles generally accepted in another country for use outside
the United States.
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Guidance Available
from FASB on
Emerging Issues

Practitioners faced with new types of transactions may benefit from the delibera
tions of the Financial Accounting Standards Board’s emerging issues task force on
the accounting issues that such transactions may raise. Items to be considered by
the task force are announced in the FASB’s Action Alert. The Institute’s technical
information service (800/223-4158, or 800/522-5430 in New York State) can tell
callers whether the task force has considered a specific matter.
The task force, established last year to provide timely guidance on emerging
issues, now has a heavy agenda of accounting issues relating primarily to the many
new forms of financial transactions and financial instruments. It meets about every
six weeks to consider issues summary papers prepared by the FASB staff and by
members of the task force. These papers describe the transaction or event, the
accounting issues involved, the relevant literature, activity to date and give
proposed solutions. Each issue is analyzed by a separate small business advisory
group to provide the FASB staff with the small business implications of the issue.
James J. Leisenring, FASB director of research and technical activities, chairs
the task force. Both large and small CPA firms are represented on the task force
together with small firms and industry representation. Other participants include
the SEC chief accountant and regulatory agencies, such as the Federal Home Loan
Bank Board.
Meetings are held in New York and are open to the public. Information on the
meetings is in the FASB’s Action Alert.
By calling the FASB (203/329-8401), practitioners can, for a fee, obtain issues
summaries and the minutes of meetings. According to Leisenring, practitioners
who do not want or need the full service can obtain information on a particular
issue by calling the FASB.

Controversy Rife
at FASB Hearing
on Software

Disagreement was apparent as the Financial Accounting Standards Board held a
public hearing on May 2-3 on accounting for the costs of computer software to be
sold, leased or otherwise marketed. More than 30 representatives from industry,
software producers, public accounting firms, securities firms and financial analyst
groups testified during the two-day hearing.
Last August, the FASB exposed a proposed statement that would classify the
costs of planning, designing and establishing the technological feasibility of a
computer software product as research and development costs. These costs would
be charged to expense when incurred. The draft would require, however, that costs
of producing product masters, including coding and testing, be capitalized if
incurred subsequent to establishing recoverability.
“The conclusion reached in the exposure draft would, for some companies,
change what is now the predominant practice of expensing all costs of developing
and producing a computer software product,” said Donald J. Kirk, FASB chairman,
in opening the hearing.
Kirk noted that “a majority” of the more than 200 comment letters received
disagreed with the accounting proposed in the draft and favored expensing the
costs of developing and producing computer software.
Among those in favor of the draft was the Institute’s accounting standards
executive committee, which prefers capitalization of certain costs over immediate
recognition of expense when incurred. The Association of Data Processing Service
Organizations also favored capitalization, noting that software is an asset and
should be treated in a manner similar to other assets.
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Changes on
Investigations
Approved
by SECPS

The executive committee of the Securities and Exchange Commission practice
section of the Institute’s division for CPA firms recently approved revisions to its
rules relating to reports to the section’s special investigations committee (SIC).
The revised rules expand the types of cases that must be reported and are effective
April 1, 1985.
Under the new rules, section members will have to report to the SIC allegations
of audit failure involving the following:
□ Banks and other lending institutions filing reports with the Federal Reserve
Board, Comptroller of the Currency, the Federal Home Loan Bank Board and
other bank regulators that would have had to file with the SEC but for the
provisions of section 12(i) of the 1934 Act;
□ Subsidiaries of an SEC registrant filing separate financial statements; and
□ Companies whose financial statements appear in the annual reports of an
investment company as a sponsor or manager of a fund.
The SECPS will retain the right to request a member firm to report a case even
when a lawsuit involves an audit client falling outside the newly expanded
categories if it involves a “significant public interest,” according to Thomas Kelley,
AICPA group vice president—professional.

REA Proposes
Peer Review
Requirement

A proposed revision of the Rural Electrification Administration’s policies would
require any CPA who audits an REA borrower after December 31, 1985, to
participate in an approved peer review program. The proposal identifies the
AICPA’s division for CPA firms’ program as acceptable and indicates that other
independent peer review programs would generally be approved if structured
according to the division’s standards.
The chairmen of both sections of the division strongly endorsed the proposal
in a recent letter to the REA. “We are confident that, over time, participation in a
peer review program, with attendant public reporting, will be seen by most, if not
all, CPAs as essential to maintain public creditability in the financial reporting
process,” notes the letter.
A number of state and local governmental units have either required reviews or
given preference to reviewed firms. However, according to John R. Mitchell,
Institute director of the private companies practice section of the division, this is
the first time a federal agency has proposed a peer review requirement.

Proposals for
Greater Public
Relations
Effort Made

Proposals for greater AICPA activity in public relations were recently put forth at
the Institute’s board of directors meeting and will be further discussed at the AICPA
council meeting later this month. In a report to the board of directors, William J.
Corbett, vice president—communications, summarized the current status and plans
for the future of public relations at the AICPA.
Proposals for a broader public relations presence, both nationally and at the
local level, were presented. Major challenges facing the profession include
□ Educating the public on auditors’ responsibilities and the purpose of financial
statements;
□ More adequately explaining why an audit may fail to disclose management
fraud and what actions auditors take when they suspect fraud or when fraud is
actually discovered;
□ Informing the public on how the profession’s self-improvement programs
safeguard the public’s interest and encourage high quality audit practices; and
□ Developing additional programs to support small practitioners and members in
industry, government and education.
Specific public relations actions will be coordinated with the recommen
dations made by the special committees on standards of professional conduct for
CPAs and on the mission of the AICPA.
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Conference
Focuses on
Industry Interests

More than 610 participants—a new record—attended the Institute’s National
Industry Conference held April 25-26 in Las Vegas. In opening the conference,
AICPA President Philip B. Chenok reviewed past activities and discussed future
plans as to how better to serve members in industry, now almost 40 percent of
Institute membership.
Other speakers included Dr. Laurence Peter, author of The Peter Principle;
Andrew Tobias, best-selling financial author; and Malcolm S. Forbes, Jr., of Forbes
magazine.
Twenty concurrent sessions and discussion workshops focused on such topics
as strategies for financial analysis, inventory control, selecting computer software,
cash management and risk management.

Accountant Supply
and Demand
Study Issued

The substantial reduction in the public accounting hiring demand for bachelor’s
degrees in accounting in 1982-83 has been more than offset by an even larger
increase in 1983-84. The demand for holders of bachelor’s degrees in accounting is
expected to increase from 14,500 in 1983-84 to 15,300 in 1984-85, and master’s
degree hirees are expected to increase by 22 percent from 2,200 to 2,700. The
supply of accounting graduates with bachelor’s degrees is expected to increase
slightly from 53,000 in 1983-84 to 54,200 in 1984-85. Master’s degree graduates are
expected to rise from 6,300 to 6,800.
These are some of the conclusions drawn from the recently published 15th
annual study, The Supply and Demand of Accounting Graduates and the Demand
for Public Accounting Recruits, conducted by the AICPA. The survey covers 706
colleges and universities and a stratified sample of 291 public accounting firms as
to the supply of accounting graduates and their employment needs.
A copy of the report may be obtained, free of charge, by writing to the AICPA
order department (Product no. G00091).

AICPA Awards
Additional
Doctoral Grants

Four more doctoral candidates have received grants-in-aid in connection with their
dissertations in accounting, making a total of six grants totaling $40,600 for the
1984-85 academic year. The recipients are
□ Cynthia G. Jeffrey, University of Minnesota, $8,400. Topic: Expert and Novice
Information Search Strategies in the Audit of the Loan Loss Reserve.
□ Alan H. McNamee, University of North Carolina at Chapel Hill, $8,400. Topic: A
Contingency Approach to the Design of Management Accounting Information
and Control Systems.
□ Paul Wertheim, University of Kansas, $5,400. Topic: An Empirical Analysis of
Current State Trending Formulas.
□ L. K. Williams, University of Kentucky, $8,400. Topic: Accounting Standards
Overload: A Descriptive Model for Testing Qualitative Accounting
Characteristics.

IFAC to Issue
Statement on
Data Processing

At its recent meeting, the international auditing practices committee of the
International Federation of Accountants approved issuance of International
Auditing Guideline 20 entitled The Effects o f an EDP Environment on the Study
and Evaluation of the Accounting System and Related Internal Controls. The
guideline describes the common characteristics of an EDP environment and
explains the interrelationship of general EDP controls—those affecting that
environment—and EDP application controls that affect accounting applications.
LAG 20 is expected to be available next month from the AICPA order
department, at a price to be determined.
IFAC was established in 1977 by representatives of more than 50 nations,
now 66 nations, with the broad objective of developing a coordinated
international accountancy profession with harmonized standards.
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Proposed Ethics
Rulings and
Interpretations Set

At its recent meeting, the Institute’s professional ethics executive committee
approved for exposure the following proposed rulings and interpretations:
□ Interpretation 302-1, Definition of the Phrase “Findings of Governmental
Agencies” as Contained in Rule 302, provides that a “finding of a governmental
agency” in tax matters results from the settlement of a controversy with the
appropriate government agency and does not result from preparation of original
or amended returns, claims of refund or requests for private letter rulings.
□ Interpretation 101-10, The Effect on Independence of Relationships Proscribed by

Rule 101 with Non-Client Entities Included in the Financial Statements of a
Governmental Reporting Entity with a Member’s Client, requires a member
issuing a report on the combined financial statements of a governmental
reporting entity to be independent of the oversight entity and each of the
component units included in the report. The interpretation also requires a
member issuing a report on a component unit that is material to the reporting
entity to be independent of the oversight entity and each of the other units.
□ Ethics Ruling no. 63, section 191, Review of Prospective Financial Information
Member’s Independence of Promoters, requires members and their firms to be
independent of each promoter and the new entity in order to be considered
independent for the purposes of conducting a review or compilation of
prospective financial information for a new entity.
□ Ethics Ruling no. 64, section 191, Joint Investment with a Promoter/General
Partner, provides that a member’s limited partnership investment in a nonclient
limited partnership controlled by the same promoter or general partner as his
audit-client limited partnership would cause the member firm’s independence
to be impaired.
Comments on the drafts are due by August 15. Copies are also available from
the AICPA order department.
—

Imprinting
Service for
Client Bulletin Set

Beginning with the July issue, subscribers to the CPA Client Bulletin will be able to
order the imprinting of their firm name and address over the masthead on their
copies. The imprinting service, including four lines of type—but no unique logos—
costs $6 per month for the first 50 copies and 50 cents for each additional 25
copies.
Order forms have been sent to all subscribers and to those seeking subscription
information. For information, contact the AICPA circulation department.
The July CPA Client Bulletin will be a special issue devoted entirely to
personal financial planning. Additional copies of this issue will be available in lots
of 25 at $5 per lot for subscribers; $10 for nonsubscribers. Nonsubscribing firms
that wish to subscribe should write to the AICPA circulation department or call

212-575-5515.

CHANGING YOUR ADDRESS?
If your address as it appears on the label for this
issue is incorrect—or soon will be—please write
your new address here and return this form with
the current address label. (Allow at least four
weeks for the change to take effect.)
RETURN WITH CURRENT ADDRESS LABEL
TO:
Subscription Department, AICPA
1211 Avenue of the Americas
New York, NY 10036-8785

NEW ADDRESS
name
firm (if part of mailing address)
address
city

state

□ Check here if AICPA member
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Washington Briefs

Peer Review Urged for Financial Institutions—Federal Reserve Board Vice Chair
man Preston Martin recently urged financial institutions to establish a selfregulatory system to ensure the soundness of the banking system. In a speech last
month, Martin encouraged the industry and regulatory bodies to study “the
feasibility of some kind of peer review or self-governance.” Peer review systems, he
added, in accounting, nuclear power and securities areas have had “salutary”
impacts. “The accounting profession should be commended for its voluntary effort
conducted by a professional organization and aimed at improving the quality of the
auditing process,” Martin said.
House Oversight Hearings Continue—On April 17, in testimony before the House
Subcommittee on Oversight and Investigations, representatives of two major
accounting firms vigorously defended the soundness of their auditing procedures
in examinations of two thrift institutions that had suffered losses due to their
investment relationships with E.S.M. Government Securities, Inc. The hearings, the
second into E.S.M., were the fourth into the accounting profession and in the
legislative area. See the June Journal o f Accountancy for further information.
The subcommittee also recently announced a hearing on June 4 to review the
Securities and Exchange Commission’s decision to allow trading in over-thecounter stock options and to expand the National Association of Securities Dealers’
national market system in OTC stocks.
OMB Issues New Circular on Single Audit Act—Last month the Office of
Management and Budget issued a new circular to implement the Single Audit Act
of 1984, signed into law in October. OMB Circular A-128 is substantially the same
as the draft proposed in December and supersedes the single audit requirements
contained in Attachment P to Circular A-102. The single audit rules in the new
circular will return authority to state and local governments to conduct their own
audits, according to OMB Deputy Director Joseph R. Wright.
Congressional Hearings to Focus on RICO—The Senate Judiciary Committee,
chaired by Senator Strom Thurmond (R-S.C.), is slated to hold hearings on the civil
provisions of the Racketeer Influenced and Corrupt Organizations Act (RICO) on
May 20-21. Senator Thurmond, speaking at the Institute’s National Conference on
SEC Developments in January, had said that a need exists to reexamine the act to
ensure that it is implemented according to congressional intent. The AICPA is
expected to testify.
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Council Meets
in Arizona

The AICPA council, at its meeting May 15-17, approved an implementing
resolution to the bylaws prohibiting the nominations committee from selecting
members of the committee for offices dealt with by the committee.
Council also heard a report from Arthur M. Wood, chairman of the SEC
practice section’s Public Oversight Board, which presented several recommen
dations to address concerns and expectations regarding the profession’s services for
publicly held companies. The report proposed a review of several areas of SECPS
programs including concurring partner review and the desirability of giving greater
publicity to the work of the special investigations committee. Additional details of
the POB report will be published in a forthcoming issue of the Journal of
Accountancy. Council also took the following actions:
□ Presented the first AICPA Outstanding Educator Award to Charles T. Horngren,
Edmund W. Littlefield Professor of Accounting at Stanford University.
□ Heard preliminary reports from the mission of the AICPA special committee and
the special committee on standards of professional conduct for CPAs.
□ Received an update on recent federal government developments affecting the
profession, which included a discussion led by AICPA Chairman Ray J. Groves.
The panel discussion followed a videotape presentation of excerpts from the
first four days of congressional hearings into various aspects of the regulation of
the financial markets. The videotape will be made available to state CPA
societies.
□ A motion to instruct the board of directors to consider a legislative effort to
exempt the profession’s rules of conduct from the federal antitrust laws was
tabled. Council also did not adopt a proposal to request the chairman to appoint
a special task force in addition to the SECPS special investigations committee to
study recent alleged audit failures to determine whether professional standards
should be changed or SECPS requirements altered.

GASB Expands
Scope of Repo
Proposal

The Governmental Accounting Standards Board, at a meeting May 16, tentatively
approved a proposed statement that would require disclosure of deposit and
investment policies and practices as well as certain details of deposit and
investment transactions during the reporting period. Disclosure of details con
cerning repurchase agreements also would be required by the proposal.
The GASB, prompted by recent losses incurred in trading of government
securities involving such arrangements, had added a project to its agenda originally
to address repurchase and reverse repurchase agreements. The scope of the project
was expanded at the meeting to include other types of investments entered into by
state and local governments.
The proposed statement, said GASB Chairman James F. Antonio, “places
particular emphasis on policies and practices regarding delivery of collateral for
deposits with financial institutions and securities underlying repurchase agree
ments.” He added that the draft “would require disclosure of written contracts
establishing the custodial obligations of independent third parties holding the
collateral and the rights of the parties entering into repurchase and reverse
repurchase agreements.”
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Passage of Any
Major Tax Plan
May Be Delayed

Major tax reform legislation may be delayed until the next session of Congress
because it has taken so long for the Treasury Department to put a second proposal
together for the President’s consideration. This was the view expressed to some 350
attendees at the AICPA’s spring tax division meeting held earlier this month.
Congressman John Duncan (R-Tenn.) of the House Ways and Means Committee
said that hearings on the second Treasury tax reform proposal, expected to be
released on May 28, would take six to eight weeks and writing of the final
legislation, at least another six months following the hearings.
“There never will be a ‘Treasury Two’; it should be called Administration One,’
instead,” said Ronald A. Pearlman, assistant Treasury secretary for tax policy.
Pearlman and other speakers at the meeting addressed the controversial aspects of
the tax reform proposals, citing particularly the elimination of state and local tax
deductions and the reform of the charitable contributions deductions.
Joseph Dowley, chief of staff of the House committee, moderated a panel that
included David Brockway, chief of staff of the Joint Committee on Taxation. Dowley
noted that in 1954 it took Congress three years to rewrite the tax code. “This time it
will take substantially less time . .. because Congress perceives a ‘window of
opportunity’ to pass meaningful tax legislation,” he added.
Brockway explained that if controversial legislation is introduced in Congress
late in the second or third year of a president’s term in office, it stands less chance
of passage because of the political considerations involved in a possible change of
administrations.
Albert B. Ellentuck, chairman of the AICPA’s tax division, reiterated a call for
an extensive economic impact study of various Treasury tax reform proposals
before they are considered legislatively. “There should be a moratorium called on
all tax legislation for one or two years in order for the complexities in current law
to be understood,” he added.
Ellentuck, in addition, noted the increased interest in the Institute’s voluntary
tax division. “We’re at 14,500 members and the applications are still coming in,” he
said. AICPA Chairman Ray J. Groves also noted the division’s growth, adding that
the program has exceeded “even the most optimistic estimates.”
In another session, IRS Commissioner Roscoe L. Egger, Jr., said that an IRS
practitioner survey “with 2,000 personal interviews and 20 focus groups with
CPAs, public accountants, attorneys, enrolled agents and employees of national and
local tax services” is scheduled for this fall. Egger added that the questions will
focus on how practitioners see themselves, including how many double as
financial advisers; on enforcement, including drawing a line between a safe and an
abusive tax shelter; and on the future, including electronic filing of returns.
Egger also noted that practitioners will have a chance next month to comment
on the questions being drawn up. This project is “critically important,” he added.

AICPA Member
Expelled

The membership of James R. Mathison of Las Vegas, Nevada, was terminated on
March 1 4 , 1985, for failing to comply with a regional trial board hearing panel’s
requirement that he cooperate with the Institute’s professional ethics division.
Mr. Mathison had been found guilty by the hearing panel of violating the
Institute’s bylaws by failing to cooperate with the professional ethics division in an
investigation of him in connection with several clients and was directed to
cooperate within 60 days or be expelled from membership in the AICPA.
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Special Supplement, The

CPA Letter, May 2 7 , 1985

NOTICE TO PRACTITIONERS
ACCOUNTING FOR FOREIGN LOAN SWAPS
The AICPA accounting standards executive committee and the banking committee have considered the
accounting treatment by banks for exchanges of public and/or private sector loans to debtors in financially
troubled countries. As a result of these deliberations, the committees have prepared the following
guidance, based on existing authoritative accounting literature, for bankers and independent auditors.
A swap of loans to different debtors represents a transaction, i.e., an exchange of monetary assets,
which should be accounted for by banks at current fair value. Normally, when monetary assets are
exchanged, with or without additional cash payments, and the parties have no remaining obligations to
each other, the earnings process is complete. The transaction may result in recognition of a gain or loss for
either or both parties. The gain or loss is measured on the date of agreement to the exchange as the
difference between (1) the amount of the recorded investment in the loan plus any cash or other
consideration paid and (2) the current fair value of the loan plus any cash or other consideration received.
Establishing current fair values of loans to debtors in financially troubled countries usually will be
difficult and subjective because of significant uncertainties in the timing and amount of future cash flows.
Further, there is presently no established market for such loans. Because of the highly judgmental nature of
the valuation process in swap transactions, it would not be uncommon for two banks involved in a swap to
reach a different conclusion on the value of the consideration (foreign loans) paid and received. It is the
responsibility of bank management to make an appropriate valuation considering all of the circumstances.
It is the responsibility of independent auditors to satisfy themselves that bank management has made an
appropriate valuation using reasonable methods and assumptions, including, where appropriate,
information from independent appraisals. Factors to consider in determining current fair values in the
absence of an established market include the following:
□ Similar transactions for cash;
□ Market value, if any, of similar financial instruments;
□ The credit standing of the debtor and/or guarantor, including prospects for reentry into the voluntary
lending markets in the foreseeable future;
□ Prevailing interest rates;
□ Pricing options available (e.g., prime-based vs. LIBOR-based loans);
□ Anticipated delays in receipt of payments; and
□ Tax consequences, including the effect of foreign withholding taxes on aftertax yields.
Certain foreign countries have experienced financial difficulties as evidenced by, for example, failure to
meet scheduled interest and principal payments or failure to comply with IMF or other adjustment
programs. The committees believe that, in an exchange involving loans to debtors in such countries, the
estimated current fair value of the consideration received will generally be less than the recorded
investment in the consideration paid.
If the current fair value of the proceeds of the swap is less than the recorded investment in the loan
and other consideration paid, the committees believe that a loss should be recognized and recorded at the
date the transaction is agreed to by both parties. Whether the swap loss should be recorded as a direct
charge to income or as a loan write-off will depend on an evaluation of the facts and circumstances relating
to the loan consideration paid and received. The committees believe that:
□ A loss resulting from a change in the interest rate environment for similar loans (e.g., sovereign loans)
should be recorded as a direct charge to income.
□ A loss resulting from a major concern as to ultimate collectibility of the loan should be charged to the
allowance for loan losses (whether or not specifically reflected in an allocation of such allowance).
□ A loss which is not identified with either of the aforementioned factors should be recorded as a direct
charge to income.
Losses charged directly to income should be included in the “other income” section of a bank’s income
statement and should be disclosed if material.
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Auditors and management should be aware that the use of inappropriate accounting (i.e., charging
losses directly to income which should have been charged to the allowance for loan losses) for swap
transactions to avoid recording loan losses could be misleading to users of bank financial statements. The
amount of loan losses, over time, is important data for stockholders, financial analysts, regulators and other
readers of bank financial statements. Such data provide insights into the overall quality of a bank’s credit
portfolio and its ability to control credit risk.
In addition to recording specific transactions during an accounting period, a bank, in the course of
preparing financial statements, must review the loan portfolio in order to assess the adequacy of the
allowance for loan losses. In accordance with generally accepted accounting principles, a bank’s loan
portfolio should be carried at amortized historical cost less loan write-offs and the allowance for loan
losses, as long as the bank has the ability and intent to hold the loans until their maturity. Allowances are
established and write-offs taken based on management’s judgment regarding ultimate collectibility of the
loans in the normal course of business. Recognition of a swap loss which is unrelated to ultimate
collectibility should not affect the assessment of the ultimate collectibility of remaining or new loans to the
same borrower. On the other hand, management may decide to dispose (by sale or swap) of a loan or a
group of loans prior to maturity for a number of reasons, including liquidity needs, tax considerations,
portfolio diversification objectives and management practices of generating loans specifically for
disposition. If management clearly demonstrates its intention to dispose of a loan or a group of loans prior
to maturity, the loans should be carried at cost or market, whichever is lower.
Loss recoveries or gains might be indicated in a swap transaction as a result of the valuation process.
However, due to the subjective nature of the valuation process and the troubled financial condition of
certain of the foreign debtors, the committees believe that it would be inappropriate in most cases to record
such loss recoveries or gains until the acquired loan is repaid in cash or its equivalent by the borrower.
Similarly, unless timely collection in accordance with current terms is probable, the committees believe
that any difference (i.e., discount) between the carrying amount and face amount of the loan received in
the swap should not be accreted to income over the remaining life of the loan, but rather should be
reported as income when the loan is collected or when timely collection in accordance with current terms
has become probable.
All fees and transaction costs involved in a loan swap should be expensed when the swap transaction
is complete. The new loan received in the exchange is initially recorded at its current fair value. Deferring
recognition in income of any fees paid or transaction costs would cause the new loan to be carried at an
amount greater than its current fair value.
Transactions may also occur involving debtors in the same foreign country. The general presumption is
that if a substitution of debtors occurs, a monetary exchange has occurred which should be accounted for
in the manner outlined above. However, when, for example, the foreign government is in substance
assisting private sector borrowers by accepting loan payments in local currency to be converted at a later
date into the currency needed to repay the loan at guaranteed exchange rates and the private sector
borrower remains liable until ultimate repayment, a monetary exchange may not have occurred. Each
transaction should be carefully evaluated, in light of the general presumption, to determine whether the
substitution is primarily a matter of form or of substance. It should be noted that the AICPA banking
committee and savings and loan associations committee have developed a proposed Statement of Position
(SOP), The D efinition o f “Substantially the Sam e” fo r Debt Instruments. In connection with the
forthcoming exposure of this draft SOP, it is intended that consideration will be given to whether swaps of
loans with different U.S. foreign tax credit benefits which are otherwise “substantially the same” should be
accounted for at current fair value. The SOP, when issued in final form, may contain additional guidance
with respect to this issue.
In developing the above conclusions, the committees have relied for guidance primarily upon the
following authoritative accounting pronouncements:
□ AICPA Industry Audit Guide, Audits of Banks—chapters 7 and 8;
□ APB Opinion no. 21, Interest on Receivables and Payables;
□ APB Opinion no. 29, Accounting for Nonmonetary Transactions;
□ SFAS no. 5, Accounting for Contingencies;
□ SFAS no. 15, Accounting by Debtors and Creditors fo r Troubled Debt Restructurings, paragraphs 28, 29,
42, 79-105, 156-161;
□ SFAS no. 65, Accounting for Certain Mortgage Banking Activities, paragraph 4.
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Upcoming
Conferences

Estate Planning—The eighth annual AICPA Estate Planning Conference will be
held August 12-16 at the Hyatt Regency Embarcadero in San Francisco. Aimed at
practitioners experienced in estate planning, the conference will focus on current
estate planning opportunities and techniques, particularly in light of new tax
provisions affecting this area. Topics include adjustment-proof estate tax returns
and audit strategies, charitable giving, and divorce and separation procedures after
the 1984 tax act.
For the first time, registration can be for three days—August 14-16 ($495)—or
for the full five days ($645).
Registrations are still being accepted for the personal financial planning con
ference, to be held July 1-2 in Chicago, which is a repeat of the PFP conferences
held recently in Las Vegas and San Juan, and for the National Tax Education
Program, to be held June 23 to August 2 at the University of Illinois campus at
Champaign-Urbana (see March 25 Letter).
For information on these conferences, call the CPE Hotline (800/242-7269). In New
York State, call 212/575-5696.

Recent
Publications

The Institute’s minority recruitment and equal opportunity committee recently
issued its surveys of minority employment and placement of accounting graduates
from the traditionally black and minority colleges and universities for the spring of
1984. A list of 1984 scholarship award winners is also included. Copies of the
report are available from Sharon Donahue at the AICPA (212/575-7641).
The Institute’s CPE courses and seminars are now listed on an electronic database
providing direct access to information on 120,000 presentations made nationally
and internationally. The Timeplace Educational Events Database (EdVENT) pro
vides those responsible for professional training with such information through a
microcomputer hookup. For information, contact Timeplace Inc., 460 Totten Pond
Road, Waltham, Massachusetts 02154 (617/890-4936).
The latest program in the CPA Video Journal series is no. 41, Marketing CPA
Services to Clients, which discusses how to establish a marketing program and the
use of various marketing tools. For information, contact Teresa Zimmerer at the
AICPA (212/575-5573).

NOTICE OF AICPA PUBLIC MEETINGS
Accounting and Review Services
An open meeting of the accounting and review services committee will be held June 27-28 at the Palmer
House in Chicago, starting at 9:00 a.m. each day. The agenda is not yet available.

Accounting Standards
The accounting standards executive committee will hold an open meeting at the Back Bay Hilton in
Boston on June 18-20, starting at 8:30 a.m. each day. The agenda has not yet been determined.
Auditing Standards
The auditing standards board will hold an open meeting at the AICPA offices in New York on June 11,
starting at 8:30 a.m. The agenda has not been set.
Agendas and changes will be reported by the meetings telephone information service.
The number is 212/575-5694.
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SEC Accountant
Positions Open

The Securities and Exchange Commission’s enforcement division is seeking
applicants for several accounting positions. Duties include reviewing accounting,
auditing and financial data with respect to investigations and other enforcement
activities. Applicants must be CPAs with at least four years of experience in
complex audit engagements.

For information, contact Tom Rogers, Administrative Officer, Enforcement
Division, SEC, 450 Fifth Street, N.W., Washington, D.C. 20549.

Washington Briefs

Repeal of Record-Keeping Rule Seen —President Reagan is expected shortly to sign
a bill to repeal the controversial measure requiring taxpayers to keep “contempor
aneous” records of their business use of cars and other vehicles (see May 13 Letter).
The repeal legislation was recently passed by both the House and the Senate.
Lynch Appointed SEC Enforcement Chief —Gary G. Lynch was recently appointed
director of the SEC’s enforcement division, replacing John M. Fedders, who
resigned in February. Lynch had been acting director of the division since March 5.
Bill May Revise Federal Contract Accounting—Legislation introduced late last
month would keep federal contractors from using the completed contract method
of accounting on long-term contracts. The bill, introduced by House Ways and
Means Committee member Fortney Stark (D-Calif.), would instead make federal
contractors use either the percentage of completion method or include in income
all amounts received annually from a long-term contract, whichever is greater.
Pilot Program for Electronic Filing—The IRS is planning a pilot project for next
year that will enable practitioners in three major—but yet undetermined—cities to
file clients’ tax returns using home computers. The specifics on the project,
including the three test locations, will be announced next month. The initial test
will involve filing of Form 1040, but a second project is planned for computer filing
of business returns, said IRS Commissioner Roscoe Egger.
SBA Supported in Survey—About two-thirds of those responding to a survey of
members by the National Association of Accountants felt that the Small Business
Administration should not be abolished. About the same percentage also felt that
the SBA’s present loan guarantee programs should be continued.
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Time Will Tell
in True Tax
Reform

Congressional hearings on the President’s recently announced tax reform proposal
began May 30 and are likely to continue for some time. House Ways and Means
Committee Chairman Dan Rostenkowski (D-Ill.) said that the hearings by the
committee, which are expected to go through June 14 intermittently, mark a strong
commitment by many congressmen to go forward with the legislation. He added
that the hearings would not be rushed. “I will continue to resist suggestions that
public participation in this process be abbreviated or minimized.”
The President’s tax plan, noted Albert B. Ellentuck, chairman of the AICPA’s
tax division, joins two other tax reform plans: Bradley-Gephart and Kemp-Kasten,
both modified “flat tax” plans.
The Institute’s tax division, said Ellentuck, is now reconsidering its previous
call for a moratorium on additional tax legislation in light of the obvious need for
simpler tax code, “the public interest in reform, and the seeming inclination of
Congress to enact meaningful tax legislation.” Three major tax acts in the last four
years “have added more complexity and weight to an increasingly complex and
obviously cumbersome tax code,” he added.

Further
Congressional
Hearings Seen

Further hearings into the status of the accounting profession have been tentatively
set for June 19 and 25 by the House Energy and Commerce Oversight and
Investigations Subcommittee, chaired by Congressman John D. Dingell (D-Mich.).
The hearings will reportedly focus on “opinion shopping” by companies.
The subcommittee also reportedly plans to hold additional hearings on
industry-specific accounting problems, with individual hearings on concerns
facing financial institutions and insurance and defense contractors.
In a recent speech, Dingell said that the subcommittee is “in the early stages of
our fact-finding mission” and that it is premature to discuss possible legislation.
“We are not able even to fashion an appropriate legislative remedy until we
understand more completely what the ailment is and, for that matter, whether its
cure is a statutory one,” he added.
“The best of all worlds would have the accounting profession—of its own
motion—improve audit integrity,” Dingell said in a recent press conference,
reiterating that it was too early to say what actions the subcommittee is likely to
take.
In other congressional matters, Congressman Jack Brooks (D-Tex.), chairman of
the House Government Operations Committee, said that the committee is expected
to hold hearings this fall on the adequacy of accounting procedures used by state
and local governments receiving federal grant funds.

Comment Period
on Attestation
Draft Extended

The comment period deadline on the exposure draft of the proposed authoritative
statement entitled Attestation Standards (see February 11 Letter) has been extended
to July 15. The prior comment deadline was June 14.
Although the comment period is being extended, those commenting are urged
to submit their comments as soon as possible.
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PCPS Conference
Focuses on
Current Issues

The recent Congressional hearings into various aspects of regulation of the financial
markets, computer usage and diversification of client services were among the key
topics at the seventh annual conference of the AICPA private companies practice
section of the division for CPA firms, held last month in Ft. Worth. More than 350
members attended the two-day conference.
Addressing issues raised at the Congressional hearings, Herman J. Lowe, AICPA
vice-chairman, said that the public often fails to understand the difference between
a business failure and an audit failure. “Too few citizens know about—and fewer
understand—the intensive, extensive peer review program” required of all division
members, he added.
In another session, David L. Landsittel, chairman of the Institute’s auditing
standards board, said that when auditing one affiliate of a business entity, “related
party transactions should create a red flag in the auditor’s mind.” Auditors, he
added, should make it a priority to “thoroughly understand the impact of such
transactions on the financial statements.”
Other sessions dealt with recent changes in PCPS peer review standards, uses
of microcomputers in various practice areas and personal financial planning
services. More on the conference will appear in a forthcoming issue of the Journal
of Accountancy.

Tax Responsibilities
Statements
Being Reviewed

Since the promulgation of AICPA Statements on Responsibilities in Tax Practice,
there have been a number of statutory, regulatory and judicial pronouncements
issued setting standards of tax practice. These pronouncements, such as IRC
sections 6694, 6700 and 6701, and regulations published in Treasury Circular 230
governing CPAs’ association with tax shelter offering materials, provide for
penalties and/or sanctions against tax practitioners.
These pronouncements set due diligence and other standards of tax practice
more restrictive than those set forth in related areas covered by the AICPA
Statements on Responsibilities in Tax Practice. The AICPA’s tax division is
reviewing and revising all outstanding responsibilities statements to give cog
nizance to the “preparer penalty” statutes and regulations. Pending completion of
this project, all CPAs engaged in tax practice should be familiar with the IRS
penalty provisions and conduct themselves accordingly.
Regulations have not yet been issued on certain new provisions, such as
sections 6700 and 6701. Meanwhile, guidance in this area may be obtained by
contacting the AICPA tax division, 1620 Eye Street, N.W., Washington, D.C. 20006.
Also, any suggestions for additional subjects to be covered by the responsibilities
statements or for revising existing statements can be sent to the division. For
example, consideration is being given to issuing a statement covering CPAs’
responsibilities in the use of computers in tax practice.

July Client
Bulletin to Focus
on Financial
Planning

The special July issue of the CPA Client Bulletin, devoted to personal financial
p lan n in g, is being offered to AICPA members as a stand-alone mailing piece, with
the July dateline removed. The eight-page issue, which reviews investment
strategies; estate building ideas; retirement preparation; taxes, including highlights
of the administration’s recent proposals; and other facets of financial planning can
be ordered from the AICPA circulation department (212/575-5515) in lots of 25 for
$10 per lot for nonsubscribers. Firms wishing to start a subscription can make this
their first issue and, if they wish, can order extra copies at $5 per lot of 25.
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Repeal of
Record-Keeping
Rule Signed

On May 24, as expected, President Reagan signed legislation (HR 1869) to repeal the
controversial record-keeping requirements for personal use of company cars and
other vehicles. In a brief White House ceremony, the President called the rules
requiring taxpayers to keep such “contemporaneous” records “very extensive and
unnecessary.” The new law allows taxpayers to substantiate deductions and credits
by keeping adequate records or sufficient evidence to support their statements. The
new legislation also repeals the return preparers’ penalty and the special negligence
penalty added by the 1984 tax act.

Fourth Group
of Accounting
Programs
Accredited

The American Assembly of Collegiate Schools of Business, at its recent annual
meeting, accredited 17 accounting programs at 10 schools. Since accounting
accreditation began in 1982, 93 programs at 53 schools have qualified. Three types
of programs are accredited: (A) bachelor degrees in accounting; (B) master of
business administration programs with an emphasis in accounting; and (C) master’s
in accounting programs, including 150 semester-hour programs.
The colleges and types of accreditation are as follows: University of
Connecticut (A and B); Florida State University (A and C); James Madison
University (A and C); Lehigh University (A); University of Nebraska-Lincoln (C);
New York University (A, B and C); University of South Florida (A and C); State
University of New York at Buffalo (A and B); Villanova University (A); and Wake
Forest University (A).
The accreditation of accounting programs is a joint effort of the AACSB, the
AICPA, the American Accounting Association, the National Association of
Accountants, the Association of Government Accountants and the Financial
Executives Institute.
The AACSB also approved two amendments to the accounting accreditation
standards; one would allow for accrediting established undergraduate programs in
accounting when the master’s accounting programs have not been established long
enough to evaluate adequately; and the other involves the personnel standard for
faculty members, eliminating the quantitative requirements for recent professional
experience and enabling the faculty to be judged on a more qualitative basis.

July 1 Is Deadline
for Disability
Income Plan
Entrants

Institute members wishing to begin or increase their coverage under the AICPA’s
Long Term Disability Income Plan must sign up before July 1. The plan includes
□ Monthly payments ranging from $500 to $5,000 for total disabilities caused by
either sickness or accident.
□ Benefits may be paid for life after a 26-week waiting period if disability is
incurred before age 50; payments to age 65 if incurred at age 50 or later.
□ A voluntary rehabilitation program, under which the insured CPA may return to
work while receiving reduced benefits.
Plan literature is being mailed to the membership this month. For additional
information, contact the plan agent: Rollins Burdick Hunter Co., 605 Third Avenue,
New York, N.Y. 10158 (800/221-4722; in New York call collect 212/661-9000).

Three Members
Expelled;
One Suspended

The Institute’s bylaws provide that membership shall be suspended without a
hearing should there be filed with the secretary of the Institute a judgment of
conviction imposed upon any member for a crime punishable by imprisonment for
more than one year and shall be terminated without a hearing upon the similar
filing of a final judgment of conviction.
Disciplinary action has been taken against the following members under this
automatic bylaw provision:
□ Barry Berman of Wantagh, New York, expelled on March 7 , 1985.
□ Manuel Lubelfeld of Des Plaines, Illinois, expelled on March 2 5 , 1985.
□ Larry R. Inkrott of Bowling Green, Ohio, expelled on April 1 7 , 1985.
□ Paul Skulsky of Englewood Cliffs, New Jersey, suspended on March 1 5 , 1985.
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Washington Briefs

RICO Amendment Urged—“There is an urgent need to amend RICO by legislation
to end the excessive uses to which the statute’s private civil remedy has been put.”
So said SEC Commissioner Charles L. Marinaccio on May 20 before the Senate
Judiciary Committee. The hearing focused on civil suits brought under the
Racketeer Influenced Corrupt Organizations Act (RICO). Testimony was also heard
from former Senator Roman Hruska and representatives of the Department of
Justice and the Federal Deposit Insurance Corporation.
Hea ring Set on Appraisal Rules—The IRS will hold a public hearing June 28 on
proposed rules requiring appraisals to be attached on charitable donations of
property valued at over $5,000. The proposal, which implements provisions of the
1984 tax act, was issued last December.
New Standards fo r Tax Practitioners—Tax practitioners can expect more “stringent
enforcement of the standards for the right to practice before the IRS,” according to a
recent IRS news release. Greater emphasis will be placed on procedures for
referring possible violations to the director of practice, which can result in
disbarment or suspension of the right to practice. IRS district directors will become
more closely involved in referring the names of lawyers, CPAs, enrolled agents and
enrolled actuaries who practice before the IRS when these individuals are
connected with so-called abusive tax shelter cases, the release notes.
D eadline Extended for Savings League Fellowship—The U.S. League of Savings
Institutions recently extended its deadline for accepting applications for its
professional accounting fellow program (see February 11 Letter). The deadline
had previously been March 1. For information, contact Danielle French at the
League, 1709 New York Avenue, N.W., Suite 801, Washington, D.C. 20006
(202/637-8900).
Rem inder on Federal Assistance Program—Congressman Jack Brooks (D-Tex.),
chairman of the House Government Operations Committee, and Alan Beals,
executive director of the National League of Cities, will be among the featured
speakers at the AICPA National Conference on Auditing Federal Assistance
Programs, to be held July 25-26 in Washington, D.C. (see April 22 Letter). For
information, contact the AICPA meetings department.
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Treadway to Chair
Multiorganizational
Fraud Commission

The AICPA has reached agreement with other professional organizations to
establish an independent National Commission on Management Fraud. Former SEC
Commissioner James C. Treadway, Jr. will chair the group which will include other
members drawn from leaders in the business, financial and accounting
communities.
The commission will develop initiatives for the detection and prevention of
fraud that may be taken by government, the business community, external auditors,
the Bar and others. Joining the Institute in this effort are the Financial Executives
Institute, the National Association of Accountants, the Institute of Internal Auditors
and the American Accounting Association.
Among the members of the commission are
□ William S. Kanaga, chairman of Arthur Young & Company and past chairman of
the board of the AICPA.
□ Hugh L. Marsh, chairman of the Institute of Internal Auditors and general
manager, internal audit, Aluminum Company of America.
□ Donald Trautlein, chairman, Bethlehem Steel Corporation.
Other commission members are expected to be named shortly.

ASB Task Force
to Issue Report
on Repos

The AICPA’s auditing standards board’s special task force on audits of repurchase
securities transactions will issue its report in early July on the auditing of
repurchase and reverse repurchase securities transactions. The task force was
appointed to study the adequacy of existing guidance relating to the audit of
repurchase and reverse repurchase securities transactions in light of questions
raised about auditors’ responsibilities after the recent failures of certain government
securities dealers.
The task force focused primarily on considering ways in which auditors of
entities engaging in repurchase and reverse repurchase transactions with govern
ment dealers could assess the various risks that those transactions entail. The
report includes auditing suggestions in assessing those risks as well as background
on the repurchase agreement market, the use of agreements, terminology associated
with the agreements, the regulatory environment in which participants function,
and legal, accounting and reporting considerations. The report also includes
conclusions and recommendations that the task force directs to accounting and
auditing standard-setters.
Copies of the report may be obtained in early July from the AICPA order
department at $2.50; $2.00 to members (Product no. 029278).

Record Refund on
AICPA Insurance
Trust Set

The insurance committee of the AICPA insurance trust has announced that the
trust’s 1985 refund will approach the $40 million mark for the first time in its
history. All plans—CPA Plan, Group Insurance Plan and Long Term Disability
Income Plan—and all age classifications will participate in the 1985 refund
distribution. Refund checks are expected to be mailed early next month.
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FASB Issues
Additional
Pension Proposal;
Sets Hearings

The Financial Accounting Standards Board will hold public hearings on employ
ers’ accounting for pensions on August 1-2 in Stamford, in addition to the hearings
already slated for July 22-24 in New York City. The bases for the hearings will be
the exposure draft issued earlier this year (see April 8 Letter) and a second
exposure draft on terminations and curtailments of defined pension plans recently
issued by the board.
The new pension proposal generally would require recognition of gains or
losses in some circumstances in which current requirements are either ambiguous
or don’t permit recognition, according to Timothy S. Lucas, FASB project manager.
“Situations covered by the draft include asset reversions, in which annuities are
purchased to cover vested benefits and excess assets are withdrawn from the plan,
as well as plan curtailments, such as reductions in the work force and plant
closings,” added Lucas.
Comments on the draft are due by August 31. If adopted as a final statement,
the provisions of the draft would be required for calendar year 1987 and later
financial statements.
Copies of the draft may be obtained by contacting the FASB, Order
Department, High Ridge Park, Stamford, Conn. 06905.

Recent ASB
Actions

At its meeting on June 11, the Institute’s auditing standards board agreed to ballot to
expose a proposed SAS entitled Contingencies and Matters Involving an Uncer
tainty. The proposed statement provides guidance on the use of the subject-to
opinion and the difference between a subject to opinion and a scope limitation.
The board also tentatively agreed that the effects of the control environment on
the examination of the financial statements should not be an interpretation of SAS
no. 43, Omnibus Statement on Auditing Standards. The board recommended that
the task force draft a proposed SAS to address the issue.

SEC Seeking
Volunteers for
EDGAR Pilot
Program

The Securities and Exchange Commission is requesting more registrants to
volunteer for its electronic data gathering, analysis and retrieval system (EDGAR)
pilot program. The pilot program was designed to handle up to 1,000 participants
but has only 150 current participants. Participation allows a company to gain
experience filing electronically prior to the SEC’s requiring electronic filing by all
registrants. The SEC plans to begin a phase-in of all registrants in 1986.
Volunteer companies submit their disclosure documents to the SEC in
electronic format, by direct transmission over telephone lines or by delivery of
diskettes or magnetic tapes. Disclosure requirements applicable to paper filings are
the same as for electronic filings— only the method of delivery changes.
For information, contact Herbert Scholl, Division of Corporation Finance, SEC,
450 Fifth Street, N.W., Washington, D.C. 20549 (202/272-3770).

Input Sought on
Practice and
Problems

The Institute is currently soliciting opinions from its members on problems that
should be addressed by the auditing standards board and the accounting and
review services committee. Opinions are sought on practice problems that should
be addressed in a statement on auditing standards, in a statement on standards for
accounting and review services, or interpretations thereof. Suggestions are also
requested as to industries or auditing considerations that need to be covered in an
audit guide. Comments should be sent to the auditing standards division, File 1250
by August 15.
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PRID E N
I OUR
PROFESSION
The AICPA 98th Annual Meeting Takes You to
has planned a meeting that will address
Honolulu, Hawaii
some highly informative, technical subjects within the
profession today. And what better setting is there for any
October 6-9,1985 meeting than the Hawaiian Islands? We’ve provided a full
TH IS Y E A R , TH E A M ER ICA N IN S T IT U T E O F CERTIFIED PU BLIC
a c co u n ta n ts

schedule of tours and activities that will surely turn this
business trip into a pleasure. Here’s a taste of what awaits you in Hawaii.

Miniconferences

Social Program

We have an interesting mix of topics for this year’s sessions.
They’ll be conducted in the form of lectures and panel dis
cussions, offering question and answer opportunities.

You’ll find yourself shipwrecked at our opening reception
at Sea Life Park, amidst some friendly marine life, entertain
ing shows and a tropical smorgasbord. We’ve also planned
some terrific tours. Here’s just a preview:
Pearl Harbor/USS Arizona Memorial. Tour the USS Ari
zona and museum filled with wartime memorabilia.
Honolulu Highlights Tour. The State Capitol, Governor’s
Mansion, historic downtown Honolulu and the beautiful
Manoa Valley.
Small Circle Island Tour. Drive through scenic Oahu into
the rain forest outside Waikiki.
House and Garden Tour. Visit three of Oahu’s most beau
tiful homes and gardens.
Mission Houses Museum and Queen Emma Summer Pal
ace Tour. See some of the homes and work places of the first
Christian Missionaries.
Bishop Museum Tour. A priceless collection of Pacific and
Polynesian artifacts.
Chinatown Walking Tour. Offers a blend of Chinese, Jap
anese, Hawaiian, Vietnamese and Filipino markets and
stores.

* Single Audits of Federal Funds to State and Local Govern
ments
*
Clients in Microcomputer System Acquisition &
Implementation
* Effective Leadership: Managing Numbers and People
* The Role of a CPA as Personal Financial Planner
* Operational Auditing—A Fresh Look
* Financial Rewards of Partners
* Current Developments in Banking and Financial Services
* Creating Public Awareness for Your CPA Firm

See reverse side for fuller descriptions of miniconferences.

Accountants World
MONDAY, OCTOBER 7 11 a m -5 :0 0 pm
TUESDAY, OCTOBER 8 7:30 a m - 3:00 pm
WEDNESDAY, OCTOBER 9 8 am-1 2 :0 0 pm

Join thousands of your colleagues at this exciting addition
to our Annual Meeting! This comprehensive exposition —
specifically designed to help accountants improve their
operation and improve the operations of their clients —will
give you an opportunity to inspect and compare a full range
of accounting-oriented products in a “hands-on” environ
ment. Accountants World can help you accomplish busi
ness in a matter of days that would normally take months!...
a cost-effective vehicle for a cost-conscious profession.

After the A n n u a l M e e tin g ...

Quality of Life Seminar
October 9-10, 1985.
The focus of this seminar is to teach you and your spouse
the philosophy of Lifestyle Management as a way to cre
atively balance work-related success and achievement with
equally fulfilling time spent in leisure activities, family life
and friendships. The dual emphasis is on professional
development and career longevity, and on the skills
required for a quality life after work, while maintaining
health and achieving personal satisfaction.
L im ited to 150 p articip an ts.
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PRIDEIN OUR PROFESSION
The AICPA 98th Annual Meeting. Oct. 6-9-1985 Honolulu, Hawaii

Summary of Annual Meeting Miniconferences
Single Audits of Federal Funds to State and
Local Governments
This session will highlight current developments in
auditing federal financial assistance to state and local
governments. Specifically, it will cover the provisions
of the Single Audit Act of 1984 (P.L. 98-502), the AICPA
audit guide for Audits of State and Local Governmental
Units and the work of the Government Accounting
Standards Board (GASB).

Assisting Clients in Microcomputer System
Acquisition & Implementation
CPAs are increasingly using their microcomputer ex
pertise as a basis for developing comprehensive MAS
services to assist clients in acquiring and implement
ing microcomputer systems. This session will provide
an overview of the key microcomputer services a CPA
might offer and the technical knowledge and resources
needed to establish a microcomputer assistance prac
tice.

Effective Leadership: Managing Numbers
and People in Industry
This session will examine the relationships between
providing accurate and timely accounting data and get
ting the most out of the people who work for and with
the fin ancial manager. Topics of d iscussion will
include the five most important skills of a financial
manager, the role and responsibilities of a financial
manager, and skills for analyzing, interpreting and pre
senting financial information to non-financial manag
ers. Financial and resource management techniques
will be highlighted in examining methods of better pre
paring today’s financial manager to lead effectively.

The Role of a CPA as Personal
Financial Planner
The panel will discuss issues of importance to CPAs
who work in the area of personal financial planning,
including: Registration as investment advisors...
Ethical considerations...Reporting standards.
The panel will also describe the personal financial
planning industry and the variety of educational
opportunities available. In addition, hints will be given
on starting or expanding a personal financial planning
practice.

Operational Auditing—A Fresh Look
Whether it’s called an operational audit, an operations

review or a diagnostic review, this is a service that cli
ents need and CPAs are highly qualified to provide. Is it
finally time for operational auditing to become a major
service of CPA firms? Can it be “packaged” with finan
cial audit, review and compilation services? How can
clients be introduced to the value of operational audits,
long-recognized by internal auditors as an important
auditor function?

Financial Rewards of Partners
Two practitioners will discuss and receive questions on
how firms can provide for partners’ financial security.
Partner Personal Financial Planning Process. Own
ership in an accounting practice causes the income of
the firm’s partners to be dependent on the firm’s suc
cess. Time and effort partners devote to their personal
investments may impinge time devoted to firm man
agement and profitability. This presentation will show
how the firm and individual partners can benefit by
implementing a joint financial and investment plan
ning process.
Funded Retirement. Compensation for retired part
ners is a major concern for every firm. The burden of
retirement payments can be a severe risk to firm security
and longevity. The advantages of establishing a funded
plan will be examined as the managing partner of one
firm traces its changeover from an unfunded retirement
program to a funded plan.

Current Developments in Banking and
Financial Services
A panel discussion and answers to your questions relat
ing to current and emerging accounting and auditing
issues facing banks and savings institutions and their
independent auditors. Among the topics to be addressed
will be accounting for the allowance for loan losses and
current projects of the AICPA, FASB and federal regula
tory agencies.

Creating Public Awareness for Your
CPA Firm
A discussion of how to enhance public awareness of a
CPA firm with a wide range of programs that involve
media relations, special events including participation
with outside organizations, developing print or taped
materials on subjects of interest to the public, and how to
make better use of speaker opportunities. The session
will evaluate techniques, explain how to determine pri
orities for individual projects, and show how to evaluate
results of efforts to harness various PR techniques.

Please phone or write for additional details and registration form.
MEETINGS AND TRAVEL DIVISION— AICPA ANNUAL MEETING

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, NY 10036-8775

Tel. (212) 575-6451
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AICPA Urges
RICO Reform
in Testimony

The AICPA testified on June 12 before the Criminal Justice Subcommittee of the
House Judiciary Committee, which is considering a measure to amend the criminal
provisions of the Racketeer Influenced and Corrupt Organizations Act (RICO). In its
testimony, delivered by AICPA Board Chairman Ray J. Groves, President Philip B.
Chenok and Vice-President Theodore C. Barreaux, the Institute urged the subcom
mittee to broaden its focus to examine the statute’s civil provisions, which have
been “consistently misapplied” to legitimate businesses.
Chairman Groves urged that the subcommittee require a “prior criminal
conviction of a predicate offense under the RICO statute before the civil RICO
provisions could be invoked.” In his statement, Groves said that the AICPA was
concerned about some offenses subject to broad interpretation such as fraud in the
sale of securities. “Allegations of fraud can easily be framed in almost any business
transaction gone awry. This has happened in the case of RICO,” he said.
The AICPA had filed an amicus brief in a RICO case presently before the U.S.
Supreme Court (Sedima, S.P.L.R. v. Imrex Co., Inc.). In the Sedima case, the U.S.
Court of Appeals for the Second Circuit found that there was a prior-conviction
requirement for civil liability. The AICPA, in its brief, said that that decision
“correctly interpreted the civil RICO statute to focus the statute in the way Congress
intended.” The U.S. Supreme Court decision is expected shortly.

Report Issued
on Alleged
Audit Failures

According to the first report of the special investigations committee of the AICPA’s
division for CPA firms SEC practice section, 118 instances of alleged audit failure
have been added in the past five years to the agenda of the SIC, which determines
whether the CPA firms involved should take corrective actions or whether
professional standards should be reconsidered. The SIC had closed its files on 92 of
those cases as of December 3 1 , 1984.
In 11 cases, firms took corrective actions, such as reassigning personnel,
strengthening internal procedures and requiring additional professional education.
Special reviews of a firm’s quality controls were performed in six cases. Four cases
were referred to the Institute’s professional ethics division for an investigation into
the work of specific individuals.
Also, as a result of SIC activities, additional guidance has been provided to
CPAs on auditing loan loss reserves of banks, insurance company loss reserves and
construction of electric utility plants.
Cases involving allegations of management fraud caused the SIC to remind
CPAs of the need for auditors to “consider environmental and industry circum
stances,” to emphasize “the importance of communications with predecessor
auditors” and “the importance of professional skepticism in the performance of an
audit.”
The report has been sent to all firms that are division members. Additional
copies may be obtained by writing to the AICPA division for CPA firms.

NOTICE OF AICPA PUBLIC MEETINGS
Accounting and Review Services—An open meeting of the accounting and review services committee
will be held July 22-23 at the AICPA offices in New York, starting at 9:00 a.m. each day. The agenda is not
yet available.
Accounting Standards—The accounting standards executive committee will hold an open meeting on
July 30-August 1 at the AICPA offices in New York, starting at 9:00 a.m. each day. The agenda has not yet
been determined.
Auditing Standards—The auditing standards board will hold an open meeting on July 23-25 at the
Fairmont Hotel in San Francisco, starting at 8:30 a.m. each day. The agenda has not been set.
Agendas and changes will be reported by the meetings telephone information service.
The number is 212/575-5694.
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Washington Briefs

Tax Reform Bill by Thanksgiving?— “There is a good chance” that both the House
and the Senate will pass tax reform measures by the Thanksgiving recess, according
to House Speaker Thomas P. O’Neill, Jr. (D-Mass.). “We will make every attempt to
get it to the President this year,” O’Neill said, adding that the present expectation
was that both chambers would finish their work on separate bills and name
conferees by the time Congress recesses for Thanksgiving.
The House Ways and Means Committee will complete hearings and begin
marking up a tax reform bill in September, O’Neill said. Hearings by the committee
are expected to finish in late summer.
CPA Urged for SEC—Congressman John D. Dingell (D-Mich.), in a letter to President
Reagan, urged that a CPA be appointed to fill one of the vacancies on the Securities
and Exchange Commission that have arisen due to the resignations of James
Treadway and Charles Marinaccio. In his letter, Congressman Dingell said that
“having a member with specific expertise in auditing and accounting could
significantly improve the commission’s effectiveness.”

Bill to Aid Small Business—A measure introduced by Senator Robert Kasten
(R-Wis.) is aimed at helping small business. It would allow investors to write off up
to $100,000 per year in any stock investment in a small business enterprise; amend
specific tax laws to aid small business; and limit regulatory and paperwork
requirements by such means as reducing the retention requirements for small
business records to three years.

White House Small Business Conference Moves Ahead —AICPA Small Business
Committee Chairman Bruce Harper and Ed Prendergast, chairman of the AICPA’s
task force on the White House Small Business Conference , have been appointed to
a steering committee formed by Jack Courtemanche, executive director, National
White House Conference on Small Business. The White House Conference will take
place August 1986 in Washington, D.C. Prior to the national conference, meetings
will be held in each state, starting this August and ending next March.
Rules on Reporting Cash Received —The IRS recently issued temporary and
proposed regulations on reporting cash in excess of $10,000 received in a trade or
business. The rules would affect individuals who, in the course of trade or
business, receive cash of more than $10,000 in one or two or more related
transactions.
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Institute Opposes
Accrual Method
in Testimony

The AICPA recently urged Congress to reject the tax reform proposal to require many
smaller businesses and service organizations to switch to the accrual method of
accounting. In testimony before the House Ways and Means Committee on June 17,
representatives of the Institute also urged Congress to give priority to tax sim plifica
tion in working toward its legislative objectives. Testifying were Albert B. Ellentuck,
chairman of the Institute’s tax division, and AICPA Chairman Ray J. Groves. Accom
panying them was AICPA President Philip B. Chenok.
“We believe the President’s proposals and the momentum that has developed for
tax simplification offer a real opportunity,” said Ellentuck. “We strongly support your
efforts to seek simplification and urge you to make 1985’s legislation more than just
another in the continuing series of major law changes,” he added.
Tax proposals often require a trade-off between simplicity and equity, said Groves,
but chapter 8.03 of the tax reform proposal on changes to the accrual method “was one
of those that works against the objectives of tax simplification and equity.”
This proposal would require many smaller businesses and partnerships to switch
to the accrual method if gross annual receipts surpassed $5 million or if an accrual
method of reporting income to owners and creditors was used regularly. Groves added
that the proposal would adversely affect thousands of partnership agreements, cause
cash flow problems and would also likely disrupt business activity.
“By requiring a change to an accrual method,” said Groves, “those taxpayers
would have to learn a new accounting method, to install a new system of accounting
and controls and to change partnership agreements. It would significantly increase the
level of complexity for those who presently use the cash method.”
Changing to an accrual method would be difficult and expensive, Groves said. “It
would also add another potential area of controversy with the IRS—that is, judgment
calls as to when and how much income and expense should be accrued.”
The AICPA, concluded Groves, “believes that it is uniquely unfair to tax certain
individuals on income which has not yet been received from the client or customer.”
Professionals, such as CPAs and attorneys, receive cash income for professional
services subsequent to the month the services are performed, whereas corporate
executives are taxed only after they are paid.

Better
Communications
with IRS Urged

In a recent letter to IRS Commissioner Roscoe Egger, Albert B. Ellentuck, chairman of
the Institute’s tax division, discussed the continuing problems faced by taxpayers and
practitioners in communicating with the IRS. Complaints involve multiple and un
warranted delinquency and penalty notices, notices in which computations are un
clear, vague notices or those with insu fficient response tim e. Taxpayers and
practitioners frequently complain of a lack of response in trying to resolve them, said
Ellentuck.
Ellentuck suggested that the IRS inform the public about what is being done to
correct matters. He also offered CPA assistance in finding solutions, if appropriate.
The IRS has studied these problems and is implementing recommended changes.
The Institute’s tax division has gathered a substantial number of specific experiences
with the problem from practitioners responding to an item in the April 22 Letter. A
working group within the division is using these responses to develop recommend
ations to the IRS for additional changes for improvement.
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Commission on
Management
Fraud Announced

Formation of the National Commission on Management Fraud to develop initiatives
for preventing and detecting fraud was announced on June 27 at a press conference in
Washington, D.C. At the meeting, AICPA Chairman Ray J. Groves announced the
appointment of James C. Treadway, Jr., former SEC commissioner, to chair the group
(see June 24 Letter). In addition to William S. Kanaga, Hugh L. Marsh and Donald
Trautlein, who were previously named and cited in the June 24 Letter, the following
also were named to the commission:
□ William M. Batten, immediate past chairman, New York Stock Exchange.
□ Thomas I. Storrs, retired chairman, North Carolina National Bank.
Other organizations that support the effort are the American Accounting Associa
tion, the Financial Executives Institute, the Institute of Internal Auditors and the
National Association of Accountants.
Describing management fraud as the “deliberate and material misstatement of
financial statements,” Groves said that the commission will attempt to better identify
ways to prevent and detect management fraud. “By taking steps to improve detecting
and preventing such fraud, the auditing profession and business community can
better assure the public that the system of corporate accountability is credible.”
Treadway expressed concern that white collar crime is impairing public con
fidence in American business. The commission’s study “is grounded in the belief that
the integrity of financial reports is the key to a sound voluntary disclosure system,
which in turn is the bedrock of our nation’s capital formation process,” he said.
The commission is also expected to form an advisory board from the public and
private sectors. The commission’s work will likely take about 18 months.

Help Sought
in Reducing
Computer Abuse

The AICPA is actively participating in an effort by the Small Business Administration
to help small businesses protect themselves against computer crime. The SBA re
cently appointed a nine-member advisory council on computer security and educa
tion to direct this project. Donald L. Adams, AICPA vice-president-finance and
administration, was named to the council.
One of the tasks assigned to the council is to gather “data on computer security
and crime,” particularly affecting small businesses. To help in this project, informa
tion about cases of computer abuse involving small businesses is sought. Information
may be anonymous, but should be based on firsthand knowledge. Information should
be sent to Donald L. Adams at the AICPA.

AcSEC Approves
Draft on
Repos by S&Ls

At its meeting last month, the Institute’s accounting standards executive committee
approved for exposure a proposed statement of position, Reporting Repurchase and
Reverse Repurchase Agreements by Savings and Loan Associations. The draft re
sponds to a recommendation in the report of the auditing standards board’s special
task force on audits of repurchase transactions, issued earlier this month (see June 24
Letter), that accounting guidance be provided for disclosure of risks and returns in
these types of transactions. Both documents are the result of Institute efforts to provide
timely guidance on accounting and auditing questions about repurchase and reverse
repurchase agreements. The draft, which would amend the audit guide for savings and
loan associations, recommends certain disclosures involving these agreements.
Also, at the meeting, AcSEC approved for exposure a proposed audit and account
ing guide on common-interest realty associations, subject to clearance of recom
mended changes. The guide still requires approval by the Institute’s auditing
standards board and the Financial Accounting Standards Board.
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Supreme Court
Refuses to Curb
RICO Civil
Provisions

On July 1, the U.S. Supreme Court, in a major decision, permitted application of the
Racketeer Influenced and Corrupt Organization A ct’s (RICO) civil provisions to vir
tually all commercial disputes. The Court, in a 5-4 decision (Sedima, S.RL.R. v. Imrex
Co., Inc., No. 84-648), overturned a lower court interpretation of the RICO statute
which provided that there must be a prior criminal conviction before the civil
remedies can be invoked. The RICO civil provisions allow the right to sue for treble
damages in federal court if one is able to demonstrate an injury to business or property
due to a “pattern of racketeering.”
In the majority opinion, Justice White acknowledged that RICO’s civil provisions
“have become a tool for everyday fraud cases brought against respected and legitimate
enterprises.” But Justice White added: “This defect—if defect it is— is inherent to the
statute as written, and its correction must lie with Congress.”
Commenting on the decision, AICPA Board Chairman Ray J. Groves said, “We are
concerned that the decision has left the door open for private plaintiffs to bring RICO
charges against legitimate businesses based on allegations that have nothing to do with
the statute’s intended target: organized crim e.” The AICPA had filed an amicus brief
asking the Supreme Court to limit the reach of RICO’s civil remedies along the lines of
the lower court interpretation.
The AICPA continues to seek legislative reform to focus the civil remedies on its
intended targets. In June, the AICPA testified before the Criminal Justice Subcommit
tee of the House Judiciary Committee (see June 24 Letter). The AICPA is also expected
to testify on July 30 before the Senate Judiciary Committee, chaired by Senator Strom
Thurmond (R-S.C.).

Small Business
Conference Sets
1985-1986 Schedule

The White House Conference on Small Business, slated for August 1986, will bring
together more than 1,800 delegates to Washington, D.C., with more than 30,000 people
expected to participate in 55 state conferences. So said Jack L. Courtemanche, con
ference executive director, at a press briefing last month to announce its schedule for
1985-1986. The conference schedule “marks the most comprehensive effort in history
to reach out to the nation’s small business community,” said Courtemanche.
Conferences will be held in all 50 states, the District of Columbia and Puerto Rico.
They will begin in Richmond, Virginia, on August 9, and end May 22, 1986, in
Syracuse, New York. The complete schedule and conference information, such as
delegate registration, is available by contacting the White House Conference on Small
Business, 1801 K Street, N.W., Suite 1101, Washington, D.C. (202/653-9550).
Conducted under the theme “In the Spirit of Enterprise,” the sessions, said
Courtemanche, will enable small business leaders to discuss issues and “to put forth
specific and comprehensive recommendations for the future of small business.”
For further information, see the August issue of the Journal o f A ccountancy.

Test Program
on Computer
Conferencing Set

Even if you missed the AICPA’s microcomputer conference held last May, you can still
take part in an ongoing exchange on the applications of microcomputers in your
practice. The AICPA’s CPE division, in cooperation with the New York Institute of
Technology, is currently conducting a test program on computer conferencing that
allows participants to communicate continuously with many conference participants
on any topic of interest. Presently, more than 60 CPAs nationwide are on-line with this
project and are exchanging vital data on how to effectively use microcomputers in
their practices. All you need is a PC with a modem or a communicating word
processor.
For further information, contact Tom Miezejeski at the AICPA (212/575-5524).

NAA Elects
National
Officers

Herbert C. Knortz, executive vice president and comptroller of ITT Corporation, New
York City, was elected president of the National Association of Accountants for the
1985-86 year at the association’s annual conference in St. Louis last month. Reelected
treasurer was Glen E. Woodson, president, Woodson Company, Naples, Florida.
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SEMIANNUAL REPORT OF JOINT ETHICS ENFORCEMENT PROGRAM ACTIVITY
July 1-December 3 1 ,1984
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) consisting of the AICPA’s ethics division and 50 state CPA societies.
This report is based on information submitted by the ethics division and 41 other JEEP participants.
The statistics cover numbers of cases, not the number of respondents in a case.
TOTALS*

ETHICS COMMITTEE ACTIVITIES
Investigations open at start of period
Investigations opened during period

462*
309

Total Investigations

771
42
16
124

Administrative Reprimands issued
Minor Violations issued
No Violation findings
Prima Facie cases in preparation for
submission to Joint Trial Board Division

1

Cases Referred to Joint Trial Board Division:
Prima Facie cases for Trial Board Hearings
For action under automatic provisions of bylaws

29
14

Total Disposition of Case Investigations
Remaining Investigations as of December 31, 1984;
Investigations held pending outcome of litigation:
State Society Ethics Committees
AICPA Professional Ethics Division
Cases under investigation:
State Society Ethics Committees
AICPA Professional Ethics Division
Total Remaining Investigations

226

82
91
298
74
545
771

Total Investigations
JOINT TRIAL BOARD DIVISION ACTIVITIES
Members Expelled under automatic provision of bylaws
Members Suspended under automatic provision of bylaws

12
__ 2

14
Tr ial Board Hearings:
Members Admonished
Members Expelled
Members Suspended
Guilty—CPE Required
Not Guilty
Cases Scheduled, not yet heard

5**

8***
1* * **

1
2
12
29
Total Joint Trial Board Division Cases

43

* Total figures are not comparable from period to period because of differences in the number and identity of the state societies
reporting in any given year.
* * Three State Society members only.
* * * F iv e State Society members only.
* * * * State Society member only.
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GASB Exposes
Repo Draft;
Sets Hearing

The Governmental Accounting Standards Board recently issued an exposure draft that
would require state and local government entities to disclose information about their
deposits with financial institutions and their investments, including repurchase
agreements. The proposal also would require disclosures about liabilities and invest
ments associated with reverse repurchase agreements. “The proposed disclosures are
designed to give financial statement users information to assess the risks involved
with deposit, investment and reverse repurchase agreement transactions of state and
local governmental units,” said GASB Chairman James F. Antonio.
Under the proposal, interest income and expense resulting from repurchase and
reverse repurchase agreements should not be netted and must be shown separately on
the operating statement. Also, liabilities related to reverse repurchase agreements
should not be netted with the related assets on the balance sheet.
Comments on the draft are due by September 4. A public hearing is slated for
September 24 in Arlington, Virginia. Copies of the draft may be obtained from the
GASB, Order Department, High Ridge Park, Stamford, Conn. 06905.

IFAC Approves
Drafts of
Education and
Ethics Guidelines

At its recent meeting, the council of the International Federation of Accountants
approved exposure of a proposed guideline (ED 6) entitled The Core o f K now ledge—
Supportive Subjects, which was prepared by IFAC’s education committee. The pro
posed guideline addresses that part of the body of knowledge that accountants should
have beyond that covered in IFAC’s previous guideline (IEG 4, The Core o f Knowl
edge—P rofession al S ubjects), issued in August, 1984.
Also at the meeting, the IFAC council approved the exposure draft of a proposed
statement of guidance entitled C lients’ Monies, which was prepared by the IFAC ethics
committee. The draft (ED 11) provides guidance on the ethical principles to be
followed when an accountant comes into possession of funds belonging to others.
Copies of the drafts are expected to be available free from the AICPA order
department later this month. Comments on both drafts are due by December 31 and
should be sent to Robert Sempier, IFAC, 540 Madison Avenue, New York, New York
10022 .
Also expected to be available in September are two other IFAC statements: IEG 5,
P ractical Experience, and Ethics Statement of Guidance no. 8, Charging o f P rofes
sion al F ees an d Paym ent an d R eceipt o f C om m ission s.
IFAC was established in 1977 with the objective of developing an international
accounting profession with harmonized standards. The group initiates and guides
efforts to achieve international technical, ethical and educational guidelines for the
profession and reciprocal recognition of practice qualifications.

Upcoming
Conferences

G overnm ental Update—The AICPA’s second annual Governmental Accounting and
Auditing Update Conference will be held September 22-23 at the Key Bridge Marriott
in Arlington, Virginia. Targeted at federal, state and local governmental officials and
practitioners, the conference will provide updates on accounting and auditing de
velopments, including the Single Audit Act. Senator David F. Durenberger (R-Minn.)
has been invited to speak. Fee is $175.
Registration is still available for the AICPA Estate Planning Conference, to be held
August 12-16 in San Francisco (see May 27 Letter). Fee is $495 (3 days), $695 (5 days).
For information on these conferences, call the CPE Hotline (800/242-7269). In New
York State, call 212/575-5696.
The Government Finance Officers Association (GFOA) will hold three government
financial management seminars during August. They are: Financial Reporting and the
GFOA Certificate of Conformance, August 1 in Denver; Capital Budgeting and Capital
Financing, August 19-20 in Chicago; and Advanced Governmental Accounting, Au
gust 21-22 in Chicago. For information, contact the GFOA Career Development Center,
180 North Michigan Avenue, Suite 800, Chicago, Illinois 60601 (312/977-9700).
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Washington Briefs

Imputed Interest Bill Moves Ahead —Last month, the Senate Finance Committee
reported out legislation aimed at resolving the perceived problems with the imputed
interest and OID provisions of last year’s tax act. Since the measure differs from that
passed by the House in May, a House-Senate conference will occur, but not until after
the July 4 recess. The previous stopgap imputed interest rules expired June 30. Both
measures contain a July 1 effective date.
SEC to Study Opinion Shopping—The SEC, at a meeting July 1, agreed to issue a
concept release seeking views on the practice of opinion shopping in which regis
trants seek an auditor willing to go along with their not necessarily GAAP accounting
method . John Huber, director of the SEC’s division of corporation finance, noted that
opinion shopping “creates, at least, the appearance of bias” and thus undermines the
credibility of the independent auditor. The objective of the release, added Huber, “is to
find a practical, cost-effective way to get disclosure of opinion shopping.”

SEC Proposes Repo Disclosures—At a meeting late last month, the SEC proposed
amendments to expand disclosures regarding repurchase agreements and reverse
repurchase agreements. Under the proposed rules, thrift holding companies and
certain other institutions would have to disclose such transactions and the risks in
volved if the amount of such securities on their books exceeds 10 percent of their assets.
Government-Business Forum Set—The Fourth Annual Government-Business Forum
on Small Capital Formation, focusing on tax initiatives before Congress affecting small
business and securities regulation, will be held in Washington on September 12-14.
For information, contact the SEC’s Office of Small Business Policy, 450 Fifth Street,
N.W., Stop 7-10, Washington, D.C. 20549 (202/272-2644).
CPA-REA Seminars Set—The 1985 Rural Electrification Administration-CPA Semi
nars will be held in six locations in August and September. Among the topics will be
changes in REA’s audit policies, peer review, programs and changes in the FCC
Uniform System of Accounts. For information, contact Teresa Kenney (202/382-8227)
at the REA.

Tax-Writing Committees Continue Hearings—Both the Senate Finance Committee
and the House Ways and Means Committee announced hearings during July on the
President’s tax reform proposals. Charitable contributions, fringe benefits and retire
ment savings were among the topics covered.
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Board of Directors
Meeting Highlights

At its July 11-12 meeting the AICPA board of directors:
□ Asked for a legal analysis of issues relating to a proposal that the board
consider seeking legislative relief from the federal antitrust laws.
□ Offered a number of suggestions for modification to a draft report of a
special committee appointed to develop further support for mandatory CPE in the
event that its inclusion as a requirement for licensing is challenged.
□ Approved a budget for 1985-86 for submission to council which anticipates
a slight excess of revenues over expenses.
□ Received a report from the future issues committee identifying artificial
intelligence as an additional issue. Also heard from the EDP technology research
subcommittee in response to the previously identified issues relating to the impact
of computers on the profession. These matters are to be considered further.
□ Decided to review in detail the increasing recognition of specialties in the
profession.

Controversy
Apparent at FASB
Pension Hearing

Disagreement was obvious as the Financial Accounting Standards Board held a
public hearing on July 22-24 and August 1-2 on employers’ accounting for pension
costs. The basis for the hearing was two FASB exposure drafts: one issued last
March, relating to single employer defined benefit pension plans, and the second,
issued in June, dealing with terminations and curtailments of pension plans.
In opening the hearing, FASB Chairman Donald J. Kirk noted that “since 1980
the board has devoted significant time and effort to this project,” adding that by the
end of the five-day hearing the board will have heard 151 presentations over 13
days of hearings since 1980. Over that period, the board has issued two discussion
memorandums, a preliminary views document and the two exposure drafts.
Citing the extensive due process on the project, Kirk added: “If pensions were
not important, no one, except perhaps those primarily concerned with accounting
concepts, would care very much how they were reflected in financial reports.”
More than 40 representatives from industry, public accounting firms, financial
analyst groups and business groups testified during the hearings. The main issues,
said Kirk, were the period over which the cost of pensions should be recognized;
how pension cost is allocated to individual periods; and whether some information
on the status of pensions should be disclosed in the statement of financial position.
“The FASB is out of touch with the business community,” said Roger B. Smith,
representing the Business Roundtable, in voicing strong exception to the FASB’s
proposals. Smith added that the current proposal would be a complete reversal of
APB Opinion no. 8, and no “demonstrable, compelling reason exists for changing”
present practice.
Another area of concern among a number of respondents was the volatility of
reported net pension cost. Many also objected to the board’s proposal to amortize
any previously unrecognized prior service cost over the expected future service
period of those employees active at the date the plan was begun or amended. Those
objecting felt that the interest method, which would allocate the prior service cost
and related interest as a level total amount, is more appropriate.
More on the hearings will appear in an issue of the Journ al o f A ccountancy.
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Upcoming
Conferences

Savings and Loan —A national conference prepared by the AICPA’s committee on
savings and loan associations will be held September 11-13 at the Sheraton
Washington Hotel in Washington, D.C. The two-day conference is aimed at
providing information on current developments in thrift accounting, auditing and
accounting. Key topics include repurchase agreements, loan origination fees and
financing activities. Registrants may also choose an optional program on September
11 focusing on thrift taxation, ADC loans and bank board activities as a part of the
total conference package.
MAS— The 11th annual National AICPA MAS Conference will be held September
9-10 at the Westin Hotel in Chicago. Cosponsored by the Institute and the Illinois
CPA Foundation, the conference offers three tracks geared to participants’ interests:
MAS marketing, MAS practice administration and specialized services. Also, the
1985 Midwest Accounting Show will be held in conjunction with the conference.
For information, contact the AICPA meetings department (212/575-6451).

Recent
Publications

MAS Special Report: An Introduction to Local Area Network Concepts and
Terminology—This report provides information on selecting and implementing a
local area network (LAN), which can link microcomputers, minicomputers and
other devices within an office or building complex. Due to increasing office
automation, more MAS engagements may involve LANs in some way. Price is $4;
$3.20 to members (Product no. 048546).
The Institute will shortly issue new paperback editions of the following, which
have been updated as of June 1 , 1985: AICPA Professional Standards, available at a
discount ($24, Product no. 004500); the FASB Accounting Standards—Current
Text, also available at a discount ($27, Product no. 004529). The two titles are $40
(Product no. 004533).
Also available are Technical Practice Aids ($18, Product no. 004522) and Audit
and Accounting Manual ($15, Product no. 007211). The FASB’s Accounting
Standards—Original Pronouncements ($25, Product no. 004548) is also included in
the package. The five-title set is $85 (Product no. 004567).
All publications are available from the AICPA order department (212/575-6426). If
net total is under $10, add postage and handling charge of $2.
The Timeplace Educational Events Database (EdVENT), a database providing direct
access to information on 120,000 presentations including the Institute’s CPE
courses and seminars (see May 27 Letter), also has a toll-free number
(1-800/544-4023) in addition to its regular telephone (617/890-4636). For
information, contact Timeplace Inc., 460 Totten Pond Road, Waltham,
Massachusetts 02154.

The latest program in the CPA Video Journal series is no. 42, AICPA Special Report:
The Dingell Congressional Hearings, which provides excerpts from the first four
days of hearings on the accounting profession held earlier this year by the House
Subcommittee on Oversight and Investigations. Testifying before the subcommittee
were SEC Chairman John Shad, FASB Chairman Donald Kirk and AICPA President
Philip Chenok. For information, call Teresa Zimmerer at the AICPA (212/575-5573).
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New York
Court Ruling
Limits Accountants’
Liability

A recent New York State Court of Appeals decision upholds the doctrine that
accountants are liable for negligence only to their clients and those they knew
would be using their work product. The doctrine, also known as “the privity
defense,” was established by the court more than 50 years ago in the precedentsetting case of Ultramares Corp. v. Touche, Niven & Co.
The July appeals court decision in Credit Alliance Corporation v. Arthur
Andersen & Co. clarifies and reaffirms preexisting law in New York State by
confirming the Ultramares doctrine, which holds that an accountant may not be
held liable, absent privity of contract, to a party who suffers a loss after relying on a
negligently prepared financial report. Also reaffirmed are the criteria against which
accountants’ liability to third parties is measured, one of which is that the
accountant must have been aware that the financial reports were to be used by a
particular party for a particular purpose.
The court’s decision reflects the position backed by the AICPA in an amicus
curiae brief filed earlier this year. The court, in its opinion, acknowledged that
other courts in the country had moved away from the Ultramares decision but
disagreed with the movement. By way of contrast, in recent New Jersey and
Wisconsin state-court decisions, third-party plaintiffs who would not have met the
New York test have won their cases against accounting firms.

Kerin Appointed
Group Vice
President

Late last month Philip B. Chenok, AICPA president, announced the appointment of
Kenneth J. Kerin to the new staff position of group vice president—operations.
In this capacity, Kerin will have overall responsibility for the continuing
professional education, publications, member services, financial and administrative
activities of the Institute. The position was created upon the recommendation of an
independent management team that filed its report last year.
According to Chenok, the position will “consolidate responsibility for
operational activities under an executive who will focus on providing effective
levels of needed services at minimal cost to the Institute and its members.”
Kerin was formerly senior vice president of operations for the National
Association of Realtors and a member of the board of trustees of the Federal
Statistics Users Conference and of the advisory committee on consumer prices,
Bureau of Labor Statistics.
A former assistant professor of economics at the U.S. Naval Academy, he holds
undergraduate and graduate degrees from the University of Connecticut.

FASB Issues
Several Proposed
Bulletins

During the last month, the Financial Accounting Standards Board exposed for
comment the following proposed technical bulletins.
□ No. 85-b, Accounting for Operating Leases with Scheduled Rent Increases,
dealing with recognition of the effects of such increases on a basis other than the
straight-line basis required by SFAS no. 13.
□ No. 85-c, Issues Relating to Accounting for Business Combinations, including
guidance in such areas as costs of settling employee stock options and awards,
downstream mergers and identical common shares for a pooling of interests.
□ No. 85-d, Accounting for Business-Owned Life Insurance, dealing with a
business entity accounting for an investment in life insurance.
□ No. 85-e, Accounting for a Purchase of Treasury Shares at a Price Significantly
in Excess of the Current Market Value Price of the Shares and Related
Transactions, addressing accounting by companies purchasing their own stock
for prices significantly higher than the stock’s current market value.
For further information, contact the FASB, Order Department, High Ridge Park,
Stamford, Conn. 06905.
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IASC Approves
Two Exposure
Drafts

At its recent meeting the board of the International Accounting Standards
Committee took the following actions:
□ Approved an exposure draft of a proposed statement, The Objectives of General
Purpose Financial Statements and the Selection and Disclosure of Accounting
Policies. Due date for comments is October 1 4 , 1985.
□ Approved a proposed exposure draft for release on Accounting in Highly
Inflationary Economies, which holds that a constant monetary unit should be
used in the financial statements of enterprises operating in highly inflationary
economies. Comment due date is December 3 1 , 1985.
□ Agreed that IAS 2 (Valuation and Presentation of Inventories in the Context of
the Historical Cost System), IAS 4 (Depreciation Accounting) and IAS 5
(Information to Be Disclosed in Financial Statements) should not be reviewed
now, because substantive changes are not required.
Copies of the exposure drafts may be obtained from the International
Federation of Accountants, 540 Madison Avenue, New York, N.Y. 10022.

Lowe to
Address NASBA
Annual Meeting

Herman J. Lowe, AICPA chairman-of-the-board—nominee, will be among the
featured speakers at the 78th annual meeting of the National Association of State
Boards of Accountancy to be held at the Maui International Continental Hotel in
Hawaii on September 29-October 2.
He will speak on “Public Accountancy: a Profession Under Scrutiny.” Other
topics include ethics, antitrust and the Anderson committee; programs for quality
assurance; and enhancing the effectiveness of state regulation of public
accountancy.
For information, contact the NASBA, 545 Fifth Avenue, New York, N.Y. 10017.

AICPA Insurance
Refund Paid

The 1985 refund from the AICPA Insurance Tr ust was paid last month—some $39
million. Refund rates applicable to contributions for life insurance under the CPA
Plan and Group Insurance Plan during the 12-month period ended September 30,
1984, and those under the Long-Term Disability Income Plan for the 12-month
period ended December 3 1 , 1984, are as follows:
CPA PLAN
AGE

CLASSIFICATION

PAYMENT BA SIS ELECTED AND CONTRIBUTIONS PAID

ANNUAL*

SEMIANNUAL*

MONTHLY

Under 35
87%
82%
77%
35-59
66
61
56
60-69
49
44
39
70 and over
25
20
15
GROUP INSURANCE PLAN
Eligible firms under the Group Insurance Plan are receiving a 53% refund for
those without dependent coverage and 49% for those with dependent coverage.
LONG-TERM DISABILITY PLAN
For eligible individuals paying on an annual basis the refund is 35% *; on a
semiannual basis, 30% *.
Life insurance in force under the Institute’s plans is over $21 billion. Currently
there are more than 115,000 participants in the CPA Plan, about 100,000 are covered
under the Group Insurance Plan and more than 39,000 CPAs are insured through
the Long-Term Disability Income Plan.
Invitations to start or increase participation in the life insurance plans will be
mailed later this month. Material on the disability plan is slated for November
mailing. For information contact the plan agent: Rollins Burdick Hunter Co., 605
Third Avenue, New York, N.Y. 10158 (800/223-7473; in New York State call collect:
212/661-9000).
* Refund percentages include allowance of 10 percent for those on an annual payment basis and 5 percent for those on
the sem iannual basis.
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One AICPA
Member Expelled;
Another
Admonished

A panel of Regional Trial Board XI held two separate hearings in New Haven,
Connecticut, on March 8 , 1985, to consider charges against two members for
violating the Institute’s Code of Professional Ethics and its bylaws.
□ Richard J. Slusz of Bristol, Connecticut, was charged with violating the acts
discreditable rule of the Institute’s Code of Professional Ethics by making false
representations to a client concerning an alleged IRS field audit of the income
tax returns of the client’s major shareholders and by requesting payment to stop
the alleged audit from taking place. The panel found Mr. Slusz guilty and voted
unanimously to expel him from membership in the AICPA.
Mr. Slusz, who was not present at the hearing but who was represented by
counsel, requested a review and the decision was stayed pending the outcome of
the request. On April 1 7 , 1985, an ad hoc committee of the National Review Board
considered the request and voted unanimously that the request be denied. The
decision of the hearing panel therefore became effective on April 1 7 , 1985, and Mr.
Slusz’s expulsion from the AICPA became effective on that date.
□ Michael A. Buzzeo of Stamford, Connecticut, was charged with violating the
Institute’s bylaws by failing to cooperate with the professional ethics division in
an investigation of him in connection with a judgment obtained against him by
the SEC in a U.S. District Court.
Mr. Buzzeo, who was present with counsel at the hearing, noted that the
information which was sought by the professional ethics division was available
directly from the court since it was a public record. He also offered to cooperate at
the hearing by offering to turn over and by turning over the documents that had
been the subject of the investigation. The panel nonetheless found Mr. Buzzeo
guilty of violating the bylaw requiring cooperation but limited its sanction to an
admonishment.
Mr. Buzzeo requested a review of the decision and the request was denied by
an ad hoc committee of the National Review Board on April 1 7 , 1985. The decision
of the hearing panel which had been stayed pending the outcome of the request for
review therefore became effective on April 1 7 , 1985.

NOTICE OF AICPA PUBLIC MEETINGS
Accounting and Review Services
An open meeting of the accounting and review services committee will be held September 19-20 at
the Westin St. Francis Hotel in San Francisco, starting at 9:00 a.m. each day. The tentative agenda
includes discussion of the following topics: attestation standards, analytical review and compilation
procedures.

Accounting Standards
The accounting standards executive committee will hold an open meeting on September 18-20 at the
AICPA offices in New York, starting at 8:30 a.m. each day. The tentative agenda is expected to include
the following topics: estimated credit losses, options, software revenue recognition and prospective
financial statements. Also, AcSEC is expected to consider comment letters to the FASB on employers’
accounting for settlements and curtailments of defined benefit pension plans and for termination
benefits, and transition for FASB technical bulletins.

Auditing Standards
An open meeting of the auditing standards board will be held September 10-12 at the Hotel Inter
Continental in New York, starting at 8:30 a.m. each day. The tentative agenda will include discussions
of levels of assurance, auditability of completeness and opinions on the application of GAAP.

Agendas and changes will be reported by the meetings telephone information service.
The number is 212/575-5694.
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Grace, Safire
to Highlight
AICPA Annual
Meeting

J. Peter Grace, chairman and chief executive officer of W.R. Grace & Co. and
chairman of the President’s Private Sector Survey on Cost Control known as the
Grace Commission, will be the lead off plenary session speaker at the AICPA’s 98th
Annual Meeting to be held in Honolulu, Hawaii on October 6-9. Mr. Grace will
speak on the problems of big government. William Safire, noted novelist, columnist
and lexicographer, will be the Monday luncheon speaker. He will speak on national
affairs.
The program will begin with the annual business meeting, addressed by
Institute Board Chairman Ray J. Groves.
The technical agenda will consist of both plenary and simultaneous sessions
designed for wide appeal. Miniconferences will focus on topics such as single
audits, operational auditing and the role of the CPA as a financial planner.
Also coinciding with the annual meeting will be Accountants World, a product
exposition of computer vendors. Immediately after the meeting will be a two-day
Quality of Life Seminar.
For further information, contact the AICPA meetings department at 212/575-6451.

SECPS Updates
Sent to
Member Firms

The executive committee of the Securities and Exchange Commission practice
section of the Institute’s division for CPA firms recently approved a revision in the
definition of an SEC client for purposes of implementing the various membership
requirements—such as concurring partner review and partner rotation—to
encompass certain banks and other lending institutions and sponsors or managers
of investment funds. The revised rules are effective for fiscal years ending after
December 3 1 , 1984.
The SECPS also amended its organizational document to reflect the decision of
the Institute’s board of directors to allow the Public Oversight Board to appoint,
remove and set the terms and compensation of its members and select its chairman
without the approval of any body.
These updates have been mailed to all SECPS member firms. Additional copies
are available from the AICPA order department, free of charge (Product no. G00074).

IRS Seeking
Volunteers for
Electronic Filing
Project

Tax return preparers using computers in Phoenix, Cincinnati and the RaleighDurham-Fayetteville area in North Carolina are being sought by the IRS as
volunteers for a pilot program of electronic filing of personal returns. The agency
hopes the program will eventually lead to a wide range of opportunities for
taxpayers filing their returns by computer, which would cut IRS expenses and
speed up processing time.
As an incentive to potential volunteers, the IRS said computer-filed returns
could cut two or three weeks from the time it usually takes to issue a refund check,
but no guarantees were made.
Firms interested should write to the Assistant Commissioner (Planning,
Finance and Research), IRS, 1111 Constitution Avenue, N.W., Washington, D.C.
20224, Attention: Electronic Filing Project. Applications should be made by
September 12.

Final Sessions
for 1985 REA-CPA
Seminars Set

The final two sessions of the Rural Electrification Administration seminars for
CPAs who audit REA borrowers will be held in Dallas on September 23-24 and in
Atlanta on September 26-27.
The two-day programs, for which there is a $50 charge, will include such
topics as REA audit requirements update, peer review programs and depreciation
studies.
For further information on the seminars or hotel accommodations, call Teresa
Kenney at 202/382-8227.

—
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GAAP and Tax
Don’t Mix,
Says Groves

In testifying before the House Ways and Means Committee on July 29, AICPA
Chairman of the Board Ray J. Groves reiterated the Institute’s position that
accounting principles underlying financial reporting did not consistently apply to
tax situations.
Groves noted that certain taxpayers are allowed to use the cash method of
accounting, under present law, because of their abilities to pay their tax liabilities.
Thus, dealers in personal property, for example, may report sales of such property
as payments are made. Those accounting methods are not generally accepted
accounting principles (GAAP). Similarly, while GAAP require that equipment be
depreciated over its useful life, current tax law allows more generous write offs in
order to spur investment.
“Tax accounting principles have historically reflected Congress’s concern with
various economic and tax policies which may not be relevant to the presentation of
financial statements,” he said. While GAAP accurately reflect the financial
condition of a business at a particular point in time, “tax accounting is the creature
of legislative action, and its accounting principles reflect different concerns.”
Elements of the President’s tax plan, said Groves, are inconsistent in that they
follow GAAP in some instances and tax principles in others. Specifically, the
proposal to require service businesses earning more than $5 million a year to
switch to the accrual method of accounting is an example of applying the wrong set
of principles. The Institute had previously testified that this proposal failed to meet
both of the objectives of the President’s plan—simplicity and fairness.

More Disclosures
on Accounting
Firms

The SEC, at a meeting last month, proposed changes in company proxy statements
that would require disclosing whether the accounting firm is a member of a selfregulatory organization having a peer review program and an independent
oversight function. The date of the most recent peer review report also would be
disclosed.

HMO Issues Paper
Sent to FASB

The Institute recently sent an issues paper on health maintenance organizations
(HMOs) to the Financial Accounting Standards Board. As a result of the rapid
growth of HMOs in recent years, diverse practices have developed in accounting for
health care costs, contract losses and reinsurance. The four main issues addressed
in the paper, which also includes advisory conclusions by the accounting
standards executive committee, are accounting for health care costs, loss
recognition, accounting for reinsurance and accounting for acquisition costs.
The issues paper, Accounting by Health Maintenance Organizations and
Associated Entities, is available from the AICPA order department at $2.50 each;
$2.00 to members (Product no. 830465).

CHANGING YOUR ADDRESS?
If your address as it appears on the label for
this issue is incorrect—or soon will be—please
write your new address here and return this
form with the current address label. (Allow at
least four weeks for the change to take effect.)
RETURN WITH CURRENT ADDRESS LABEL
TO:
Membership Department, AICPA
1211 Avenue of the Americas
New York, N.Y. 10036-8785

NEW ADDRESS
name
firm (if part of mailing address)
address
city

state

□ Check here if paid subscriber

zip
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Washington Briefs

Reform of RICO Urged—“Congress should move promptly to amend the civil
provisions of the Racketeer Influenced and Corrupt Organizations Act (RICO) to
restore the private remedy to its original purpose as an additional weapon against
organized crime, while curing its current capacity to inflict harm and unreasonable
costs on legitimate businesses,” said AICPA Chairman Ray J. Groves, testifying July
30 before the Senate Judiciary Committee. The need to reexamine the civil RICO
provisions gained greater urgency in light of the U.S. Supreme Court’s decision
earlier last month (see July Letter) which permitted application of those provisions
to virtually all commercial disputes. Groves urged Congress to focus the civil
remedies on its intended targets by permitting civil claims to proceed only after a
prior criminal conviction of a predicate offense under RICO.

Unitary Tax under Pressure—The Treasury Department recently proposed a
measure to require multinational companies to file annual reports with the IRS on
their overseas operations and their methods of calculating local tax liabilities. The
Administration plans to have the legislation introduced this fall. Meanwhile, a
measure has been approved in the British House of Commons which would deny
U.S.-U.K. tax treaty benefits to U.S. parent companies operating in states using the
unitary tax method. Currently, six U.S. states impose a unitary tax on worldwide
profits of multinationals.
Speeding Interest on Tax Refunds—Legislation was recently introduced to require
the IRS to start paying interest sooner on refund claims not processed on time.
Currently, interest payments start 45 days after the April 15 deadline. The proposal
(S. 1474) would require payment of interest on the refund due 45 days after a return
is filed. Current law, says the sponsor, Senator John Heinz (R-Pa.), discriminates
against taxpayers who file early and wait longer than 45 days to get refunds.
SEC Accountant Positions Open—The SEC’s division of corporation finance is
seeking applicants for staff accountant positions at the GS-12 ($31,619) and GS-13
($37,599) levels. Duties include reviewing 10-K forms and registration statements
for compliance with SEC disclosure requirements.
Applicants must be CPAs with at least three years of accounting experience,
the majority of it with a firm with emphasis on corporate reporting. Resumes can be
sent to Ms. Hocutt, Office of Personnel, SEC, 450 Fifth Street, N.W., Washington,
D.C. 20549.
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FASB Issues
Statement on
Software
Accounting

In response to requests from the SEC and the AICPA for clarification of the
accounting for computer software production and development costs, the Financial
Accounting Standards Board has issued Statement on Financial Accounting
Standards no. 86, Accounting fo r the Costs o f C om puter Softw are to B e S old,
L eased, or O therw ise M arketed.
The statement requires that costs incurred to purchase or develop computer
software are to be charged to expense as research and development until the
technological feasibility of the product has been established. After completion of a
detail program design or, in its absence, a working model of the product that would
establish technological feasibility, all software costs are to be capitalized and
reported at the lower of unamortized cost or net realizable value of the product.
Until now some companies have been charging all costs to expense, while others
were capitalizing certain costs.
The principal change in Statement no. 86 from the exposure draft issued in
August 1984 is that the exposure draft would have allowed, in some cases,
capitalization of coding and testing costs incurred before a detail program design or
working model is completed.
The effective date of the statement is for fiscal years beginning after December
15, 1985.
For copies of the statement, contact FASB, Order Department, High Ridge Park,
P.O. Box 3821, Stamford, Conn. 06905-0821.

Auditing Standards
Board Actions

At its last meeting the auditing standards board (ASB) voted not to issue a final
SAS on auditability and completeness and directed the staff to prepare auditing
interpretations based on paragraphs five, six, seven and nine of the proposed SAS
on this subject.
In other areas the board requested the task force to draft proposed revisions to
SAS no. 23, A n alytical R eview Procedures, and reviewed the comment letters
received on the exposure draft of the proposed attestation standards. It also
discussed several issues related to the proposed guide on financial forecasts and
projections and agreed to reballot the revised draft for issuance as a final statement.

Tax Comments
Submitted by
Tax Division

As the House Ways and Means Committee began consideration of tax reform
legislation, the AICPA tax division submitted detailed comments on the
administration’s proposals to both the committee and all members of Congress.
Although the division strongly favors tax simplification, its comments repeat a
call for a moratorium on tax legislation until the overall impact on the economy of
major reform is determined.
Chief among the implications of the administration’s proposals which it
questions are the idea of a neutral tax system; the interrelationship among federal,
state and local governments; ignoring the basis of historical tax accounting; and the
fact that many of the proposals would seem to increase complexity rather than
simplify the tax code. (See special supplement to this issue.)
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AcSEC Withdraws
Certain SOPs
and Guides

At its latest meeting the accounting standards executive committee withdrew
certain statements of position and accounting guides because the Financial
Accounting Standards Board has extracted their specialized accounting and
reporting principles and has issued them in the indicated statements on financial
accounting standards.
The documents involved are as follows:
STATEMENTS OF POSITION
74-6
74-12
75-5
75-6
76-1
76-2
78-3
78-4
78-5
78-6
79-2
79-3
79-4
80-1
80-3

Sales of Receivables with Recourse
Accounting Practices in the Mortgage Banking Industry
Accounting Practices in the Broadcasting Industry
Questions Concerning Profit Recognition on Sales of Real Estate
Accounting Practices in the Record and Music Industry
Accounting for Origination Costs and Loan Commitment Fees in
the Mortgage Banking Industry
Accounting for Costs to Sell and Rent, and Initial Rental
Operations of, Real Estate Projects
Application of the Deposit, Installment and Cost Recovery
Methods in Accounting for Sales of Real Estate
Advance Refunding of Tax Exempt Debt
Accounting for Property and Liability Insurance Companies
Accounting by Cable Television Companies
Accounting for Investments of Stock Life Insurance Companies
Accounting for Motion Picture Films
Accounting for Title Insurance Companies
Accounting for Real Estate Acquisition, Development and
Construction Costs
ACCOUNTING GUIDES
Accounting for Motion Picture Films
Accounting for Profit Recognition on Sales of Real Estate
Accounting for Retail Land Sales

Other AcSEC
Highlights

SFAS no.
77
65
63
66
50
65
67
66
76
60
51
51
53
60/61
67
53
66
66/67

Also at the same meeting AcSEC
□ Approved for final issuance later this year an audit and accounting guide,
Audit and Accounting Guide for State and Local Governmental Units.
□ Decided to send comment letters on three proposed FASB technical bulletins.
They are Accounting for Operating Leases with Scheduled Rate Increases;
Issues Relating to Accounting for Business Combinations; and Accounting for
a Purchase of Treasury Shares at a Price Significantly in Excess of Current

Market Price of the Shares and Related Transactions.
□ Decided not to issue a draft notice to practitioners on acquisition,
development and construction loans. The savings and loan committee will
develop additional guidance based on the two notices already issued.
□ Deferred until its September 18-20 meeting consideration of a comment letter
on the FASB’s exposure draft Employers’ Accounting for Settlements and
Curtailments of Defined Benefit Pension Plans and for Termination Benefits.
At this meeting the committee will discuss further the accounting section of
the proposed guide on prospective financial statements.
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Two International
Audit Guidelines
Approved by IAPC

The international auditing practices committee (IAPC) of the International
Federation of Accountants (IFAC) has approved two new auditing guidelines for
October publication.
IAG 21, Date o f the Auditor’s R eport; Events A fter the B a la n ce S heet Date;
D iscovery o f Facts A fter the Financial Statem ents H ave B een Issued, provides
guidance to the auditor on dating of the auditor’s report; the auditor’s responsibility
in relation to subsequent events, which are significant events occurring after the
balance sheet date; and responsibility in connection with the discovery of facts
after the financial statements have been issued.
IAG 22, Representations by Management, sets forth guidance to the auditor on
using management representations as audit evidence; procedures that should be
applied in evaluating and documenting them; and circumstances under which
written representations should be obtained.
For information, write to IFAC, 540 Madison Avenue, New York, N.Y. 10022.

Schlesinger
Completes Annual
Meeting Program

Former Secretary of Energy James R. Schlesinger will be the speaker at the second
plenary session at the AICPA’s 98th annual meeting in Honolulu. He will speak on
the International Scene.
Currently a Senior Advisor to the investment banking firm of Shearson Lehman
Brothers Inc., Mr. Schlesinger is also a member of the executive board of
Georgetown University’s Center for Strategic and International Studies. He joins
J. Peter Grace and William Safire as a featured speaker on the program.

Two Members
Disciplined

The AICPA 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.
□ The membership of Joseph L. Pate of Hales Corners, Wisconsin, was
terminated on May 2 8 , 1985, following the revocation of his CPA certificate for
disciplinary reasons by the Wisconsin Examining Board.
Under the AICPA bylaws, membership in the Institute shall be suspended
without a hearing should there be filed with the secretary of the Institute a
judgment of conviction imposed upon any member for a crime punishable by
imprisonment for more than one year.
□ On April 3 0 , 1985, the membership of Marc Pozner of Tenafly, New Jersey, was
suspended pending appeal of a judgment of conviction in a U.S. district court
of income tax evasion and aiding and assisting in the preparation of false
income tax returns.

Two CPAs Appointed Bruce J. Harper of Sugarland, Texas, and Edward H. Pendergast from Belmont,
to White House
Massachusetts, have been named to the national steering committee for the White
Conference
House Conference on Small Business to be held on August 17-21, 1986, in
Committee

Washington, D.C.
According to Jack Courtemanche, executive director of the conference, over
30,000 persons will participate in some 55 regional conferences, and there will be
more than 1,800 delegates to the national conference.
A business administration graduate of the University of Houston, Harper is
founder and chief executive officer of the Houston-based firm of Harper & Pearson
and is chairman of the small business committee of the AICPA.
Pendergast, a graduate of Bentley College in Waltham, Massachusetts, is
chairman of Kennedy and Lehan, a CPA firm based in North Quincy, and is
chairman of the governor’s small business advisory committee of the state of
Massachusetts.
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Commission
Director
Appointed

Last month, G. Dewey Arnold, CPA, was appointed to the position of executive
director of the National Commission on Management Fraud.
Arnold is a retired regional managing partner of Price Waterhouse and has had
over 35 years of experience in accounting and management. In addition to his
professional activities, he has been active in civic affairs. Arnold holds a B.A.
degree in economics from the University of the South, Sewanee, Tennessee.
Former SEC Commissioner James C. Treadway, Jr., is chairman of the recently
organized six-member group (see July Letter), which is expected to develop
initiatives within the next 18 months for the prevention and detection of fraud. The
commission is sponsored and financed by the AICPA and other accounting
organizations.

GASB Issues
Exposure Draft
on Defined
Benefit Pensions

A draft of a proposed statement, D isclosure o f D efined B en efit Pension In form ation
fo r Public E m ployee R etirem ent System s an d State an d L ocal G overnm ental
Em ployers, has been issued for exposure by the Governmental Accounting
Standards Board, with comments due by November 18.
The disclosures set forth in this proposal would specify the information
needed to assess the funding status of public employee retirement systems (PERS)
on a going-concern basis; progress made in accumulating assets to pay benefits
when due; and whether employers are making actuarially determined contributions.
Among the matters that would be required in the notes to financial statements
are a description of the plan, a summary of accounting policies and asset values,
the standardized measure of the accrued benefit obligation and the actuarially
determined contribution requirements and contributions actually made during the
year. The proposed standardized obligation measure, the actuarial present value of
credited projected benefits prorated on service, considers both salary projections
and step-rate benefits. Also proposed in the exposure draft would be ten-year
historical trend data presented as supplemental information in the financial
statements.
If adopted as a final statement, the disclosures and supplemental information
would be required for fiscal years beginning after June 3 0 , 1985.
A public hearing will be held on November 6 at the State of Illinois Center in
Chicago, starting at 9 a.m. For further information, write to Project no. 5-1, GASB,
P.O. Box 3821, High Ridge Park, Stamford, Conn. 06905-0821.

Four CPAs
Named to IRS
Advisory Group

Four CPAs are among the 18 appointees to the new Advisory Group to the
Commissioner of Internal Revenue.
This group of accountants, attorneys, business executives, educators, small
business representatives and government officials meets periodically to discuss tax
administration issues with Commissioner Roscoe L. Egger, Jr., and his senior staff.
The four CPAs, all of whom are AICPA members, are Gerald Goldberg,
executive officer of the California Franchise Tax Board; Gerald Padwe of Touche
Ross & Co., Washington, D.C.; Dr. John E. Price, dean of the School of Business,
Jackson State University, Mississippi; and Caroline D. Strobel, associate professor of
accounting, University of South Carolina, Columbia.

New Video
Course on
Taxes Available

A new half-day video course has just been produced by the AICPA’s CPE division
Highlights o f the 1985 Tax L egislation (Tax Planning Strategies) features Sid Kess,
Andy Biebl and Albert Grasso discussing all the significant provisions including
corporate returns, company car rules, acquisition of plant and equipment, ITC, PCs,
start-up expenses and qualified plans. For prices and order information contact
your state society. Four hours of CPE credit is recommended.

Special Supplement CPA Letter September 1 6 , 1985

TAX DIVISION S COMMENTS ON PRESIDENT’S TAX PROPOSAL
The AICPA tax division has completed its review and analysis of the President’s tax proposal to
Congress for fairness, growth and simplicity. The 70-page study of the plan was distributed to members of
the House Committee on Ways and Means, members of the Senate Committee on Finance and Treasury
officials on September 6.
These comments reflect the general views of the AICPA tax division on the Administration’s tax reform
plan, as well as the division’s reaction to selected specific proposals in the plan. The general views may be
summarized as follows:
1. We support the concept of lowering rates and base broadening consistent with sound economic and
fiscal policy. We feel this should only be done after a careful and thorough analysis of the related
economic and tax policy issues.
2. A moratorium on further tax legislation is needed until such time as the macroeconomic effects of
the Administration’s proposals are better understood. During the period of such a moratorium, an
appointed nonpartisan commission should seek to arrive at a prudent, overall plan for tax reform
and a series of proposals for tax changes that will lead to fairness, simplicity and economic growth.
3. We question whether the goal of an economically, politically, and socially neutral tax system is
realistic. Historically, many tax changes have been undertaken to encourage or discourage certain
economic, political, and social behavior. Presumably, this will occur again in the future and “tax
neutrality” will then need to be set aside.
4. The proposals often selectively ignore policies that have historically formed the basis for tax
accounting concepts. In addition, the tax accounting concepts found in this plan are inconsistently
applied and lack sound reasoning. This results in the absence of a clear definition of what the tax
accounting concepts should be and how they can be applied consistently.
5. The proposals do not adequately address the impact on the interrelationships between federal, state
and local governments. The overall effect on such relationships is likely to be adverse, and more
consideration of the implications is needed.
6. If it is determined that major tax reform is needed at this time, we urge the careful selection of only
those changes that will actually achieve the desired goals.
Transition rules that will lend a substantial degree of stability to the tax law should also be
included.
7. Many of the proposals within the Administration’s plan offer significant improvements and strive
toward simplification, while others introduce still further complexity and create more problems.
For this reason, the AICPA neither supports nor opposes the entire plan. Rather, we have examined
each item individually and either supported it, opposed it, or recommended modification to it.

□
□

□

□
□
□

Examples of comments on specific proposals are
Support for reduction in the number of tax brackets from 14 to three with the suggestion for further
evaluation “. . . in terms of fairness among high, middle, and low income taxpayers.”
Support for the concept of a tax return free system but with the belief that, practically, it can only be
done to a limited extent, particularly in view of the current and forseeable computer technology
available to the IRS.
Opposition to the elimination of the itemized deduction for state and local taxes because such
elimination would effectively consitute double taxation and deny a deduction for what is effectively a
cost associated with earning income.
Support for repeal of the LIFO conformity requirement and adoption of indexed FIFO with certain
modifications.
Opposition to proposed revisions of the alternative minimum tax as unduly adding to complexity
although the overall concept of an AMT is sound.
Opposition to the Capital Cost Recovery System as too complex particularly for small- and medium
sized businesses. The goals of scaling back capital cost allowances can be achieved with relative
simplicity by making changes within the current ACRS provisions.

□ Opposition to a requirement that certain taxpayers use accrual father than cash accounting for tax
purposes.
□ Opposition to the proposed denial of the rate reduction benefit for taxpayers who claimed “excess”
depreciation for prior years.
□ Agreement with the proposed repeal of the investment tax credit because of its complexity and
inconclusive evidence of its incentive benefit.
□ Suggestion that a standard tax credit be considered instead of increased personal exemptions because
credits provide greater equity to lower income taxpayers.
□ Support for an expanded credit for the elderly, blind and disabled as directing the benefit most
effectively to those needing it.
□ Opposition to repeal of the two-earner deduction for joint return filing.
□ Opposition to replacement of the child care credit with a deduction because a credit is better directed to
low income taxpayers.
□ Support for the proposal to repeal the exclusion for unemployment and disability payments because
these items are effectively a wage substitute. This position also notes that an issue of fairness may exist
relating to taxing payments at a time a recipient is already unemployed or disabled.
D Suggestion for a “sliding” scale deduction based on recipient’s income for exclusion of scholarships and
fellowships rather than the proposed limit.
□ Support repeal of exclusion for prizes and awards if modified to retain a de minimus exclusion.
□ Support for elimination of entertainment expenses which is an area susceptible to abuse and perceived
as unfair. However, opposition to an arbitrary limit on business meal deductions as to which abuses, if
any, can be addressed by more vigorous enforcement.
□ Opposition to proposals to adjust the tax rate on unearned income of minor children and revisions to
the taxation of trusts and estates as adding undue complexity.
□ Opposition to the reduction of employee business expenses and miscellaneous deductions as
simplifying enforcement rather than simplifying tax law. If expenses are incurred in generating income
there is little reason for reducing the deduction for such costs.
□ Support repeal of income averaging if accompanied by rate reduction and bracket expansion.
□ Suggestion that the proposals to simplify penalty provisions need more clarification and a penalty
waiver for reasonable cause.
□ Opposition to the proposal for a 10% dividend paid deduction because it is too insignificant to justify
the additional complexity and recordkeeping.
□ Support repeal of the $100/$200 dividend income exclusion because it is too small to be considered a
viable incentive for equity investment.
□ Suggestion that the proposal for revised treatment of capital gains is extremely complex and should be
reexamined.
□ Suggestion that the limit on expensing depreciable property be allowed to increase to $10,000 per
existing law because it is conducive to simplification and growth of small business.
□ Opposition to the proposal to repeal the reserve method for bad debt deductions.
□ Opposition to the proposal to repeal percentage depletion.
□ Support for the inclusion of 8% of intangible drilling costs as an alternative tax preference item but
objection to any further proposal for capitalization of such costs.
□ Support for increase to spousal IRA limits but disagreement with many other of the proposed revisions
to the treatment of retirement savings.
The comments will be distributed to tax division members this month as soon as they can be printed.
Other interested AICPA members may obtain a copy by calling the Institute’s Order Department at (212)
575-6426. Ask for Product no. G00423.

—
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Accountants Are
“Most Trusted”
Financial Advisers

In a recent survey of 1,600 life insurance policyholders and 3,300 prospects,
accountants were rated highest as trusted financial advisers. They were cited by 67
percent of the policyholders and 57 percent of the prospects.
The study, conducted by National Life of Vermont, continues the reported
trend of recent years in which CPAs have been consistently characterized as the
“most valuable” business adviser, but in a relatively narrow area. However, this may
be changing. In a separate telephone survey of more than 1,000 policyholders, 34
percent indicated that accountants have been a major source for financial planning
in the past, with 45 percent indicating that they would use them in the future.

Speakers
Announced
for Update
Conference

The Second Annual AICPA Governmental Accounting and Auditing Update
Conference is set for September 22-23 at the Key Bridge Marriott Hotel in
Arlington, Virginia.
The conference features current developments in accounting and auditing,
including the activities of the GASB, AICPA and General Accounting Office. The
keynote address will be delivered by Congressman David S. Monson (R-Utah), CPA.
The Lieutenant Governor of Utah, W. Val Oveson, CPA, will discuss professionalism
in governmental accounting and auditing. Other topics include lectures on internal
contracts and implementation of single audit.
Fee is $175 and recommended CPE credit is nine hours. For further information
contact the AICPA meetings department at 212/575-6451.

Minority
Scholarships
Announced

Almost a quarter of a million dollars in scholarships for the 1985-86 academic year
has been announced by the AICPA’s minority and equal opportunity committee.
From the 701 who applied, some 317 students from 134 colleges and universities
were granted scholarships. About 40 percent of the total amount of $247,250 were
renewals of existing undergraduate or graduate scholarships, with the remainder
going to new recipients. Included in the total are 20 Arthur Andersen-AICPA
awards amounting to $17,500 and 7 RCA-AICPA scholarships for $5,500.

OCC and SEC
Seek Accounting
Fellows

The Office of the Comptroller of the Currency and the SEC’s Office of the Chief
Accountant are accepting applications for professional accounting fellowships
starting in early 1986 for two-year terms.
The OCC has one opening for a CPA with five years’ experience in public
accounting with an understanding of bank accounting. For information, call Zane
Blackburn at 202/447-0471.
The two fellowships at the SEC require candidates to have at least six years
with a public accounting firm or an organization that provides similar experience
in financial accounting and reporting. Write to the Office of the Chief Accountant,
SEC, 450 Fifth St. N.W., Washington, D.C. 20549.

NOTICE OF AICPA PUBLIC MEETINGS
Annual Meeting— Notice is hereby given to the membership pursuant to Sections 5.1 and 5.1.3 of the bylaws that the
regular annual meeting of the Institute will convene at 8:00 a.m. on October 7 , 1985, in the Sheraton-Waikiki Hotel,
Honolulu, Hawaii, to hear an address by Chairman Ray J. Groves and to consider other business.
Council will convene at 9:00 a.m. at the Sheraton-Waikiki on October 5 , 1985, to consider the Institute’s 1985-86
budget, to elect officers of the Institute and to consider other matters which may be brought before the meeting.

Federal Taxation— An open meeting of the federal taxation executive committee will be held in the AICPA offices in
Washington, D.C. on September 30-0ctober 1. The agenda has not yet been determined but will be reported by the
meetings information telephone service at 212/575-5694.
The next meeting of the committee is scheduled for December 11-14.
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Washington Briefs

Late Penalty Waived by IRS— The IRS has waived the $25-a-day penalty for late or
incomplete filing of Form 5500-C by holders of Keogh plans with only one
participant, if the form is filed by September 30. The sixty-day waiver was granted
because many of these individuals were unaware of this provision of the Tax Equity
and Fiscal Responsibility Act of 1982, which requires this information for 1984.
Information is available from the IRS Employee Plans Office at 202/566-3662.

Tax Reform Markup Could Be Delayed— Although the House Ways and Means
Committee could start marking up a tax bill this month, committee aides have
reportedly said that October may be more realistic. The decision was scheduled to
be made at a closed meeting of the committee on September 7.

Guide on Computer-Prepared Income Tax Returns Issued— The IRS has issued a
free publication, “Substitute Printed, Computer-Prepared and Computer-Generated
Tax Forms and Schedules” (1167), to help taxpayers adhere to the guidelines for
these forms. Write to IRS Publications, P.O. Box 25866, Richmond, VA 23260.
Section 338 Extension Announced— The IRS, in release 85-75, has announced that
the time for making certain elections and for taking certain other actions under
section 338 of the Internal Revenue Code has been extended. This section provides
rules that allow a corporation to elect a special tax treatment when it acquires the
stock of another corporation (the “target”) in a certain manner. Now the election
need not be filed before December 3 1 , 1985, if the acquisition date of the target for
which the election would apply occurs after August 3 1 , 1982.
Below-Market Interest Rate Loans— The IRS proposes to amend federal tax
treatment of those transactions that would affect the estate tax, gift tax and excise
tax regulations (see August 20 Federal Register pp. 33553-71). One proposal would
provide a special rule for a below-market loan between two people that is
attributable to the relationship of a third person to either the lender or borrower (for
example, a loan by an employer to an employee’s child). Written comments must be
mailed by October 21. For information, call Sharon Hall at 202/566-3828.

Low-Interest Demand Loans — The IRS has issued Release 85-86 which provides
guidance on valuing gifts resulting from low-interest or interest-free demand loans
outstanding in 1984 or earlier. Also the IRS will waive certain penalties for failure
to report the correct value of 1984 gifts relating to these loans. Contact Public
Affairs Office at 202/566-4024 for further information.
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AICPA Board of
Directors Meeting
Highlights

The AICPA board of directors at its September 5-6 meeting took the following
actions among others:
□ Formed a task force of the board to review past AICPA considerations relative to
specialization and accreditation, and to make recommendations to the board as
to what initiatives, if any, might now be taken.
□ Approved in concept the formation of a voluntary membership division for
AICPA members with an interest in management advisory services, with
submission to council for approval anticipated in the spring of 1986.
□ Extended the authority of the 1984-85 auditing standards board and the
accounting and review services committee until the end of 1985 for the sole
purpose of holding open meetings and balloting on attestation standards.
□ Affirmed the continuation of the accounting and review services committee.
□ Received a report from the special committee on mandatory CPE and authorized
its distribution to state CPA societies and other interested parties.
□ Received an update from the chairman of the special committee on standards of
professional conduct for CPAs. The committee hopes to develop a report in time
for discussion at regional meetings of members of council in March 1986.
□ Received a report on activities of the Financial Accounting Foundation from its
president and from the chairman of the special review committee of the FAF.

FASB Exposes
Draft of Concepts
Statement

The Financial Accounting Standards Board has issued for public comment a
proposed statement on financial accounting concepts, Elements of Financial
Statements, which is a revision of the exposure draft issued July 7, 1983.
It is an amendment to Concepts Statement no. 3, which would apply the
definitions of the elements of financial statements set forth in the statement to notfor-profit organizations.
The proposed statement defines 10 interrelated elements that are directly
related to measuring the performance and status of an entity and proposes that the
definitions of the following items be applied to not-for-profit organizations: assets,
liabilities, net assets, revenues, expenses, gains and losses. It also identifies and
defines three classes of net assets for these organizations as being permanently
restricted, temporarily restricted and unrestricted.
According to Ronald J. Bossio, manager of the project, “The exposure draft
notes that changes in the amount of net assets of these organizations result from
revenues, expenses, gains and losses. The draft also notes that other events may
cause changes among the three classifications of net assets.”
Concepts statements are intended to set forth objectives and fundamentals that
will be the basis for development of financial accounting and reporting standards.
They do not establish standards prescribing accounting procedures or disclosure
practices for particular items or events. These are issued by the board as statements
of financial standards.
Comments on the exposure draft are due by November 22. Copies of the draft
may be obtained from the FASB, Order Department, High Ridge Park, P.O. Box
3821, Stamford, Conn. 06905-0821.
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FASB Gets
Report Card

A report prepared by a special review committee of the Financial Accounting
Foundation finds there is “very little evidence of deep dissatisfaction” with the
FASB by its constituency, but there are some “undercurrents of uneasiness.”
Based on a Louis Harris & Associates survey involving 451 personal interviews
with people who have a direct interest in the board’s activities, the report
concludes that the FASB has strong, widespread support for its operations, but that
there are some concerns, especially in the selection process, that should be
addressed. Foremost of these is the mix of board members; some individuals and
organizations are urging that more business people be appointed to the board.

Accounting
Literature
Awards
Announced

The 19th presentation of the AAA/AICPA Notable Contributions to Accounting
Literature Awards were made at the American Accounting Association’s annual
meeting in Reno last month.
Selected by the AICPA accounting literature awards committee from
nominations by an AAA committee, the 1985 awards went to the following:
□ William L. Felix, Jr., Price Waterhouse Auditing Professor, University of Arizona,
and William R. Kinney, Jr., Price Waterhouse Auditing Professor, University of
Michigan, for their article, “Research in the Auditor’s Opinion Formulation
Process: State of the Art,” in the April 1982, Accounting Review.
□ Robert Libby, Peat Marwick Mitchell Professor of Accounting, University of
Michigan, for his book, Accounting and Human Information Processing: Theory
and Applications, published by Prentice Hall in 1981.
Articles and books published within the last five years are eligible for this
medallion and cash award.
The Journal of Accountancy Literary Award, established in honor of former
editor John Lawler, was won this year by Newton N. Minow for his article
“Accountants’ Liability and the Litigation Explosion,” which was published in the
September 1984 issue. The Journal's editorial advisers rated it as the best for the
year ending June 1985.
Mr. Minow is a partner in the Chicago law firm of Sidley & Austin. His award
consisted of a testimonial scroll and a cash prize.

GFOA Sets Four
Financial
Management
Seminars

The Career Development Center of the Government Finance Officers Association
has scheduled four seminars in Columbus, Ohio, on October 28-November 1.
They are as follows:
□ Intermediate Governmental Budgeting—October 28-29.
□ Financial Reporting and the GFOA Certificate of Conformance —October 29.
□ Intermediate Governmental Accounting—October 30-November 1.
□ Money Market Management for Governments—October 30-November 1.
According to the GFOA, these seminars meet the criteria to qualify for CPE
credit for CPAs. For information contact Karen H. Nelson, GFOA Career
Development Center, 180 North Michigan Avenue, Chicago, Illinois 60601.

Lee Named to
IFAC Board

Former Chairman of the AICPA Board of Directors B. Z. Lee has been named to the
Council of the International Federation of Accountants (IFAC) for a two-and-a-half
year term. Lee, senior partner of Seidman & Seidman, Houston, will serve as the
U.S. representative on the 15-country body.
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Two AICPA
Members
Expelled

The AICPA 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.
□ The membership of Jose L. Gomez of Miami, Florida, was terminated on July 29,
1985, following the revocation of his CPA certificate for disciplinary reasons by
the Florida State Board of Accountancy.
Under AICPA bylaws, membership in the Institute shall be terminated without
a hearing should there be filed with the secretary of the Institute a final judgment of
conviction imposed upon any member for a crime punishable by imprisonment for
more than one year.
□ On July 2 4 , 1985, the membership of G. Duncan Fraser, Jr., of Boston,
Massachusetts, was terminated following his conviction in a U.S. District Court
on his plea of guilty to mail fraud.

POB Issues
Annual Report

The Public Oversight Board for the SEC practice section of the AICPA’s division for
CPA firms issued its 1984-85 annual report this month.
The report summarizes the activities of the board and the SEC practice section,
which it oversees, for the year ended June 3 0 , 1985. It states that both the peer
review and special investigative processes are achieving their intended objectives of
improving the quality of the accounting and auditing services of member firms, but
that the section should improve its efforts to inform its publics about the program
and to make clear the difference between a business failure and an audit failure.
The report also reiterates some of the recommendations made by POB
Chairman Arthur Wood before the May 1985 council meeting, which appeared in
the August issue of the Journal of Accountancy under “Statements in Quotes.”
Copies of the complete report are available from the POB, 540 Madison
Avenue, New York, N.Y. 10022.

SEC Issues Staff
Bulletin on
Noncurrent
Marketable
Securities

Accounting for noncurrent marketable securities is the subject of the SEC’s latest
staff accounting bulletin (no. 59).
The bulletin presents the staff’s interpretation of “other than temporary” as
included in the discussion of impairment in Statement no. 12 on accounting for
marketable securities by the Financial Accounting Standards Board. The statement
provides that a company must decide whether a decline in a marketable security
that is below cost at the balance sheet date is other than temporary.
The SEC staff interprets this phrase to mean “permanent.” Therefore, a write
down may be required. Factors that should be considered, the bulletin holds, in
determining the realizable value of the investment include
□ The length of time and the extent to which the market value fell below cost.
□ The financial condition and near-term prospects of the issuer as well as specific
events which may affect the issuer’s operations.
□ The intent and ability of the company to retain its investment in anticipation of
recovery in market value.

NOTICE OF AICPA PUBLIC MEETING
Auditing Standards—There will be an open meeting of the auditing standards board on October 23 in
the boardroom of the AICPA’s New York office, starting at 9:00 a.m. The agenda has not yet been set.
Agenda and changes will be reported by the meetings telephone information service.
The number is 212/575-5694.
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Washington Briefs

SEC Commissioner Named—Joseph Grundfest, a senior economist with the
Council of Economic Advisers, has been nominated by President Reagan to fill one
of the two vacancies on the Securities and Exchange Commission. If confirmed by
the Senate, Grundfest would serve until 1990, replacing Charles Marinaccio, who
resigned in July. He was previously an attorney with a Washington law firm, served
as a consultant to Peat, Marwick, Mitchell & Co. and was an economist with the
Rand Corporation. The other seat, vacated by James Treadway last April, is expected
to be filled by Edward Fleischman, a New York securities lawyer, but he has yet to
be formally nominated.
Regulations on Entertainment Facilities—Regulations on the disallowance of
entertainment-connected facilities have been approved by the IRS (see 9/9/85
F ederal Register). They apply to expenses paid or incurred after 12/31/78.

RICO Hearings Extended—Both the House and Senate Judiciary Committees have
announced continuation of hearings on the civil provisions of the Racketeer
Influenced Corrupt Organizations Act (RICO). They were held in late September,
and the House Criminal Justice Subcommittee will continue on October 2 and
October 8 to consider the Boucher bill (H.R. 2943).

Automobile Mileage Rate Increased—The standard mileage rate for automobiles
used in business in 1985 will increase from 20.5 cents per mile to 21 cents per mile,
according to the IRS. The new rate is for the first 15,000 miles of business use of a
car that is not fully depreciated. All business use of an automobile that is fully
depreciated remains at the 1984 rate of 11 cents per mile.

SEC Sponsors Roundtable on Major Issues—Liability and insurability of
accountants, officers, directors and members of outside audit committees were the
focal point of a Roundtable on Major Issues sponsored by the SEC earlier this
month. Among the panelists were AICPA Chairman Ray J. Groves, SEC Chairman
John S. R. Shad and A. A. Sommer, Jr., of the public oversight board of the SEC
practice section of the AICPA’s division for CPA firms. The main item of concern
was not the higher cost of premiums but the availability of insurance.

Tax Changes Top Concern to Small Business—According to Jack Courtemanche,
executive director of the White House Conference on Small Business, scheduled for
1986, tax changes are foremost among the concerns of small business. “Tax
simplification has been a recommendation at every [regional] conference so far.”
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Variety Spices
AICPA Annual
Meeting

Some 2,200 CPAs and their guests resisted the temptations of Hawaiian social life
to attend a wide variety of technical programs at the AICPA’s 98th annual meeting
held in Honolulu on October 7-9.
The fall council meeting led off the program on October 5, with the election of
officers and directors for the coming year, listening to a number of committee
reports and approving the 1985-86 budget. (See page 3.)
The annual meeting, chaired by outgoing Board Chairman Ray Groves, got
underway on Monday morning with the introduction of distinguished guests, the
award of the Institute’s Gold Medal and the recognition of the Sells Medalists from
the last two Uniform CPA Examinations.
After presenting the annual report to members and conducting other business,
Chairman Groves turned the meeting over to President Philip B. Chenok, who
moderated a panel of senior technical committee chairmen in a discussion of the
significance of their activities in terms of the profession’s overall interests.
William Safire, a columnist for the N ew York Times, talked at Monday’s
luncheon about what’s going to happen in Washington. Following Mr. Safire’s
presentation, four simultaneous mini-conferences were held on single audits,
microcomputer systems for clients, effective leadership in managing numbers and
people in industry and the role of a CPA as personal financial planner.
The opening plenary session on Tuesday morning was addressed by J. Peter
Grace, who talked on the problem of Big Government. Grace is not only chairman
and CEO of W. R. Grace & Co., but he headed President Reagan’s Private Sector
Survey on Cost Control—an effort to address “runaway spending in the federal
government and the resulting huge deficits.” Following Mr. Grace’s presentation
was James R. Schlesinger, the former Secretary of Defense and Director of the
Central Intelligence Agency, who discussed the international scene.
The afternoon was devoted to four more simultaneous mini-conferences
covering such topics as operational auditing, financial rewards of partners, current
developments in banking and financial services, and creating public awareness for
the CPA firm.
For the second year a highlight of the program was the Accountants World
exhibition by vendors and suppliers to accountants.
More on the meeting will appear in the December Journal o f A ccountancy.

AICPA Officers
and Directors
Elected

Herman J. Lowe of Louisiana was elected chairman of the AICPA board of directors
at the October 5 meeting of Council. Also elected was J. Michael Cook, New York,
as board vice-chairman. Mr. Lowe heads the CPA firm of H. J. Lowe & Company,
Baton Rouge and Mr. Cook is managing partner of Deloitte Haskins & Sells.
The following were elected as vice-presidents for 1985-86: Bernard Barnett,
New York; Irvin F. Diamond, New Mexico; John R. Meinert, Illinois. Reelected
treasurer was Don J. Summa, New Jersey.
Elected as directors on the board for three-year terms were Paula H. J.
Cholmondeley, New Jersey; Merle S. Elliott, Maryland; Charles Kaiser, Jr., Texas;
and Ralph Saul, Pennsylvania (public member).
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Council and
National Review
Board Openings
Filled

Because of the elections of John R. Meinert as a vice-president and J. Michael Cook
as vice-chairman of the board, Arthur I. Farber, Illinois, and Brenda T. Acken, West
Virginia, were elected to fill their unexpired terms as Council members-at-large for
terms of two years and one year respectively.
Also, John E. Thomas of Minnesota was elected to fill the unexpired term
(October 1986) of Merlin E. Dewing, who has resigned from Council:
Fifty-five new directly elected council members were installed (see April 8
Letter for report of the nominations committee) and Everit A. Sliter, Montana; James
Maher, Jr., Louisiana; A. Clayton Ostlund, Illinois; and Bennett D. Levey, Missouri,
were elected to three-year terms on the National Review Board.

Larson Awarded
AICPA Gold Medal

Former AICPA Board Chairman Rholan E. Larson was the recipient of the AICPA
Gold Medal for Distinguished Service at the Institute’s annual meeting.
Larson is managing partner of Larson, Allen, Weishair & Co. in Minneapolis
and was president of his state CPA society in 1970. Since then he has been
continuously involved in AICPA activities, rising to the chairmanship of many of
the committees and boards on which he served.
Larson, who was elected chairman of the AICPA board of directors, made the
quest for quality in service to clients and the public the theme of his incumbency.
He currently serves as president of the Financial Accounting Foundation, the
parent body of the Financial Accounting Standards Board.

Sells Award
Winners Honored

The Sells Award medalists for the top three grade totals for the four-part Uniform
CPA Examination given last May were announced during the Institute’s annual
meeting in Honolulu. They were among the 67,269 candidates, nationwide, who
completed a total of 241,575 papers, a slight increase from the May 1984
examination.
The winner of the Sells Gold Medal for the highest total was Marc Stewart
Brenner of Skokie, Illinois. A graduate, with highest honors, of the University of
Illinois—Urbana-Champaign, Brenner is currently attending the University of
Chicago Law School. He was unable to attend the Institute meeting so the award
was presented by the Illinois Society of CPAs.
The second-place award, the Sells Silver Medal, went to Arthur D. Gunther,
who is a staff auditor for Arthur Andersen & Co. in Chicago. He is also a graduate of
the University of Illinois—Urbana-Champaign, where he was in the top three
percent of his class. He lives in Lincolnwood, Illinois.
The Bronze Medal for third place was won by Russell D. Wass of Leominster,
Massachusetts. He holds two bachelor degrees from Bentley College, Waltham,
Massachusetts, where he was class valedictorian. Wass is a tax accountant for
Arthur Andersen & Co. in Boston.
In addition, 123 certificates for high distinction were awarded.
The medalists from the November 1984 examination were, for the first time, all
women. They were presented with their awards in Honolulu (see April 22 Letter).
The winners were
□ Riva Dale Mirvis of Syracuse, New York (gold).
□ Barbara R. Stewart of Columbia, Maryland (silver).
□ Mary Beth Heskin of Fort Collins, Colorado (bronze).
There were 70,810 candidates who wrote 256,188 papers at this examination.
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Council Meeting
Highlights

At its October 5 meeting in Honolulu, Council had a full agenda receiving and
commenting on a variety of reports.
After introductory remarks by outgoing Board Chairman Ray J. Groves and a
report on recent board of directors activities (see September 30 Letter), the group
heard from Treasurer Don J. Summa. Summa reported that the Institute ended its
fiscal year with a deficit of $1.1 m illion instead of the excess revenue of $1 m illion
that had been budgeted for. The negative variances were due primarily to CPE,
where expenses exceeded revenues by $1.3 million, and unanticipated legal fees
primarily related to the Federal Trade Commission inquiry.
Barbara H. Franklin, public member of the board, reported on the work of the
audit committee which she chairs. She reported on changes in CPE accounting
brought about by recommendations of the internal auditor. She noted that a
separate internal audit function for the Institute had been in effect for just one year
and that studies will be made of computer security and cash management this year.
An interim report of the Special Committee on Standards of Professional
Conduct, under the chairmanship of George D. Anderson, caused a number of
comments related to its preliminary recommendations for a positively stated goaloriented code of ethics and mandatory quality reviews for members in public
practice. The final report is expected to be presented to Council next May.
Thomas L. Holton, who presented the financial committee report, stated that in
spite of a variation from budget of over $2 million for 1984-85, the variance has
been less than one percent overall each year since 1981. Proposed changes in the
budget process for 1986-87 will include zero-based budgeting under the direct
supervision of Kenneth J. Kerin, the Institute’s new vice-president of operations.
Council also heard a report on the new developments in Washington relating to
the House Oversight Committee study of the profession, RICO and the FTC
examination of certain rules of conduct.
The auditing standards board report, delivered by new Chairman Jerry D.
Sullivan, noted that the ASB must address itself to criticism of the audit process.
He expressed the view that the gap in public expectations of the audit process must
be closed through a combination of more effective communications and the CPA’s
willingness to assume greater responsibility.
John Lehman, chairman of the EDP technological research subcommittee,
emphasized that the profession must be responsive to the rapidly changing
technological environment.
Finally, Chairman Albert B. Ellentuck of the federal taxation executive
committee, reported on the tax division’s response to the Administration’s tax
proposals. He said that even if the tax reform proposals are not adopted, the
division’s comments should prove helpful (see September 16 Letter) in affecting
desirable changes in tax legislation.

Nominations
Committees
Elected

At its meeting Council elected the following to serve on the nominations committee
for the AICPA and the two sections of the division for CPA firms:
AICPA
*Ray J. Groves, New York
David H. Abramson, Minnesota
Stephen D. Holton, Virginia
Charles T. Horngren, California
Charles W. Jenkins, Georgia
Archibald E. MacKay, Maryland
Andrew P. Marincovich, California
Clinton J. Romig, Louisiana
Robert C. Sassetti, Illinois
John P. Thomas, Florida
John W. Zick, New York
* chairman

PCPS
Bruce S. Botwin, New Jersey
Steven N. Fischer, New York
Ray J. Groves, New York
Stephen D. Holton, Virginia
Charles W. Jenkins, Georgia
Clinton J. Romig, Louisiana
John P. Thomas, Florida

SEC Practice Section
David H. Abramson, Minnesota
Alan P. Brout, New York
Ray J. Groves, New York
Charles W. Jenkins, Georgia
Joseph X. Loftus, New York
Clinton J. Romig, Louisiana
John P. Thomas, Florida
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NASBA Holds
Annual Meeting;
Elects New
Officers

The National Association of State Boards of Accountancy held its 78th annual
meeting September 29 to October 2 in Maui, Hawaii. The three-day series of
sessions, focusing on the theme “Assuring Quality Performance in the Practice of
Public Accountancy," drew board members from virtually every state.
Speakers included Herman J. Lowe, incoming AICPA board chairman, and
Sandra A. Suran, NASBA president. Panel sessions at the meeting dealt with
programs for quality control assurance, ethics, due process and enhancing the
effectiveness of state regulation of public accountancy.
On the slate of NASBA officers elected for 1985-86 were Thomas lino
(California), who succeeds Suran to the office of president, and Albert J. Derbes III
(Louisiana), president-elect. New vice-presidents are Thomas K. Baer (Kentucky),
Wilbert H. Schwotzer (Georgia) and Charles W. Taylor (Mississippi). Elected
treasurer was Joseph J. Sorelle (New Jersey). Sandra A. Suran succeeded to the
office of immediate past president.

Banking
Conference
Program Set

The AICPA’s tenth annual conference on banking, sponsored by the committee
on banking, will be held at the Capital Hilton Hotel in Washington, D.C., on
November 7-8.
Evaluation of the loan loss reserve, accounting for options and capital
adequacy are a few of the areas that will be discussed in lectures and panel
discussions.
Among the other highlights will be
□ Updates on current accounting issues including the FASB’s project on loan
origination fees and the AICPA’s issues paper on estimated credit losses.
□ Reports on current regulatory developments from representatives of the Federal
Reserve System, FDIC and OCC.
□ Reports on current banking committee projects, including the revision of the
sample bank financial statement contained in the Bank Audit Guide, the balance
sheet presentation of risk participations in bankers’ acceptances and the loan
evaluation project.
□ Question-and-answer sessions with bank accountants, executives and regulators.
□ Concurrent sessions on specific topics of professional interest.
The featured speaker at luncheon on November 7 will be John G. Heimann,
vice-chairman, Merrill Lynch Capital Markets.
The registration fee of $375 covers all sessions and materials, two continental
breakfasts, two luncheons and a reception. For further information contact the
AICPA’s meetings department (212/575-6451).

Industry Committee
Schedules
Controllership
Conferences

As part of its stepped-up efforts to provide more service to industry members, the
AICPA’s industry committee will present a five-part Controllership Series,
beginning early next year. The schedule for 1986 is as follows:
Tax—February 19, San Francisco.
Human Resources—April 16, Dallas.
Data Processing and Information Systems—June 18, Atlanta.
Asset Management—July 17, Chicago.
Inventory and Production Control— September 18, New York.
Scheduled presentations include management skills in a financial
environment; managing unsatisfactory employees; current developments in
taxation; detecting and preventing internal control irregularities; what the
controller should know about operational review; computer security; integrated
management information systems; building and maintaining credibility; and the
controller as adviser to management.
A brochure will be mailed to members in industry in November. Additional
information is available from Lloyd Bosca at the AICPA (212/575-6437).
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AcSEC Meeting
Highlights

The accounting standards executive committee took the following actions at its
meeting in New York on September 18-20:
□ Approved issues papers to be sent to the FASB on “Accounting for Options” and
“Estimated Credit Losses of Financial Institutions.”
□ Approved a letter of comment on the FASB’s June exposure draft, “Employers’
Accounting for Settlements and Curtailments of Defined Benefit Pension Plans
and for Termination Benefits.”
□ Agreed to send a letter of comment to the FASB on an FASB staff draft,
“Transition in FASB Technical Bulletins.” The letter will recommend
prospective application of technical bulletins.
□ Recommended that the AcSEC chairman approve “Guide for Prospective
Financial Statements” for final issuance.
□ Participated in an educational discussion of software revenue recognition. The
task force on the development and sale of computer software accounting expects
to present a draft issues paper on software revenue recognition at the January
AcSEC meeting.

New President
at IIA

G. Peter Wilson has succeeded S. C. Gross as president of the Institute of Internal
Auditors, effective last month. Mr. Gross has retired.
For the past 19 years, Mr. Wilson has served in the Federal Government of
Canada, most recently as deputy auditor general since 1980. Born and educated in
Scotland, Mr. Wilson is experienced in foreign service, having served for both the
Canadian government and the United Nations.
He will serve as chief administrative officer for the 30,000-member
organization.

AICPA Member
Censured

At a meeting of a hearing panel of Regional Trial Board VIII in College Park,
Georgia, on August 8 , 1985, Eugene C. Bell of Marietta was charged with violating
Rule 505 of the Institute’s Code of Professional Ethics by holding himself out as
“Bell and Associates” when he was a sole practitioner without partners or fellow
shareholders in the practice and with violating the Institute’s bylaws by failing to
cooperate with the ethics committee in its investigation of a complaint that was
filed against him by a former client.
Mr. Bell, who was not present at the hearing, was found not guilty of violating
Rule 505. He was, however, found guilty of failing to cooperate with the ethics
committee in its investigation of him and was censured. He was also required to
complete a home study course in professional ethics by December 3 1 , 1985, and if
he does not, his membership is to be suspended for two years.
Mr. Bell did not request a review of the decision which, therefore, became
effective on September 7 , 1985.

NOTICE OF AICPA PUBLIC MEETING
Auditing Standards
There will be an open meeting of the auditing standards board on November 5 at the Golden Tulip
Barbizon Hotel (63rd Street & Lexington Avenue) in New York City, starting at 9:00 a.m. The main item of
business will be to consider for exposure a draft of a proposed statement on Levels of Assurance.
The next meeting is scheduled for December 3-5 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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Washington Briefs

Correction on SAB no. 59—The SEC’s staff bulletin no. 59 dealt with accounting
for noncurrent marketable securities (see September 30 Letter). The bulletin
presents the staff’s interpretation of “other than temporary” as included in the
discussion of impairment in SFAS no. 12 on accounting for marketable securities.
In the bulletin, the SEC staff says it does not believe that “other than temporary”
should be interpreted to mean “permanent.”

Imputed Interest Bill Cleared—The Senate on October 1 finally cleared and sent to
the President a bill (HR 2475) easing imputed interest rules for seller-financed sales
of property. The Senate approved the conference report, with no changes, which
was agreed to by House and Senate conferees earlier this year and passed by the
House on August 1. The bill, which is expected to be signed by the President,
would replace the 1984 tax act rules that took effect July 1, when stopgap
legislation that eased the rules expired.

RICO Revisions Urged—The Racketeer Influenced and Corrupt Organizations Act
(RICO) continued to be the subject of congressional hearings. John C. Keeney,
deputy assistant attorney general, criminal division, Department of Justice, in
testifying before the House Judiciary Subcommittee on Criminal Justice on
September 18, said that the Justice Department could support an amendment to
RICO requiring prior criminal conviction if federal and state prosecutors were
exempted. Keeney also gave Justice Department support to the general elimination
of treble damages and attorney fees under the RICO civil section, with the same
exemption requirement for federal and state governments.
In other testimony recently before the Senate Judiciary Committee on
September 24, both the National Association of Manufacturers and the New York
State Bar Association supported revisions to RICO’s civil remedies.

Income Averaging Killed in Tax Plan—The House Ways and Means Committee, in
marking up a tax reform plan, adopted proposals to repeal income averaging and to
retain the current-law credit for the elderly. It also agreed to adopt a staff proposal
that would tax all unemployment benefits starting January 1 , 1987.

Farrell Named to IRS Advisory Group— L. Wayne Farrell, director of taxes,
Reynolds Aluminum Metals Company, is among five CPAs named to the new
Advisory Group to the Commissioner of Internal Revenue. The other four CPAs
were listed in the September 16 Letter.
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Communications
Stressed by
New AICPA
Board Chairman

In discussing the challenges that are currently facing the accounting profession,
new AICPA Board of Directors Chairman Herman J. (Monday) Lowe noted in his
inaugural remarks at the Institute’s annual meeting in Hawaii that while the
membership has diverse backgrounds, it has a common heritage and commitment
to four guiding principles: integrity, objectivity, independence and professional
competence. “It is, in fact,” he said, “both our shared commitment and our diverse
interests that propel the profession to better itself.”
Pointing to the need for continuing to improve communications with the
public, Lowe said, “Our reticence in reaching out to the public in the past left
many segments of society uninformed about the great strengths of the profession”
and its four principles. There is a “widening space between the public’s
expectations of our financial reporting system and the realities of these services.
The Institute will be taking more aggressive steps during the coming year to
communicate our messages to our many influential publics.”
Among other things, Lowe cited steps that the Institute is taking to meet the
various challenges, including the question of liability exposure and attempts to
effect changes in the civil provisions of the Racketeer Influenced and Corrupt
Organizations Act (RICO), which, according to Lowe, is being applied to ordinary
business in a way Congress never intended.
To meet the public’s demand for added services, he referred to the work of the
accounting standards executive committee, the auditing standards board and the
forthcoming report of the special committee on standards of professional conduct,
which has been examining the relevance of the present ethics code in a rapidly
changing society.
“The challenges that we face in the coming year will inspire all of us to seize
the opportunity to communicate to all who will hear us that our profession will
always hold sacred those principles of integrity, objectivity, independence and
competence,” Lowe concluded.

GASB Issues
The Governmental Accounting Standards Board, formed last year, has exposed for
Exposure Draft
public comment a proposed statement on financial reporting of deferred
on Deferred
compensation plans under the provisions of IRS Code section 457 for state and
Compensation Plans
local government employees.
The proposal would require that section 457 deferred compensation plan
balances be displayed in an agency fund of the governmental employer that has
legal access to the resources. Such employers would also be required to make
certain disclosures about their plans, including a summary of plan activity for the
year, the extent of the government’s fiduciary responsibility and the Internal
Revenue Code requirement that the plan assets are the property of the employer
until disbursed to employees, subject only to the government’s general creditors.
Comments on the proposed statement are due by November 19 and copies of
the draft may be obtained from the GASB, High Ridge Park, P.O. Box 3821,
Stamford, Conn. 06905-0821.
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AICPA Disciplinary
Actions

The membership of Gary L. Martin of Seattle, Washington, was terminated as of
March 15, under the automatic disciplinary provisions of the Institute’s bylaws
following his conviction on his plea of guilty to obstruction of justice.
The membership of Walter Lewis DeMoss, Jr., of Shreveport, Louisiana, has been
suspended pending appeal of his conviction of conspiracy and of making false
statements and possessing false papers in order to defraud a governmental agency.
Also, the following members have had their memberships suspended in accordance
with the Institute’s bylaws following the suspension of their CPA certificates, for
disciplinary purposes, by their respective state boards of accountancy:
□ Edward James Gurry of Marshfield, Massachusetts, until February 26, 1987.
□ Bruce M. Cook of Logan, Utah, for four months, which ended on August 15,
1985.
□ Dwight D. Cook of Providence, Utah, for six months, which ended on October
15, 1985.
At a meeting of a hearing panel of Regional Trial Board IV in Milwaukee,
Wisconsin, on May 22, Daniel J. Bartz of Greenfield, Wisconsin, was charged with
violating the codes of professional ethics of the Wisconsin Institute of CPAs, the
Minnesota Society of CPAs and the AICPA in connection with an examination and
report on the financial statements of a client.
Mr. Bartz, who was present with counsel at the hearing, was found guilty as
charged and admonished. He was required to complete 40 hours of selected
continuing professional education courses by December 3 1 , 1985, and also to
complete a peer review of his practice by the same date. If he does not, the panel
reserved the right to reconvene to consider further disciplinary action.
Mr. Bartz did not request a review of the decision, which, therefore, became
effective on June 21, 1985.
Thomas Soltz of Miami, Florida, was found guilty on August 9 , 1985, by a hearing
panel of Regional Trial Board IX in Tampa, Florida, of violating the Institute’s
bylaws by failing to cooperate with the AICPA Professional Ethics Committee in its
investigation of a complaint against him and was admonished. In addition the
panel directed that he complete a course in professional ethics within six months
of the effective date of the decision, and if he does not, he is to be expelled from
membership without further proceedings.
Mr. Soltz, who was not present at the hearing but who was notified in writing
of the decision, did not request a review of the decision, which, therefore, became
effective on September 8, 1985.
A REMINDER: FREE TIS HOTLINE
The Institute’s technical information service is a free service to AICPA members
that answers inquiries about specific auditing or accounting problems.
Call toll free: 800/223-4158 (except New York, which is 800/522-5430).
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Statement on
Forecasts and
Projections Issued

The Institute’s auditing standards board recently issued a statement on standards
for accountants’ services on prospective financial information entitled Financial
Forecasts and Projections. The statement establishes standards for three types of
accountants’ services on financial forecasts and projections: examination,
com pilation and application of agreed-upon procedures.
The statement applies whenever the forecast or projection is reasonably
expected to be used by a third party and the accountant either assembles and
submits it to his client or reports on it. The statement is effective for engagements
ending on or after September 3 0 , 1986. Copies may be obtained from the AICPA
order department (Product no. 023017). List price is $1.75; $1.40 to members.

Doctoral Fellows
Selected

A total of $42,500 has been awarded to five minority faculty members who are on
leave from their “home” universities and are pursuing a doctoral degree. The
recipients of the fellowships are as follows:
□ Frazier W. Brickhouse, Petersburg, Virginia; from Virginia State University,
attending Virginia Commonwealth University.
□ Ronald L. Campbell, College Station, Texas; from Oakwood College, attending
Texas A&M University.
□ Sharon G. Finney, East Point, Georgia; from Clark College, attending Georgia
State University (Arthur Young-AICPA fellowship).
□ Dorothy M. Mattison, Baltimore, Maryland; from Morgan State University,
attending George Washington University.
□ Henry Thomas, Mississippi State, Mississippi; from Jackson State University,
attending Mississippi State University.
The fellowship program, begun in 1975, is intended to help increase the
number of minority Ph.D.’s in accounting and to improve the research and teaching
competencies of faculty members in traditionally minority colleges and
universities.

NOTICE OF AICPA PUBLIC MEETINGS
Accounting and Review Services—An open meeting of the accounting and review services committee will be held
on November 12-13 in Room C of the AICPA offices in New York starting at 9:00 a.m. each day. The agenda will include
discussion of the following topics:
□ Tuesday—Personal Financial Planning; Analytical Review Procedures.
□ Wednesday—Compilation Procedures-Unusual Reporting Situations; Additional Guidance.
The next meeting of the committee is scheduled for January 2 2 -2 3 , 1986, in Atlanta.
Accounting Standards—The accounting standards executive committee is holding an open meeting October 28October 30 in the AICPA’s New York office, starting at 9:00 a.m. the first day. The agenda may include
□ Commodity Futures. (Consider proposed audit and accounting guide for exposure.)
□ Venture Capital Companies. (Consider issues paper.)
□ Cash Flow Reporting by Real Estate Companies. (Consider letter to FASB.)
□ Allocation of Fund Raising Cost by Not-for-Profit Organizations, (Consider proposed statement of position for
exposure.)
□ Discounting Applications. (Receive status report from task force.)
The next meeting will be held in Orlando on December 10-12.

Professional Ethics—An open meeting of the professional ethics executive committee will be held at the AICPA New
York offices on December 3, starting at 9:30 a.m. Items which will be considered for exposure are
□ Proposed Modification to Interpretation 101-9— The Meaning of Certain Independence Terminology and the
Effect of Family Relationships on Independence.
□ Section 191: Ethics Ruling no. 65—Independence and Fees; no. 66— Fee Established Subsequent to the Engage
ment; no. 67—Member as Director of Agency for Which Client Raises Funds.
□ Section 391: Ethics Ruling no. 16— Contingent Fees-Personal Financial Management Services.
□ Section 591: Ethics Ruling no. 181—Use of CPA Designation-Member as Employee; no. 182— Sale of PracticePurchase of Accounts.

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

Additional Guidance for Single Audits Issued—Since some programs were not
covered by the OMB’s C om p lian ce S u pplem en t issued in April, the Department of
Education, the Department of Labor and the Department of the Interior have
developed their own additional supplements. This departmental guidance may be
helpful to auditors in conducting single audits. Other agencies are in the process of
preparing such supplements. The additional compliance supplements may be
obtained from the federal agencies’ respective regional inspectors general for audit.

More on RICO—Additional support for H.R. 2943 (Boucher Bill), which would
amend the civil provisions of the Racketeer Influenced and Corrupt Organizations
Act to require a prior criminal conviction before a civil suit could be initiated,
came from two prominent witnesses at hearings early this month by the House
Criminal Justice Subcommittee. SEC Chairman John S.R. Shad said that an
amendment was needed “to ensure that its civil liability provisions are not misused
by private parties in litigation involving financial institutions.” Testifying a week
later, former U.S. Representative and current U.S. Circuit Court Judge Abner J.
Mikva said that “the civil provisions of RICO as they were written and as they are
being used go beyond anything that Congress had in mind.”

Final Regulations Issued for REA —The final regulations under the Retirement
Equity Act of 1984 change the temporary regulations to permit a married
participant in a qualified plan subject to section 417 of the Internal Revenue Code
to begin receiving, without the consent of the participant’s spouse, a qualified joint
and survivor annuity before the later of age 62 or normal retirement age.

Accounting Hearings (Continued)—John D. Dingell (D-Mich.), chairman of the
House Energy and Commerce Subcommittee on Oversight and Investigations, is
expected to hold more hearings on the accounting profession in early November.
Tentative dates are November 4 and 7.
AICPA President Addresses National Press Club—At the Morning Newsmakers
Program of the National Press Club in Washington, D.C., on October 16, AICPA
President Philip B. Chenok told the assembled business writers that “a business
failure does not mean an audit failure.” He cited the reasons and suggested that this
is a misconception commonly held by those who call for increased regulation of
the accounting profession when “sufficient regulation over CPAs already exists.”
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ASB Exposes Drafts
of Two Proposed
Statements

The auditing standards board has released for exposure drafts of two proposed
statements: Reporting on Financial Statements Prepared for Use in Other Countries
and The Auditor’s Consideration of Uncertainties.
The first proposal would set standards for U.S. auditors who express an
opinion on financial statements of a U.S. entity that are prepared in conformity
with accounting principles of another country for use outside the United States.
The principal features of the proposed statement would
□ Require the auditor to obtain written representations from management
regarding the distribution of such financial statements.
□ Permit the auditor to use a modified U.S.-style report form or a non-U.S.
standard report if the financial statements are used only outside the United
States or will not have more than limited use in the United States.
□ Permit the auditor to use dual reports or a U.S. standard report modified for U.S.
GAAP departures if the financial statements will be used in the United States.
Comments are due by January 1 5 , 1986, and free copies of the proposal are avail
able from the AICPA order department by written request only (Product no. G00313).
The second proposed statement on uncertainties would supersede paragraphs 21
through 26 of SAS no. 2, Reports on Audited Financial Statements. It provides
additional guidance to assist the auditor in deciding whether to modify (“subject
to”) a report because of a matter involving an uncertainty.
The proposed statement also discusses the difference between a “subject to”
and “except for” modification.
Due date for comments is February 7 , 1986. Copies of the draft can be obtained
from the AICPA order department by written request only (Product no. G00314).

McCracken
Joins POB

Paul W. McCracken has been appointed a member of the Public Oversight Board.
The board, which oversees the activities of the SEC practice section of the AICPA’s
division for CPA firms, represents the public interest when the section sets
standards, membership requirements and rules and procedures.
Dr. McCracken is the Edmund Ezra Day Professor of Business Administration at
the University of Michigan. He was chairman of the President’s Council of
Economic Advisers and is currently a member of the President’s Economic Policy
Advisory Board.

State Regulation
Conference Set

The AICPA and the National Association of State Boards of Accountancy are
cosponsoring a national conference on state regulation of the profession at the
Marriott Airport Hotel, Dallas-Ft. Worth Airport, on January 5 -7 , 1986.
Topics on the agenda include
□ Emerging legislative and regulatory issues.
□ Status of lawsuits against state boards.
□ Issues surrounding licensing and accreditation of personal financial planners.
□ Various methods of maintaining acceptable quality of professional services.
Registration is free, and the AICPA meetings department has made special
arrangements for airfares and hotels. For information call 212/575-6451.

—

The Case for
Mandatory CPE

2 —

The position paper on “Mandatory Continuing Professional Education for the
Accounting Profession,” as submitted to the board of directors in September, will
be distributed to members of Council, state society leaders and various interested
parties. Copies may be obtained by other members from the AICPA order
department. Ask for Product no. G00440.
Prepared by the special committee on mandatory continuing professional
education, the paper sets forth the committee’s views on the need and reasons for
the requirement. The rationale is presented within the context of three assertions:
□ The public interest is served by mandatory CPE for CPAs.
□ CPE is needed to maintain professional competence.
□ CPE should be mandatory rather than voluntary.
Other issues discussed in the paper are the following:
□ Mandatory CPE is cost-effective.
□ CPAs in nonurban areas can satisfy a mandatory CPE requirement.
□ Peer reviews are not a substitute for mandatory CPE.
□ Reexamination is not an alternative to mandatory CPE.
□ Mandatory CPE requirements should be flexible.

Two Board Members A retired financial executive and an accounting educator have been appointed to
Appointed to
five-year terms on the Financial Accounting Standards Board, according to Rholan
the FASB
E. Larson, president of the Financial Accounting Foundation, whose board of
trustees is responsible for such appointments.
C. Arthur Northrup, the financial executive, served as treasurer of IBM from
1978 until 1983 and since then has been a consultant to the company as well as a
director of Intel Corp. Northrup, who joined IBM in 1942, has been active in the
Financial Executives Institute.
Robert J. Swiernga is a professor of accounting in the Johnson Graduate School
of Management at Cornell University, where he has taught since 1974. Prior to that
he was an assistant professor at Stanford University Graduate School of Business.
He has been on many committees of the American Accounting Association and was
an associate editor of the Accounting Review.
The two new appointments, which will take effect on January 1 , 1986, fill
vacancies created by the departure of Robert T. Sprouse and Frank E. Block.
Sprouse has served the maximum time permitted under the foundation’s bylaws,
and Block decided not to seek another term.
Krogstad to Head
Research at
Fraud Commission

Dr. Jack L. Krogstad, John P. Begley Professor of Accounting at Creighton University,
Omaha, has been appointed director of research for the National Commission on
Fraudulent Financial Reporting (formerly the National Commission on
Management Fraud).
Dr. Krogstad will be responsible for proposing and overseeing research projects
to be undertaken by the commission and for supervising the research staff. A CPA,
he has been active in professional and academic associations and has served as a
regional vice-president of the American Accounting Association.
According to Executive Director G. Dewey Arnold, the commission’s name was
changed to clarify its purpose and to more nearly reflect its objectives, which are
unchanged. The commission, which was formed in June, is seeking ways to
improve the detection and prevention of fraud.
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GASB Releases
Discussion
Memorandum

The Governmental Accounting Standards Board (GASB) has issued for public
comment a discussion memorandum on accounting and financial reporting for
special assessments. The due date for written comments is January 1 5 , 1986.
The memorandum provides an analysis of special assessments and their
relationship to other activities to determine whether the substance of a special
assessment capital improvement is sufficiently different from other capital projects
to warrant different accounting and financial reporting treatment.
The central issue addressed is the determination of the proper financial
reporting method for special assessment projects that provide general governmental
capital assets.
Single free copies of the DM are available from the GASB until January 9. The
address is High Ridge Park, P.O. Box 3821, Stamford, Conn. 06905-0821.

NAARS Advanced
Training

The AICPA information retrieval department is offering free all-day advanced
training sessions in search logic for NAARS subscribers who have had the Mead
Data Central basic training course. The sessions will be held at the AICPA offices in
New York on December 4, December 18, January 8, February 5 and March 5.
To register call Hortense Goodman at the AICPA, 212/575-6393.

GFOA Schedules
F6ur Financial
Management
Seminars

The Government Finance Officers Association is sponsoring four seminars in
Orlando during December. They are
□ Advanced Money Market/Cash Management for Governments—December 16-17,
which is designed to help government investment professionals keep current
with recent market developments.
□ Advanced Governmental Budgeting—December 18-19, which will feature
participant discussion of key topics.
□ Advanced Financial Reporting for Governments— December 18-20, which will
examine in detail financial reporting topics with emphasis on current practice.
□ Performance Auditing for Governments— December 18-20, which will provide
information on how to organize an in-house performance audit program.
For information contact the GFOA Career Development Center, 180 North
Michigan Avenue, Suite 800, Chicago, Illinois 60601, Attn: Karen H. Nelson.

NOTICE OF AICPA PUBLIC MEETINGS
Accounting Standards—The accounting standards executive committee will hold an open meeting on December
10-12 at the Hilton at Lake Buena Vista, Orlando, Florida, starting at 8:00 each day. Tentative agenda is as follows:
□ Tuesday—Audits of Investment Companies. (To consider proposed guide for final issuance.)
Quasi reorganizations. (To initiate discussion of issues paper.)
□ Wednesday—Continuing Care Retirement Communities’ Accounting for Fees for Future Services. (To consider
issues paper.)
Audits of Hospitals. (To consider proposed guide for exposure.)
Accounting for Distribution Fees of Mutual Funds. (To consider comment letter to FASB.)
□ Thursday—Accounting for Financial Instruments. (To consider comment letter to SEC.)
Elements of Financial Statements. (To consider comment letter to FASB.)
Accounting for Acquisition, Development and Construction Loans. (To consider notice to practitioners.)

Auditing Standards—There will be an open meeting of the auditing standards board on December 3-4 in the
boardroom of the AICPA offices in New York, starting at 9:00 a.m. each day. The agenda follows:
□ Tuesday a.m.—Internal Accounting Control. (To discuss preliminary draft.)
□ Tuesday p.m.—Analytical Review. (To discuss preliminary draft.)
□ Wednesday a.m.—Levels of Assurance. (Joint meeting with accounting and review services committee; to
consider draft for publication.)

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

Now We Are Six—Through a typographical error, we failed to list the sixth CPA
member appointed to the 18-member Advisory Group to the Commissioner of
Internal Revenue. Serving on the group in addition to the five CPAs previously
reported is Richard H. Visse, head of the accounting department at Portland State
University, Oregon. This group of accountants, attorneys, business executives,
educators, small business representatives and government officials meets
periodically with Commissioner Egger and his staff to discuss tax administration
issues.
Underpayment Interest Rate to Drop—According to the IRS, the semiannual
adjustment charged taxpayers who do not make prompt payment of the full tax due
will drop from 11 percent to 10 percent as of January 1. The same rate will be paid
by the government on overpayments. However, for underpayments exceeding $1,000
that arise from tax-motivated transactions such as shelter arrangements, the rate
will be 12 percent.

Companies Contribute More—According to The Conference Board, an industry
association, corporate charitable giving increased 15 percent to $3.8 billion last
year. Noncash contributions, a relatively new trend, accounted for 22 percent of
corporate giving in 1984.

CPA Is New Chairman of FDIC— L. William Seidman, former managing partner of
Seidman & Seidman, has been confirmed as chairman of the Federal Deposit
Insurance Corporation. Seidman, a long-time member of the AICPA, was dean of
the College of Business at Arizona State University at the time of his appointment.
He was a speaker at the AICPA National Conference on Banking on November 7-8.

IRS Sets Hearing on W-2 Statements—The IRS has scheduled a public hearing on
December 18 at its headquarters on the proposed regulations that would require
many employers to file computerized copies of employees’ W-2 wage statements. A
substantial number of employers already voluntarily file computerized tax and
wage statements with the IRS, but the proposals would make it mandatory for
employers with more than 250 employees to file these records on some form of
“magnetic media.” Also, computerized filing would be required for other income,
such as mortgage interest, IRAs and tips.
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Institute Favors
Self-Regulation

“There is no need for an additional federally created organization to regulate CPA
firms that practice before the Securities and Exchange Commission because the
body of regulation presently in place is sufficient.” So said Philip B. Chenok,
president of the AICPA, in response to a proposal made earlier this month by Price
Waterhouse for the creation of such a body under the oversight of the SEC.
According to Chenok, the proposal would largely duplicate the self-regulatory
activities currently being performed within the private sector, in particular by the
SEC practice section of the division for CPA firms with the close oversight of the
independent Public Oversight Board.
A second feature of the PW program relates to sharpening the auditor’s
responsibility for the detection of fraud. Chenok noted that an active examination
has been underway for some months in the private sector. “In addition to a current
project within the auditing standards board, the AICPA was instrumental in the
creation of the National Commission on Fraudulent Financial Reporting chaired by
former SEC Commissioner James C. Treadway, Jr.” The commission is expected to
develop initiatives for the prevention and detection of fraud within the next
eighteen months.
A third element of the proposal is concerned with actions to limit civil liability
exposure. Chenok pointed out that intensive research efforts have been underway at
the AICPA for the last six months and a special committee on legal liability (see
page 2) has been appointed recently to consider the results. “To the extent that the
PW proposals are not already being studied under ongoing programs, the AICPA
will give them careful consideration,” Chenok concluded.

FASB Issues
Two Technical
Bulletins

The Financial Accounting Standards Board has issued two technical bulletins, both
of which became effective for new transactions subsequent to November 14, 1985.
In Accounting for Operating Leases with Scheduled Rent Increases (85-3), the
board’s staff addresses the question as to whether it is ever appropriate for lessees
or lessors to recognize rent expense or rental income on other than a straight-line
basis for operating leases with scheduled rent increases. The staff concludes it is,
but only when another systematic and rational allocation basis is more representa
tive of the time pattern in which the leased property is physically employed. Using
factors such as the time value of money, anticipated inflation, or expected future
revenues to allocate scheduled rent increases is inappropriate because these factors
do not relate to the time pattern of the physical usage of the leased property. Such
factors, however, may affect the periodic reported rental income or expense if the
lease agreement involves contingent rentals, which are excluded from minimum
lease payments and accounted for separately under Statements 13 and 29.
How should an entity account for an investment in life insurance? That is the
question asked in Accounting for Purchases of Life Insurance (85-4). The answer:
The amount that could be realized under the contract at the date of the statement of
financial position should be reported as an asset. The change in cash surrender or
contract value during the period is an adjustment of premiums paid in determining
the expense or income to be recognized under the contract for the period.
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Special Committee
on Accountants’
Legal Liability
Appointed

In view of the present litigious environment which is affecting all professions and
American business, AICPA Board Chairman Herman Lowe has appointed a special
committee to consider the nature and extent of accountants’ legal liability, to
analyze its impact on the cost and availability of insurance, to select among
identified options the best avenue for seeking relief and to coordinate the efforts
both within and outside the Institute in designing and implementing a program of
action.
The committee is chaired by Ray J. Groves, immediate past chairman of the
AICPA board. Other members of the committee include John Abernathy, New York;
Harris Amhowitz, New York; Robert Geis, Montana; Robert Israeloff, New York;
Robert Mednick, Illinois; Gilbert Simonetti, D.C.; and John Thompson, New York.

A Few Words
About Taxes

As the tax season fast approaches, the AICPA has developed a number of aids to
help CPAs help their clients.
The CPE division has prepared a new series of six video courses suitable for
group study within the firm or for home (self) study. The mini courses are
□ Tax Return Preparer Rules.
□ Casualty and Disaster Losses, Vacation Homes and Hobby Losses.
□ Individual Retirement Accounts (IRAs).
□ 401(k) Plans.
□ Real Estate Tax Problems.
□ Keogh Plans.
Each of these courses consists of a 50-minute video lecture by a tax authority
and a short workbook. Recommended CPE credit for each is 4 hours group study; 2
hours self-study.
Your state society has prices and ordering information. For more information
on these and other AICPA video-assisted courses available through your state
society, call toll free (1) 800/AICPA NY. In New York State call 212/575-5696.
Three new “giveaway” pamphlets for clients or others are “25 Great Year-end
Tax Tips” (Product no. 889100), “Will Your Tax Bill Rise Under the President’s Tax
Reform Proposal?” (Product no. 889204) and “50 Tax Facts: A Guide to Filing Your
1985 Federal Income Tax” (Product no. 889308). Each of these pamphlets is
available from the AICPA order department (212/575-6426) at $5.00 per hundred.
For those who like face-to-face communication, but may not be sure as to what
to say to general audiences from a podium, the AICPA has three tax speeches, one
so new that it won’t be available until mid-December. They are
□ How Would Tax Reform Affect Me? (Product no. G00381).
□ 1985 Year-end Tax Planning (Product no. G00151).
□ Your 1985 Federal Income Tax Return (Product no. G00141). Available midDecember.
These speeches are free from the order department. Please specify product
number.
For those members who like colored pictures, a 20-minute color slide show,
Your 1985 Federal Income Tax Return, and a script can be ordered from David
Bondy at the AICPA (212/575-5574) at $70.00 for the first copy and $35.00 for each
additional copy.
Supplementing the material that can be obtained by individual members,
television and radio public service announcements are being made available to
state societies as part of their tax information programs. They feature Steve Allen,
noted TV personality, who discusses tax tips in 13 30-second spot announcements.
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IFAC Issues Two
International
Auditing Guidelines

The international auditing practices committee of the International Federation of
Accountants has released nos. 21 and 22 in its continuing series of international
auditing guidelines.
No. 21, “Date of the Auditor’s Report; Events After the Balance Sheet Date;
Discovery of Facts After the Financial Statements Have Been Issued,” provides
guidance on responsibilities and procedures in these areas.
It holds that the auditor should date and sign the report as of the date the
examination is completed, but subsequent to the approval of the financial
statements by management. The guideline also discusses the auditor’s
responsibilities in connection with the discovery of facts after the financial
statements have been issued.
No. 22, “Representations by Management,” discusses the use of management
representations as audit evidence, the procedures that should apply in evaluating
and documenting them and the circumstances in which representations should be
obtained in writing.
Copies may be obtained from the AICPA order department at $1.75 each; $1.40
to members (no. 21—Product no. 019219; no. 22—Product no. 019223). There is a
$2.00 postage and handling charge for orders that total less than $10.00.

Most CPAs May
Retain Cash Basis
for Tax Purposes

Following a major six-month effort by the AICPA and a broad segment of the
profession, including state CPA societies, the House Ways and Means Committee
has voted to exempt most CPAs, other professionals and certain businesses from the
mandatory accrual method of accounting specified in the President’s tax proposals.
If major tax reform legislation is enacted, as proposed, many CPAs may retain
the cash method of accounting for tax purposes. The Ways and Means Committee
has voted to exempt from the accrual method individual taxpayers, professional
service corporations, partnerships of individuals or professional corporations and
Subchapter S corporations even though their annual gross receipts may exceed $5
million, the threshold for all other businesses.
During the period that this issue was under consideration, the Institute
mounted a major campaign in favor of the exemption. Ray J. Groves, then AICPA
board chairman, testified twice before the House Ways and Means Committee, and
Albert B. Ellentuck, chairman of the federal tax division, appeared before the
Senate Finance Committee (although final action has not been taken by this group).
The Key Person Program, coordinated by the Institute’s Washington office, was
activated with the very substantial cooperation of the state CPA societies, who
alerted their members to the importance of this provision. As a result, literally
thousands of letters were sent by CPAs to members of Congress and key
committees. Also, the AICPA’s public relations division had a highly successful
campaign of letters to the editors of all daily and weekly newspapers in the
country.
Finally, numerous meetings were held with Treasury Department officials and
with the staff and members of the House Ways and Means Committee.
Ronnie G. Flippo, CPA, (D-Ala.), a member of the House Ways and Means
Committee, spearheaded the successful drive from within the committee.

NOTICE OF AICPA PUBLIC MEETING
Federal Taxation
An open meeting of the tax division executive committee will be held in Scottsdale, Arizona, at Marriott’s
Camelback Inn on December 11 and 14, starting at 9:00 a.m. each day. The agenda has not yet been set.
The next meeting of the committee will be in Washington, D.C., on February 20-21, 1986.
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

Cognizant Agency Guidelines Issued—The single audit committee of the
President’s Council on Integrity and Efficiency has released its revised F ed eral
Cognizant Agency Audit Organization G u idelin es, dated October 1985. This
committee represents federal inspectors general on matters related to single audits.
The guidelines are designed to facilitate uniformity among federal audit
organizations in discharging their responsibilities associated with cognizant agency
assignments.
Copies of the guidelines are available from the U.S. Government Printing
Office, Washington, D.C. 20402. Specify document no. 1985 488-057.

Car Rules Revised—The IRS has issued proposed and temporary regulations (T.D.
8061) on the detailed records a taxpayer should keep on business and personal use
of company cars. In news release IR-85-106 the IRS says that daily logs or other
written evidence is no longer required as long as evidence can be produced to
support the taxpayer’s tax deductions. The regulations noted, however, that “written
evidence has more probative value than oral evidence alone, and the value of
written evidence is greater the closer in time it relates to the expenditure or use.”

New Indexing of Tax Tables, Zero Brackets Issued—Earlier this month the IRS
announced adjusted tax tables including the zero brackets and personal
exemptions for taxable years starting in 1986.
Revenue Procedure 85-55 sets forth the adjustments, based on the rise in the
average Consumer Price Index for the year ending September 1985, with the
adjustment factor having been applied to amounts that were in effect for taxable
years beginning in 1984. The new zero bracket amounts are $3,670 for joint filings;
$2,480 for heads of households and unmarried individuals; and $1,835 for marrieds
filing separately. The personal exemption amount for 1986 will be $1,080.

AICPA Schedules 1986 SEC Conference—The 13th annual AICPA National
Conference on Current SEC Developments has been set for January 7 -8 , 1986, at the
Capital Hilton Hotel in Washington, D.C. Among the major topics to be covered will
be current projects in the Office of the Chief Accountant, accounting for pensions,
proxy rules forms S-4 and F-4, developments in the division of enforcement and
recurring deficiencies in SEC filings. Speakers will include SEC Commissioner
Charles C. Cox, POB Vice-Chairman A. A. Sommer, Jr., and James C. Treadway, Jr.,
chairman of the National Commission on Fraudulent Financial Reporting. For
information, contact Dawn Penfold at 212/575-6442.

The CPALetter
American Institute of Certified Public Accountants, Inc.
1211 AVENUE OF THE AMERICAS, NEW YORK, N.Y 10036 -8 7 7 5

Second-class postage paid at New York, N.Y
and at additional mailing offices.

December 9 , 1985
Vol. 65
No. 20

TheCPA Letter
A Semimonthly News Report Published by the AICPA

AcSEC Okays Two
Exposure Drafts

At its meeting on October 28-30, the accounting standards executive committee
took the following actions:
□ Approved for issuance an exposure draft of a statement of position on
“Accounting for Joint Costs of Multipurpose Informational Materials and
Activities of Not-for-Profit Organizations.”
□ Approved for issuance an exposure draft of a proposed audit and accounting
guide, “Audits of Futures Commission Merchants and Commodity Pool
Operators,” pending clearance of revised financial statement presentations by
either AcSEC or its planning subcommittee.
□ Discussed and authorized a letter from the real estate committee to the FASB
staff for use in the FASB’s project on cash flow reporting.
□ Discussed a draft of an issues paper, “Accounting for Venture Capital Investment
Companies.”

New Requirements
Set for SEC
Practice Section

Starting January 1, 1986, firms that are members of the SEC practice section of the
division for CPA firms will be required to establish policies and procedures for
opinions on the application of generally accepted accounting principles that
specifically cover consultation within the firm and communication with the
predecessor or continuing accountant. Peer reviewers will be expected to test
compliance with the firm’s policies and procedures.
Also, the section’s concurring review membership requirement has been
amended to require the concurring reviewer to review selected working papers in
accordance with guidelines to be established by each member firm. This change is
effective for applicable audit engagements covering fiscal periods beginning on or
after January 1, 1986.

Seven Named
to Fraud
Commission’s
Advisory Board

Two staff members of the Securities and Exchange Commission are among the
seven advisory board members appointed by the National Commission on
Fraudulent Financial Reporting (Treadway Commission), according to Executive
Director G. Dewey Arnold. They are A. Clarence Sampson, chief accountant of the
SEC and Robert J. Sack, chief accountant for the division of enforcement.
Other members of the advisory group are
□ Donald Baker, vice-president— controller, Southwire Co., Carrollton,
Georgia;
□ William G. Bishop III, vice-president, corporate audit, American Express,
New York;
□ William J. Duane, Jr., senior vice-president and general manager,
Manufacturers Hanover Trust, New York;
□ P. Norman Roy, executive vice-president, Barry Wright Corp., Boston; and
□ Doyle Z. Williams, dean of the School of Accounting, University of
Southern California, Los Angeles.
Five more members may be appointed, for a total of twelve, after the December
10 meeting of the commission, Arnold said.
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Analysts to Join
Board of IASC

The International Coordinating Committee of Financial Analysts Associations
(ICCFAA) will become the first nonaccounting organization to be represented on
the board of the International Accounting Standards Committee when it joins the
board on January 1, 1986.
The invitation was approved by the board at its recent meeting. In extending
the invitation, IASC Chairman of the Board John L. Kirkpatrick said, “Financial
analysts are important users of financial statements; hence, their views and
preferences must be heard and acted upon when developing international
accounting standards.”
A m ong the other action s taken by the board were

□ Approval for publication of an international accounting standard, Accounting
fo r Investments, for release March 31, 1986. It deals with accounting and related
disclosure requirements for investments in the financial statements of
enterprises. It does not deal with areas included in International Accounting
Standards 17 and 18; investments in subsidiaries, associates and joint ventures;
investments of retirement plans and life insurance enterprises, finance leases;
and goodwill, patents trademarks or similar assets. After final editing, the
standard will be available through the AICPA order department.
□ Agreement to circulate only to member bodies a preliminary draft of two
documents on banking. The first is a preliminary proposed standard,
“Disclosures in the Financial Statements of Banks.” The second is a preliminary
questionnaire, “The Recognition and Measurement of Items in the Financial
Statements of Banks.” In the latter case, the committee has requested that
member bodies consult with representatives of the banking com m unity and
include in their reports the extent of consultation.

Disability
Income Plan
Accepting
Entrants

For AICPA members to begin or increase their coverage under the Institute’s Long
Term Disability Income Plan they must act before January 1, 1986.

Make Your Voice
Heard: Join a
Committee

Members who wish to volunteer for one of the approximately 600 AICPA
committee openings that are expected to become available in October 1986, should
write to Torny Berntsen at the AICPA. She will provide a booklet listing current
committees and their objectives, approximate time commitment and a biographical
form which, when completed, will supply the information necessary for review by
the incoming chairman of the board of directors. To be considered for the 1986-87
committee year, the bio form should be returned by February 4, 1986.

For eligible individual m em bers of the Institute, features of the plan includ e

□ Monthly disability income benefit payments that range from $ 5 0 0 to $5,0 0 0 for
disabilities caused by either sickness or accident.
□ Disability income payments may be paid for life after a 26-week waiting period
if the disability was incurred before age 50: payments to age 65 if incurred at or
over age 50.
□ A voluntary rehabilitation program under which the CPA may return to work
while receiving monthly disability income payments in reduced amounts.
Descriptive literature is being sent to members; but for further information,
contact the plan agent: Rollins Burdick Hunter Co., 605 Third Avenue, New York,
N.Y. 10158 (800/221-4722; in New York, call collect 212/661-9000).
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IFAC Publishes MAP
Study on Computer
Controls

The International Federation of Accountants has authorized issuance of its
Management Accounting Practices Study no. 1, Control of Computer Applications,
which was prepared by IFAC’s financial and management accounting committee.
The study is designed to provide sufficient information on the scope and
extent of the work necessary to ensure effective management and control of
computer applications. It provides suggestions for control of each type of computer
system, i.e., mainframe, minicomputer and microcomputer. These suggestions deal
with control of input, processing, storage, output, access and with ownership of
data and responsibility for system integrity. The paper holds that, no matter how
these types of computers are mixed together, whether in networks or as stand-alone
machines, they will need to be rigorously managed and controlled to maintain the
integrity that is essential to successful business practice.
Copies are now being printed and will be available from the AICPA order
department at $3.50 each; usual discounts apply (Product no. 019914). There is a
postage and handling charge of $2.00 for orders that total less than $10.00.

GASB Research
on Users’ Needs
Issued

A staff research report, The Needs of Users of Governmental Financial Reports, is
now available from the Governmental Accounting Standards Board. This study was
initiated to determine the financial reporting needs of three major categories of
external users of such reports: legislative and oversight bodies, investors and
creditors, and citizen groups. The study consisted of face-to-face interviews and a
mail questionnaire. Topics included in the survey dealt with fund versus
consolidated financial statements, comparison of budget versus actual and other
budgetary disclosures, basis of accounting alternatives, disclosures about taxing
ability and other information generally included in statistical data.
“This survey is part of the board’s project on financial reporting, and the results
will serve as a foundation for preparing a Statement of Financial Reporting
Objectives for state and local governmental external financial reporting,” said
GASB Chairman James F. Antonio.
Copies of the research report are available from the GASB order department,
P.O. Box 9125, Dept. 285, Stamford, Conn. 06905, at $8.00 per copy (20 percent
discount to GASB associate members and academics).

Three New Audit
Task Forces
Appointed

The auditing standards board has appointed three new task forces, according to
Jerry D. Sullivan, chairman of the board. They are
□ Auditors Communications—To consider and develop guidance regarding
improved communication of the auditor’s responsibilities in an audit conducted
in accordance with generally accepted auditing standards. Consideration may
include, but is not limited to, possible changes in the auditor’s standard report.
□ Auditing Client Judgments and Accounting Estimates—To develop guidance on
how the auditor obtains and evaluates evidence regarding management’s
judgments and accounting estimates.
□ Reporting on Internal Accounting Control— To consider the need for and, if
necessary, develop additional guidance on communicating the scope of the
auditor’s study and evaluation of internal accounting controls.

Both Are
Good Geis:
A Correction

It may have come as a surprise to Robert E. Geis of Montana that he was listed as a
member of the AICPA’s newly appointed special committee on accountants’ legal
liability, according to the November 25 issue of the Letter. Actually we should have
cited Robert B. Geis of Colorado. Our apologies to both gentlemen for this clerical
error.

— 4—

Washington Briefs

Revised Circular 230 Issued—The IRS has issued a revision to its Circular 230
which deals with the practice of attorneys, CPAs, enrolled agents and enrolled
actuaries before the service. The revised regulations in the circular include the
amendments adopted last year that clarify who may prepare a tax return and
furnish information to the IRS as well as the standards for opinions used in tax
shelter promotions. Copies may be obtained from the Office of the Director of
Practice, 1111 Constitution Avenue, New Post Office Building PM:HR:DP, Room
1416, Washington, D.C. 20224
Disclosure by Tax Return Preparers—The IRS proposes to amend regulations under
section 721(b)(3) (26 CFR Part 301) to assist the tax return preparer or the legal
representative in operating the business in the event of incapacity or death of the
preparer. It would add a new category to the list of permitted disclosure or use of
tax return information without the formal consent of the taxpayer. Contact Richard
Chewning at 202/566-3289 for further information.
Goodwill to Require CPA’s Opinion—“Where goodwill has been included in the
resulting association’s assets (as a consequence of a merger), the applicant must
submit an opinion of a certified public accountant... ” according to a provision in a
final rule regarding Delegated Merger Approvals, issued last month by the Federal
Home Loan Bank Board. An opinion must be submitted, satisfactory to the
principal supervisory agent, that the goodwill’s use and value are accounted for by
generally accepted accounting principles. The effective date of the rule is December
23, 1985.
Staggered Income Tax Filing Proposed—A proposed bill, HR 3760, introduced by
Congressman George Gekas (R-Pa.) would alter the filing deadline for income tax
returns by staggering the due dates across 12 months and create a “birthday-based”
filing system. In a letter to the House Ways and Means Committee he suggested that
this concept be reviewed during deliberations on any omnibus tax simplification
measure.
Tax Bill Voted Out of Ways and Means Committee—The House Ways and Means
Committee approved, in late November, a tax revision bill that would lower an
individual’s top rate to 38 percent, set a flat corporate rate of 36 percent and
increase the tax liabilities of corporations by nearly $140 billion over five years. The
bill faces considerable opposition from various business groups and an uncertain
future, according to Washington sources, who believe that a lukewarm reception by
the Administration may open the door to considerable modification.

The CPA Letter
American Institute of Certified Public Accountants, Inc.
1211 AVENUE OF THE AMERICAS, NEW YORK, N.Y 10036—8775

Second-class postage paid at New York, N.Y
and at additional mailing offices.

December 2 3 , 1985
Vol. 65
No. 21

The CPA Letter
A Semimonthly News Report Published by the AICPA

Highlights of
Board of
Directors Meeting

At its meeting on December 5-6, the AICPA board of directors
□ Requested that the board of directors’ task force on specialization make specific
recommendations at the February board meeting as to any actions the Institute
might take in light of current developments related to specialization which, if
accepted, could be discussed at regional meetings of members of council.
□ Decided to request that council authorize the formation of voluntary
membership divisions for management advisory services and personal financial
planning.
□ Agreed to place on the agenda for the Spring meeting of council the question of
accounting standards overload.
□ Discussed the continuing hearings by Congressman Dingell, the proposal by
Price Waterhouse for greater governmental involvement in the profession’s selfregulatory process and the ongoing study by the GAO of the quality of CPA
audits of federal grants to state and local governments.
□ Approved changes in the operating procedures of the accounting standards
executive committee.
□ Received a report from the chairman of the CPE executive committee as to CPE
operations and requested the committee to issue a report to the board regarding
future oversight of CPE.
□ Approved a restructuring of the format of the AICPA annual meeting, to become
effective in 1988, so that the business meeting and council meeting will be
preceded and followed by conferences of one- and two-day duration.
□ Received a report from the education executive committee on the committee’s
long-range plans.

Exposure Draft
Issued on
“Opinion Shopping”

A proposed statement on auditing standards, Reports on the Application of
Accounting Principles, has been released for exposure by the auditing standards
board for public comment. This proposal deals with the application of accounting
principles to new transactions and financial products. This statement would give
guidance to accountants who provide this service and establishes performance and
reporting standards that
□ Apply to written reports on the application of accounting principles and to oral
reports on a specific transaction when the reporting accountant concludes that
the report is intended to be used by the principal to the transaction as primary
support for a decision on the application of accounting principles.
□ Require consultation with a principal’s accountant when evaluating, at the
request of the principal, those accounting principles that relate to a specific
transaction.
The proposal also provides guidance on the form and content of reports.
Comments are due by March 14, 1986, and copies of the proposed statement
are available from the AICPA’s order department (Product no. G00315). Specifically,
since the board has considered the cost-benefit relationship derived from the
services provided and, when appropriate, makes special provisions to meet the
specific needs of services performed for small businesses, comments on these
matters would be appreciated.

—
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Guide on
Prospectives to
Be Issued

A companion to the statement on auditing standards Financial Forecasts and
Projections, issued last October, will be released in mid-January as Guide for
Prospective Financial Statements. It establishes presentation guidelines for
prospective financial statements and provides explanatory and illustrative material
regarding the accountants’ services contained in the standard.
The guide, like the statement, applies to accountants’ services whenever (a) an
accountant either assembles and submits prospective financial statements or
reports on them and (b) the statements are reasonably expected to be used by third
parties. Accountants who provide such services would be required to examine,
compile or apply agreed-upon procedures to the statements. Thus, the new
guidelines may have a significant impact on some firms’ practices. Both the guide
and the statement become effective September 3 0 , 1986. Price will be $10.75, $8.60
to members; it may be obtained from the order department (Product no. 012065).

Two Financial
Report Surveys
Available

The AICPA National Automated Accounting Research System (NAARS) was used
to compile the two most recent financial report surveys, which will be available
from the order department within the next few weeks; prices to be determined.
“Survey 31—Illustrations of ‘Push-Down’ Accounting” presents examples of
companies that applied push-down accounting and some that considered and
rejected this technique. SEC Staff Accounting Bulletin no. 54, regarding this basis
of accounting for subsidiaries acquired by purchase, and the AICPA issues paper on
push-down accounting are included in the appendix.
“Survey no. 32—Illustrations of Accounting for In-Substance Defeasance of
Debt” is based on the characteristics specified in FASB Statement no. 76,
Extinguishment of Debt, which is reproduced in the appendix.
More than 20,000 published annual reports to shareholders serve as the
database for the selection of examples.

Plan on Personal
Financial Planning

Members who act promptly will still be able to sign up for the second of the AICPA
Winter 1985-86 personal financial planning conferences, scheduled for January
16-17, 1986, in Orlando. Cosponsored by the Florida Institute of CPAs, the two-day
program is designed to help CPAs improve their financial planning services to
clients. It deals with such topics as communications, insurance, personal
investment planning, retirement and alternatives available and income tax
planning.
For information, contact the AICPA’s meetings department (212/575-6451).

RICO Article
Must Reading
for Members

The December issue of the Journal of Accountancy includes an article by
Congressman Rick Boucher, (D-Va). “Why Civil RICO Must Be Reformed.”
Congressman Boucher discusses the original intent of Congress to provide a tool for
fighting organized crime, but notes the unintentional impact of civil penalties on
professionals and businesses large and small, where treble damages can be
recovered without any prior criminal conviction of the defendants. Many of his
points are supported by the AICPA, which has testified before congressional
committees considering amendments.
The Institute’s Washington office suggests that members write a brief letter to
their own congressman urging support of the Boucher bill (H.R. 2943), which
would resolve many of these troublesome issues.
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GASB Leans Toward The Governmental Accounting Standards Board has reached some tentative
More Accrual;
conclusions on issues raised in a recent discussion memorandum on measurement
Now Field Testing
focus and basis of accounting for state and local governments, which point to more
accrual accounting for these entities, according to GASB Chairman James F.
Antonio. “For example,” he said, “the GASB is proposing that tax revenues be
recognized in the period they are levied provided that the taxes are due during the
same period, regardless of when they are actually received. Expenditures would be
recognized in the period that the cause of current or future cash outflows occur.”
Each of 36 state and local governments, of various sizes, has been asked to use
its latest general purpose financial statements, to create a set of pro forma financial
statements of governmental funds, based on the board’s tentative conclusions. The
purpose is to determine the effect of the board’s conclusions on financial position
and operating results and to identify any implementation problem.
Pension
Statement Due

Finishing touches are being put on a final statement of standards on pension costs,
which the Financial Accounting Standards Board expects to issue later this month.
It will be based on the exposure draft circulated last March, but some modifications
will be made. For example, one requirement would reduce the volatility of
corporate earnings by changing the way a company computes the return on pension
assets. Now, a plan’s assets are valued at their market price each quarter, but under
the new requirement, a market-related formula would be used that would lessen the
swings in the market prices.
Also, specific disclosures of withdrawal liability in multiemployer pension
plans will not be required, except under limited circumstances. The final rule will
call for only a description of the significant terms and conditions of the plan, and
specific withdrawal liability would have to be disclosed only when the liability is
likely to be incurred and measurable, criteria set forth in FASB Statement no. 5.
The new statement is expected to be effective for financial statements issued
for calendar year 1987.

NOTICE OF AICPA PUBLIC MEETINGS
Accounting and Review Services
An open meeting of the accounting and review services committee will be held on January 22-23, 1986, in
Atlanta at the Ritz Carlton, starting at 9:00 a.m. each day. The agenda has not yet been determined, but
will be reported by the telephone service.
The next meeting is scheduled for New Orleans on March 18-19, 1986.

Auditing Standards
There will be an open meeting of the auditing standards board in New York on January 2 1 , 1986, in the
AICPA boardroom, starting at 9:00 a.m.
Tuesday—a.m.
□ Errors, Irregularities and Illegal Acts (preliminary discussion).
□ Analytical Review Procedures (discussion of preliminary draft).

Tuesday—p.m.
□ Analytical Review Procedures (continue discussion of preliminary draft).
□ Internal Accounting Control (preliminary discussion of subject).
The next meeting of the committee will be held on March 4-6, 1986, 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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SEMIANNUAL REPORT OF JOINT ETHICS ENFORCEMENT PROGRAM ACTIVITY
January 1 to June 30,1985
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) consisting of the AICPA’s ethics division and 50 jurisdictions. This
report is based on information submitted by the ethics division and 40 other JEEP participants.
The statistics cover numbers of cases, not the number of respondents in a case.
TOTALS*

ETHICS COMMITTEE ACTIVITIES
Investigations open at start of period
Investigations opened during period

503*
281

Total Investigations

784
38

Administrative Reprimands issued
Minor Violation letters issued
No violation findings
Prima Facie cases in preparation for
submission to Joint Tr ial Board Division

22

147
5

Cases referred to Joint Trial Board Division:
Prima Facie cases for Trial Board hearings
For action under automatic provisions of bylaws

13
11

Total Disposition of Case Investigations
Remaining investigations as of June 3 0 , 1985
Investigations held pending outcome of litigation:
State Society Ethics Committees
AICPA Professional Ethics Division
Cases under investigation:
State Society Ethics Committees
AICPA Professional Ethics Division
Total Remaining Investigations

236

78
94
299
77
548

Total Investigations
JOINT TRIAL BOARD DIVISION ACTIVITIES
Members expelled under automatic provision of bylaws
Members suspended under automatic provision of bylaws

784
6

__5
11

Trial Board Hearings:
Members admonished
Members expelled
Cases scheduled, not yet heard

2
2

__9
13

Total Joint Trial Board Division Cases
*

24

Total figures are not comparable from period to period because of differences in the number and identity of the state societies reporting in any given
year.

WATCH FOR NEW LOOK
Th e Journal o f Accountancy will have a completely new look come January. The magazine’s logo, cover
and the entire editorial content from front to back will have a crisper, cleaner and more professional
appearance. The new format is the work of Steve Phillips Design, Inc., of New York City, which has
designed or redesigned numerous business and consumer magazines. Through the use of bolder head
lines and a variety of other visual elements, the redesign is intended to make it easier for busy readers to
tell at a glance what they want to read.
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While congressional debate continued over the tax reform proposals, the AICPA tax
Arithmetic,
Not Fairness
division held its fall division meeting in Scottsdale, Arizona, on December 12-13.
Dominates Tax Talks “Tax simplification is foredoomed.” said Barber Conable, former ranking minority
Says Speaker
member of the House Ways and Means Committee, adding that the real enemy is
not complexity, but “instability and uncertainty.” The move toward a tax reform
measure, noted Conable, is “driven by arithmetic, not fairness.” Arithmetic, he
added, such as the loss of the investment tax credit and the deductibility of state
and local taxes, continues “to dominate” the congressional talks.
Byrle M. Abbin, senior tax partner, Arthur Andersen & Co., warned the more
than 300 participants that a business transfer tax, now being discussed in Congress,
could hit law, accounting and other service firms the hardest. “Labor-intensive
companies would be heavily affected by it,” he said, but capital-intensive
companies would be affected less because the cost of labor would not be a
deductible expense.
Also speaking was Roger Egger, IRS commissioner, who said that the agency’s
computer software concerns “are now over.” The concern now is recruiting and
retaining quality staff, he added.
More on the conference will appear in the Journal of Accountancy.

NAARS Charges
Reduced

As of January 1, 1986, the Institute will lower the cost of access to the NAARS
system on an individual inquiry basis for those members who do not wish to do
their own research. For $2.00 per minute (charged to the nearest second), institute
staff can provide examples of reporting and disclosure covering specific
circumstances. There will be no additional printing charge on-line at the terminal,
but off-line printing will be 2 cents per line plus a $15.00 handling charge.
Minimum charge will be $50.00 per inquiry.
For further information, contact National Automated Accounting and Research
System at the AICPA: 212/575-6393.

CPE Keeps
Current with
Lotus

Lotus 1-2-3 has just upgraded its software package, and this update, Version 2, is
expected to become available in January. As soon as it is released, the continuing
professional education division will be ready to move with a video-assisted,
computer-interactive course, “Learning to Use Lotus 1-2-3, Version 2.”
Both experienced users of Version 1 and brand new users will learn to use this
new product’s features through CPA-specific applications such as depreciation
schedules, operating statements and balance sheets.
Your state society of CPAs has information on prices and ordering. For
information on AICPA video-assisted courses available through your state society,
call toll free: 1-800/AICPA NY; in New York State, 212/575-5696.

CHANGING YOUR ADDRESS?
If your address as it appears on the label for this
issue is incorrect—or soon will be—please write
your new address here and return this form with
the current address label. (Allow at least four
weeks for the change to take effect.)
RETURN WITH CURRENT ADDRESS LABEL
TO:
Membership Department, AICPA
1211 Avenue of the Americas
New York, NY 10036-8785

NEW ADDRESS
name
firm (if part of mailing address)
address
city

state

□ Check here if paid subscriber

zip
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Washington Briefs

FHLBB Requires Notification of Change in Accountants— Bulletin PA-7A-4, issued
by the Federal Home Loan Bank Board’s office of examinations and supervision,
requires savings and loan associations to notify the OES within 15 days of
termination of a voluntary or involuntary change in public accountant, including
reason, unresolved matters and disagreements. Copies of the bulletin or further
information may be had by calling 202/377-6677.
Pearlman Resigns from Treasury—Assistant Secretary of the Treasury for Tax
Policy Ronald A. Pearlman has announced his resignation, effective December 20,
as a result of long-standing plans to return to private law practice. Named acting
assistant secretary was Roger Mentz, who, until his appointment, was deputy
assistant secretary for tax policy.
Treasury to Try to Limit Unitary Tax—The Treasury Department is expected soon
to propose legislation that would limit or stop states from using worldwide unitary
apportionment for taxing multinational corporations located within their borders.
The proposal would not only require that states use the “water’s edge” method of
apportionment, which would base state taxation of corporations only on income
produced in the United States, but it may also seek to prohibit states from taxing
foreign-source dividends paid to U.S. multinationals, sources say.
Tax Extensions Voted—The Senate Finance Committee voted, without dissent, on
S.1912 to extend until next August 1 the following 13 tax provisions that otherwise
would have expired at the end of 1985:
□ The prohibition on allocating R&D expenses under section 861 of the tax code.
□ The 25 percent incremental tax credit for R&D expenditures
□ Expensing costs for removing architectural barriers for the handicapped.
□ The moratorium on the effect of 1976 rules relating to net operating losses.
□ The moratorium on IRS rules taxing faculty housing benefits.
□ The targeted jobs credit program.
□ The exclusions for employer-provided tuition aid, as well as for group legal
services and for transportation (van pooling).
□ Rules allowing for attorneys’ fees to be paid in U.S. Tax Court cases.
□ The exclusion from income of qualified reinvestment dividends.
□ The energy and renewable resource tax credits, at rates specified in current law,
for 1986.
□ The Federal Insurance Compensation Act exclusion for federal judges.
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