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TUTRODUCTION

In the beginning of any work a genersl understanding of what is
being attenmpted 15 of some walue to everyone concerned.

The title contoins the word critical. One dictionsry meaning of
the word, and possibly the one most generally accepted, is, "inclined to
cﬂ%.icize, anfavorable®, A second reaning has it, "exercising or involve
ing careful Jjudgment. A meaning will be found somewhere between the two,
The end product may sppesr to be more compatible with the former defind-
tion. This is not the intent. This apparent paradox msy be better ;m'i':
dorstood, or at least clarified, with the following thoughts. |

Accounting is a utilitarisn science which serves many peopls in
many ways and for many reasons. During the develorment of accounting,
the need arose before the accounting procedare, or system if you will,
was designed 1o f11l thst need. It follows that the only resl criterion
for Judging the usefulness of an accounting system is thé purpose for
which 1t was designed, The system under discession in this paper was
desigrned 83 one tool of Q body charped with the regolation of an indostiry,
Thus the system must perform in the poblic arena of regulation and in the
private exhibition of the competitlive market place. In this lizht, this
poaper is not boing criticsl of the system in the performance of its de-
sizned task., The mission is to Yexercise careful judgment® in exposing
differences between what 1s accepted as sound accounting in the economlc
market place end treatment by the regulatory tool in an attempt to Justie
fy sore common groond which will sllow the systen to do its designed job



and also be acceptable in the market place.

| The system does comply in the mzjority with "genorally accepted ace
counting primi;ﬂea"- There sre areas which could stand impro#emnt. hi-
provement is nob ispossible or unattainable since there sre areas which
have been improved, aome rather recontlys

Differences, 1l expounded, are criticisma. Dlsagreemonts in par-
ticular aress wasily could be comsideresd anfavorabtle. These two adunisge
ions make this work and the firsi dictlonary definition almost identical.
As stated before, careful jJudgment has been mr@iaeé 1o the atnost of
the uriter's ability 1o pointing out the areas, Thersby, both definitions
are involved, FPosaibly the phrase, "constructive criticism®, combined
with the exercise of careful jJudgment 1s more descriptive of what it is
hoped will be sccomplished. -

Another area which will be touched on and one which belongs in an
analysis of this nature, concerns chan;es which would {mprove the sys~-
tex's usefulness in the purpose for which 1t was designed.

This analysis will be made using ®pensrally accepted accounting
princi;gieé“ ag its guide. This is an ofter used phrase which is very
difficult to define, 7Tbis phrase is used daily, or even more ofien, by
slzost every accountant, be be certified or not, yet wvery few, if zny,
can itemlge the principles without going fn%e great detail, Sven then,
there are few who will assure the completensss of thiir summation. It
appears that principles are the products of education and peneral accepte
ance comes only with experience in appiicatica. The nonexistence of any
aﬁdiﬁc:i statement or work which dealt s?aciﬁcai].y with this problem was
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somowhat sorprising. However, this is & fect sdmitied by the Ameriean
Institute of Certified Public Accountants. Because this comiition existys, .'
the word criteria s nsed in Chapter I to set up guldss apainst which to
evaluate ths system. , : o |

If the mrﬁ.cas Institute has not codified a statement on generally
accepted avcounting principles, it may be foolish to even try to formue
tiaté such principles. The chaptor on basic eriteria will in no uay pur=
port to céver all accounting principles. In fact, some of these criteria
may be rsz}.ea_or procedures,

The &&scﬁy&im of the system will probably prove rather difficald
to bandle, There are some rather long and technical definitions end ine
- stractiona uhich will have tp be quoted. Then, too, the actuzl descript=-
fon of the accounts s voluninous and detsiled. The wey in which this
i1l be trasted 43 to list the accounts by numbers and titles for a gen-
eral ides of the conposition of the material and quole eonly those accouunts
which are actually used in the analysia. Sorme brief é&scriptinna of the
accessory sections er the gysten will round osut Lhis chapter.

© The final chapter will point out aress whers tte system disaprees
with the criterise It 15 not held that these are all of the dissgree=
pents, k?:v‘my ars thought to be the msjor ones and their improvement would
go a 1sng way toward clezring sovs of tho zsiaanﬂerétasci aspécta of this
systems

The work on points which would improve the systemyin and of itgelf,
may be off base. The contentlion of need f{or chenges in certaln areas may
be ‘t,he result of lack of complete understanding of ithe wan of the system




in the pariicelsr area analyzeds The first thoughts on this sltuation
were that it would wesken the thesis to include it. Upon deeper contem-
plation, it wés concluded thad the understanding, or lack of it, in such
matiers would strengihen the work, Even if 4his hgié tends to tm to
misunderstanding, will not the existence of it show that the sysien needs
izproving in those arsas?

A3 8 bime saver, both o the reader and to the writer, sums short~
ened forms of some rather lony proper nases and ¢itles ssem sdvisahle.
These appoar below as thaixj use i_g intezx&zé:’ |

l. The Uniforam Systen of Accounts for Hotor Carriers of '?rsperw.

Yharever pessible it iz the fntent to refer to ¢this work sinply
as the System.

2. The Interstate Commerce Commission. The Commission will be

useds

‘3« The American Institute of Certified Publle Aceountents. The

Imastitute, or the mrican Institute, would seem t0 be satise
~ Tactory.

Le Certified Pu}::elie Accountants. Reference hers will be certie-

- £ied amcoountants, or professiaaai aceocuntants,

with these ground rulss, it secms in order te proceed to the next

chapters



CAAYTER X
CRITERIA AGALNST FHINE SYSTHY WILL BE ARALIZED

In the introdustion it was declded that an endeavor would be made
to analyse the System in the light of ®gemerally accepied accounting prine
¢iples®. In this chspter the task 1s to define these principles of ace
counting which ara generally sccepted. This, on the surface, épgmars a
fairly simple task, In reality, it is most difficuls,

Principle, Judpmert, Goneral Accepiance

The difflculty is counsed by several things, one of the most lopor-
tant of which is the different meanings given the word principle in
overyday usage. The degres of the meaning may more aptly describe the
trouble area. The dicticnary definiticns most closely applicsble to the
area are, "a fundamentsl truthbs a primery or basic law, docirine, or the
like; & gettled rule of action; a poverning law of conduci®.

With these definitionz in mind, what is tho certified public ace
cosntent referrivg to in ks opinion lotter uhan he 5278, "..sin accord-
auce with gensrslly accepted accouniing princlples applled ot 2 basis
corzistent with thet of the preceding year®? Whet does the autbor of a
toxt with a title such as, Principles of fccounting Fundamental, have in

mind? Are they talking abont the same priuciples? Is one more Inclcaw
ive or broader than the other? These are basic questions and must be
asnswered bofore the analyticel eriteris for this underiaking can be ese-
tablished.

The wording of the certified scoountant's opinion ledier gives one
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clue ¢to the type of principis ha has in mind, According to the letler,
the principlss have been applied on a basis consistent with the preceding
FOaTs Bansistexicy is 2 generally sccepted sceownting principle of long
atanding. Thus, the cpinion use of the word primizﬁ.e refers to such
things as saterinlity, consistency, censervattsm,gomg eoncern ¢oncepl,
and the mtching of revemme and expense in the datémimtion of income,
The fact that twv accounitanis can !zzmrils &n identical item in different
woys and write almost ldenticsl opinions on the Iinancial statemenis ine
volved indicstes t?;at this 45 the type principle to which referance is
mads. The ﬁii‘f&rem could be in application of 8 procedors or method,
but possibly the blg difference 18 Judgmemts Az an examspls, use the prio-
ciple of materiality., o |

| Katerislity is the mathematicsl relationship betwesn one nomber and
one or more other numbers. This has a place in eccounting, Gne place
where materiallity comes into play iz iu the presentation of certain itens
on the income statement, There asre tuwo schools of thought concerning
items which appear on the incoms stalement. One group is of the opinion
 that only those itens from the normal operations should be used in the
computation of net imm{ The othor thouzht 42 that overy item uwhich
enters in;c the realization of net income should appesr on the incoxe
staterent, o

The position of the Committee on 5c§mﬁag Progedure of the Ancrie

ean Irstitute of Certified Public rcoountants, as expressed in Bullstin
~ h3, 1s set forth below:
ese i 13 the opinion of the Gémittﬁe that there



should be & general presumption that 81l items of
profit end loss resognlzed durdng the period are
t0 be used in dstermining the figure reporied as
not income, The only possibvle exception 1o this
presumption relates to items which in the aggre-
gate are materisl in relation to the compeny’s net
ircore snd ore clearly not identifisble with or do
not result from the asual or typical businesn ope
erations of the perivde Thus, only extraordinary
itens such as the followling mey Le excluded from
the determination of net income for the year and
they shoold be exclnded when thedr ioslusion would
impair the significence of net income so that nise
leading infersnces micht be drawn thereon,

{a) Haterial charges or credits (other

than ordinary sdjusizents of a recurring

nature) specifically related to opsratisns

of prior ysara, sush as the eliminstion of

anosed reserves provided in prior years

and adjustments of income taxes of priop

yearss .

{b) Haterial char;as as credits resulting
from nnusual sales of assets not aeqguired

{or resale and not of the Lype in vhich the
company generally deals; :

{¢) Haterisl losses of a type not asually
insured against, such as ihose resalting
from wara, riote, earthguakes, and similar
calamities or catastrophes excepi where such
loszes are e recuryent havard of ihe busineasg
{d) The write~off of a material szount of
imbansibless o -
{6} The writee-off of materizl amounts of unw
amortized bond discount or prexlum and hond
issus expenses at the time of the retircment
or refunding of the debt before maturity.t

The one thing that all these itexns have in common is that they must
be materisl in smount to be excluded from determination of net income.

They wmust bo maberisl in smount in relstion to the net income of the ene

1§,ecmsn§im: Seaearch and ?émmelag Bulloting, {Mew York: Aserican

Inatitote oF Lertifisd Public Eccountontd, Fannl soltion, 1961.) p. 63.
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tity involved, Whst is material? Supposs a company has a pet income of
$1000.00, axalﬁsiva of ém of tﬁe guestionable items mentioned above. Ho
avditor would have any trouble whatsoever makiog up his aind to exoclude
one of the items mentioned in the opinion in the smount of 5500400, Some
would have a ttle trouble with $100,00. Nore would heve trowsle with a
795400 itente The point to be made bere is that there is no correct arswer.
It is a que:étian of judgment ca the part of the accountant involved, This
iz tho reason that tuo accountants éan hanile similar items and come up
with different treatmonts and still issue an identical opimion. This,
then, also s inllcative of the typs of accounting principles spoken of
in their o?iniam;

¥hen an awthor uses the word principles in the title of a text, he
not énly includes the principles of the public accountant, but he alse ine
cludes more detailed and loss incluaiée ones. In fact,they may not even
be priéaiplaa in the steiet meaning of the worde The author deals with
all, of the ;iriaci;:les previously assoclated in thils chapter with ttia Cere
tified V?n’olio Accountant, He also deals with this types

Harkot may be determined on one of the following bases,
depending on the type of inventory involved.

Purchase or replacement basis

This basis applies to purchased merchandise or materials,
It has been defined by the Treasury Dopartment for tax purposes
as fellouss ‘'upon ordinary eircumstances and for nermal joods
in an inventory for the pariiculsr merchandise in the volume in
which uswally purchased by the taxpayer,! The restriciion cone
cerning quantity is iwportant; 4 it were wmitted, inappliecable
market values micht be used.

tieplacementt ia probably a batier work than ! purchase', as



it 1s broad enough to include the incidental acquisition
costs, soch as Lreight and dutles, which are properly ine
v:lnded with the purchase price in inventory computatisn.

Heproduction besis:

This basis spplies 1o manufactured goods srd poods
in process, 1% i3 deternmined on the besiz of market
prices for materials, prevailing lshor rates, and current
overhead,.

Aealization basis:

Por some ftens in the inventory, such as sbsolete or
repossessed merchamiise, a purchese or reproduction map-
ket value mey not bLe determinable, and 4t may be nocessery
to aceept, a3 an estimate of market mlue, the prospeclive
solling price minus all prospeciive costa 4o be incorred
in conditioning and selling the ;poods, and minua & TE3sOn~
ablo profit.?

The above quotation is not a principle in the secepted mearming. It

is not even a rule. Lonsider it a description of different mothods of

wkez‘detamimtmn in relation to the so-talled cost or warkst rale,

There are prebhably those whe disagree with this terminolozy. This is of

1ittle izportance, 'The point is to diflferentiste the uvses of the word

principle by ssgmants of the profession,

While the markst dotermination methods sre nol priunciples, they are

gmﬂpad with other methoda, procsdures, sonccpts, and principlea in a work

entitled Principles of Accounting, Intermediate, After studying one o

tuo such texts, all material covered sssumes the status of a principls,

zFimaey, e Ao a2nd ¥iller, Herbort Eep Princicles of Accounting,

Intermediate. {(¥ew Yorks Prenticeeiiall, incorporated, rifth rditionm,
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In order 1o make the detailed analysis which 1s being atteppled, it moy
bo necessary to use principles, concepts, procedures, zsthods and rules
a3 bases Lo which the Systen will be. compareds Thus, the use of the word
eriteris in the title of this chapter. |

As pﬁmiausly stated, the Inatitute has not set oub a codified
statement of generaily accepted sccounting prineiples. ?héy hava, however,
made pronouncements in the form of bulletins on Just about every facet of
aceounting., The Imﬁtnte and its members, although not in complete -
agreement on every sub;}ect; have more stotwe and #ra held in higher ege
‘teem by the users of financial statements than any other ons segment of
the Aneecsmting profession, 'Far this reason, in the areas of disagreenent,
the pronouancements of ithe Institule will bhe cqzxsidmﬁ as 't.he generally
aceepted treaiment. | |

‘Thus far, the word prineiple has been expleined in an attempt to
zet n feel for vhe word ss it is used in this work. An example of judg~
ment and its interplay with principles has been pressnted and the requi-
site for general ecceptance has becn stated. Of necessity, it hos bLeen
rather lenzthy becawse of the problsm of communicstion. The foregoing
discussion rointe out vthe’ different connotations attached tb the word
principle. ?art. of téﬁ trouble comes {rom the multiple meanings of many
words in our languaze. Some of it comes from expandsd mesnings ahiéh atw
tach themselves o 8 word throuzh usage orp infere:xce.

Comnmunication

The communication problem is explalined mainly‘ because accounting is,

in one senze, o science of commurdcation, It attempis to record the hisge
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tory of a business entity in s fessible, accurate and informative way and
coumunicate this history to interested parties who, in some cam, are
far rezoved from any actual contact with the entity. The great di;fer-
ence in the interesis of these parties adds to the communlcatlion problems

Exanine some of the various groups whe, for one reason or encther,
may have an interest in this Wistory (or chapter of history) of an entity.
The stockholders would bevs very definite interest in ibs financial sistiew
ments of the business. Creditors, or potentlisl creditors, have more than
a curiocus interest in thess vehicles of commurmdcation, Zmployees, lshor
orzanisations, and govermmental sgencies, for possibly diverpsent reasons
and to varylng degrees, have an interest In these statemts. The sccoune
tantis attempt to comaunicate to these groups of diversifled iuterests
and backgrounds, through the summation of thé namerous &ramactim by
use of the so-called ®all purptse statanent® » Topresents an andertaking
of no wesn ;ﬁrsgortion. The recognition of this problem by different sege
ments of the profession, including the Institute, is shoun 4in the followe
ing statements

In more recent years accountants have become concerned

sbout the term Ysurplus' &3 a potential source of nisundere

standing by users of financial statements, In 1948 ths

Averican Aiccounting Associsiion dropped the term tearplus?

from it3 statesent of sceosunting concepts and standards, In

1949 the lustitute's Cosmltitee on 4ccounting Procedure authore

ized the publication, as Bolledin 39, of & repori of its Sube

committee on Terninology, in which the discontinuance of the

use of the term tsurplus' wis recormerndcde The subcommities

noted the mislesding connotations sssociated with the term

‘surplust, such &8 excess, overplus, residus, or 'that which
- reoalins when use or need 1s satisfied' - zeanings which are



| not intended in its accounting uaaga.B
This change was made due to possible misunderstanding of the usera

of finsncial statements. The Institute was ixat concerned over their memw
bers! understanding of the word surplus, but Tor ihe layman who relied on
staterents and the wesning which might be attached to the word by some of
the groups discussed previously. The accountants snd amv%exta 8till

use "murplua® and “retained earnings® (the Irotitute’s recommended re-

| placement) interchanyeadbly, They have, however, Yo a larze extort, fol-
lowed the recommendatisn in elinminating the lern "surplus® from the fine
ancial staterents, The validity of the sbove statement is suthenticated

by a atatement in fccounting Trends and Technigques.

«ssThere has been a giesady decrease in the use of the
term Toarned surplus' in deserlbing the 'retained earningst
aceount in the balance sheets in the published annual re-
ports of the €00 survey coxpanies. In 1945 thore were 501
companies that used t.ha term 'surplus? in this connsction
in their balance sheets, whereas in 1960 there were only
17l survey conpanies that continued to use such terminology.ls

The existence of this problen makes cemmunication 8 necessary crie-
terion to the enalysis of the System. The System very likely has coomuni-
cation problems of 4ts ovn. Apart from that fact, continved usage of
some terms which are believed o be mialeaﬁing, esplnywnt. of terms not

3ibidey pe 123,

tccountine Trends and Techniquss In Published Corsorate Annual
Rey arts (e Tork:s American Ipstitute of Certified Public Accounisnts,

edition, 19€1), p. 1:2&
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osunlly assoclated with aceounting terminslogy, and specislized terss

peculisr to regulatory accounting tend to add to the confusion and mise~
| understanding slready in existence. 7The problem seens to be of aui‘ficiént
importance to Justify the inclusion of comeanication a® a pard of our
eriteria against which our analysis will bs made.

~ There have been incladed thus far two elements, commanication and

Judgment, which do not conform to the ﬂ#tm of the other criterliag that
is principle, concept, rule, etee 1%t 1s felt that sufficient Justifica-
tion has been presented for their inclusion, thus the balance of the chape
ter will concern itgself with noming end defining the rest of the ~riteris,

Consistency "

This m,lls:ng been recognized as one of the fundarental principles
of accounting. It has been considersd a8 such for 80 long that §% has
without & deﬁht become generally accepted. The certified acconntsﬁt
thinks enough of this principle to make a definite statement concerning
1% in the opinion paragrash of his certificate.

Every accountant h‘mra that decisions and judgments bave a de~
finite effect on the determination of net'inesme, They are also aware
that sach Judgments and estimates can never be eliminated from such dee
terzinations. Howsver, it would be undesirable to have income dotermined
by whinms and subjective reasoning and even worse by changing whims and
sﬁbjectiﬂty. There are aany applications éf the acccunting principles
and at tizmes either of two different applications may be acceptable, Cone
sistency has o do with decidiné on an application and using it from year

to years



b1}

This i3 not to be used 23 a license to be consistently wronge. As
has been said before, jJudgmant is a =ost valuable assget in accounting. The
use of 1t is o necessity, T7Thus, consistency 1s not to be csrried to the
point which excludes changes nelther are chauges to be made every year. If
changens of accounting spplication are made frequently, géat certainly tﬁe:f
will destroy comparability and may create some misenderstanding with the
users of the f{inancial statements,

The American Institute han this to say on the subject:

1. The presentation of comparative financial state-
pents in annual snd other reports enbances the usefulness
of such reporits and brings ont more clearly the nature and
trends of corrent chenges affesting the enterprise. Such
presentation emphasives the fact that statements for a ser-
i85 of periods are far vore sipnificsnt than those for a -
single period and that the accounts for one period are but
an installment ol what is esasentielly a continucus history.

£+ In any one yvear it is ordinarily desirable that the
palence sheet, the income statements end the surplus state-
ment be given for one or wmore preceding years as well as for
the current yesr, Footnotes, explanations and scoountants?
goalifications which appeared on the statements for the pre-
cading years should be repeated, or at least referred to,
in the comparative statements ¢o0 the extent thst they cone
tinve to be of significance, If, becsuse of reclassifi-
ecation or for other reasons, changes have occurred in the
manner of or basis for presenting corresponding items for
two or more pericds, information should be furnished which
#ill explain the chanze. This procedure i8 in conformity
with the well recognised principle thst any chance in
practice which affects comparsbility should be disclosed.S

Conservatisn

Congervatiss has len; beon.considered a virine by the accomting

SAcemmti = 2esearch snd Terminolsqy Dulletins, (tiew York: Amorican
Institule of O 'e'irt:ﬁad Public Accountunis, rinal zdition; 12¢1.), Pe 15«
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profezsions A% one time it probably had the status of s coomandeent, It
tas lost some of its lusire but still has some of its virtus left,

In the early days of accounting, statements were prepared mainly
for grantors of credit, They were interested in sbllity of the enter-
prise to repay the Inan snd placed more emphesis on the bslance sheet

ihan on the income stalement, The possibility of a liquidétim patorally
made them concerned with the bslance sheet and the virtue of conservatism
in its preparation. | |

The rise of the ctrporate form of business entity broucht wide se-
paration af maiy ard manszement. I% also mght into existence a
ﬁaw statement user, the investor, - Phe investor may be in favor of cone
servatiss to 8 éagma, but it 15 doubtful that he evor seriously conaid-

| ers the possidility of liquidation (unplanmd)’. If he does, he will not
maintain the status of an investor very long. The new statement user has
been one factor ln the shift of cxmphasis from the balsnce sheet to the
income statenent.

. Eophasis shifting from the balance shest to the income atatement
detracted from the virtue of consewatisn. Hovertheless, 14 i3 still a
factor waét,hy of consideration. In areas of wncertainty, conscrvatisa
is still a virtve +o bo trusted bub not a erutch upon which $o lean,

Héteriautg

Previously in this chapter, mt«erialiiy waz used to point up the
fact that Judgment played an importsnt role in accounting. The opinion
- of the Institute was quoted and bettsr describes materiality than any
words which sisht be mustered by the writer. The quote concerned what
ftems could be excluded from deterzinstion of not iacm. This is not
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the only plasco materiality acts ugpon accounting, nor does esch item have
to be nateriale

There 4s another ,smt Ey mterimiy Which shonld be brought oud
if it 15 to be fully understood. 1% refers to the relationship of ace
counts and 1a best explained by exsmple. An anrecorded item for machine
ery repairs is mors material than an unvecorded lisbility of the same
emount for merchendise in transit. Herchandise in tranwit conceivably
would not even change the currondt ratio, whils the sachinery repairs
would chunge the current ratlo, the profit and retalned esrnings. Do nobt
be misled at this polnt. MNerchandise is oot o be considered as 1nv=§n-
torye. In an industry whose prime functlon 1s service, inventories in the
usual sense are nonoxistent, Parts, tires and tubes and fuel have the
appearance of inventory items but are in reality prepald expenses which
do not enter into the deternination of income, HExawples utilizing ere
rors are not the most desirable; bopefully, the bensfits of another
aspect of materiality cutweich the bad examdle.

Géing Concern Concepb

Accoundants, when méking valuations of inventories smd other aassta,
sust assume that the entity will continue in business. Assets are not
nsually as valusble fn liguidation as they are to a company that is ;oing
to uge them 4in the manufacture of products or the performance of services
which #i11 be s0ld ab a profits fcoounting is not besically a process
of valuation dut one of matehing costs with the income of periods benow
fiting from the use of the assets from which the costs arose. This
matchiing process leads to another criterion.



Depreclation

There are several mothods of computing depreciation which for varie
ous reasons have btecome ascceptable over the yesrs. 3tiraighiline, workinge
hoors mothod, productlior method, amd reducling charge methods are a/ few
which are geperally accepted. These methods all have points in thelr
favor &nd factors which detract from their sppeal. It is the responsibie
1ity of the smccountent to study these methods and the particular situstion
be finds bimself respomsible for and choose the one which will best spread
the cost over the useful life of the asset.

. Pepreciation presents a problem in choosing a dollar basis at which
the asset will be recordsd., UOolright purchase presents no problem, Cost
is the basis, When trade~ins are involved there is 2 decision to be mude.
There are three acceplable ways to handle tradeeins in determining the
besis of deprecliation. They are more easily explained by examples

 Suppose, for example, there is an asset on the books which cost
35000,00s Up to the date of the trade-in, depreclation in the amount of
24000,00 has been allowed, This leaves a book volue of §1000.00. The
new asset has a price of séme.ee and a trade~in allowance of 53000,00 is
10 be given. The market walue of this asset in it used condition is
§2000,00, At this point several questions become apparent. Is the gain
or loss given recognition? 1If so, in what amount? At what price 1s the
new assel racorded in the property sceounts?

Theoratically, the gain or loss has to be rocognized. There are
- seversl wxys this may be handled, The one chssgu will naturally affect
the price at which the new asset is recorded., Using markeb valve, a gain
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of 51000,00 4s recopniced and the new assot would be recorded on the books
at £5000,02 which 1s the market, or second-hand valuse of the old asset
- plug the additional cash expended in the acguisiticn of the new asset.

This 13 probably the most correct procedure, theoreticlly spesking, 48
a practical matier this approsch presents problems, mainly because the
market value is not easily ascertainsbles It may not even be known for
certoin groups of assets.

Arother way of hondling the sitoation is to nge the trade~in allow~
ence in computing the gain or less on the retiring assel. Under these
conditions the gain on the disposition of the old assed would be $2000.00.
The new asset would be recorded on the books st $6000.00, representing
the trade~in allowance of £3000.00 plus the cash oullay of 33000.00.

- Tax treatment sllows the recognition of no gsin or 1loss on trades
in transaciions. The cost of the new asset for depreciation purposes is
$heot.00, csapute& by adding the book value of the old a3set of 21000,00
to the cash disbursement of 23000,C0, |

It iﬁ %ot the purpose in this chapter to analywre the principles sot
forth herein, but zome indicallon as 4o-thelr acceplability is basi.ﬁ o
the task., To state which one is the mosd generally accepled is impossible
for the simple resson that published firnmeisl reports do not normally
disclnée items of such detsll as this, consequently no sarvey as 1o uusge
‘is avallable, Depraciation methods and baaéa w11l under;o further come
ment in Chapter IXI,

Accounting Cycle
The snly complete and absolutely accurate accounting for a business
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entity ean he accomplished only at the end of its business 1ife, The
perpetual character of modern business makes thia poal an impossibility
within the foreseecable future of most businesses. Nevertheless, there
exisis a real need for some kind of progress report befors the end of the
buasinesst life.  Eanagement must know how it is dolng i improvenents zre
to be mads. Investors must be able to have some facts before they con
make a decision as 1o whether or not to invest. Credit grantors must
have roasonsbly scearate information on which %o spprove w disapprove
loans. To sapply these n.‘eéda, financial staterents sre usually prepared
on 2 yesrly basias, Thus, a year 13 the generally acespled acconnting
cycles There ave, of epurse, excoplionse 1In czgses when the normal pra-
Vdmtian cycle is longer than a rear, the asccounting cycls ghould he ex-
tended 40 agrec with thae production cycle bat usually the accounting
eycle will be one year.

Disclasure

Dsclosure is the act of leaving no natoriel facti oot of the fin-
ancisl statemonts that will tend io make them mislesding. This is slmost
in direct. conkrast with t:i.aa very nature of {inancial staterents, Sumrae
$lon of countless tramsaciions into clesr, conciss, classifisd, financial
statements which present capsuled memﬁm, and vhich allow the reader
1o sce ta;. a glance (relatively speakisg) the financial psait,i:m, is the
very ossence-of and the reascn {for finamiai statemontss Even thoorh
ﬁhis is thelr purpose, material fects which muy not even bo recorded in
- the books of acesunt, camot be ordtted i they tond to make the state-
ments more understandaile, It even zoes a 1itile farther than that. They
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eannot be left out If thelr omiszion would keep the stetements from being
fully understood,

The 4Amaricsn Institute has many proncancensnis concerning discloge
urs, moat of which are on specific items, The mast.‘ concige gener.ai state=
pent concerning disclogure appears belows

As to the finsncianl statements, falrpsss of presentation,
apart {rom relationship to zemerally accepted accounting prine
ciples, requires consideoration of adequacy of disclosure of
material matters, whether relating to form, arrangement, and
content of the financial statements with thelr eppended notes;

the iersinelozy used; tha amount of debtail glvens the suffice

iency of explenatory or degscriptive metter; the classiflcetion

of itens In statementsy the bases of smounts set forthy for

axample, with respect to sach assets as inventories and plants;

lisns on assels; preferred dividend arresrages; restrictions

on dividendsy contingent liabilities, fThis enmmeraiion is not

intended %o be exhaustive but indicative of the nature of the

disclosures nscogsary in nrdgr thst the finasncial stalemoent
be sufficlently informatlve,

Thore ar# panys mony more principles, msthods, rules, concepts, and
procedures which have not been covered in our criteria, Some of ths
onitted onss are s:»‘ bagic that they mzy even be overlookad., The double
entry system, for exaxzple, is practically a lsw as fer as accruel acémmt-
ing i csnaer;wﬁ. It has become so demmonplace that 4% i seldsm thought
of when principles are mntiémzi.

The oriterls for the peat part have been kept very gensrsl)., This
wag necessary in order to cover inmnsisten#iss which arose when the goe

tual analysis was undertoken. To be more detailsd in this chepter would




necegaitate the writing of tha analysis chapter first, thus deirasting
from the oblectivity of that chapter.

The gereral approach alss allcued the most ground 4o be covered in
the least apscs. If 2 more detailed approach had been sttempied, it
might have been necessary to have s much longer criteria chapter. in
spproach of thiz nature almost certainly would have includéd much irrele-
vent materiale

In summary, the criteris which ars to be used ares

1. Jodguent

2s Cummunication

e sgas.i.s%ancy

L. Conservatisu

S5« Nateriality

6. Going Concern Concept

T« Bases of Tsprecisiion

8. Accounting Cycle

9. Disclosure



CHAPTER IX

The Tniforn System of Accounta is required by law. This very fact
start.las, some peoples 4 very general historical background of some of
the laws and reasons thersefore will reduce much of the MMSQ in this
ares. " ‘

Transportation companies in these Unlied States are public utilities
and as such thelr £irst duty is to the public, Thus, ander inherent
sovereiyn povers, a govermment may, when necessary for the public food,
regalate the manner in vhich citizens sball use tholr own property. This

rifzgs oo the age o0ld question as to vhetlher state soversipnty or fodersl
sovereignly domlnates, The principle 'ﬁhat i & certain power hasz been de~
legated to the federsl govermment by ihe siates through the Constitution,
then the stats no longer has sovereizn power in this field is rather gen~
erally accepieds Some real problems are disturbing the vhole country to-
day becanse of different interpretations of the Constitution,

When the guést,izm arose soncerning iunterstate commerce, there were
naturally problems, even laswsuits, They did not, however, appm::h the
nagnitude of the problems of tedsy. Prodably, there wore many reasons
for this, one being the clear, concise llaﬁgugge in the Constitution on
this subject,

That the Congress hos the right o rezulate interstate cowmerce is
& generally accepted fact. This power was delecsted to the federal governe
ment by the otates throuzh the Constitution in thie langusges ®The Cone
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gress shall bave the pover...io regulste commerce with fmigh nations,
and among the several states and with the Indisn Tribesg...”. This is
comnonly known a8 the ®Commerce ClawvseY, which is found in Jrticle I,
Section 8, Paragraph 3 of ihe Cons titutien of the United 3tates, By
whatever 11 13 calied, this language makes it fairly certaln that our
forefathors meant to have interstate commerce regulated by the Congrzss.
Today it is fairly easy to see why confliciin; state laws would unduly
restrict interstate commerce, but to think that the founders of our coune
try could foresee this when writing the Constitution should make us all
proud m‘: their keen minds and undylng bellef in democracy.

The rallroad system was the first mode of transportation to be re-
gulated, There were several reasons for the railroad reczulation to come
as it dide There wers conflicting state laws which made interstate move-
ment, without sndue restraint, almost impossible. On the other side of
the fence, the fe;ilmads vere using unfelr practices such as Are‘baf;es,'
finjust discrimination, and pass prifzileges. Tue 10 these prevailing
factors, Congress in 1887 passed en iAct to Hegulate Interstate Cormerce.

Do not be misled by 't,he fore;olng facts. They are not éeant 0 ime~
ply that t,hé_ railroads are the demcns of the t—ranqurtatisn industry.
Every mode of transportation ran into practically the same problems as it
developed. '

As the different modes of ‘ransportation developed, so did the Act
to Zegulate Cormerce dovelop until today we have in the Interstate Come
merce fet and related acts, a rather lar;e body of law governing trange
portation,
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The Interstate Cumerce i‘sct, as it is knosn today, consists of {ive
parts. Part I covers railroads, Part 11 covers mobor carriers, Part IIX
covera water carriers, Part IV concerns itself with frei;ht fowsrders,
and Part ¥V considers loan puwarantees,

The Interstate Commerce Commission, the regulating body for intere-
state commerce, is 8 creeturs of the Interstate Commgree fcte In the
early stages of development, there was some question az to whether or not
such a regulstory coreission waz legales In Interatate Comm, Come. v
Cincinnatl H. Ou & Tu Po B¥e Couy &7 U. 3. L77, the Supreme Court was of
the opinion that the creation of the Interstate Commerce Cormission vas
merely a delsgation, by Congress, of its resulatory powers and, as such,
wag in accord with the Constitution, .

?ub‘lic utility regélatisn, in any form, plsces prave respersibility
on a reguiatory body. This fact i3 even more pronounced in the case of
the Interstate Commerce Cownission. In order to understand the responsie
billty with which this Commission is charged, it is neceszary to quote the
Rational Transportation Folicy of the inited States, which has become a
part of the Isterstate Commerce fct.

1% i3 hereby declared to be the national mnspsrtatish
policy of the Congress to provide for fzir spd impartisl ree
sulation of all modes of transportation subject (o the proe-
visionz of this ici, so administered as to recoyrize and pre-
serve the inherendt advaniases of eachi Lo pronote safe, adeo-
quate, eeononienl and efflcient service and foster sound
economic conditions in transpertation and emopg Lhe several
carrieri: %0 encourgge the establishment and maintenancs of
reascnable charpes {or transportation services, withoul une
Just disceriminations, wmixive preference or advantege, or une
fair or destruciive competitive practices, 1o cosperate

with the several states snd the duly aathoriged officials
thercofs and to encourspe falr wapes and egultable working
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gonditionss all to ths end of developing, coordinating and

preserving a nationsl transportation system by water, high-

way, and rall, os well as other means, adsquate to meet the

needs of the commerce of ithe United States, of the Fostal

Service, and of the national dei‘ama.

Grest responsibility is contained 1n this policy. Lot only is the
Commisaion charged with protecting the publie, but it 1s charged with
protecting the carriera from sach other.

In order for the Commission %0 carry out this delegated responsie
bility, thera wuat natorally be a 11ke delezation of authority. The
suthority on which the Comnission relies is the lct.

The Comalssion must also be well informed and up to date on the en~
tire transportation industry. In so broad s field it would de virtually
irpossible for the Commissioners to develop this information for them=
selves. Since this proctical impossitility exists, they must be kept ine
formed by the industry. The Act includes provisions for the Comxission
£0 require certain reports from the carrierss In fact, the languape of
the law i3 80 geperal that the Commission ean ra:;xim almost enything, in
the way of records 2nd repuris, to be maintalned and filed with the Come
rission. By way of explanation Section 220 (a) of Part II of the Inmter-
state *:mrce Lct in quoteds -

The Crmmdssion is hereby authorized to require annual,
_periodical, or specisl reperts from all motor carriers,

brokers, lessors, and associations (es defined in the sec-

tion); to prescribe the manmner and form in which such re-

ports shall be made; snd to require from such carriers,

brokers, lessors, and associations specific and full, true,

and correct ansuers to all questions upon which the Commise

sion may deem information 40 be pecessary, Sach annual re-

ports shall give an sccount of the affairs of the carriers,

brokers, lessors, or associations in such form ond detall
83 may be prescribed by the Commission. The Comzission may
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also require any motor carrier or broker to {ile with 1%

a true copy of any contraci, sgrecment, or arrangement be-

tween such carrier and any other carrier or person in re-

Iztion to any traffic affected by the provisions of this

parte The Commisaion shkall noty however, make public any

-eontyract, agreement, or arranremont between a contract

carrier by motor vehicle and a shipper, or any of the terms

or condilions thereof, excspt a3 & part of the record in a

Forned proceeding where 11 considers such sction consistent

with the puoblle interest:Provided that 4f it appears from

an examination of any such contract that it fails to cone

form to the published schedole of the contract carrier by

motor vehicle as required by section 218{a), the Comsission

may, in its descretion, make public such of the provisions

of ibe eontract z2s the Commission considsrs nescossary to

dizeloge sach failure and the extent thereof,

The entirety of Section 220 has not boen quoted here as the rest of
i1 would add little to what has boon glven. From Seciion 220 {a) it can
be seen that tho Covmission can reguire Just about anything it desires in
the way of recoxds and reports.

In crder %o discharge the responsibility delezated it by Congress,
the Commission uses this seciicn of the Act 0 require motor caorriers to
supply the information needed to rerulate this mode of transportation.

Theré are many reports, statistics, eto. which they require. The
subject of this work is but one of many. The Unifora System of Lccounts
as prescrited by the Commission 15 a complote sysiem of scocounts and
rather detniled in form. Even Shough this concerns sccounting systems
and procedures, it ia isswed in the form of an order.

Time, snd possibly the abllity of the writer, does not permit the
1listing of the many reasons for such a system of aceountinz, Since this
is an snalysis of the System, rather than the reasons for its exisisnce,

it is sufficient to say, in this comnecidon, that fair repulation requires
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coaparisons; comparisons botwsen carrlers operating within the same mode
of transportationg comparisons betwcen different aodes. Cozparisons, to
be wnrmrﬂhiie, sanst be of likes. Thus, in order to compare motor carriers,
it is essential to have their accounting perforred in a systemsiic menners

AL t%tis peint the authority under which Cengress repulates inter- |
state commorce has been cltedy the delegaiion of this anthézfity to the
Comission has been discussed; and the goperal nesd of the Commission for
unifora sccounting and the necessary stalutes to require complisnce have
‘bé&n shoune. Hext céms the System {tself. Beofore going into the seccounts
themselves, thers are soms definitisns which should be cnderstocd, and
these are:

1, "Accounts® wmeans the nccounts prescribed in this system
of sccounts.

5. tamortization® mesus the grsdual extinp:elshment of an
smount in an sccomt by prorating such amount ower
either a fixed pericd degemient on the requirements
of regulatory badies, e 1ife of the asset or liebility
to which it applies, or over the periocd during which it
is anticipated the beneflt will be realiged.

7« PRook coat® means the amount ab which the properiy is
recorded on the books of the carrier without dsduction
of relnted reserves.

8. "Carrier® or "motor carrier? includes both a common
cxrrier by motor wehicle and a contract earrier by
motor vehicle, subject 40 the Interstste Coomerce Act.

9. ®Carricr operating properiy® means the property which
is vsed (sce dofinitien 38) by the carrier in the con=
deet of its motor carrler operations or leassd to
others for such operatioms, snd which has an expectation
of 1life in service of nove than one year from the date
of 4nstellation, This includes land, structures, eguipe
ment and frneilities vecegsary for such operation and
garvice incidental therevto,
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BConpany® moans any individuesl, firs, coe~parinerchip,
corporalion, azsociation, or joint-stock association,

-and lsclodes any trustee, roceiver, sssipgnee, or per=

sonzl representative thereof, (u&e definition 29).

oeerigsion® or ?the Commission® means the Intersiate
Comperee Comniaslon.

“Current acgels” meamd cach as well as those assets
that are readlly comvertitle into cash or are held
for current ume in operations or constructiong cure
rent clains apainst others, payment of which is
reasonably assured, and other szounts aceruing to
the carrier wbich are subject to settlement within
one year from the date of issue or upon demand,

"Current liabilitles® mesns those obligations the
anount of which is definicely deterained or closely
estinated which are elther matured or bocome due
within one vear from date of issue or assurption
or upon demand, except bonds, equipment snd other
long-term oblizations, receivers?' or trustees'
certificates, which shall be classed 88 longeterm
oblications (pee delinition 2L) regardless of the
periud for whish they are t0 rune

*Nelsyed itews” mesns iters relating to transsetions
which ocourred before the current calendsr yesr. It
includes adjustments of errors in the incoze, oporate
ing revente, and opersating expense accounts for prior
yeara. {5ce instraction 8).

Bhepreciation®, as applied to depraciable propert:rs

reans the 1283 in service value (sec definitien
not restored by carrent maintenance, incurred in
connection with the consorption or praospective ree
tirenent of properiy in the course of service from
canses agoinst which the carrier is not protected
by insurance, which are known to be in curront
operatione. - Among the causes to be given conaiderw
abtlion are wear and tesr, decay, action of the

' alements, obsOlescence, changes in the art, inade=

224

quacy, chanres in demand, and requiresents of
pablie nutbority.

"Mstinet Operating Unit® means all or any portion
of a roate or routes covered ty a certificate of
convenience and necessity or s permit, including

28
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25.
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33

3he

35.

motor vehicles and other physiesl properly owred
and used In ths operation thereof.

tlongetors oblirations” means cblipations having

a 1ife of more than ono yesr from date of creation
or assumption, all ummatured bonds and rescoiverst
or trustees? certificates, and domand obligations
swhich by mutual agreesment will not be pald within
one yaer from date of issce. ‘

¥ileape mathed®, as applied to deprecistion of -
vehiclsen, means the plan undep whisch the service
valus 19 charged to depreciation expenses and
credited to dapreclation reserves at a {ized
rate per mile run. : '

wFinor ltems®, as applied {o ¢arrier opursting
property (sce definition 9}, means the sssociated
partas or clements of which units of property (sce
éeiinition 37) are composed.

BRet book cost®, when applied to property, means
tho book cost {aee dofinition 7) less related dee

praciation and snortisation reserves.

“Froperty retired”, as applied to operating propertiy,
means properiy which has been removed, sold, abandone
ed, destroyed, or which for sny cause has teen permanw
ently withdraun {rox sorvice.

"3alvape value™ means the smount received for property
retired, less any expense incurred in conneetlon with
the sale or in preparing the property for sale, or,

4f retained, the asmount at which the material recovered
i3 charredble %o account 1180, Haterisls and Supplies,
or othar appropriate account.

“Service 1ife" means ihe perisd betucon the date vhen
carrier opersting properiy (see definition ) is placed
in sarvice gnd the date of its redirement, (See defin-

"Sarwics valae® means the difference beiween the book
coat (see definition 7) and the salvage valus (sce
definition 33) of carrier operating property.

*3traicht-line method”, &3 applied to dapreciation
scecounting, means the plan under which the ssrvice

23
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value {see definition 35) of properiy is charged to
dopreclation expenses or other aprroprizte accounts
and credited to the deprecistion reserves throush
equal periodic charzes as wa*-l; as zm;r ba during
itz service life,* ,

These definiticns are rather lengthy and detailed snd were included
for seversl reasﬁm» Firstly, it shows the extent to which the Comzission
has gone to explain, in detail, exactly what is imim!eﬁ in some of the
term used t&;ranéha’at the order s:m ing up the Systm. Secondly, it
ghows that generslly speaking the 3ystem is mseri‘wri in zccordance with
generally accepled, sound accounting principles. Lastly, even though the
latier statement is %ruz, there are places where the Systom i not femd-
ed on sound mnﬁmting theory.

Instructions '

Irmediately following the definitions are the instractions, They

_ave every bib as detailed a5 the definitions and as lomg, or longers o
uvsefal purpose will be seﬁed by quoting them in their entirety, However,
a genersl mﬁ;arst.sﬁéiag of the System requires sm knowledge of the in=-
structions, st lsast an: idea gf what they cover, {m the whole they sre
in general agreement sitﬁ accepted principles, The instructions with
which issus w;ll be taken will bo quoted at the place where the issue is

| sct outs Thus, =1l that i needed here is some general information

abonk thg i.mtrm:tiaasc

1‘8111!‘5@ mcauﬁtinﬁ for Hotor Carriers of Properiy, (ﬁiasmngtam
Amarican Tracking ASI0CLnLiONSs 19L0J)s Dos A=l = Awils
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One thing that they include 43 the classification of carriers. A
Class I cavrier is one who gresses over 1,000,000 per years Class II
Mars are coxposed of ihoge who gross over 200,000 bui loss than
$1,000,000 por year. Those grossing under 200,000 per year are Class IIX,

The instructions also cover such things as records %o be naintained,
the acceunting perlod to be establishod, opening entries, delayed items,
clearing accounis as woll as a2 host of other zotivities.

Aecounts | ) _

The breakdom of accounis follows the instruciions. They are nume
bered, titled, and aasch has a description of what i3 properly includable
thereine Like so much of :m Syotem, they are very detalled and present
soeswhat of & problem as to how to acquaint one with them generslly withe
out being of such detall as to bo monotonoubae The account titles are

falrly descriptive and a listing of then by number and title should suf-
fice to acquaint the reader with the general organimation. Here again,
if fssue s taken with a particular account, the complsie description of
the sccount will be quoted at thet time. The listing of the accounts
followst

BALAMCE 3H2sY ACCOORIS

10606, Cash
1020, Horking Funds
1050, ZBpecial Deposits
10kl. Interest Speeial i}egssits
. 1GhZ. Dividend Special Deposits |
- 10L3e Hiscesllsneous Speclel Doposits
1060, Tesmporary Cash Investment .
1080, FKotes Receivabla ‘
1100, leceivables from Afiiliated Gompanias
3101, loans and Hotes Hecelvable



1105, Interest and Dividends Heceivable

1109. Accounts Zeceivable
1120, Accounts Deceivable « ipenis, Sustomers and
Interline.
1130, Accounis Neceivabls - Other
1150, Sobseribers to Capital Steek
1160, Interest and Dividends Zeceivebls
1170, Prepayments
1171l. Prepzid Texes and Licenses
1172 Prep&id Insurance
- 1173+ Prepaid Interost
117h. Prepaid Rents
1175, Prepaid 3tationery and Printsd Yatter
1176 Prapaid Tires and Tobes.
: 1179 Hiscellaneous Prapayments
1190, Haterials and 3upplies
1130, Other Current Asoels

xb}"“iﬁ } PROFEYY
@arz“}.er bperatimr Property
3.232.. Land and Land Rizhts _
1210, Structaves
1220, Heverus Equipment
1230, 3Service Cars and Iguipment
12h0, Shop and Gerage Equipment -
1250, Furniture and Office Equipment
1260, #Hiscellansous Equipment
1270« Improvements 4o laaszebold Property
1260, Undlstributed Properiy
1296, Unfirdshed Consbruction
1300, Carrier Operating Property Loased to Cthors
1400, Honecarrier Property

ITAEG TLE ?‘*"‘zﬂ’ iTT

1560, Qrwax;isa tion, Pranchises and Porudts
155}1.~ Urganisation
1511, ZPranchises

: 15il. Patents

1550, Other Intangible Property

- INTEATEENT SECURITICS AND ADWARCES

IEGG. Investaents ana Advonsed = Affilisted Companties
1650, Other Investment and Advances

1701, Sinking Furds

1751, Deprecistion Funds

1781, Hiscellsnoouss Spasisl Funds
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DEFERRED LEDIE
1050,  Unanortized Debt Discount and Sxpenuse
1870, Other Deferred Dsbits

KISCELLAREQLS DE-IT ITENS

4700. Udscount

1910, Cosmission and Expense on Sapital 3tock
1520, Reacguired Secoritles

1990. Hominally Issued Securities

CURRYET LIARILITIES
Z000.  Kotcs rayabile
2020, Hatured Long=term Oblipstions
£030, Payables to Affiliated Companies
2031. loauns and Hotea Payable
. 2035, Intercst and Dividends Payable
2039« Accounts Payahle
2050, Accounts Payable '
2051, Accounts Payable = Ufficers, Stockholders
: and bmployees
2055, Interline Account Balancoes
2053, bccounts Payable - c’*h:.x'
2070, Wages Payable
090, e 0o Da's b"“&f@“ﬁ‘lﬁt&‘
2100, Dividends Declared
2120, Taxes sccrved
2150, Interest icoruved
2160, ¥atured Interest
2120, Gther Corrent Liabilities

A.,?é.t"““ﬁ PAYABIE
7200, Advances Pa;fable - 3ffiliated Comparles
2250, Gther Advances Payable

BQULPHIHT AMD OTHER LONG-TTRM OBLIGATILHG
2300, Eguipment Obligations
2360, Other Long=Term Ubligations

. Bhio0,  Unamortised Premium on Debt
2450, Other Deferred Credits

SERY
[

§@ sfeaama for Depreciation = Carrier Operating
2roperty

2600, iteserve for Amortisation - Carrier Operating
Properiy



26304
2630,

2650,
2E6L0,

280,

2630,

Rezorve for Depreciation and fmortization
Other FProperty

dsserve for Adjusinents - Irvestments and
Advances

Zeserve for neollectable Accounts

Inzurance Doscrve

Injurics, loss an! Damape Neserve
Other Zeserves

CAPITIL STOCES

7100,
2710,
2120,
- 2730,

freferred Capltal Stock

Common &a?ital Stock

Premivms and fssestmonts on Capitel Siock
Capital Stock Subseribod

BEll=O0 POAATT CAPITAL

240,
2010,

a?}ﬁ.

Sole rreprietorahnin “aoital
Parimershlp vafz‘;ﬁ.tal

“?Js ??13‘“*'%,&?; SURFLIS
in

Smesrned Gurp lma
Farmﬁ SJurplus

Er“ **f,:p 3 4 PALYTIEES

5100,
€150,
5260,
:':"i;z‘:@.
5500
63100,
63070,
€100,
€500,
7100,

7350,

7400,
7500,
8100,
8200,
EL00,
8600,
2800,

- Zmitors eeounting for Notor Carriers of ¢ A
ing Service, Woashinpgton, 13ul, ppe A=3l = A=33, &4-77 = &~7l.

Erhe ne M TY Ladh

Operating Bevennes

Coeration and Haintenunge mm
@&ﬂc’iﬂt&&n Expenne

Eepma:i‘,%ifm fdfustment

Amoriization Charpanblo 30 Operatinng
Operating Toxes and Licenses

lLease of Distinct Operating Unlt = Dobit
Lease of Distired Uperating Unit - Credit
Incose from Nonelarrier Operailons - deod
Interest Incios

Bividend Inenme

Giher NoneUperating Incose

Interest

ssortization of Dobt Discount md ¥xpense
fmordigation of Presiom on Debl « Credil
{ther Deduotions

Rxtraordizary Income {yedits
xtraordinery Iacome Charges

Delaved Inooma Credits

helsyed Income Charpea

Income Taxes<

s e Te As Accounte
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Interpretations

In sequence, after the account descriptions, there appears s sscetion
of ceses or Commission imerpretations, These cases ere really quesiions
83 to what sceounting should be performed in specific situationn, The
quesilons are followsd by the Commisslon's snswer 4o serve the particular
glteation posed by the question,

Citator

Precading the actusl cases just described, there 15 an "intersre~-
tation citatorts This is werr t:elpral. to any beokkeeper or aceountant in
:zis everyday work with these scceoonts. I he thinks he knows the ascdunt
nimber bul 18 nob absolutely sure and camot find authority which allous
the use of that account, then he turns to the citator. Through its use
he is sure that he has seen every interpretation on tho particular account
witk which he is concerned. The eitator is fairly sirple in design and
| has its own explanation of how it i3 to be used. '

Zndex |

Subsequent to the cltator s an index, very detalled in its items,
which provas useful when there is no indication as to the account in which
an im'is prépsefrlgy tncluded. Using both the ecitator and the index, 1ittle
@4 £ficulty shonld be encountered in placing an item in its proger scconnt.

Cenersl Sections

There sre 3lso sections on compilation of gtatistics, sugrested
accounting conirols, destruciion of records, aud records fc& Lox purposes.
Thess seciions are general in nature and explain some aspects of the
quarterly and az;ﬁua}. reports which are filed with the Commission, In s
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sense, they are guldes, They are not completely authoritative, as are the
rest of the geclions.s The sections pric;r to the opes rentioned here say,
{nore or less} ®ihis is the way it will be done®, These sections, nost
of them at any rate, say, "doing it this wvay will be helpfuly or if that
ia impossidle or impractical, try this way®, Quite obviously, tha soce
tion on the destruction of records does not conform to this generality,
Itf says specific records will be kept a given number of years, which is
gquite definite and aathoritative. The other sections discussed here are
of the nattgm described., 13 with the other sectlons, they will be gquoted,
or made more specific, when and if issue is token with any of then or
anything contalned thereine

This, of negessity, has becn o descriptive chapter. cuotations
have been used a great deal for a eouple of reasons, One, the System
could not have boen described properly if the great detall to which it
goes had not been shown. Second, paraphrasing some of these technicalie
ties would have deen dangerous in that 4t msy not hsve done the area
juaﬁica‘ For these reasons, scme areas have i;een guoied, while others
have been covered with a rather pensral statement ag Lo what they contain,

While the chapter moy appear rather len;:, in reslity it is relativee
1y short considering the smount of materiel contained in the System. Iis
goals have been reslized if a very general idea of the overall orpanizaw-
tion and content af the 3ystem hes been offemd.



CHAPTER IXT
AHALYSIS OF AREAS OF CISAGHREEHERT

The Syotem i3 desipned to promote a hizh degree of aniformity in
the accounting for motor cerrier operations. It is svidenced partislly
by the long and rather detailed definitions and instruciions quoted in the
preceding chapter. The momsnt one starts to defline, ome alao excludes.
Excl&siéns eraste divargencien and divergencies breed misunderstanding,
This could be construed to imply that any degree of definition is bad,
This 15 not the intent. It marely means that those responsidle for define
ing should remaln constantly sware of the possibility, particularly in
accounting, that drowlng the definition too fina tends to destroy the unie
fczé;i%y and consistency which was the original object of the definitive
Provcess,

The detailed definitions end Instructions of the Syatem exclude the
Judgment of the accountant st the company level, The ﬁusx:isaion‘ nay feel
that the judguent of accountants in the motor carrier imdustry is not of
a caliber which Justifles depemdence. This may or may nol be troe, It s

‘not the object of this work to judge the ability of the accountants, I2
this foeling does exist on the part of the Commiassion, the fommtion of
a systenm which is detailed gnourh ¢0 make the accountant an instrment of
the Comnigaion i not ithe proper golution t§ the problem, The Cormission
i3 charped with preserving asnd protecting sll modes of transporistion. 1f

- the accovntanls, as 8 goiwp, have degenerated t0 such a degree as to create

the feeling thad thelr Judgment is mt‘aomd, then other resnlatory pouvers
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should be invoked to force compliance. Since such powers <o exist, 1t is
not bellevod that this is Lhs reascan for the deyree of detail found in the
System. It is felt that the Commission has sttecpted to attain a high
degres of aniformity and comparability so necessary to regulation., Its
success in thils attempt has reached ths point where it tends to distort
the aniformity rather than enhance i, |
This is a rather gensral discourse on the exclusion of Jjudgment
through minute definitions. This is not to say thst 4t is widespread in
the System, or that all the exact instaznces where it occurs have beon
fomd., The contention is that an industry as biz as motor transport,
uith many companies of varying siszes, no twd of which are exactly alike,
& prodlems and ways of doing business almost as numerous as the compan=
ies, cannot be expected to pour their accounting into a xinutely dstailed
mold without d:stroyin; scse of the inlividual facis widch are £9 much &
part of every business transactione In destroying thesc facis, some of
the real meaning of the transactions are lost and the possivility of dis-
torted information beinz sutmitted to the Commission 18 very real and is
destructive of the very uniforzity and comparability 5o earnestly soaght
throurh the detailed definitive arcas of the System.
If the 3ystem would attempt to defino, asnd possibly classify what
should be included, only to the point where a logical underatanding of
what 48 desired in a particulsr account or Mure, and leave the de-
i tailed inclusions and exclusions and estimations to the jodgment of the
‘ accountant on the job, more reliasble and comparable information wounld be
gathered than thrsush the use of & system which defines to the derree of
|
|
\
\
|
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exclosions

Toere is at least one specific cese which could be used as an example
of »ll that has been sald above. lHowever, it is m& desirable to leave
tils for the section on the arce where izprovement will be desired. Re=
~ ferem te this exclusicn of judgment {den will be made at that poiniﬁ

In Chapter I judgment and comsunication were placed among the crie
teria which would be used in analysing the System. The way in which
ud
to spain in a more specific sense.

ment is linited by the System has been explaived and will be referred

The Coomunication Problom

_ In ;ﬁhapmr II some of the communication prodblems were discussed in
a general way. S‘iw kind of thing discussed there could ba'ﬁ‘ouxxi;in alnosd
 any field of opdesvore In this chapter, some attenticn si;l be iven to
words or phrases which have been specifically defined but which, 1if men~
tioned anong a gréup of accountants, world infer 8 much diffemnt mosaning
from the one defined in the System. | |

 Undoubtedly, there are those who will feel that this §s an unisporte
ant mattere The writer disagrees with those who have this feeling. Any-
thing which causes misunderstanding, or could cause misunderstanding, by
those who will use the reports and records of the Commisaion should be
elizinated, if at all possibles That peopls other then the Commission
use its reports and precords 1s proved by the following facts: (1) The

Yetay pre s2u53,
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reporis ond records of the Comviisaien are puddic recovdn. {2) The wast
majority of trucking eowpanies renorting are vot puidicly held and cofie
sequently 4o not poblish finsnelsl reports. Doos 1t pot logieally folloe
that seckers of finsncizl inferantion conderming trucking companies would
tarn Lo % Commission? (3) Amother body whilek conniders eommunication
43 the Trmstitote which, throash its Cowsittes on Terminclozy, contincally
tries 0 disconilinue the a8e of often misundsrstood words by the proe
feszritne Troe, terainolnyy and communicstion ars not synorpwmous hut are
so Interdependently a port of scoounting and fimsnciasl resorting that one
cannot e effactive withont the othev. How thab the Leporbtance of the
eriteria 13 Jusiified, it wosld be woll to seck o spesific exauple of this
dlscussions |

docountants, Hoth certificd and otherwise, alrest urlversally socepd
the whrase fm@%vai@“ an meaniny the originel or hialoriccl cost lesy
deprecistion allowed or provided, Cost is used originelly becouse at the
instant of parehnsse this is the last msasasrecent of valuo,
Ty Systes definitions follows
Te ®0ook cost®™ meare the amount atb which property
is recorded on the Zooks of the carrier without
- dednction of related resarves.,
27« Tlel book oost’, when spplied to proporiy, wesns
the beok cont {ses definition 7) less raisted
depreciation and amcrtizatien ressrves,®

Thos, shat the zocconting profession calls *hook value®, the System

: 23. Te e éﬁﬁéﬁﬁ%«iﬁg Gervice, Uniforn fceountipg Zopr Yotor Carriera
of Property, {dsshinglop, D f.t fuoricsn Drecklng sodcloiions, lnc. iy
Fhe Awd ow ey
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calls “ned book cost®e Thare i3 no accounting counterpart for the 3ystem's
"book cost®. The *book coat" of the System is likely to be taken ag book
value by ths users of Commission records who have become acenstomed o tha
use of the latter term. It could possibly be confusing to the professiona
al accountant who, through long usage of and asmocistiion with the book
yalaes concept, sees it and does not stop 1o anslywe the terms FHo may
assume it *5 mean the same as "book value",

Ansther phrase which gould be confuaing is "deprecistion néjast-
zents,

The cont of o Tfixed ssset should be written off as

on expense graduslly over the life of the assct. The

pariodical adjusiing entry includen a debit to a depree

ciation (expense) account and a credit Lo an accmlnteﬁ

depreciation account.d

Thls is the seise in which the term 1s uwsuslly used. . 1If there hus
beon a change in expeciad useful 1life of an asset since its acquisition,
the rate of depreciation should be changed. The resalting adjustment may
e shovn op the inoome statement ag 3 below the line item, (depending on
ﬁ’nicﬁ: theory of reporting extraordinary income and exponse items is fole-
lowsd) and lubeled "depreciation adjusiment®.,

The System dees not use the term in this wmanner. There %o an'
account titled "Depreclation Adjusiment®. OGenerally speaking, this
account includes amounts representing over or under depreciation on proe

perty which bas been fully depreciated, The adjustments are made when

373mmey, . A. and ¥iller, Herbert F., Principles of Accounting,
Inwmediate. (’mglmw& Cliffss Frenmtlee-iall, Inc., i70d.) riiih ditionm,

Pe 12
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the property 1ls retired. This i3 not the proper handling of depreciation, -
and that aspect will be ;%eait with later. The peint here 1z thot the
pihraae} has an entirely diﬁ‘ferent reaning from either one of the olhoras
mnﬁmﬁ and therefore causes misunderstamding to users of the state~
m&#ﬁs and adds to the difficulty of communication between the two groups
of socountants.

Aress Which Have Bgen Improved

~ The fessibility of dealing with areas which have already been im= ‘
proved and brought more into complisnce with "generally accopted sccomte
iag ;rmeiples“ »ay be questioned. 1% is deemed lmporiant for several
reasons. It shows that improvemenis are made from time to tixe, It ipe
dica};m,s that they are evolutionary as opposed to revolutiomary, and one
&isaavers that it 43 .not always the Copmission which is resistant to
change. The two items which will be discussed are interest and L hal pore
" tion of long term cbligations due within ome year. Their position or
classification on the balsnce sheet was the nature of the change.
Intereat 12 the charge for borrowing wmongy. It has been described
as both pm;mia and deferred,
“Imt deducted in advance i3 a prepaid axpenae.”h
| The ab#m quote is taken out of context but it has reference to un~

secured losns on which the interest hss been deducted,

 luolmes, Arthar W., Dasic Auditing Principles, (Mew Yorks Richard D,
Iruin, Inc., 1957.) p. 181,
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Interest on wmsecured bank loans is uswally pald

in advance tlrouph discoonting the notes, bul interest

on csllatﬂgal lonns 13 ‘usually payable monthly or

guarter ‘ _

The above qaotatiar.a aro used because Lhey differentiate belucen
prepaid and deferred interests The firsy quete deals with prepald intere
est, The second deals with both, but tie collateral loan involves de-
ferred imtereste |

Equipment oblizstions comprise the majority of the indebledness of
the motor carrler industry. The process has become slmest routine, TheA
money ia borrowed to poy for the egz‘zimenﬁ. The charge for borrowing the
motieyy interest, is added to the sz&oﬁnt borrowed and the totsal is divided
by the number of months the loan is t& ran. Thus, ons can ;:J.ainly see
that interest 1= a part or;aaah &nd every paysente It is sviééat, algo,
tast this type of lcan is more of a deferral than a prepayment, |

i;’ar many years this type interest was described in the account as
forepaid interest® snd classified on the balence éhe.et 83 & carrent asset.
It would not be helpful to o into detail sbout why thls should be de=
ferred rather than ;m-egaiﬂ sime 1t bas already (within the lest year or
tao) been piven the proper treafamnt, Hodsizht balng what s.t is, there
is eirfioulty in finding o logicsl reason {or ever having ccnsidered this

ag @ prepayzents The only possitility being that in the very early stages

| g@ﬁ-ni% He %11’ ,.Qh’&., ‘uQPaA;,i and a%ali"b Je Jghw’ ?&lSc’ f;apoﬁ"
' itiz;g, {Fnzlewood Clifis, Ne Jet Prentice-isll, Inc., Third Edition,
LOVEEDer 1?5& ¥ P» 3{}&.
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of rg;galatwn, with the motor carrier industry in its infancy, the lend-
inz imtitutim roguired m'mﬁemst to be dedusted in admce‘ from the
face amount of the losn. Asswning this was the situation, still reserva=
tisﬁs are held abost clasalifying this as & prepayment. Sines @ﬁaw of |
this sebject appesrs academic at this point, it i3 useless 2 pursus it
fr;rther. '-

Another area very similsr to5 the one just 4discussed concerns thabt
portion of long term debt due within sne yesr. For many years no dige
tinction was made as o debt dus within one year. It was included in
Account 2300, ®Hotss Paysble®, which contained the whole obligation as a
long tera debt. It was not until April, 1957, that the Commission issuved
2 "Hotice of Proposed hule Making® in which 14 advocated clsssification
of 3.0#3; tsm débt due within one yoar os & surrent liability. The Hatione
-3 %cesﬁnﬁxﬁ; md Finonce Council of the imerican Trucklng lssociations, |
Inc, opposod the chanpe and suceseded in petiing banks and some certifisd
public accomiiop firme to wice é,tzsir oppesition to the Commission's
Wasale Tho resclt wag that Account 2190, "Uther Carrent Liabilities®,
s re-mimhered to 2180 ond 2150 wms assisned the titls, “Equipment Oblie
pations and Other lebd One Within fne Year®, It was givon a2 pogition on
the balence sheet immediately following "Carrent Liabilities® and pre~
ceding Yhdvances Payable®. .

The two itens just ﬁiseﬁsse:i sccomplish the objectives undertsken
for this mm& "The intersst tms been brought into compliance with
accopted principfas‘ The debt due within one ye&r’, whils not in complate
apgreement, has been improveds To some 1t may even satisfy the principle
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of disclosure but farther izprovement is needed in 3ts classification.

~ Fear the begisning of this seciisn the statozent was mede that
changes in the Jystem were ovcolutionary as opposed to revolutionery.
Poszibly 4t would have been more accurste to say ihat chénges are evolum
tionary as opposed 1o Yatstus guo®s The debt change was an improvement
m& perhaps the futare will evolve further changes which will bring the
desired aprecment, The opposition, engineered by the trucking industry,
to the Commission's proposal on debt due within one year leaves no doubtd
“as‘ to where the reaponsibility lies for the compromising nature si'this
eﬁange‘- |

Areas 34111 In Need of Ioorovenent

{2) Cucrent Portion of lony Term D:-bi

In the prewdiﬁg sectlon, debt due withiu one year vas dincusasd,
T4 wos indicated that this was 8t111 impreperly classified on the balance
sheet. Further discussion of this iten secems a likely opening for this
section, ‘

The term current liabilities is uged principally to
desicnete oblijations whose liquidation is reasonably ex-~
pected o reguire the use of existing resvurces properly
classifisble as current assets, or ihe creation of oiker
carrent 1ilabilities,. Az 2 balancewgheed cateory, the
olasasification is intended to include oblirations for
items which have entered iato the operating cycle, such
a8 paysbles incarred in the scquisition of materials apd
supplies to be used in the productlion of goods or in pro-
viding service to be offered for saley collections re-
coived in advance of the delivery of geods or periormance
of servicesy and debts which arlse frox opersations directly
related to the operating cyels, such as accruals for wages,
salaries, commissions, rentsls, roysities; and income and

other taxes, Other 1iabilitiss whose rejular and ordinary
liquidation is expected to oceur within a relatively short



pericd of time, usually twelve months, are also intended

for inclusion, such as shori-term debis arising from the
-acguisition of caplisl assets, serizsl maturities of long=-

term obligations, smounts reguired to be expended within

ons year unxder sinking fund provisions, and agency oblie

gations arising from the collection or acceptance of eash

or other assets for the account of thdrd persons.

The Institute’s explsnation of current 1isbilities sbove seems %o
leave litils doubt that serial maturities, or longeters ohliga%.imm are
properly classifiable as current 1labilities, In fact, debt due within
one year on long=tera equirment oblisations seems entirely compstible
with this concept of current 1iabilities, Bpresment with the application
of & principle tands to preclude the existence and understanding of
difforent application of the sme principle. In other wordo, one looks
for support for his own opinion rather than examining the opposition to
see whethor or not it has merit. | | |

To avoid this situstion a8 much as possible, an cxamination will
be made of thavSyatm*s definition in sn attenpt 4o see if thare are
- lozical romsons for exclusions of this type debd from the current section
of the balsnce sheet.

*Carrent 1iabilities™ means those cblicatisns, the amount

of which is definitely detersined or closely eatimsted,

wiich are either mgtured or bscome due within ong year
from date of issue or assunmption or npon demard.?

rég'sccamtmg Research and Terminolesy Bulletins, (Hew York: American
Institule ol Lertilied Paolic ACCOGNLADLB.)s; Dis Ci=ics

7&.*&&. seconnting Bervice, Uniform Aceounting for Motor Carriers
of Property, {(4ashington, D.Ces American Urucking Assoclaticos, inG.),
Ps Ul , ‘ S “
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Nothing in the defimition prohibits the carrent clsssification being
assizned 0 the item under discussion. The basis for handling debt dos
within one year in a category all its own is certainly not found in elther
definition quoted.

In seeking the logic for this hamdling, communicstion wes instizated
with ¥re Ce W Emken, Directer, Interstale Comserce Commission's Barean
of Accounts, Cest Finding snd Valuation., Er. Znken's reply, in part, is
as follows:

The debt ovligations which mature serially or in

installxents and are payeble within one yesr have some of

the characteristics of fcurrent liabilities® as you suggest.

- 0On the other hand, financing by carriers in coumneetion with
puorchase of equipment and some other property is customarily
arronzed s8o that payments are speced fairly even from year
4o yvezr and the monay {or soch paymects is regarded by the
carrier as provided for largely frum current depreciation
furds and not Iros accumulated working cspifal. Under the
new rules, the asmoant of oblipgntions msturing within one
year, while not shown under current liabilitlies, will be
separately shoun in the balance sheet atstement and in this
way the facts are fully disclosad.
¥r. Exken is incorrast in his statement that the facts are fully

discloged. The ftem i3 set ocut by itself but the principle of full dis-
closure is best satisfied when proper clessification is achieved. Spetisl
classification 35 likely to confuse the nomprefessionals and disclogure
43 not adeguate until corrent liability is stamped on the item in the
conventional mammer. This (reatrment seems 4o Bay, "yes, these items are
dus within one year, bot they really are not current.® Sgrtainlf;', such
an approach is not full disclosure,

His commonts that carriers regard current depréciatim a5 the pro~

vider of funds for psymenis on current debt leads one to believe that they
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are jJust that. Carrler thoushts apd arguments ! lHot his cunl! His agreoe
mont that debt obliszatlons which mature on ;mtalmnts and are peyable
within one year have some of the characteristics of Ycurrent liabilities®
denotes a softened approach, s middle of the road comzent in 1light of his
enaning explanation of what the carrier thinks.

It must bs remesbered that Ar. Zmken's bureau scheduled the rule-
making session sud proposad that this iitem be classified as a Yeurrent
lisbility®. The carriers, throush their national sasociation, mensged
some sort of compronise on this issve. Thus, ¥r. Exken is forced Lo ree
gulate carrier accounting, using this compromise as s rule, Sé also must

| éefené the rzzies_ha uses 1o regulate md this he has attemopted to do in
bis reply to the query. It seeme lopical that the scheduling of a rule-
rwaking session and the propesal of a current ¢lassification for this item
gpesk more elearly his and the Sommission's real conviction then doos his
explamation of its present treatment, a

| The responsibility for this speclal treatment of installment debt
seems to 1le with the carriers. This being the case, examination of scoe
of the 1szsnes presented by the carriers 1o compromise this proposed rule
change is in order.

Hr. Emken indicates one issve, The carrisrs ergue that current dee
preciation provides funds for these monthly payments. It is submitted
that this statement is antrues Depreclation does not in any sense of the
word mide fundass Depreciation pratesﬁté the fuxxdg provided by operations
by charges to expense, If enouzh funds are not provided by operations,
depreciation may create a loss,. 13:13 aryuzent 1s very nearly irrelevant
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to the igsue of current clmssificatlion as opposed to speoial classifica-
tion,

Cpposltion o eurrent hmatmmzi is volced alss by ¥r, ¥, Cs Benton,
Jr., President (in 19%7) of the Hatiomal Aocounting and Pinance Council,
with this stetesents

If the I.C.Ce wore 9 adopt & role thet trocking

companies® long term debts dae within one year must

be treated as & current lilahility, the entire trucking

indusiry's credit wosld be seriously affected. ,

ﬁr. %nt.ﬁn iz quoted wét of context and this i3 very likely not the
' mzly pnn;t he has tz) r&ise in oppesition, FEven so, the nccesaitv ol rew~
fatiag this point is impo"tarb to the position tsken by the writer on the
iasne “eing argueds , |

First reaction tsa thia paint is that 1:‘ his statement is treoe, in-»
dﬁstry creeiit, way rest on doceit, Aather thon belabor the point, it 1s
safe é.n say that the facts, even though inproperly handled, do not cone
fusa; eredit grantors, Danks, in perticulasr, arc aware thet the smr%ﬁ.ng
capital ratic s not shat the Systen's preseribed belance sheet purporta
1% to be. If the baok oredit §f the industry has been seriously affeétad,
iudzxatry is unaRsre sf it and this special typs of disclosure has appsared
since 1?,:&. It appears that either 1t does not make any difference to
the credit grantors anﬁ/& they were familisr with z;m sld long tera
tmétmnt. ‘

It i easential to kat—aie that the corments on the statements of
¥re Imken end ¥r. %enton are rf;at intended to reflect in any way on thelr
a&ﬁity, their position, or thelr sincerity. Thelr statemanﬁa» present |



different views on this puint and were of negcusity rafuteds

4% this juneture, it has been shown that the Comsinsion proposed to
changs the olassification on long term debt due within one vear from long
tern. $o0 current. This proposal was opposed by the trucking indastry,
Kelther poaition prevailed and a special classification was set up, so,
hopefully, it has boen shoun that the carrent classification is the ome
cumpatible with ®generclly sccepted accounting principles®, ,

The carriers sre rcally irying to protect the working espital ratio.

They thingk that lowering this ratio will affect credit. Some of the

arguments they use are praper reasons wby oredit ingtitutions should not
look at the balance sheet of a motor carrier in the same way they_ serutie
nize the halance sheet of a manofactoring concern, It follows that carrier
credit nay be betier protected by an educaticnal program aoimed at the
eredit institutions than by departurss Do ®generally accepied accounting
principlests |

In summary of ihis puict, the balance sheet centains this caption,
aTotal Current Liabilities (Exclusive of Long Ternm Dsbt Due Within One
'i’ear)?’; ~This 4s followed by the caption, "Long Term Debt Due Within Ome
Year. This is much like having pre’s cake and eating 1t teo. Full dise
closura 12 not accompliished antil the 4iem i3 placed in the current sece
tion. |

Cateporical atatemenis simliler ﬁ the one just mode are extremely
bard to deferd. The whole issos wag présénted in this mamner bacause
this is in sirict complience with ths eriteria established in Chapter 1.
14 makes everyihing black or white, thereby eliminpating any gray sres



whatsoevor, Such trgamnt nokes for eusy presentatlion but in and of
itaelf may violate the principle of disclssure. It most certalinly does
not leave much Lo the jndgment of ths accountant. |

Probably, what ¥r. Emken =nd ¥r. Benton are trying to sey is that
motor carrlers have a different situntion from most industries when it
comes to paylog off current debt, The usual sitostion is that current
1iabilities have 1o be retired by the use of curreni assets, This is not
the geperal situation with motor carrviers. They are allowed By the Act
%o extend credit but seven days. T&m&, receivables are kept 2t a minie
mom snd are collected very gquickly when compared with other industries,
making current asnets relatively low, In realily, then, current lisbilie
ties are not rétimd from corrent assets but from cash generated by cur=
rent operations. |

Even mylight bf the preceding statoments, the writar is nob retreate
inz from the position that installzent debt due ﬁithin one yesr should be
presented in the current liability section of the balance steet, However,
it is felt that this item should be properly footnoted %o disclose ths
existing conditions. In this manner no one should be misled and the item
will also be in cm;ﬁliark:e with the genefsny accepted treatment.

{b) Depreciation

Another major point of discussion is depreciation. In the previous
chapter three methods, nsed in arriving at the base on which the asset
was 4o be depreciated when thore was 38 irade~in involved, were discusged.

A1l three ways were consldered scceptable. Since usage makes pomething
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like this generally acceptable, naturally all of them cannot be accepted
to the seme degree. The Internal Revenue Service recognizes the procede
ure which adds the cssh sutlay to the book value to arrive at the base
for the m assets Recognitlsn by the tax agency may make this particue-
lar mathod generally accepted. In order to analyge this ares one should
know how the System presents this item. Presentaticn is made by the
System in the "Interpretation® section.
Querys What aceounting should be performed in cope
mopotion with the trade-in of 2n old onii of revenuve equipe
ment toward the acgnisition of a new upli under a condition-
al sales agreement, Yhsed on the following date?
Book ooat of old unit (excluding t.im and

tubes) $5,000,00
Deprecisation acerued L, 000,00
Trade~in value, old unit {incloding 350,00

as estimated value of tires and tobes) 500,00

Coat of new unit {including $h00.00 as cost
of tires and tubes and 350,00 tax on tirea

Kotes isatimd, including cost of tntemat
and finsnce fees 6,615,000
Interest and finance feea includes in note 390,00
Angwers '

, Retirement of 014 iUnits (ﬁee Instruciion 21a)
1890, Gther veferred ienits 35,000, 00
1220, Revenue fquipment $5,000,00

{To transfer hook cost of old
unlt of equipment to clesring
account) ‘

2520, Reserve for Depreciation -
Reverme Tquipment ha000,00
{To tranafer accrved depre= -
clation t5 clearing account)

1130, Recoonts secelvable, Otber . 500,00
1&%, Gt’iiér ..h’:fe!‘r”u gﬁhi%& hgﬂim
L1€C, Tires snd Tubes - Revence '

Equipneat €000

(Trsde~in received for old unii)



‘5100, Depreciation Adjustment 2 550,00
1820, Othsr Deferred Debita § 550,00

(To adjost balsnce in elearing
account revresenting differsnce
between book cost of 2ld apit
and total o} depreciation
socraal and mwm. raeceived in

trade)

ﬁcqaisit!.an cr Lew Unit (aﬁe Instraction 19)
1220, Revenue rquipment $051885.Q
1176, Prepaid Tires and Tubes Lh0, 00%
1890, Other Defervred Debits « Interest '

and Fees (See Case 73) 390,00 _
1130, Accounts Hecezivable - Other - $ 500,00
2300, Eqoipment (bligations 6,815,060

{Account 7190, Equipment
Obligations snd Cther Debt
Bue ¥Within One year, for
portion due ond payable within
one year)

#The cost of tires end tubes, inclnding taxes, may
 be charged direct gs account L1£0, Tires and Tubese

Revenue Iguipment.
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The quoted case serely transfers the coast and acorued depreclation

to a cloaring sccount and at the same time removes these amounts from the

aquipment and depreciation sccounts.

It takes into consideraticn the

tires and tubes and the balsncs is transferred to the depreciation adjuste

mont sccount. The new asset 1s then entered at its historical cost.

Anslysis st this poiut may seem pointless since using trads-in instesd of

sarket valne was one of the accepted methods deszribed in Chapter ks OO

&g, however, a couple of ebae"vaﬁsns ﬁ‘hich have & bearing.

8
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A few statements sbout the three methods will refresh the mind on
these points, One method used market value instead of trade-in value in
fizoring the gain on the disposal af the old aaset, Yhen discussing this
in the criteria chapter, it wsa considered as the most ﬁ:aorc%icam cor=
rect rothod. Its improcticability of applicsiion makes this alrost udee
leas in everyday {ransactions. The tdx method wiich sdds the cash outlay
to the book value of the old asset to srrive at base of the new asset is
theoretically incorsect because it does not mcogm any gain or loas
whatspever, The uze of trade«in value in determination, which 1s what the
Syatem uscs, ia also theoretically incorrect because it very likely ree
cognizes a gain which economically does not exist. When trading equip-
ment the amount offered for the old urdt depands on many factors, 7wo
used uniis traded on one new unit will nod bring as much per nxﬂ.t as i
the ssme two units were traded on three new units. The quota the manne
facturer, or his branch, has to meot may have 3@3 bearing on the smount
which will be offered 4o complete the tranmsaciion. 7o wholever degree
such factora sffect the trade-in value, they distort ihe accounting use~
folness of the figure involved im the transaction.

Proper m:&;&rﬂam!ing may be more nearly attairzed throuch an actual
¢ase, Fourteen, thirty-five foot aluminum trailers wers traded on sixe
teen, forty-foot gluminum trailers, with éliding tandems, The old
trailers vers over aix years old and needed skid plates and gencral ian-
dem overhouls. Sew trailers wore priced around $6500 each and & $2000
allowance was made for esch used trailer. Host of these trailers were

disposed of by the company which took thes in trade for 31C75 each. This




55
‘was accomplished after putting skid plates under them at & cost of 3175.
& few wors disposed of at 31950, but in order to got this price, the tan~
demz had to be overbauled, the cost of which ran to gbout £400, From
these flgures, a falrly accurate market volue of botween $1500 atxi 21550
is agcertained. Thus there is a gain of approximately 500 per trailer
which exists only on paper.

fesallizgtion of such gaina by the ase of trade-in value in the
System is of major lsportance because such gaing affect toth the incoze
statezent and the balance sheet and sre never really cleared from the
acoounts untll liquidation, Allowlss for depreciation of the new asset
on the basis of kistorical cost in & rising merket mey be expected to
prodace sinilzr res:lts and add to the erponeocus amounts when the new
asseis are retired.

In this example, if there is an unrealistic galn of $500 per traile
er, it would amount to $E0C0 on the sixteen. Coins of this nature ere
carried through the income stalement ard end vp in the earned surplus,.
These transactions, over a pericd of yeors, result in considerable over
statement of retainsd ea}nirgs.

Cheervationa up to thds polint have concerned themaslves with what,
for lack of a better descriptiocn, will be called "psper gains®. Dise
cussion of the entire gain (acinal gain plus the "paper gain®) is pertine
ent to the analysis in this sres, It will be remembered that the old
unlt is retired through entries 4o Account 1820, Other Deferred Tebits,
which is alsp used as & clearing cccount. After all the necessary eniries

have been mads in Account 1890, the remaining balance is transferred to
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Account 5100, Depreciation sdjiustmont. This account §8 shown on the ine
come statement in what acoounianis refer Lo as an above the line position.
In eﬁhmr words, 14 io uzed t.c firure operating ratios. This ratio ls the
relotionship of expenses to revenue and parporiedly representa the results
of operations for the yesrs The fnclusion of gains or losses f{rom the
retirement of equipment does not £it into this elaasiﬁcntrien. The ro-
tirement of old egquipment and additien of now equipment is certainly nee
cessary to the conduct of business by & motor csrrier of property. These
transactions even occur on & rather regular basis, Still, this does nst
gualify them for consideration in the determinntion of net income from
operations, or the operating ratio. Het income from bperatinns should
reflect the profit derived from transactions involving the production of
goods or services for which the entity was originally organiszed, A motor
carrier of properiy was organlzed for the transportation of freight. Ree
tirement and replacement of revenne sguimsent is necessary to the operation
bat gains and losses involved in the exchangzes only confuse and detract
from the meaningfulness of the net incoms fros oporations when they are
included in its determination,  These gains and losszes should be below the
1ins prosantations, The Syotem treats interest, debt diacount and expense,
and contribations 4o charitable organimations in this menneyr. They ere
not congidered in émgiix;img net income from operations. Interest puid on
loang for equipment is not considered, but gains and losses on exchange
are. |

Those who prefer the treatment glven by the System probably contend
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that the majerity of the rains or lcoses 20 handled were created through
charges to depreciaticn expense which affected operations, Fven 47 this
contention is correct, the charges to depreciation are om a yearly bagls
and the gaiﬁé'anﬁ losses represent a muher of years, The Commlsgion
probably recommends this troatment because when thoy ase these records
it is very likely that they use ten or more years at the time, In this
éasa, roflecting goins nnd losses in operations accomplishes the desired
purpese becaise it corrects depreciastion errors and over a long peried
the ndjustmenis probably would fall within one of the yesrs beinz examine
eds ZEven here the "paper gaias“ are in error. |

Bepreciatian as treatad here shosld be ravieved in relation to some
of the principles set out in the criteris chapter. Tho use of tradesin
value in corpubing the zain or loss on the retired assed is ons of the
acceptable ways of handling. This does not mean that it 13 the nmost de-
sirable. It dbés rot satisfly the principle of conservatism, even io 1ts
less potent forz which arrived with the shift in emphasis from the
balance sheet to the income statement. The 1ﬁ§1nsicn of the "paper rsins®,
in fact, is thé direct opposite of conservatish sed inelusion of any gain
in computation of net income from operations is ploeed &n the same catee
ﬁaty. Effect of this method on the income statement snd balsnce shect has
been fully discussed and supports the incorpatibllity of the treatment
with the princlple of conssrvatism,

The most accarats of the three methods (use of market value) has
already been discarded 2s useless because of the impracticability, if not

impossitility, of deternining macked valus., To be sure an illustiration
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- was used to demonstrate the presence of an unreslistic increment in the
trade~in valie. The illustration purported to show & fairly accurate
zarket value and this it does in relation to trade-in value. It msy even
have been nccurate or actual market value. Irrespective of these’ facts,
it must be remesbered that this mgmtim’ was not svailable until sove
eral months after cenpletion of the orisinnl transgetion,” Y€ somothing
h#d been received in trade on one of the second-hand trallers by the
manafactorer; the market value of the first unit could not be definitely
determined antil the disposnl of the second used undt was complete and
£4pal, There are an infinite number of thincs which could affect the dee
termination of actusl market value ard only & few have been pointed out.
They are sufflcient to support, at the ve;f least, a clessification of
impractical for this method,

Thus, the only method remaining to be discessed is the one which
rocognizes no pain or loss on transacilons of the nature beins discussed
here, Attacks on this method are most likely to be made on the grounds
of vlira conservatism, since some zain or loss is slmost bound to exist.
If neither of these existe, accounting utopia hss been attained in the
area of derreclaticne The opponents of this method are absolutsly core
rect in saying no recognition of the gain is given, Actually, they are
saying that 0o recognition is given in a lump smx at one time, Recoznition
is given over the 1ife of the new equipment in the form of lower deprecia~
tion charges, 4if it is a yain, and greater charges if a loss is 1nvol§ed.
The ¥paper gains® monticncd o often are not recognized in this method.
Tax authority acceptance iz hardly a criterion by which to judge accounte
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- ing mthé&s, but by the ssme token, such aceeplance should not preclude
its wse pér see The recognition of oo gain or loss sewms o do best what '
depreclation is designod to accomplish. Thus, whlle cousidered qltra
conservative by scme, it sppears Lhe vleaat. faulty of the methods avalle
able.

Chooaing 8 wmethod of arriving at a base fo; depreeiating an asset
cértaiuly fnvolves Judgment, The judgment has been completely removed
from the company accountant by the Systems Straight line method of de-
'pre#iazion is required and the basis on which depreciation is to be appli-
ed i8 spelled out even to the Journal entries required. This produces
uniformity but acourscy is probsbly sacrificed in the proceas, Uniforme
it.;é is good, but a re-examination of the uniform practices could possibly
nake 1t even betier. |

Thus far most of the objectianrhas besn aboul the method of select
inz a base on which o coupute the deprecistion. The trostment of the
| galns or losses in the income statement, certainly vislated tho conserva-
tive principle. To show items which apply to & period of six, seven,
even ten years 88 cmpe&anta of the current year's operaticns is as fsr
from conservatlive accounting as it coald ééssibly gote ‘

Such preﬁentétim‘ is misleading and therefore violates the principls
of disclosure, QCains and losses on retirement of oqﬁimén; do not vaguely
resemble income {rom, or expenses of opcrations. In reslity 'th;ese are
corrections of yerrors in judgment over a period of years. They shanid
sppear on the iacmrstatemnt, if recognized, but in a clsarly defined
position which weuld elizinste any doubt as to thelr beins a part of



operational incons OF erpense.

(c) Abizuous Accounts

Another ares of ths 3ystem which could be improved 1s a8 very genoral
one, It is in the area of the cummunication eriterion esmblishe& earlier.
Anbiguity of sccounts is only part of 1t. Excessive detail is snother
pard, a:xi taoblitﬂe detail i3 also oclosaly related to the prodlem. Pere
haps the proper way of discussing this problem is by way of specific ex-
amples, ¥Fxamination of tuo accounts 1s presented a8 & beglonin; point of
ex;;lanatian. The fc}.lwim quotation is ene paragraph of Account LE80,
Other Gensral Expensess

-{6) This account shall also include contritutions
for chariiable, socisl, or community welfare purposes,
except contributions to employeea' welfare sasociations
which sball be included in Account UELS, Exployees' Wele
fare Pxpenses, and contributions pravidad for in Account
7500, Other Deductions,?

The following quotes two parazrapha o*‘ fccount 7500, Cther Deducte

ionse

‘ This acemmt sm}.'.l includs all deduciions from
gross income not provided fopr in any of the following
Beeounts, such asy

5. Contributions for charitable, social, or com~
ranity welfare purposss that do nct have & direct or
intimate relsiionship ¢o the protection of the property,
development of the business or welfare of the carrier's
emplovess. {See focount LELS « Employeest idplfare i‘s‘x—
penses, and Account h65C = Other Gensral Expenses. ).l

The tuo sccounts described above arc nobt ambliuous. They are almoad

identicals The a=biguity comes in the decision as 0 which account shounld

10

9T01d., pe A=99e Ibide, Pe A=1124
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actually be charged with contribotions to charitable organizations. In
reality, the only difference in the sccounts is that the 7500 account is
a 1little more veruose than the L680 secount, Which acconnt would be
charged with a contribation to the fed Cross? Using tho description of
the accourxts," the charge would be perfectly correct in either account.
The intent of the System 4s to have pure chariteble ¢autfi‘;ut.ions in
Aécum 756{}.“ The intent is not spelled eat’ and if scomeone were scarche
ing the Systes for the proper acc&un_t, mors than likely tho one found
firsi would be the one used. |

One of these sccount could be sliminated. Keep in mind that the
whole sccount 15 not under discuselon. The two qaoted sections are
merely parts of the accounts. Elimination of the charitable contributions
paragraph .*m one of ’thase sccounts would do the System no harm, in fact
it would improve it. |

Qﬁating sut of context often proves nislcading. In both the LELO
and the 7500 sccounts, thers is reference to mplﬁywa' welfare expense,
This may leave the ispression that all welfare expenses of enmployees go
intc Account hohS. ‘This is not the case. RZach expense catesory has a
L5 account und the wellare expenses of a:z;:}.syees of that depsrtment are
charzed to the L5 account in that categorye. Transportation esplovees?
welfare expenses would to Account kZES. Welfare expanseé of persona who
work in the traffic department would be c:hérged to Account LLkS, etc.

() Detetl

Variation in the degree of detail in the description of different
accounts ends to sopply unintentional emphasis and create, in some places,
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excessive work for the carrior. As exeaple which will serve as bases for
discussion, $wo other sccounts are guobted:

1100w iecounts Hecelvoble « Apents, Uuatomers,
w0l Interline

This acoount shall include amounts currentily doe
Irom enstomers Dor transporiation and storage churges
and f{or zdvances io piher carrviers and wurshouses for
ihe account of custoners, snoes dus from othey care
riers (exeopt affilistesd compunion) agoinst esch of
wilch there i3 & neit debld balance representing inlere
iire freirht accourtsy swounis due from cusiomers and
from other carriers, as reat for revenue oguipsent with
or without drivers; elss ibe net balantes in carrent
secounts due from azentd, including érivers, other
eaglayees ard ropresentstives, charged with the cole
leciion or custody of surrent transnoriation revences.

‘tiote 4 » A% the ond of carh colendar yoor for the
purposes of the annusl repord to this Lomsduslon, ithe
carcior shall prepere s analysis of the balance in
thiz accoant, segregatioe the items inclwded therein
to show balances dee {rom cosiomers, from ather carriers,
and Sron sgenis.

2050= icoounts Payable

{a) This acoomnt shall inslede amounts paya**le to
otners {except affiliated cornanies) that are subject
to currant seltlementy for material and 2upplies and
services received, incloding rents payeble for the ose
of revense wehicles and other propertys oither matured
rents, asounts due 10 public suthorities, amounts of
paysble judements, current esceounts with officers and
gngloyees, personal injury ard properdy desage clains,
the carrierts liablility for tranuporiation taxes amd
salos taxes gollocied froa cosiomera, for deductlons
from exployses' woges for soslzl szecurity and income
taxes, amd obher similar liems:

{b} 7This sceoount shail also imolude the balances
due other csrriers {except affilisted compunies) in
faveor of eamch of which ithere 48 a net oredit balance
recresenting interlinoe accoutitg,

Drsa,, poe 4 3536
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{e¢} This accouni shall be zubdivided as follows:
2051= Accounts Psyable - Officera, Stockhiolders
and ¥mployees ‘
2055« Interline iccount Eolances
2059~ sccounts Payable - Utberl?

A porson having only a litile accounting knoxled;e, soined either
Iron educaiion or experdence, coald take thsse detailed descriptions and
ds; a2 passable job of dopiding what waz includable in the accounts,

Account 1120 which contains amomunts receivable from agents, cuse
tomars and interline reguired no subdivision in ihe sccounte The necessity
of keeping these items sepregated is menticned in the note. Carriers will
'havsv different requiremsnts as 40 segregation, depending upon the nomder
of customers, agents, and interlines with whom they do business, Moot
Class I carriers would likely have sufficient volume to necessitate suh-
sidiary ledgers in at least two of the three groups, in this event the
segregation will probanly te meintaioed throughout the years nevertheless,
this 18 left to the descretion of the carrier.

In contrast, Account 2050 iccounts Fayable is subdivided into three
groupss sach group is inclusive ensugh to require maintenance of a sub=
sidiary ledger, therehy making each sub-account o csntroi account for all
intents snd purposes. It follows that the only useful purpose sérve& by
the 2050 account is ¢o act as a control on the control Accounts 2651,
2055, and 2059. The only tims it is sctually ased will be in reports to
the Commission and the balance which will shos there will be the totsl of

the balances in the other three sccounts, In view of this situation, 1t

l?zhidt, p;}; A~52; 53!
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secns the maintensnce of Account 2050 1g merely exira work which can be
elininated without éastroyiag any needed information. A quick adding
machine tape on the balances in Accounts 2&51; 2085 -avm‘i 259 ﬁll pro=
duce the same Informstion with nuch less effoprte

Accounts Payable could have boen handled in much the ssme way as
Accounts Receivsble. It would have becn simpler, more direct, and wore
easily undersioeds The doscriptive narratives of Accourts Hecelvnble
post likely conld be shortened withoat malerially detracting from its
mezning. Foll, clear desariptions are necassary and useful. Long, de=
tailed lisiings, with minute cross references, are unnscessary in light
of the mzﬁbﬂity of & very ée%aileé distridotion index, Such an ape
proach may possibly preclude needed changes which would otherwise be mads.
A szall change wisht greatly immve the undersianding of one account,
bot might possibly necessltale changes in other accounts. The very
mechanies of printing, revising each sccount affected, and mailing wmay
nallify the i‘eésibﬂity of an otherwise samd chauge." The changes rmay
have to walt antil they accumolate to the point where they cab be econge
pically justificd. The more detailsd the work the more importance this
sitnation would assume. The more detail presented and cross referencing
used, the more quickly one reaches the point that small but meaningfol
changes cannst be made because of the econemis Justificsiion referred to
above, This logic gathers support from tﬁe Accounting Iﬁtemrebatims
section menticned ornly briefly in the preceding chapler, Through intere
pretations presented in the forn of questlons and answers, change may be
effected and detail kept out of the text of the accounts. Presentations
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of this nature are helpful, usefnl and welcome, bad ther do not mlet.aly'
solve the problem beecause the text of the sccount and the interpretation
eaze may well be in conflict.

{e) ¥aterislits
Hateriality 15 enother area vwhere differences éi‘ opinion are fairly
cormon. The differences msually arise in specific instances concerning
“whether or not a particular anount is meterial or nod, Ths System differs
with the principle of materiality, In order to discuss this point 14 is
necesszry 1o sea what instructions are plven concerning ihis item.

8, Dolayed Items

Delaged itens and adjustments, excent sdinst-
ronts pertaining to fccount 2500« Reserve of fepreclations
Carrier Operating Property, arising during the current
year wiich are applicable to prior accounting periods,
shall be included in the same sccounts which would have
beon eredited or charged i€ the iten had been taken up
or adjusted in the period to which 1t pertained, sxcept
that when the amount of the dolayed dtzm is relatively
so large tbat its inclusion in ithe appropriste sccount
for the current year wiuld seriously distort the revenues,
expenses,; or other income accocunts for the yeary the amount
of the item shall be included in Account 8400- Delsyed
Incone Credits, or Account BG0O- Delayed Ingome Charges,
&5 appropriates The carrier shsll prepare md keep in
its records & stsiosent showing the full particolars cone
cerning each such ltem, including the aceount and ye=or that
would hiave been afiected had the item not been deluyeds

It shoald be noted from the above that msteriality is only consider-
e¢d when it 4z 80 large as to serisusly distort revenucs, expenses or other

inecme. Its relationship to profit is nol mentioned, but profii is cere

Druide, ppe A-lly 15
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tainly one gusge as Yo vwheiher an {tem is material or not in the princis-
Ple, Conceivably, an item equal io one~half the ned profit for the year
would not bécmi.desm& as delayed becasse in relation 1o total revenue
or tétal expenses 1t I3 not material,

The reason for #his is unknown to the writere. It is known that
whgm the Comaiasion uses these records, espocislly in 8 rate c;me, they
asua}.lv review at least ten years. T*ﬁ.z being the caze, the materizl
1tems would 'Listaly be proverly placed within one of the ten years. It
seems logical to sssume that this is a laber saving dovice which does not
in azzy way distort the ﬁgures for C'xmissinn use, a8t lsant in the cone
text deseribed sbove.

~ Even though no distortion existe for the Lomxission, such 8 situse
'iion certainly ksafxz t0 misumxierstanding for other users of ithe statesants.
Bopefully, this docs not indicnte an inconsiderate attitude on the part
of ’the Comrimgion toward other groups of usara of these public records.

AREAS LJXELY REVER T0 BY CHARCID

nregalated business enterprises may pick the time for closing thelr
books, The most osefal ‘i'iscal year naturally is one which corresponds
with a natursl businsss cycle. Even I no natoral cyele exists, the fise
esl year can have any closing date desired.

A cholce in this area 1s not availeble to regulated molor carriers
suﬁjecb to the 3ystem. ﬁat;or carriers must keep tbsir records on a calene
dar yesr basis. Reallstic compariscms so decessary o informed regunlatory
decision neceazitate this uniformity. Such n=cessity precludés change,
and rishtly so. |
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The next problem area in this category is more mechanical than
theoretical. It concerns the process of closing the operating accounts
at year's end and transferring the results to surplus. Instruction
three says, in esaence, that at the end of the year the revenue and ex-
~ pense accounts should be closed into sarnmed surplus. Ko z-imntion is made
of a profit and loss account, Abscnce of such accounts leaves no
mechanical prccésé for the transfer. Examination of Account 2930~ Earned
Surplus, shows thst g host of surplxis accounts are clogsed to this sccount.
They present two pessibilities for accounts which could serve as s clos=
ing accounts The first possibility is /ccount 2932~ Credit Balance
Transferred From Income. The title sugpests that the operational
accounts having credit balahcas may bo closed to this account which, in
turn, 1s closed to the earned surplus accomnt. Such treatament would at
lsast provide the mechanics for effecting the transfer of the credit
balance operaticnal accounts to surplus. The suggestion, however, is
m;st that « a suggestion by the account 4itle. The account déscription
states, "If the income statement for the current calendar year reflects
a net credit balsnce, it shall be brought forward to this mccount.”
Thus, if operations show a profit the net profit is transfcrred to this
asccount. From what account is it transferred? The incowe statement does
not have an zccount number, nor does it appear as an accaunt;

Only the credit balance has Deen discussed up to now. There is an
eccount number, title and description which trcats the net debit balance
in the same manner. - There is no mechanical process for closing the

books outlined in the System. Are the revenue md expense accounts lefd
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with balerces and forzotten? Is the accountant left to close the btooks
in a manner to his cun liking? These questiona are left unangwered by
the System. It may be an insignificant matter in the eyes of the Com-
mission. An gccount may be used as a closing sccount with the resulting
balance closed to the appropriaste surplus account which, in turn, is
closed to Account 2330= Earned Surplus. When net results only are being
transferred, it seems umassaﬂ.‘iy time consuming Lo transfer the figure
to one account, say 2932, and then to 2930, Taking the result directly
to sarned surplus seems much more direct and attains the same result while
omittin: one seexingly useless step. |

Thus, the System leaves the hsuk.elseing techniqoe hangins in mid-
air, Mng it inconsistent within itself, In one imstance it takes the
accountant by the hand and leads him, step by step, t.hrouggti the entering .
of a transaction on the hooks, while it only hints at the mechanics of
closing the books. HoD great hindrance is presented by this omission,

The books cortainly ¢et closed. Because no great problems sre pesed and
the job gets done, the ;ikélihood of change 1is sumall.

Cargo loss and damage claims are handled in the System by charging
Account L550- Carpo Loss and Damage, for the amount of the actusl damsge
to the cargo and Account JCO0-Freight Revenue, is charged with the amount
of unpaid freicht cherges, if any. The other major clainm catagory is
. cverehai'fgje. In this instance an orr:mean# freight charge is assessed
through error or sisinterpretstion of a8 i;.ariff. Cvercharge claims are
charged to freight revenue,

The portion of Loss anr}. Demage Claims which covers return of revenue
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should slso be charped o Account 4550« loass and Damage Claims, Ho sccounte
ing principle is involved here. It is merely a wmatier of distorting the
cause of the logs of revenue. In an overcharge claim, the revenue, in
thesry, has never bsen earned, In & loss and domage claim the revenue has
been earned sn& the loss is due to whatever caused the damape, rough hande
ling, improper packing, improper loading, or Just s plain' ordinary accident.
The soney has $o he refunded, there 1s no doubt about that., Howsver, the
entire cost seems more spproprimtely charged to loss and damare, rather
than cherging rewsnue with that portion which covars return of {reigzht
cha;*ges on the damaped material. Only in this uway is the carrier able to
ascertain the ‘i'aal cost of lost and damaged freight.

‘fhia problem cnﬁld heve been placed in the sestion which needs ime
provement, This rsally needs improvement, but it 1s lncluded here because
it i3 not likely 40 be improved. Reduciion of revenns produces the same
result as increasing an expense account. This being the case, it is fell
that chances of improvement are slim. In the gvent of a general overhaul of
the System, this, along ‘wi.th other thinzs mantioned in this section, hopee
fally will come in for consideration,

In conclusion it must be brough£ out gjyain that on the whole the
System does a good job of conforming to generally accepted accounting prine
ciples. | Some areas of disagreement have been presented. Of those present=
ed, some are gajor while others areuinor; In the minor category, such as
some of the terminology or cormunication problems, no attem;ﬁt was made to
inclode every such item encountered. It is hoped that ensugh have been

presented to illustrate the aveas which have minor weaknesses. To have
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included all such descropancies wonld make this work the reciplent of one
of 4%s own couplalnts =~ too much datalls.



CHAPTRR IV
SUFMARY

This summary is presentod %o restate In capsale form what hopefully
has been scoomplishied in this work. -

In Chapter I, oriteria were estsbillsibed sgainsi which the System
- would be analyzed. The word criteris was chosen beceuse principle proved
troublesome to dofine. ALl of the tachnigues used did not £it even the
broadest definition of the word principle, For exsmpls, selecting a basis
for depreclation is not a principle. It is é method or procgdure;. Cn
the other hand, the double entry system 1s almost & law of acconntihg. -
Thus; a law of nccounting 1s much less flexible than a principle, while
a method or procadure may allow an ites to be treated in dii‘fgr‘ent‘ ways
apd 84111 adhers $0 the principle. In order io be inclusive, ﬂ;e word
criteria was vsed. The pronouncements of the Institute were selected as
the ones most generally accented,

Chapter II was included as a descriptive chapter to acgeaint the
reader, very genzrally,. with the System. To some iU probably seems very
long snd dragwn outs To ths non-zccountant it may nol even give & glimmer
of what the System conlains, It was deslgmed to give those who have some
background in accounting an introduction to the System and what It countains,
and how it is presented,

In the analysis chapter, issue was taken with soveral points; some
ninor, some major.

It was brought ont that some aress have been improved, The Comsission
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has {ried to improve others bul bas been restrained in this effort by the
carriers. ‘ |

The System has a special balance skeet classification for that pore
tion of long tern debt due within one yesr, This paper considers this ine
corrects The item shosld be presented in the current section. Any special
facts or situations should be disclosed in a footnote to comply to the
fullest extent with the principla of disclosure.

Issue wzs teken with many sspscts of the Systen's treatment of de=
preciation. The use of trsde~in value as the basis for determining gain
or loss on the disposition of fixed assets is the least desirable of the
three methods described as generally accepted, Inclusion of the gains so
determined as a part of current operating income 1s pot a practice of
cmgmtive accounting. Inclusion of the “paper gains® only compounds
the errore v A ,

The Jystem, in its vase of detalled descriptions of accounts, has re=
duced its own effectivensss., It was polnted ont that jt.he same item conld
be included in either of two accounts with equal ease and correctress.
Yory likely manéers&nding gave birth to the “Interprotations® section
of the Syntem. ’ma section is presented in question omd answer form which
- indicates trouble on the parl of the company accountants in understonding
- eertain parts of the descriptive material.

Judgment is removed from the acecountan’ at the company level., De=
preciation is of necessity a process of Judgment and estimation. These
two aspects cannot be eliminatedy nor can they be made more exset than
the accountant's judgment. In prescribing the base and the method of
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application, the Judgment of the Commission s substitated for that of
the accountant, -

There are areas which will never be inproved, ’i‘.his is ncce/ssarily.
80. Comparison would be almost impossible if carriers had flscal yesrs
ending at numerous diffmnt dates. Of necessity, then, motor carrilers
will likely alwaye have the calendsr year as their sccounting cycle.
Some other areas appesr unlikely of bring chanced unless the entire System
is cverhanleﬁ.. It 45 ¢o be hoped that ib.is may happen in the not too
distant future. |

In the Appendices there appesr sSome s@ple finaneial statements,
In ﬁ_;}pendi# A an income statement and a balance shast are shoun. These
statements are prssent;ad‘ as tbey would have sppeared in a report to the
Commission prior to 1957 wbich means that nons of the points included in
this work have been changed, Aéppesdix B councerns 1tself wi’éh chanpes
which have elready been made, namely, the interest on installment loans
heing classified az a deferred ltem ipstead of a prepaymonts and the
specisl clasaification of the curreni. Vpsrt.ien of a long term debt. Both
of these changes alfect @y the balance sheets This beingz the case, an
income statement is deemed unnecessary simece it ﬂoﬁld only bc a repeat of
the ono shown in Appendix A. Appendix € ecntsins both an income statement
and a balance sheet which are pfésented in sccordance with some of the
chézigaa suggested in this discourse, |

The Appendices hawve been included in an attempt to set forth visually
soze imsues previsusly discussed. The form used is the System's in so far
as it could be fm
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(30c0)

(1200)

(5000) -

(5100)
{5200)

{€300)

(7100)

(7500)

APPRNLIZ A

SCHEDULE 2993 o IBCOME STATIHURY

I capelsa oFfray TECCER
Revenues:
(Operating revenues
Expensess )
Operation and mintenam expenses 341,000,00
Pepreciation u,.,G0.0G
Depreciation sdjustment (3,500,00}
Operating taxes snd licenses 3,536, 00

Total Expenses
¥et Operating Revenne

I OTHER OaRTHARY IRCOME

Interest income A
Cross Crdingry Incomo

CIIL DEBUCTICHS Pt QRUIEANY THNCE

Interest axpansa - §
Other deductions
Total Deductions From Ordinary
Income
fiet Income {or loss) Transferred
to farned Surplus or lioncorporate
Capital Accounis

58 1

Operating fRatio (Total Txpenses # Operating Hevenue

76

$50,000,00

147,500,00
2’/‘0{)‘

SO.
73550,




(1000)

{1120)
(3170)

(1180)

{1500}

{3650)

SCHEDVLE 100 - BALANCE SHEET

ASSET SIoR

Current lssets

Cash and working funds
Accounts recslivsble
Prepayranis (Note 1)
Halerials and supplies

Total Current isseis

Tangible Property
Carrier property ‘
less: Heserve for depreciation
Total Tsngibdle Properiy

Intangible Froperty

Organigation, franchises, snd permits

3 2,L75.00
35 300,00
2,475.00

550.00

40,€50.00

- _2h,k25,00

Investment Securities and Advances

Other investwments and advances
Total Assets

7




SOHEIEE J0L - PALMNCE SHiLY
LIARILITY 2188

Carrent [dadllities

(2050} accounts payadle & 25u75.00
{ﬁfﬁ’{ﬂ} diges paysble £15450
{2180) Other current iisbilitien  275.00

Total Cwrrent Liatilitics

Fquipment znd Other Loty YTerzs (0lisations
{2300) E{;siwﬁ% oblizations {Eote 2)

fesorves

Cepital Stock
(2110} Common capitsl stock

nappropriated Surplus

{2930) Zermed awrplus
Total Lia%mziez;

¥ote 1~ Prepayments include J1,375.00 in interest

Hiote Z- Squipment Dvliretions include 34,075 reprosenting the

current portisn of thess oblizations

% 35025400

125100,00
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Commentas A

Operating ratio is 95.00%. The currest ratio is 2,91 to 1 which is
a very {ine ratlo, bLub much betler than it ectually is.

The notes presented at the bottom of the balance sheet are not ine
tonded as further disclosure, They would vot appesr on & statement sube
fsitteé to the Commission prior to 1957. The same information will be
presented differently in the following appendlices and ie wae deoemed Bde
visable to note this informstion and thus allow the resder to follow the

changes with greater ease,



(1000}

(1170)
(1180)

(1200)

(2650)

(1850}

ﬂ
&

APPEHDIX B

ASSET 3

L

Surrent issets

Cash and working funds

Accounts receivable

Prepsyments

Haterials and supplies
Totel Current Asscts

Tangivle Praperty

Carrier property

less: Segerve for dapreeiaticn
Total Tengible Property

Intangivle Properiy

Organization, franchises, and permits

CHEDULE 100 - BALANCE 3HIET

b 2,2475’.60
3,300.00
1,100.00

550,00

40,650,060
2l 475,00

Imz#ﬁmnts Seourdtics md idvances

Obher investzents ard sdvances

Daferred Debils

Gther deferred debits
Total Assets

80

$ 7,425.00

164225.00
275.00

2,200,00

1,375,060
T273500.00



1
SCHFDILE 101 » BALARCE SITET

LIARTLITE SIDE

Gurrent Ligbilities

(2050)  kccounts payable § 2,475.00
{2C70) Wagpes paysble 275.00
{2189) Other current lisbilities 275.00
‘ Total Current Lisbilities , £ 3,025,00
Long Term Debt Due Within One Year
- {(2190) FEquipment obligations and other debi Ly€75,00
Long Term Debi Due After Zne Year
{2300) Bquipment obligaticns o 75425.00
7 Regerves
(2690) Other reserves 275.00
Capital Stock
(2710) Common eapital stock ’ 1,925.00

Unappropriated Jurplins

(2930) Earned surplus , 10,175.00
, Total Liavilities » 527;500.55




Commentas

The current ratio is 2.45 to 1. This was brought about by moving
interest due on installment equipment obligotions from prepaid interest
to other deferred debits. This is the wore proper classification and
in keeping with the generally sccapted treatnent.

Tt ohould ba noted also that the current portion of long ters
eqai;s;ent omgamum has been placed m -] apecial category. This is an
inprovesent of the presentation in Appendix &, bat not the best one
attainadle,



(3000}

(40o0)
(5000}
{5200)

(6300)

(7100)
(7500)

{8hoo)

APPEDIN ¢
SCHEDULE 2978 « YN0 STATIEVED
I CARUIER OPTQATIES 1o

Revenuess
Operating revenues

fxpeusess

Operation and maintenance expenues 541,000.00
Derrsciastion 4,500,00
Cperating taxes and licenses 3550000

Total Expenses
et Uprrating Revenue

11 ongrn ouniaY IioouE
Interezt income

Oross Ordinary Income

IIT DEDUCTIONS FACH OADIXinY IKLOHE

Interest expense : § 500,00
Other deductions 00,00

Totsl Deductions From Ordinary
Income
Het Ordinsry Income

Y9 RITRAORLIHANT INCIRE
Delayed inconme credits
Xet Income (or Loss) Transferred
o Eerped Sarplus

Operating 2atio (Total Ixpenses ; Operating
Revenues) o

83

$50,000.00

L2,000.00

50,00
-’; ‘; ’(}DU. L

1,600,00
B S0, 00

$ 14500,00

98.00%



{(1000)
(1120}
(1170)
(1180)

(1200)
(2500)

(1£50)

(1890)

SCHREDULE 100 - BALANCE SHEFT

ASSET 3IDE

" Gurrent Asscis

Cash and working funds

Acceounis recsivable '

Prepayments

Hateriale and scpplies
Totel Corrent Assets

Tangible Property

Carrier property

Llesss Hesorve for deprecistion
Tota) Tangible Property

Intangible Froperty

Grganiﬂ%isn, franchises, and perpits

§ 2,475.00

35300.,00
1,100.00

550,00

$40,€50,00
2112}42":.50

Investrents, Securities and idvances

Other investments and sdvances
Deferred Deblis

Otheyr deferred deblis
Total Assets

% 75125.00

1!3,?25003




(2050)
(270)
{2160)

(2190}

{2300}
(2090}
{ e?mi

{2930)
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SCYADULE 101 - BALAKCE SHEET

LIARILITY 3108

Current Liabilities

accounta payable § 2,L75.00
Wages payable - 275.00
Other current liebilities 275,00
Fquipment obligatiors and other debt Ly 675400 ,
Total Current Liabilities 2 7,700.00
Long Term Dabb E}ue After One Yesr
Eguipment ﬁaligatiens 7,U25.00
Reaerves '
Otber reserves 275.00
 capital Stook
Camsaon capital stock : 1,925.00
_ Unappropriated Surplus
Earned surplos 10,175.00
Total Liabilitles . $27,500,00

Footnote to Balance Sheet:

Carrent classification of equipmant oblipations due within one year
requires consideration of several things pecnliar to the truecking induutry
when analyging the effect of this i{tem on Lhe current ratio, The service
aspect of the industry, the sbgence of inventory of raw materials, or
finished goods, and the rapid turnover of acosunts receivable certainly
affect such an analysis,
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Cotrantss
The opersting ratic bas incressed from 95,003 to 96.00%. This ine
crease wss caused by moving the depreciation sdjustsent from the current
opeyating seection and glaci:;e it in the extraﬁr&imrg ivcone cawgir?.
’z‘h;a i3 the net resuli of &l that hes beon sald cpneorning the treaiment
of depreciation adjustments. It shous i;hat the Sym;m'é treatment is
nisleading as to the amount of income derived from operations.
| The current ratic in this presentation is .96 to 1. This 1s the
nataral result of moving the current F;aﬁr"uian. of imstellment debt from
its specisl clzssification into the eqarrent section. |
It is the contention of this paper that this is the favored and
more generally accepted trestmant of thiz item, The Systen's praéentatisn
tells the reader that it is current but does not indicate why 1% is
k' specially classified. The presentation of this appendix says that this
is a current item and s5 classifies it. Through s footnots to the bale
soce sheet, s;:écial considerations which affect this:iten (regardless |
. of its elassitication) aﬁ pointed out, thus more fully dist:léaing the

true nature of ihis iteme

Limman
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