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SECTION A: Income and expense

Obd'ective A. Acgount for sales, revenues i_nfome, cost of s?les, ex;t)_enses 9ains
and losses in such manner as to present fairly the results of operations for’ the
period or periods of time covered.

Principle A-l. Sales revenues and income %hould not be anticiPated or materiall
overstated or understated, Accordingly, there must be proper cutoff accountmé
at the beginning and end of the period’or periods.

Principle A-2. Costs of sales and expenses should be appropriately matched
a? Inst the Pen?dm_ sales and reventfes._l_t_follows that there must be [prog%r cut-
0fT account ng %r inventories and liabilities for costs and expenses at the begin-
ning and end Of the period or periods.

Principle A-3. Appropriate charges should be made for depreciation and deple-
tion oﬁg fixed asse@g an%l for amoﬂization of other deferredpcosts. d

Principle A-4. Proper distribution of costs should be made as between fixed
assets, inventories mamtengnce and expense. Direct costs are us%lly | _entjflablg
and common cosfs aﬁghca le to more than one activity should be distribute
on appropriate cost Incurrence bases such as time or use factors.

Principle A% Contingencg_ rPro_visions and refserves_ should not be misused as a
5?]%atrr1]serof arpitrarily Teducing income or shifting income from one period to

Principle. A-6. Nonrecurrin% and xtra%rdinary gains and losses should be rec-
09n|zd|n the ;fenod they occur, but should Be Shown separately from the or-
dinary and usual operatioris.

Principle A-7. There is a stron presuthlon that all gains and losses will be
|nflu_ded i periodic income Statements nI?ss they are’ of such magnitude In
relations Eo ey?nu S and expenses from reqular operations as to cause the state-
ments to be misleading.

Principles A-8, Disclose rental charges under material leases and capitalize those
which are in effect installment purchases of fixed assets.

Principle A-9. If accounting principles in the determination of periodic results
have not been consistently Mmtm ed, the effect of the change sﬁould be stated.

SECTION B: Equity

Obr{'ecbive_ B. Account for the equity caPitaI investeq b% stockholders throu_%h
contribution of assets or retained earnings In a meaningful manner on a cumulative
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basis and as to changes duri_n? the geriod or periods covered. The account structure
and presentation In“financial statements of a business entity are designed. to meet
stzi\tltJ_toryhand corporate charter requirements and to portray significant financial
relationships.

Principle B-l. In case there are twg g_r more classe?] of stock, ?ccount for the
e m(tf cagltal invested foy each and disclose the rignts and preferences to div-
dends and to principal in liquidation.

Principle B-2. Fr%m a financial viewpojnt the caglllal mvesﬁed bg_ stockholders
15 the corpus of the enterprise and its identity should be fully maintained. Any
Impairment of [nvested capital resulting, from ogeratm? deficits, losses of any
nature, dividend distributions in excess of eamings, and treasury stock purchases
Isaccounted for both currently and cumulatively.

Prin_cigle B-3. Capital surplus, however created, should not be used to relieve
the in ?me %ccount of the current or future 0years of charges Whl?h would other-
wise_fall to e made thereagainst. There should be no commingling of retained

earnings with invested capital in excess of par or stated values.

Prmcaple B-4, Retained earnings should represent the cumulative balance of
eriodic garnin f less djvidend |str|bé1t|ons In cash, Prog?rty or stock, plus or
minus gains and losses of suc magmtu e asnot to he properly included in period-
Ic earnings. The entire amount m y_bg_presumed to he u ref ricted asto dividend
distributions unless restrictions are"indicated In the financial statements.

Prllnuple B-b. Reta|fned elarmn s may he decreased bé’ trﬁnsfers to invested cap-
|t? accounts when formal cor ?rate action has, In fact, ¢ an%ed the composition
of the equity. capital. Accumulated efm\ accounts magb eliminate a?amst
wp]/i(ecsﬁegstgg igﬁl accounlg througn formal actjon approved by stockholders,

es a new base ling"of accountanility.

Principle B-6. The amount of any revaluation credits shou(d be separately clas:
sified ?n the stockholder’s e%unlyysectlon, and it is not avallab?e fsorp any t;ype of
charge except on reversal of the fevaluation.

Principle B-7. Disclose status of stock options to employees or others and changes
thermﬁdurmg the penoél or periods co@ered. ey d

SECTION C: Assgts

|E)#ecnve C. Account fobr the assets mvgsted In the egterprlse by. stockholders
throu hgropert% contributed or retame earnmﬁs an credifors, mameamng-
ul manner, so that when tco_n5|dere with the Tiapilities ?nd equity Cﬁplta|
stockholgers there will be a fair presentfanon of the financia &) sition of the gn er-
P_nse hoth at the begmnm and end of the period. It should be understood that
Inancial position or balance sheet statements do not_gurport t0 show_either
P_res%ntt_values of assets to the enterprise or values which might be realized in
iquidation.

Princigle C-l. Iiems classified as cur_renA assets should be carrjed at not more
than 15 reasonably expected to be realized within one year or within the normal
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operating cycle of the particular business, Cash should be segregated hetween
unrestricted and restricted items, and the inclusion of the latter in"current assets
must be justified by their natyre. Receivables should be reduced by allowance
accounts to cover gxpected collection or ofher Iosses Recelvable? from officers,
employees, or_affiliated comgames should be s own separate Inventones
should be %arned at cost or market, whichever the lower. Cost ¢ mpnse% direct

costs plus factory overhead costs, and the basis of determination (e,g. Lifa, Fifo
ortaverage) dshould be stated. Prepaid items should be properly chargeable to
uture périods

Princi Ie C- 2 leed assets should be carried at cost of acorlmsmon or construc
Ponl nca accounts, unless sucrc stis no longe meanlng[ 8sto
and sho dor Inarily be shown earate ost of con ruct|on In udes Irect
costs and over ead costs |ncurre suc no(n ering, perwﬂon and admin-
Istration, mteretanfd faxes. Ite] ms treate as f asse? uf ave at lgast ne
ear of ex lJo useu life to t eenterpnse and norm E Ife 15 considera ay
onger. P gnca le Xardstlc S or cnt ra shou estanlished 1 order th
consistent distinctiq ay be made befween |xe er%ts eratmt[; EXpenses
and maintenance. Ord|n ly, this should ?accom creatin acat
an ue of property units to be mcluded In Tixed assets, sser Itens to be
cparged to' currerit expense. Items no on%er In aerwces oo be removed b
charde to depreciation reserve in order that fixed assets will represent the cost

of properties In service.

Pnnm le C-3. Appro nate provision or_allowances should be made in order to
f operations with the mveitment m? epreciable assets over the est|mat%d
ereof, The accomula#ed owances, less property retirements, should

sownasadeductlon rom Tixed assets.

Pnnuole C-4. Lono(term Investments in secuntles ordinarily should he carried
at cost. When market quotations are available, the aggregae quoted amounts
?R\ogsltdmgengnclosed Investments in affiliates should B& ségregated from other

Principles C-5, The costs of intangible items, such as debt discount and expense
Batents cogeynlghti research and developmﬁntf deferredl anéi goodwnl should
e SNoWn E ate L|m|te tern] Items should be amortized agaipst earnmg
over hene\lmal1 lives. [ |cy In regard to amortization” of unlimite
term Intangibles should be d|sc

Pgnc(l)eve C-6. The nature and extent of hypothecated or pledged assets should

SECTION D: Liabilities

C%b jective D. Account for all known liabilities in meamnoful manner in order
that their summanzatl n c ns ere? to%ther with the statement of assets and
equity Invested by stockholders, will fairly present the financial position of the
enterprise at the eg|nn|ng and end of the period.
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Principle D-I. All kn Wn IrabrL Ies fstl1 ould be recorded re ardless o[ whether
the ernrte amount |s etermrna | the amounts cannot b reasona Y approx-
Imated, the nature of the items shou d be disclosed on the face of the Summary
of liabilities or by footnote.

Prrncrﬁ]les D-2. Current liahilities should include items pﬂyable within one year
or at the end of teoPeratrnﬁ OUSINESS cgcle u?ed In thecassrfrcatron of current
assets Accounts should be shown separately Tor notes payable tg banks, notes

ga able to others accounts Ea abelg ay Include pa %rolls tederal income taxes
cCrued, other accrued taxe$, account of notes payable to ‘officers, and accounts

or notes payable to affiliates,

Principle D-3. Long-term liabilities should be described and due dates and rates
of interest shown,

rrrncr le D-4. Thf atur]e and extent to which specific liabilities are a preferred
ien on assets should be shown.

Principle D-5. Deferred income should be separately classified and described.
Principle D-6. Contingent liabilities of importance should be disclosed.

SECTION E: Financial statements

Objective E. Financial statements should comply with the applicable reportin
sta}r% (1 gtcluded in generall accepted auditi gy standards. RDépportrng toenves
orsshould be performed on an éntity basis.

Principle E-I. Generally. accepted re7oortrng standards ag licable to frngncral
statements are se§ forth”in Ch a[r)ters f 11 of Statements on Auditing
Procedure No. 33, which are incorporated in this Inventory.

Prrncr le E-2. Where there is a parent compa rrt/ and one or more subsidjaries,
there rs a esum(ptron that consolidated statentents are more meaningful than
separate statemen

Principle E-3. The accounts of consolidated subsidiaries or divisions 0 eratrn%
Ionf g%%ragnngecountrres should b translated into dollars at the appropriate rate

Principle E-4. Where two or more previous ny rndependent entrtres merge or
otherwise combine In such a manner as to_corfstit teaRoo ing of interests, the
new entity innerits the bases of accountability of the constituent entities.
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