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"Interest on investment is not an expenditures, but is at best only an

anticipation of profits and, as such has no logical standing in the

computation of production cost".
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"Interest on capital invested should be charged to the paper expense
account before ascerlaining the actual profit from manufacturing or trading"
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'—'The Figure that accountants now report as profits omits a major

hidden cost, the cost of that give this factor the weight its deserues and put

present accounting profits in a more realistic light".
.L’a._gl Lol .\3.')
"The time has come to recognize the fact that the entire cost of

capital, Whatever its sources. must enter into cletermination of

accounting profit".
ol L plead) 3 Jusadtl Ol gaeulsdd 356 o Defilese i, ioMs)
s 1 Tpsily 25T WL a3 i)l (Sl a0l I 350 Lajhce

— Yo _



M golazs¥l, ygill o
ot g SNV stasi¥ly cnmelod| o GMSY o Jdl 1o

olis B Jads og ]

Wi oYl GSs Wl e Jusad) Ol I bt | S1 o
Wl e Josadll QUL I gy ol Ot ] gy golazi¥l S
sl US4 ST G W oY S ey Y1 gl Juts
| LS

Ay ddeliae lo WS bylael Jupedl O gpalasyl by - o
oglad kS o oY1 A (i) ) b s WG gl
gle seas s il Ui WU I Gk GHSS Lol

ol Wl L] ST blzely Jusad| O JI G slass¥l by Wi o o
W) gy Wb Jugadl Ol pmalodl By oY G ol
Gom LS = b LS G RS L et LSS iy ol 31 RSl
chde WSS pudy ol b pas = S

s Wl jandl boaed oY WS JI B U fpmlbod] ilss] -
ST I plod] Sl WS I, 35 3N jandl By Dstal
5 Wl e 3V pandl s Lol Ugae Wl Lo 2SU1 G5
el

e @i Tl Sl (1) (35 Jaad] 3 ol pasdas

- 11



(Y) er JJ'.\Q
o sl ol Zikzsd | ol

SI Jyadl olazi¥l Sl | lodi S oledl
UlSSy LY S | b8 LY TS | Jopedl 1S 5l
LU G,

Al gy
ielaall do Ul 2SS Zudad 2a0 AP PHIS
iolan o WSS | s ) bais JUI ol 2115

ke 4 aaudl
ydl by
13gaLastyl
Lorls] T S I
sl 25 | eyl b | ULl S
e WSS
thgpaelod] T Lall
Il diis Lals] Gy e oo, LSS
PRIV [+ Aol ik | e bagss el JUI jul, 5SS

(¥4) o3, (FASB) ZJU) Zelodl juplan pubos Zooyd Jubsf = 4
1dadie /%
g Gxial I (FASB) iulodl ,olan pulows Lt VAVE iy 3
is ERPRYF W I R ACCPCRL VT NI PRI 75 [ H-CR AWERY
RTYUINW t_,.‘a,ll ligJ Disscussion Memorandum Z430e 3 ,S3s »laeY o
L dmdio g5 BN s Do oo 5,5 0da K3y NAVY s S 5,50
g Alaztl Lladly dewlod] Zulod] 2igd Tuaaaies Tovieo (angsls Kt Yo

- Yy




aosll Gy SlY poty dadie o8 ke 8 5SH Olis it U
A5l G J LYY
p o AL S S0 3 8yl e ) ey
LI Py I o o, 0 TS5 Tk it alond ] ol il
WY old Jof (dgyle) ol G5 bylaely jop, 0 2S5 ddles —
| Ao o A LIl Ly
A S DS o 508 il 05 bzl s A RST bias o
| e
(LU Gol 2SSy o0 B AUST) Wiy Jusadl Ol Glze¥l -
ety 25 L Lzl
o o 3SA ol Loy 0053 Gekad) EN Lusalond) o) By o
Aale) Dslyf s LSU Gol> LSS jlzelany pal I pmelondl Jo]
oo 5 Coldl S cohlin) sae W cyms SHl uia i days
S yay (BIG Bight) oSl isletlslond] <ol sl eyl o) et
)25, A0! paas o315 Arthur Young and Co.
"The Project does not deal with all relevant issues. Among the more
important not dealt with are the accounting concepts of cost, depreciation,

and net realizable value and the question of recognizing asset holding costs,

in addition to interest costs".
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"Information to be more useful in making national invesment, credit, and

smiller decision than provided by including interest cost in the cost of
assets".
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(1) Restructuring of analysis models by financial analysts - and other users

of financial statements and (2) Possible changes in laws and regulation as a
result of reaction to the more liberal profitability concept in the statement.
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1- Interest costs are financing costs which should be reflected as period
charges. |

2- Regardless of stringency of criteria for capitalization classification
problems inveitably would surface, thus working against the narrowing
of accounting alternatives (and therefore toward futher erosion of
credibility of financial statements).
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"This committee belives strongly that interest on debt should be treated as
an expense of the period in which it is incurred. We disagree with the
capitalization of interest as described in the FASB's proposed statement, and
reiterate the facts which logically the expense treatement of interest costs

incurred, for the following reasons"

"Interest on borrowed funds accrues regardless of the use of the funds.

Acquistion of funds Per se does not generate revenues".

"Costs of the funds should be charged against the period in which the

funds made available"

"Capilatizing interest on debt requires the Presupposition that acquisition
of an asset was caused by use of debt funds. In some cases specific
debt may be traced to specific asset acquistion, but in most
cases funds are commingled and attribution of specific funds to spcific
assets is arbitrary and unfounded".

"Although capitalization of interest would make the cost of a
selfconstructed asset comparable to a purchased asset, we find no reason
why this result is desirable. Financial statements should reflect the
consequences of management decisions: To construct or purchase entails

different costs".
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1- Interst on funds specifically borrowed, being a consequence of the
decision to acquire for construct an asset, should be accounted for in the
same manner as other acquisition or construction costs..i.e., as part of the
cost of the asset.

2- Relatively improved comparability of net income, rate of return, and asset
values for individual firms over time and amang firms, regardless of
whether assets are acquired or constructed with borrowed funds, would
be achieved.

3- There is a cause-and-effect relationship betwen the borrowing of funds
and subsequent generation of revenues upon the employment of the
asseet, because without the borrowed funds the asset would not have
been generated.
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"The board does not define, or otherwise clarify what is meant by discrete
projects. "Is a discrete project limited to only one or few assets as is implied
by paragraph 46, paragraph 10 states: "However, interest shall not be
capitalized for inventories that are routinely manufactured or otherwise
produced in large quntities on a repetitve basis". It is not clear whether those
inventories are discrete projects but constitute an exception to paragraph 96,
or whether they are not considered to be discrete projects. Also , the
expression "routinely manufactured or otherwise produced in large quantities

on a repetitve basis” is confusing. Do either or the phrases "in large
quantities" or "on a repetitve basis" modify "routinely manufactured?" what
is meant by "routinely manufactured?" Do the anaswers depend on whether
it can be demonstrated that the informational benefit capitalizing interest on

inventoris justifies the cost of doing so?.
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"It is not clear whether both the contractor and the customer are required to
capitalize interest on qualifying expenditures during the construction period
when assets are under construction pursuant to the terms of a long tem

contract.

Accounting Issue - Bear Stearns §,25 oo 34 S S5 &Il Uyl
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" It seems reasonably clear that airplanes built by boeing or other
airframe manufactures would require interest capitalization during their
construction peroid.. . on the other hand, computers being manufactured for

inclusionin a lease base such as IBM's would not qualify for
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capitalization, since the productive process is essentially repetitive and
routine. . . Samller airframe manfacturers producing large computers to

order may be able to capitalize interest.”.
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"Offsetting Interest Code to be Capitalized With Interest Income".
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"The provision for determining the amount of interest cost incurred and the
rates applicable to borrowires outstanding. Temporary Short term
invesimeni decisions are not reiat. o determination of the acquisition cost
of the asset or to the allocation of that cost against revenues of the periods

benefits by the asset. Accordingly, meeting or offestting of interest income
against interest cost is not permitted by statement."
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"(1) Assests are completec in parts, and each part is capable being used
while work continues on other parts, (2) The assei must be completed in its
entirety befor any part of the asset can be used, or (3) The asset cannot be
used effectively until a separate facility is completed. the borad offers
guidelines for these situations. In the first situation, interest capitalization
shall and on the indivdual part when it is substahtially complete and ready
for its intended use, even though work continue on the remaining parts. For
assets in the second category, interest capitalization shall continue until the
entire asset is substantially complete and ready for its intended use, In the
third case, interest capitalization shall continue the separate facility is
substantially complete and ready for its intended use. An example of the last
circumstance is a situation where an oil well has been drilled, but production
cannot commence until a transportation system, such as a pipeline, is in

place”.
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