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Pouch Y, State Capitol
Juneau, Alaska 99811
(907) 465-3991

March 29, 1983
MEMORANDUM
To: Representative Barbara lacher
From: Leonard Steinberg, Research Stal

Re: Distribution of Permanent Fund Dividends to Municipalities
Research Request 83-23 -- Final Report

Bob Harris of your staff requested a summary of findings regarding our
analysis of the fiscal impacts of HB 164. The analysis, describing
how much money would be distributed to municipalities and unincorpo-
rated communities, was delivered to your office on March 8. The dis-
cussion below briefly describes the analysis and highlights its major
fi ndi ngs.

Description of Analysis

HB 164 would distribute the real earnings of the Permanent Fund to every
municipality and unincorporated community of greater than 25 on a per
capita basis. According to HB 164, the distributed Permanent Fund
earnings could only be used to create local permanent funds; i.e.,
localities could only invest and not spend the Permanent Fund earnings
they receive. However, each year, municipalities and unincorporated
communities could spend 75 percent of their funds' interest income.

The analysis we performed answered three questions: first, how much
money would be distributed to municipalities and unincorporated communi-
ties; second, what would be the size of each local permanent fund; and
third, how much much money would be available for spending from the
earnings of the community permanent funds.

These questions were addressed for every fiscal year 1984-1990. How-
ever, the answers to these questions are highly dependent on estimates
of future interest and inflation rates. Therefore, in addition to a
most likely scenario that projects a future interest rate of 10 percent
and a future .inflation rat' of 6 percent,-we also analyzed two other
interest and inflation rate combinations. One alternative contained
the fairly high interest and inflation rate levels of 13 and 10 percent
respectively, ~nd the second alternative contained relatively Ilow
interest and inflation rate levels of 6 and 4 percent respectively.
It is worth noting, however, that the real rate of return (the differ-
ence between the interest and inflation rate) varies from 4 percent
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un'der the most likely scenario to 3 percent under the high interest
and inflation rate scenario to 2 percent under the low interest and
inflation rate scenario.

Summary of Findings

The amount of money each community receives is based on its population.
Communities receive their largest share of Permanent Fund earnings,
have their largest fund balances, and have the most money available
for spending under the most likely scenario of a 10 percent interest
rate and 6 percent inflation rate.

Increasing the interest and inflation rates to 13 and 10 percent
respectively actually decreases the Permanent Fund earnings distributed
to communities and decreases the size of local fund balances. These
phenomena occurs because the Permanent Fund's inflation-proofing mecha-
nism retains more money to compensate for lost purchasing power as
the real rate of return falls from 4 to 3 percent. However, because
the amount of money available for spending from the local permanent
funds is affected solely by interest rates, the amount of money
available for spending under the higher interest and inflation rates
remains almost the same as under the more likely rates of 10 and 6
percent interest and inflation.

Under the low interest and inflation rates of 6 and 4 percent respec-
tively, the amount of money available for spending in future years,
future fund balances, and the distributions from the Permanent Fund
are all substantially less than under the other interest and inflation
rate scenarios.

Examples

Under the scenario of 10 percent interest and 6 percent inflation,
Anchorage would receive $36 million in FV84, increasing every year to
$99 million in FY 90. At the end of FY90, Anchorage's permanent fund
would be approximately $500 million and Anchorage would have approxi-
mately $28 million dollars available for spending in FY9D.

Under the high interest and inflation rate scenario, Anchorage's fund
balance at the end of FY90 would fall to $369 million though it would
still have approximately $28 million dollars to spend in that fiscal
year. Under the low interest rate scenario, Anchorage's fund balance
would fall to $286 million and have only $10.5 million to spend.

The pattern of declining funds repeats itself in the same proportions
for communities of all sizes. For example, the Matanuska-Susitna
Borough (population 13,746), would have a fund balance of $39 million
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in FY90 and have $2.2 million available for spending under the most
likely interest and inflation rate scenario. Under the high interest
and inflation rate scenario, the fund balance would fall to $29 million
but the- amount available to'spend would remain at about $2.2 million.
Under the lower interest and inflation rate scenarios, the FY90 fund
balance would fall to $22.5. million and the amount available to spend
would drop to $833,000.

Similarly, in FY90 the City of Palmer (population 2,141), would have a
fund balance of $ million and have $349,000 available for spending
under the most likely interest and inflation rate scenario. Under the
high interest and inflation rate scenario the fund balance would fall
to $4.5 million but the amount available for spending would remain
nearly the same at $345,000. Under the lower interest and inflation
rate scenario the fund balance would fall to $3.5 million and the
an.ount available to spend would fall to $130,000.

Finally, even very small G/;nmuiiti es, such as Tenakee Springs (popula-
tion 138) would experience the same trends. In FY90, Tenakee Springs
would have have a fund balaice of $395000 and have $22,500 available
for spending under the most 1%ely interest and inflation rate scenario.
Under the high interest and -.iflation ate scenario, Tenakee Springs
would have a fund balance of $292,000 and have about $22,000 available
for spending in FY90. Under the lower interest and inflation rate
scenario, Tenakee Springs would have a fund balance of $225,100 in
FY90 and have $8,000 available to spend in that year.

We hope this summary is helpful. Please let us know if you have any
additional questions.
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Pouch V
Juneau.OXFaska 99811

~ House of Representatives _
Committee on Community & Regional Affairs

T0: Representative Lacher
FROM: Staff

DATE: March 9, 1983

RE: HB164

The following data pertaining to the Alaska Permanent Fund was provided
by the Department of Revenue/Research to the House Research Agency. The
information 1is dat%p 1-6-83.

The following assumptions apply to the forecast indicated below:
- use 30th percentile of probabilities of income

6% inflation

- .1024% earnings

4% real late of return

Fiscal Perm Total Inflation Available for
Year Fund Interest Proofing Appropriation
1984 3,943.75 (mid-year)

4,203.06 403.84 252.2 151.66 (end-year)
1985 4,481.66

4,769.25 458.92 285.6 173.30 (end-year)
1986 5,072.55

5,384.84 519.43 23.1 196.34 (end-year)
1987 6,058.34

6,436.59 586.89 363.5 222.39 (end-year)
1988 6,814.83

7,236.93 659.11 408.9 250.22 (end-year)
1989 7,659.03

8,090.78 741.06 459.5 281.52 (end-year)

1990 8,522.52 828.50 511.40 317 15



The following data from the previous mentioned source, again uses the
30th percentile of probabilities, 10% interest return, and 6% inflation.
The first column is State population estimates developed from Bureau of
Census data. < The second column is the projected dividend payment per
person, in current dollars, under existing law. The third column 1is the
individual dividend payment in 1981 dollars.

R R R R R R R R R R R R R R R R R R SRR R R R R R R R R R R R R R R R R AR AR R AR R R R R R R R R AR R AR R R R R R R R

1983 444 .33 $1000.00 $881.68
1984 464.33 365.51 «304.02
1985 484 .68 251.06 197.00
1986 505.38 333.51 246.89
1987 526.44 409.06 285.67
1988 547 .85 448 .55 295.52
1989 569.61 489.82 304 .45
1090 591172 530.34 310.98
(thousands)
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James A. Poor

Donna M. Sherby,
Clerk | Treasurer

Council Member*

Box 1210 602 Railroad Avenue
Cordova, Alaska 99574

Phone: (907) 424-3237
or 424-3238

March 23, 1983

Representative Barbara Locher
Pouch V
Juneau, Alaska 99811

Dear Representative*

| received your letter regarding HB 164 which you
introducted to distribute Alaska permanent fund income
to municipalities and unincorporated communities and
repealing the permanent fund divident program.

| took your letter to the City Council meeting held
last Monday, and they unanimously voted to support
your bill.

The-general comments were that these funds would then
stay within the community and benefit everyone, plus
supporting the State revenue and municipal assistance
programs.

Perry D. Lovett
City Manager

cc. Representative Peter Goll
Representative Richard Eliaron
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Hon. Barbara Lacher
House of Representatives
Pouch V

Juneau, Alaska 99811

Dear Mrs. Lacher*
I understand the House 1is presently considering

various bills on the Dividend Program, and if not too late,
my husband and 1 would like to be numbered among those favor—

ing its repeal. Letters to the Anchorage News seem to be
predominantly for the program, but most of the people we"ve
been talking to favor repeal, as we do. I must admit they

are over ~0, and some of our younger friends are the ones
who want to keep the checks coming, and 1 believe a vote of
the people would favor keeping the program, but that doesn"t
mean it"s the best answer to the problem. Few people are
going to refuse a handout, and as a former president once
said, the average voter is incapable of considering the
public goord above his own. I believe this money belongs to
the state as a whole and not to the people individually.

Second subject* Other benefits for Alaska”™, such
as the Pioneer Home and the.longevity Program, now mentioned
in the News as under scrutiny by the Legislature also.
These programs benefit older people with reduced incomes
when they most need help, and 1 know several people who stay
in Alaska because of them. I think they are far more import—
ant than the Dividend Program and 1 hope the Legislature will
find a way to continue them that satiaries the law.

Third* 1 hope if and when che matter arises you will
all remember that poor old Willow still needs a new community
building.” The present one is a fire-trap, and we have no fire
department either. If any place could use a little help 1in
this regard, Willow sure could.

Sincerely,

Mary Lee Mayfield
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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM February 9, 1983

SUBJECT: Distributions to municipalities and
unincorporated communities
(Work Order Jo. 13-0609)

T0: Representative Barbara Lacher

FROM: Linn H. Asper
Legislative Counsel

You have asked for a sectional analysis of your Work Order
No. 13-0609, relating to distributions of Alaska permanent
fund income to municipalities and unincorporated
communities.

* Section 1 amends AS 37.13.145 to delete references to the
reinvestment of the undistributed income account in the
fund, because your proposal calls for all of the
undistributed income to be distributed to municipalities and
unincorporated communities. Some may be retained for the
benefit of individual municipalities or unincorporated
communities, but the income from such retained money will be
credited to the named communities rather than to the
undistributed income account.

* Section 2 contains amendments to AS 37.13 that, "are
necessary to provide a distribution mechanism for the Alaska

permanent fund income. Proposed AS 37.13.147 requires
distribution of part of the permanent fund income to
municipalities. Determination of the amount of the annual

distribution to a municipality is made by multiplying the
total amount to be distributed by a fraction representing
the ratio of the population of the municipality to the total
population of entities that are eligible for distributions.
Population is calculated on the same basis set out in

AS 29.88,015, The population of a city that is eligible for
its own distribution and that is within a borough 1is
excluded in calculating the population of the borough. A
municipality that rece ".ves 3 distribution from the Alaska
permanent fund must invest the money and then reinvest
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25 percent of the earnings, using the remaining 75 percent
for municipal purposes. A municipality may choose to leave
its money in the Alaska permanent fund so that the
commissioner of revenue can invest it for the municipality
and distribute 75 percent of the income as if the
municipality were 1investing the money itself. A
municipality may reclaim its money upon proper notice. A
municipality is defined as a general law or home rule city
or borough, or a unified municipality.

Prpposed AS 37.13.148 provides for distributions to
unincorporated communities. Unincorporated communities are
treated somewhat differently from municipalities 1in this
legislation. An unincorporated community is a group of 25
or more people living as a social unit in the unorganized
borough. This is the definition used In a previous
distribution of state money in 1981 (Chapter 60, SLA 1981).
An unincorporated community may only receive and invest 1its
money if 1t is an entity that has the legal capacity to do
so, as determined by the attorney general. IT the
unincorporated community does not have the legal capacity to
invest the money, or if it does have the capacity, but
chooses-to leave its money in the Alaska permanent fund, the
commissioner of revenue invests the money for the community
and distributes 75 percent of the income from that
investment to the community. Population and amounts to be
distributed are determined in a manner similar to that
established for municipalities.

* Section 3 repeals the permanent fund dividend distribution
program in order to make Alaska permanent fund income
available for the distributions to municipalities and
unincorporated communities.

* Section 4 is a technical amendment to terminate the
dividend fund now used to pay permanent fund dividends.
Provisions are made in this section and in * Sec. 5 to
insure that persons eligible for 1982 permanent fund
dividends will receive those dividends.

* Section 6 deletes a cross-reference in Title 09 of the
Alaska Statutes to the permanent fund dividend distribution
program.

* Section 7 provides for an immediate effective date.

LHA: i.jb
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Barbara Lachcr, Chainnaii StRa?gn(]:al% |
Mae T'chahneéy \éhciﬁ}ggalrman Junea, Alaska dogL1
MDo Fritz Pouch V
Don Clocksin Juneau,ORI%lska 99811
Jack McBride
Mike Szymanski .
_ House _of Representatives _
Committee on Community & Regional Affairs
TO: Representative Lacher
FROM: Staff
DATE: March 9, 1983
RE: HB164

The following data pertaining to the Alaska Permanent Fund was provided
by the Department of Revenue/Research to the House Research Agency. The
information is dated 1-6-83.

The following assumptions apply to the forecast indicated below:
- use 30th percentile of probabilities of income
- 6% inflation
- ,10?42 earnings
- 4% real rate of return

Fiscal Perm Total Inflation Available for
Year Fund Interest Proofing Appropriation
1984 3,943.75 (mid-year)

4,203.06 403.84 252.2 151.66 (end-year)
1985 4,481.66

4,769.25 458.92 285.6 173.30 (end-year)
1986 5,072.55

5,384.84 519.43 323.1 196.34 (end-year)
1987 6,058.34

6,436.59 586.89 363.5 222.39 (end-year)
1988 6,814.83

7,236.93 659.11 408.9 250.22 (end-year)
1989 7,659.03

8,090.78 741.06 459.5 281.52 (end-year)
1990 8,522.52 828.50 511.40 317.15

*hkkkhkkhkkkkhkhkkhkkhkhkkkhkhkkkhkkhkkkhkhkkhkhkkkikhkhkhkikihkhkikikikik



The following data from the previous mentioned source, again uses the
30th percentile of probabilities, 10% interest return, and 6% inflation.
The first column is State population estimates developed from Bureau of
Census data. The second column is the projected dividend payment per
person, in current dollars, under existing law. The third column is the
individual dividend payment in 1981 dollars.

KEAEAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAITIAIAAAAAAAkAAkhhhhrihhkkkkihiikikikx

| 17. 1l
1983 444 .33 $1000.00 $881.68
1984 464 .33 365.51 304.02
1985 4*4 .68 251.06 197.00
1986 505.38 333.51 246.89
1987 526.44 409.06 285.67
1988 547.85 448.55 295.52
1989 569.61 489.82 304.45
1090 591.72 530.34 310.98

(thousands)
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Pouch Y, State Capitol
Juneau, Alaska 99811
(907) 465-3991

March 29, 1983
VEMORANDUM

Research Request 83-23 — Final Report

Bob Harris of your staff requested a summary of findings regarding our
analysis of the fiscal impacts of HB 164. The analysis, describing
how much money would be distributed to municipalities and unincorpo-
rated communities, was delivered to your office on March 8. The dis-
cussion below briefly describes the analysis and highlights its major
findings.

Description of Analysis

HB 164 would distribute the real earnings of the Permanent Fund to every
municipality and unincorporated community of greater than 25 on a per
capita basis. According to HB 164, the distributed Permanent Fund
eacnings could only be usedto create local permanent funds; i.e.,
localities could only invest and not spend the Permanent Fund earnings
they receive. However, each year, municipalities and unincorporated
communities could spend 75 percent of their funds' interest income.

The analysis we performed answered three questions: first, how much
money would be distributed to municipalities and unincorporated communi-
ties; second, what would be the size of each local permanent fund; and
third, how much much money would be available for spending from the
earnings of the community permanent funds.

These questions were addressed for every fiscal year 1984-1990. How-
ever, the answers to these questions are highly dependent on estimates
of future interest and inflation rates. Therefore, in addition to a
most likely scenario that projects a future interest rate of 10 percent
and a future .inflation rate of 6 percent,lwe also analyzed two other
interest and inflation rate combinations. One alternative contained
the fairly high interest and inflation rate levels of 13 and 10 percent
respectively, and the second alternative contained relatively Ilow
interest and inflation rate levels of 6 and 4 percent respectively.
It is worth noting, however, that the real rate of return (the differ-
ence between the interest and inflation rate) varies from 4 percent
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under the most likely scenario to 3 percent under the high interest
and inflation rate scenario to 2 percent under the low interest and
inflation rate scenario.

Summary of Findings

The amount of money each community receives is based on its population.
Communities receive their largest share of Permanent Fund earnings,
have their largest fund balances, and have the most money available
for spending under the most likely scenario of a 10 percent interest
rate and 6 percent inflation rate.

Increasing the interest and inflation rates to 13 and 10 percent
respectively actually decreases the Permanent Fund earnings distributed
to communities and decreases the size of local fund balances. These
phenomena occurs because the Permanent Fund's inflation-proofing mecha-
nism retains more money to compensate for lost purchasing power as
the real rate of return falls from 4 to 3 percent. However, because
the amount of money available for spending from the local permanent
funds is affected solely by interest rates, the amount of money
available for spending under the higher interest and inflation rates
remains almost the same as under the more likely rates of 10 ana 6
percent interest and inflation.

Under the low interest and inflation rates of 6 and 4 percent respec-'
tively, the amount of money availablefor spending in .uture vyears,
future fund balances, and the distributions from the Permanent Fund
are all substantial ly- less than under the other interest and inflation
rate scenarios.

Examples

Under the scenario of 10 percentinterest and 6 percent inflation,
Anchorage would receive $36 million in FY84, increasing every year to
$99 million in FY 90. At the end of FY90, Anchorage's permanent fund
would be approximately $500 million and Anchorage would have approxi-
mately $28 million dollars available for spending in FY90.

Under the high interest : ;'J inflation rate scenario, Anchorage's fund
balance at the end of FY90 would fall to $369 million though it would
still have approximately $28 million dollars to spend in that fiscal
year. Under the low interest rate scenario, Anchorage's fund balance
would fall to $286 million and have only $10.5 million to spend.

The pattern of declining funds repeats itself in the same proportions
for communities of all sizes. For example, the Matanuska-Susitna
Borough (population 13,746), would have a fund balance of $39 million
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in FY90 and have $2.2 million available for spending under the most
likely interest and inflation rate scenario. Under the high interest
and inflation rate scenario, the fund balance would fall to $29 million
but the amount available to spend would remain at about $2.2 million.
Under the lower interest and inflation rate scenarios, the FY90 fund
balance would fall to $22.5 million and the amount available to spend
would drop to $833,000.

Similarly, in FY90 the City of Palmer (population 2,141), would have a
tund balance of $6 million and have $349,000 available for spending
under the most likely inte”st and inflation rate scenario. Under the
high interest and inflatir.. rate scenario the fund balance would fall
to $4.5 million but the ount available for spending would remain
nearly the same at $345,0bu, Under the lower interest and inflation
rate scenario the fund balance would fall to $3.5 million and the
amount availably to spend would fall to $130,000.

Finally, even very small communities, such as Tenakee Springs (popula-
tion 138) would experience the same trends. In FY90, Tenckee Springs
would have have a fund balance of $396,000 and have $22,500 available
for spending under the most likely interest and inflation rate scenario.
Under the high interest and inflation rate scenario, Tenakee Springs
would have a fund balance of $292,000 and have about $22,000 available
for spending in FY90. *« Under the Ilower interest and inflation rate
scenario Tenakee Springs would have a fund balance of $t26,000 in
FY90 and have $8,000 available to spend in that year.

We hope this summary is helpful. Please let us know if you have any
additional questions.
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March 21, 1983

The Honorable Barbara Lacver
Alaska House of Representative
Pouch V

Juneau, Alaska 99811

M or
Dear Representative Lacherf ¢\ *_y r

I have read your "lett&r.”and HB-164 Wiﬂﬂ,éreat interevVt"*"eTdeve that the four
points covered 1in your~"letter are adequately addressed in~the bill. Passage of
HB-164 would, 1in erayy*~pinion, be a service-"to the resLderi®£s\>f*ihska for
several reasonr. Rirst~rtj”would approve, the-.Image”of .Alaska Srg *nre eyes of
rest of the"country. T3ie\Tdistributxbn: of* $I",.d00i Checks".-was a m~pr mistake from
a practical wmnd" political;*staadpbinfev-"Second*p"i”wouldVjtak™ the N*srrri®nent Fund
Program out- of the political.."arena. 1 f is my"Understanding, that Nform"r Gov.
Hammond saw®"one of the us"es™o/ the Permanenfc-“Fgnd<?ro"gram as the ~ginning o

a lnral ~ayTIfI<!P. Ymir-rfln -nar.h .is vprv s i trn'T"'"ar *in thatrHRAI64 cC

oecioe now ,une-xermanenu inu .money was ji-.jmgvsy "uaeu..e

Each cournunitfy!._hasedifferent heeds...dt -differenfc tajn™jS. "~Use pfrrTe ]

Permanent Fund tu. meé&f,thosec"-heeds—as-e'sCablished™lo™a”iy”®-isvextreme ly important
i . . lttsm ez S * . ]r

I found HB-164 interesting ih:"anot her..(@@aspect./For thecjjas.t* few months, TJim

Troll, Cityl Mgr. of ..SgMgarys”aqd-j “hayeTheé&n fdis-cus.tiing."-a similar/ approach
using municipal fundsi>.oUrp4us- quﬁf— %&t—fundsrcoui—tf.'be“itvvested to, maxjmize
their return\with,_thevihterest hein 9§seé#gg}q%updepAXtduspeciFFc I/Eal programs
or services. "eYou/raighfyratf;toK.ccmsider»;ljifroviaaonrwhicH"”ou]d allow /a

municipality toyTinve” funds**4n*thg*-Permahenf :ftundApy/gran
saute provisions-

Rober.tr s. Jupc

Administrator

—i* h wa.
cc: Alaska Municipal League



James A. Poor
Mayor

Per’{X D. Lovett,
anager

Donna M. Sherbj.
Clerk / Treasurer

Council Members
Richird Groff

R. J. Kopchak
Garry Purvis
Joe Gunderson
Phyllis Day
Oliver Osbhorn

Cordova, Alaska 99574

Phone: (907)424-3237
or 424-3238

"The Fraeam ity *

March 23, 1983

Representative Barbara Locher
Pouch V
Juneau,, Alaska 99811

Dear RepresentativeMlogilv r

| received your letter regarding HB 164 which you
introducted to distribute Alaska permanent fund income
to municipalities and unincorporated communities and
repealing the permanent fund divident program,

I took your letter to the City Council meeting h*:d
last Monday, and they unanimously voted to support
your bill.

The_general comments were that these funds would.then
stay within the community and benefit everyone, plus
supporting the State revenue and municipal assistance
programs.

Perry D. Lovett
City Manager

cc: Representative Peter Goll
Representative Richard Eliason



Pouch Y, State Capinl
Juneau, Alaska 99811
(907) 465-3991

February 9, 1983
VEMORANDUM
To: Representative Barbara Lacher
From: Leonard Steinberg, Research Staf

Re: Distribution of Permanent Fund Dividends to Municipalities
Additional Information -- Research Request 83-23

During our meeting on the afternoon of February 4, you requested
additional information on how to clarify the Permanent Fund language
in AS 37.13 140 and 145. The information | obtained from Jim Rhode
of the Alaska Permanent Fund, Milt Barker of the Division of Legisla-
tive Finance, and Lynn Asper of the Division of Legal Services is
summarized below.

Jim Rhode

Jim Rhode has been involved in Alaska Permanent Fund legislation since
the Fund's inception and is now the Permanent Fund Corporation's Re-
search and L43ison Officer. Mr. Rhode first clarified that the Fund's
Board of Trust'es has not been and will not be concerned with how to
spend the Fund s earnings. According to Mr. Rhode, the Trustees recog-
nize that the existing language is confusing and their intent has
been to attempt to clarify the law during the next legislative session.
However, because of the legislature's considerable interest in the
Fund this legislative session, the Permanent Fund Corporation may
support clarifying legislation this year after all.

Mr. Rhode described the Corporation's preference for an entire rewrite
of AS 37.13.140 and 145 clearly outlining the uses of Permanent Fund
income. Mr. Rhode has suggested thu jross income, excluding unreal-
ized gains and losses, be used as the starting point from which is
subtracted: (1) the cost of operating the Permanent Fund Corporation,
and; (2) the amount to be reinvested necessary to compensate for
inflation. According to Mr. Rhode, the funds remaining should be
transferred to the undistributed income account and be available
for distribution. Mr. Rhode has suggested that these policies be
written in clear and nontechnical language and substituted for sections
140 and 145.

Currently there is some debate within the Permanent Fund Corporation
as to whether or not the undistributed income account can be used for
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inflation-proofing. Jim Rhode argues that only if these funds are
available for inflation-proofing during years when inflation exceeds in-
come will the real value of the Permanent Fund be maintained. Despite
Mr. Rhode's arguments, other knowledgeable individuals associated with
the Permanent Fund Corporation disagree with his interpretation of
existing law. Mr. Rhode supports clarification of the State's policy
on this issue.

Jim Rhode also supports the existing law's procedures for determining
the amount of money available for distribution on the basis of a five-
year average. Mr. Rhode feels that smoothing out the spending of the
Fund's real earnings will reduce the danger of dipping into the infla-
tion-proofing mechanism and Fund principal for additional money.

Mr. Rhode did not have specific language to suggest at this time. How-
ever, | asked Mr. Rhode to respond to substituting "of the annual trans-
fers and int-.%est income to the undistributed income accountl in piace
of "net income"™ after the word “average”™ in the second sentence of
section 140. Mr. Rhode stated that this is a less complete rewrite
than he would like to see, but that it essentially accomplishes the
purpose of clarifying the legislation.

Milt Barker"

Milt Barker has been with the Division of Legislative Finance for many
years and is a recognized expert in the areas of public finance, budget-
ing, and revenue forecasting. Mr. Barker commented that repealing AS
43.23 will go a long way toward clarifying the existing law regarding
Permanent Fund income. Mr. Barker also recommends a total rewrite of
sections 140 and 145 of AS 37.13.

Milt Barker suggests defining the income av.viable for spending from
the Fund as the Fund's real income. |If possible, Mr. Barker suggested
defining real income according to the guidelines established by the
FASB, the Financial Accounting Standards Board. (The FASB is the na-
tional organization that defines what are generally accepted accounting
procedures.) | have asked Mr. Gerald Wilkerson, Director of the
Division of Legislative Audit, to look into the FASB's guidelines for
defining real income and will report these guidelines to you as soon
as they are available.

IS
Mr. Barker also suggested eliminating the undistributed income account
and allocating the real income either to a specific program or allowing
it to go back into the general fund. | asked Mr. Barker to comment on
Jim Rhode's assertion that the undistributed Income account should be
available for inflation-proofing during years when inflation exceeds
real income. Mr. Barker stated that an undistributed income account
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is not necessary to fully inflation-proof the Fund. According to Mr.
Barker, his proposal, which defines income only as real income, would
carry forward into a subsequent year any real loss, and earnings in
subsequent years would be used to erase that loss.

Lynn Asper

| spoke with Mr. Lynn Asper of the Hivision of Legal Services about the
existing law in sections 140 and 145. Mr. Asper agreed that the exist-
ing law is very difficult to understand. Mr. Asper declined to offer
specific suggestions for clarifying the law because he felt unprepared
to do so without additional review.

| asked Mr. Asp”r to comment on substituting "of the annual transfers
and interest incume to the undistributed income~~account™ in place of
the phrase "net wortTTTl after the word “averagel in section 140. Mr.
Asper noted that this alteration would clarify the first part of the
sentence but the last par., of the sentence would remain unclear. After
further discussion, | suggested the deletion of the phrase, "net income
of the corporation for the fiscal year just ended plus™ after the word
"exceed" and Mr. Asper said such a deletion, in combination with the
previously mentioned substitution, would clarify the sentence and the
intent ofThe section.

lie hope this information is helpful to you. We plan to prepare the
projections of Permanent Fund earnings and the funds available for
spending within the next two weeks. Any additional information we
obtain on clarifying the law will be passed on to you promptly. Please
let us know if we can be of further assistance.
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February 4, 1983
VEMORANDUM
To: Representative Barbara Lacher
From: Leonard Steinberg, Research Staff

Re: Distribution of Permanent Fund Dividends to Municipalities
Research Request 83-23

Bob Harris of your staff requested a section-by-section analysis of the
proposed legislation entitled "An Act providing for the distribution of
Alaska permanent fund income to municipalities; and providing for an
effective date,” Additionally, we have been requested to calculate the
earnings which would be available to municipalities under the proposal
for the next four years. This memorandum provides the sectional analy-
sis; the earnings calculations will be provided in a subsequent memo-
randum.

The proposed legislation's interaction with existing law may be unclear
in certain sections. Our interpretation of the interaction between
the proposed legislation and existing law is discussed below. Addi-
tionally, photocopies of the relevant sections of existing law are
attached for your review.

We estimate that the earnings calculations can be completed by hand and
delivered within one week for no more than 10 to 12 communities. Al-
ternatively, within two weeks we can calculate the earnings for a larger
number of communities with the use of a computer. Please let us know
which of these alternatives you prefer.

Section 1

Section 1 of the proposed legislation, which amends A,S. 37.13.145, is
intended to "inflation-proof™ the Alaska Permanent Fund and provides
for the disposition of the Fund's income. Under the proposed legisla-
tion, the inflation-proofing mechanism in the existing statute is re-
tained; Section 1 requires that a portion of the income sufficient to
compensate for inflation be transferred to the principal in order to
maintain the Fund's real value or purchasing power.

Under existing law and in the proposed legislation, the income that
remains after inflation-proofing is transferred to the Undistributed
Income Account (UIA). The effective language is, 'The balance of the
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net income as defined in AS 37.13.14Q shall be transferred to the
undistributed income account in the Alaska permanent fund.”" The proposed
legislation adds to the end oF'the existing sentence quoted above,
"for annual distribution under AS 37.13.147 and 37.13.148.

The proposed legislation's new language may be ambiguous. The language
could be interpreted to mean that the total income transferred to the
UIA each year is to Dbedistributed annually. Alternatively, the lan-
guage could be interpreted to mean that only the five-year average of
income is annually distributed in conformance with section 14(1

Lynn Asper, the Legal Services attorney that drafted the legislation
told me that it was his intention to retain the five-year averaging
requirement of section 14(1. This intention can be clarified with the
addition of the words '"according to the five-year averaging formula of
AS 37.13.140 and" between "distribution™ and 'under" on lines -HI and
281 page 1 of the proposed legislation. pil

%

Though the proposed legislation refers to section 140, the meaning f
those references may be ambiguous because sections 140 and 145 do ..ot
work well together. For example, section 140 states that the income
available for distribution is the five-year average of net income.
However, section 145 does not transfer net income to the undistributed
income account but transfers net income minus the income necessary to
offset inflation. The result is that section 140 makes far more income
available for distribution than is ever transferred to the undistributed
income account. Mr. David Rose and Mr. Jim Rhode, both with the
Alaska Permanent Fund Corporation, agreed that it is difficult to
determine the meanings of sections 140 and 145 as they are currently
written. However, Mr. Rose pointed out that the averaging of the
amount of money available for distribution from the UIA moderates
fluctuations that might occur if the amount of money available for
distribution is based on annual transfers to the undistributed income
account. Section 140 could be clarified with an amendment deleting
"net income" after the word "average." and substituting "of the annual
transfers and interest income to tne undistributed income account.”

Section 2

Section 2 of the proposed legislation amends AS 37.13 by adding two new
sections 147 and 148 entitled, ™"Distribution To Municipalities™ and
"Distribution To Unincorporated Communities."”

Sec. 37.13.147 DISTRIBUTION TO MUNICIPALITIES. Subsection (a) states
that a portion of the money transferred to the undistributed income
account shall be annually distributed to or invested for the municipali-
ties of the state. The word portion may be read in numerous different
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ways including: (1) a portion of the amount transferred to the UIA; or
(2) a portion of what is available for distribution. Subsection (a)
also refers to distributing money that is transferred to the UIA rather
than money that is available for distribution from the UIA, casting
doubt once again on whether all of the funds transferred to the UIA
are to be distributed or only some portion of those funds, presumably
the portion available for distribution according to section 140.

Legal Services attorney Lynn Asper indicated to me that "portion™ was
intended to refer to the dividiny up of the funds between municipali-
ties and unincorporated communities. However, this point has already
been made in section 145 where it says the funds are to be annually
distributed under sections 147 and 148 which includes both municipali-
ties and unincorporated communities. Additionally, Mr. Asper previously
indicated that he intended only the five-year average to be available
for distribution.

As "portion™ may not be necessary and may be interpreted as ambiguous,
it may be desirable to deletethis termfrom the proposed legislation.
Subsection (a) may be furtherclarified by deleting the term "trans-
ferred” -and substituting the term ™"available for distribution™ so that
the sentence would read, "The money that is available for distribution
in the undistributed income account....”

Subsection (b) outlines a population-based formula for determining how
much of the total amount available for distribution is to be made avail-
able to each municipality. The formula distributes the funds on a per
capita basis. Population figures to be used are predominantly those
developed by the U.S. Bureau of the Census. One issue in subsection
(b) that may be ambiguous, however, is the meaning of ™"eligible™ in

the phrase "A person who is eligible to vote...,” This issue Iis
discussed in further detail in Research Request 83-41, "Effect of
Population Counting  Method in SSKP 42" which you will receive very
soon.

Subsection (b) also provides for funds to be distributed to boroughs
on a per capita basis. The distribution formula subtracts the popula-
tion of each city located within the boundaries of the borough from
the total population of that borough. The effect of the provision is
to avoid double counting of individuals that live in both a city and a
borough. The population of unincorporated communities within a borough
do not have to be subtracted from the borough population because unin-
corporated communities as defined in subsection (e) can exist only in
the unorganized borough.

Subsection ((.) establishes that the funds received by municipalities
under this law are to be invested under the same guidelines that aoply
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to Alaska Permanent Fund investments. Subsection (c) also states
that 25 percent of the earnings from those investments shall be re-
invested; the remaining 75 percent of the earnings may be used for any
municipal purpose.

Subsection (d) allows municipalities to- leave their funds with the
Permanent Fund Corporation to be invested in the name of the municipali-
ty. Under this option, the Permanent Fund Corporation is required to
distribute to the municipalities choosing this option 75 percent of
the income earned on the funds invested in the name of the municipality
involved, which can then be spent for any municipal purpose. Twenty-
five percent of the income earned must be reinvested by the Permanent
Fund Corporation in the funds managed in the name of municipalities.
Municipalities are also allowed to withdraw their funds from the Per-
manent Fund's management with 90 days notice.

Subsection (e) defines municipality as a general law or home rule city,
a general law or home rule borough, or a unified municipality organized
under the laws of Alaska. An unincorporated community is defined as an
unincorporated place in the unorganized borough in which 25 or more per-
sons reside as a social unit.

Sec. 37.13.148 DISTRIBUTION TO UNINCORPORATED COMMUNITIES. Subsection
"(a) establishes that a portion of the money transferred to the undis-
tributed income account shall be annually distributed to or invested
for unincorporated communities oc the state. The comments made ear-
lier on section 147 (a) also apply to subsection (a) of section 148.

Subsection (b) outlines a population-based formula for determining how
much of the total amount available for distribution is to he made avail-
able to each unincorporated community. The formula distributes the
funds on a per capita basis. The popitation of unincorporated communi-
ties is to be determined by the latest figures of the U.S. Bureau of the
Census.

Subsection (c) provides for the distribution of funds to unincorporated
communities if the attorney general determines that communities have
the legal capacity to invest the money received. If the attorney general
determines that an unincorporated community does not have the legal
capacity to invest the funds to which it is entitled, then the funds
are to be invested in the name of that community by the Permanent Fund
Corporation. Those communities entitled to receive their funds may
opt to have their funds invested for them by the Permanent Fund Cor-
poration. In all cases, the investments must follow the guidelines
established for Permanent Fund investments; 25 percent of the earnings
must be reinvested and 75 percent of the earnings are available to
be spent for any municipal purpose.
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Subsection (d) provides the same definitions of municipality and unin-
corporated community as in subsection (e) of section 147.

Section 3

Section 3 of the proposed legislation repeals AS 43.23, the Alaska Per-
manent Fund Dividend program.

Section 4

Section 4 of the proposed legislation transfers money and other assets
held in the dividend fund, except for what is needed to pay 1982
dividends, to the undistributed income account of the Alaska permanent
fund.

Section 5

Section 5 of the proposed legislation makes the repeal of the dividend
program retroactive to January 1, 1983.

Section 6
Section 6 of the proposed legislation deletes references to lists of

persons who filed for Alaska permanent fund dividends from the existing
law describing, how to develop a list of potential jurors for trials.

Section 7

Section 7 of the proposed legislation provides for the new law to take
effect immediately in accordance with AS 01.10.070(c).

We hope this information is helpful to you. Please let us know if we
can be of further assistance.

LS

Attachment
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February 9, 1983

VEMORANDUM
To: Representative Barbara Lacher
From: Leonard Steinberg, Research S

Re: Distribution of Permanent Fund Dividends to Municipalities
Additional Information — Research Request 83-23

During our meeting on the afternoon of February4, you requested
additional information on how to clarify the Permanent Fund language
in AS 37.13.140 and 145. The information | obtained from Jim Rhode
of the Alaska Permanent Fund, Milt Barker of the Division of Legisla-
tive Finance, and Lynn Asper of the Division of Legal Services is
summarized below.

Jim Rhode

Jim Rhode has been involved in Alaska Permanent Fund legislation since
the Fund's inception and is now the Permanent Fund Corporation's Re-
search and Liaison Officer. Mr. Rhode first clarified that the Fund's
Board of Trustees has not been and will not be concerned with how to
spend the Fund's earnings. According to Mr. Rhode, the Trustees recog-
nize that the existing language is confusing and their intent has
been to attempt to clarify the law during the next legislative session.
However, because of the legislature's considerable interest in the
Fund this legislative session, the Permanen;, Fund Corporation may
support clarifying legislation this year afte' all.

Mr. Rhode described the Corporation's preference foran entire rewrite
of AS 37.13.140 and 145 clearly outlining the uses of Permanent Fund
income. Mr. Rhode has suggested that gross income, excluding unreal-
ized gains and losses, oe used as the starting point from which is
subtracted: (1) the cost of operating the Permanent Fund Corporation,
and; (2) the amount to be reinvested necessary to compensate for
inflation. According to Mr. Rhode, the funds remaining should be
transferred to the undistributed income account and be available
for distribution. Mr. Rhode has suggested that these policies be
written in clear and nontechnical language and substituted for sections
140 and 145.

Currently there is some debate within the Permanent Fund Corporation
as to whether or not the undistributed income account can be used for
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is not necessary to fully inflation-proof the Fund. According to Mr.
Barker, his proposal, which defines income only as real income, would
carry forward into a subsequent year any real loss, and earnings in
subsequent years would be used to erase that loss.

Lynn Asper

| spoke with Mr. Lynn Asper of the Division of Legal Services about the
existing law in sections 140 and 145. Mr. Asper agreed that the exist-
ing law is very difficult to understand. Mr. Asper declined to offer
specific suggestions for clarifying the law because he felt unprepared
to do so without additional review.

| asked Mr. Asper to comment on substituting *“of the annual transfers
and interest income to the undistributed income "accountl 1n place of
the phrase "net wortTT*” after the word "averagel in section 140. Mr.
Asper noted that this alteration would clarify the first part of the
sentence but the last part of the sentence would remain unclear. After
further discussion, | suggested the deletion of the phrase, “net income
of the corporation for the fiscal year just ended plus™ after the word
"exceed" and Mr. Asper said such a deletion, in combination with the
previously mentioned substitution, would clarify the sentence and the
intent of the section.

We hope this information is helpful to you. We plan to prepare the
projections of Permanent Fund earnings and the funds available for
spending within the next two weeks. Any additional information we
obtain on clarifying the law will be passed on to you promptly. Please
let us know if we can be of further assistance.
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inflation-proofing. Jim Rhode argues that only if these funds are
available for inflation-proofing during years when inflation exceeds in-
come will the real value of the Permanent Fund be maintained. Despite
Mr. Rhode's arguments, other knowledgeable individuals associated with
the Permanent Fund Corporation disagree with his interpretation of
existing law. Mr. Rhode supports clarification of the State's policy
on this issue.

Jin Rhode also supports the existing law's procedures for determining
the amount of money available for distribution on the basis of a five-
year average. Mr. Rhode feels that smoothing out the spending of the
Fund's real earnings will reduce the danger of dipping into the infla-
tion-proofing mechanism and Fund principal for additional money.

Mr. Rhode did not have specific language to suggest at this time. How-
ever, | asked Mr. Rhode to respond to substituting "of the annual trans-
fers and interest income to the undistributed income account” in place
of "net income'l after the word ™average" in the second sentence of
section 140. Mr, Rhode stated that this is a less complete rewrite
than he would like to see, but that it essentially accomplishes the
purpose of clarifying the legislation.

Milt Barker

Milt Barker has been with the Division of Legislative Finance for many
years and is a recognized expert in the areas of public finance, budget-
ing, and revenue forecasting. Mr. Barker commented that repealing AS
43.23 will go a long way toward clarifying the existing law regarding
Permanent Fund income. Mr. Barker also recommends a total rewrite of
sections 140 and 145 of AS 37.13.

Milt Barker suggests defining the income available for spending from
the Fund as the Fund's real income. |If possible, Mr. Barker suggested
defining real income according to the guidelines established by the
FASB, the Financial Accounting Standards Board. (The FASB is the na-
tional organization that defines what are generally accepted accounting

procedures.) | have asked Mr. Gerald Wilkerson, Director of the
Division of Legislative Audit, to look into the FASB's guidelines for
defining real income and will report these guidelines to you as soon

as they are available.

Mr. Barker also suggested eliminating the undistributed income account
and allocating the real income either to a specific program or allowing
it to go back into the general fund. | asked Mr. Barker to comment on
Jin Rhode's assertion that the undistributed income account should be
available for inflation-proofing during years when inflation exceeds
real income. Mr. Barker stated that an undistributed income account
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MEMORANDUM February 9, 1983

SUBJECT: Distributions to municipalities and
unincorporated communities
(Work Order No. 13-0609)

TO: Representative Barbara Lacher

from: N Linn H. Asper
Legislative Counsel

You have asked for a sectional analysis of your Work Order
No. 13-0609, relating to distributions of Alaska permanent
fund income to municipalities and unincorporated
communities.

* Section 1 amends AS 37.13.145 to delete references to the
reinvestment of the undistributed income account in the
fund, because your proposal calls for all of the
undistributed income to be distributed to municipalities and
unincorporated communities. Some may be retained for the
benefit of individual municipalities or unincorporated
communities, but the income from such retained money will be
credited to the named communities rather than to the
undistributed income account.

* Section 2 contains amendments to AS 37.13 that are
necessary to provide a distribution mechanism for the Alaska

permanent fund income. Proposed AS 37.13.147 requires
distribution of part of the permanent fund 1income to
municipalities. Determination of the amount of the annual

distribution to a municipality is made by multiplying the
total amount to be distributed by a fraction representing
the ratio of the population of the municipality to the total
population of entities that are eligible for distributions.
Population 1is calculated on the same basis set out in

AS 29.88.015. The population of a city that is eligible for
its own distribution and that 1is within a borough is
excluded in calculating the population of the borough. A
municipality that receives a distribution from the Alaska
permanent fund must invest the money and then reinvest
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25 percent of the earnings, using the remaining 75 percent
for municipal purposes. A municipality may choose to leave
its money in the Alaska permanent fund so that the
commissioner of revenue can invest it for the municipality
and distribute 75 percent of che income as if the
municipality were investing the money itself. A
municipality may reclaim i1ts money upon proper notice. A
municipality is defined as a general law or home rule city
or borough, or a unified municipality.

Prpposed AS 37.13.148 provides for distributions to
unincorporated communities. Unincorporated communities are
treated somewhat differently from municipalities in this
legislation. An unincorporated community 1is a group of 25
or more people living as a social unit in the unorganized
borough. This 1is the definition used in a previous
distribution of state money 1in 1981 (Chapter 60, SLA 1981).
An unincorporated community may only receive and invest its
money if it is an entity that has the legal capacity to do
so, as determined by the attorney general. If the
unincorporated community does not have the legal capacity to
invest the money, or if it does have the capacity, but
chooses to leave 1its money in the Alaska permanent fund, the
commissioner of revenue invests the money for the community
and distributes 75 percent of the income from that
investment to the community. Population and amounts to be
distributed are determined in a manner similar to that
established for municipalities.

* Section 3 repeals the permanent fund dividend distribution
program in order to make Alaska permanent fund 1income
available for the distributions to municipalities and
unincorporated communities.

* Section 4 is a technical amendment to terminate the
dividend fund now used to pay permanent fund dividends.
Provisions are made in this section and in * Sec. 5 to
insure that persons eligible for 1982 permanent fund
dividends will receive those dividends.

* Section 6 deletes a cross-reference in Title 09 of the
Alaska Statutes to the permanent fund dividend distribution
program.

* Section 7 provides for an immediate effective date.

LHA:ljb
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February 16, 1983

The Kono/able Barbara Lacher
Representative

Alaska State Legislature
Pouch V

Juneau, Alaska 99811

Re: House Bill 164
Dear Representative Lacher

This is In response to your memorandum dated February 9
which asked the question whether the Metlakatla Indian Community
and Alaska Native villages would be eligible for distribution of
money under H.B. 164.

Section 37.13.148(a) of H.B. 164 provides for dis—
tribution of money to "unincorporated communities". Section
37.13.148(d) defines "unincorporated community”™ to mean "a place
in the unorganized borough, not incorporated as a municipality,
in which 25 or more persons reside as a social unit".

This 1s to advise you that the Metlakatla Indian Commu—
nity and Alaska Native villages in which 25 or more persons re—
side as a social unit are within the definition of "unincorporat—

ed community”™ of section 37.13.148(d). Further, there 1s no rea—
son under state law for excluding the Metlakatla Indian Community
or Alaska Native villager from benefits under the statute. It

has been the consistent position of this office that the state
may provide grants to Alaska Native villages so long as the grant
recipients do not discriminate on the basis of race in the admin—
istration of the grant. See 1981 Inf. Op. Att"y Gen. (April 27,

J-66-335-81. You may also wish to consider a waiver of sovereign
immunity by the Alaska Native village and the Metlakatla Indian
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Community as a condition of the distribution of money in order to
avoid any problem with enforcement of the grant of money. See
Native Village of Eyak v. GC Contractors, Alaska Supreme Court,
No. 2601 (January 14, 1983).

Very truly.yours,
NORMAN C. GORSUCH
ATTORNEY GENERAL

By:
B*.obert E. Price
Assistant Attorney Cfeneral

REP/jb
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Juneau, Alaska 99811
(907) 465-7991

March 3, 1983
VEMORANDUM
To: Representative Barbara Lacher
From: Leonard Steinberg, Research Staff

Re: Distribution of Permanent Fund Dividends to Municipalities
Research Request -- Additional Information

On February 9you requested additional information on howto clarify
the statutory provisionsfor retaining and distributing  Permanent
Fund earnings. Additional discussions | have had with Dave Rose and
Jim Rhode of the Permanent Fund, and Gerald Wilkerson of the Division
of Legislative Audit, are summarized below.

Comments by Dave Rose

Alaska Statute 37.13.145 requires the use of a "nationally recognized
index" in determining the inflation-proofing requirements of the Per-
manent Fund. However, Mr. Rose pointed out that there is consider-
able variation between indexes and the law does not specify which
index is to be used. Last year, for example, the consumer price index
for Anchorage, as calculated by the U.S. government, was about one-half
the national consumer price index. Mr. Rose recommends requiring that
the same index be used for inflation-proofing that the State chooses
to use for its index-based spending; in particular he suggested chat
the Permanent Fund use the same index that is used for Alaska's new
spending limit which is similarly required to use a federal index
to determine the inflation rate.

M'. Rose also discussed the advisability of retaining the five-year
averaging mechanism to smooth out the spending of Permanent Fund
earnings. He noted that Fund managers are more comfortable with
smooth as opposed to erratic spending because they fear that erratic
spending will threaten the integrity of the Fund.

Last, Mr. Rose commented on the vagueness of the law concerning the
use of the undistributed income account (UIA) for inflation-proofing.
Currently there are two schools of thought on this issue; one group
interprets the law so asto allow use of UIA for inflation-proofing
and the other school reaches the opposite conclusion. Dave Rose would
prefer to be able to use the UIA for inflation-proofing but, regardless
of the policy decision, supports new legislation to clarify this issue.
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Comments by Jim Rhode

Mr. Rhode expressed concern that HR 164 could result in substantial
economic inefficiencies. He raised three issues related to small-
scale versions of the Permanent Fund. First, the set-up and trans-
action costs associated with any investment are relatively more costly
for small investments than for large investments. Second, the small
funds would lack the ability of larger funds to diversify and maximize
the balance of risk and return. Last, investor inexperience could
result in poor fund performance. Jim Rhode would he happy to discuss
HB 164 with you at any time; he can be contacted at 465-2350.

Comments by Gerald Wilkerson

As mentioned in my memorandum to you of February 9, Gerald Wilkerson,
Director of the Division of Legislative Audit, has prepared excerpts
from Accounting Standards by the Financial Accounting Standards Roar*
(FASB) related to the definition of real income. A copy of this ma-
terial is enclosed with this memorandum.

The FASR material indicates that there are accounting methods which
reflect the real value of monetary assets in terms of purchasing power.
Though additional analysis m be necessary, it appears that the
Permanent Fund's financial statements could reflect both the impact of
inflation and distinguish between nominal and real income with the use
of the FASB accounting guidelines.

Additional Observations

| spoke with Rob Harris of your office regarding the fact that HR 164
does not specify the timing of payments to municipalities or when the
municipalities can use their interest income. The amount of money
available for municipal spending in future years is affected by whether
payments occur during the fiscal year in which they are earned or only
at the conclusion of the fiscal year. HB 164 as it is currently written
could be interpreted either way. In accordance with Bob Harris' sug-
gestion, our projections of the amount of money that will be available
for distribution and spending will be based on the conservative assump-
tions that Permanent Fund earnings are distributed soon after the
beginning of the State's fiscal year, and that communities will spend
75 percent of the earnings from the prior fiscal year.

* * * *

We hope this information is useful to you. The remaining portion of
this research request, projecting the distributions and earnings of
funds in various municipalities and communities, will be sent to you
as soon as the project is compleced.

LS

Attachments



CHANGING PRICES; REPORTING THEIR SECTION C27
EF S REPORTS

FECTS IN FINANCIAL

Sources: FASB Statement 33; FASB Statement 39; FASB Statement 40:
FASB Statement 41: FASB Statement 46: FASB Statement 54:
FASB Technical Bulletin 79-8: FASB Technical Bulletin 81-4

Summary
This section imhi'B i» ijnm pnn'ilinlj-In lil iniiTinw
. MMppoiattbto provide information about effects of changin%
prices as in their published annua
reports.
The information to be provided for the current fiscal year
includes:

a. Income from continuing operations adjusted both for effects
of general inflation and for effects of specific price changes

b. The purchasing power gain or loss on net monetary items;
the current cost of inventory and property, plant, and equip-
ment at the end of the fiscal year and changes in those
current costs, and measures of net assets based on adjust-
ments for general inflation and for specific price changes

~ This section also retiuires presentation of selected financial
information for each of the last five years expressed in constant
dollars. Information to be presented in the summary includes net
sales, dividends and market price per share of common stock, the
excess of increases in specific prices over increases in the general
price level, the gain from the decline in purchasing power of net
amounts owed, and income from continuing operations (in the
aggregate and per share) and net assets adjusted for general
inflation and for specific price changes. .

The information to be provided is to be accompanied by
explanations of its significance in the circumstances of the
reporting enterprise.

[Note: Enterprises that elect to apply Section F60, "Foreign Currency Transla-
tion," hefore its effective date should refer to paragraph F60.153]

Applicability and Scope

101 The requirements of "i'is section apply to public enterprises [FAS33, *123]
except for investment companies as defined in Section 3 of the Investment Com-
pany Act of 1940, as amended, [FAS54, @8] that prepare their primary financial
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statements in U.S. dollars and in accordance with U.S. generally acce%ted
accounting principles and that have, at the beginning of the fiscal year for which
financial statements are being presented, either:

a. Inventories and property, plant, and equipmentl (before-deducting accumu-
lated depreciation, depletion, and amortization) amounting in aggregate to
more than S125 million

b.  Total assets amounting to more than SI billion (after deducting accumulated
depreciation)

Both amounts shall be measured in accordance with generally accepted account-
ing principles as reported in the primary financial statements (consolidated if
agaé)llcable) of the enterprise. (FAS33, 123] [(Refer to paragraphs 501 through
. 4)]as to the applicability of this section to certain brokers and dealers in securi-
ties.

102 The requirements of this section do not apply, during the year of a business
combination accounted for as a pooling of interests, to an enterprise created by
the pooling of two or more entergrlses, none of which individually satisfies the
size test described in paragraph .101. [FAS33, 124]

103 Nonpubiic enterprises and enterprises that do not meet the size test in para-
grapg331012 [?rc encouraged] to present the information called for by this section.
FAS33, 125

,104 This section does not change the standards of financial accounting and
reporting used for the preparation of the primary financial statements of the
enterprise. [FAS33,126]

105 The information required by this section shall be presented as <

o in any published annual report that contains the primary
financial statements of the enterprise except that the information need not be pre-
sented in an interim financial report. The information required by this section
need not be presented for segments of a business enterprise although such presen-
tations are encouraged. [FAS33,127]

106 An enterprise that presents consolidated financial statements shall present
the information required by this section on the same consolidated basis. The
information required by this section reed not be presented seFaratelly for a parent
company, an investee enterprise, or other enterprise in any financial report that
includes the results for that enterprise in consolidated financial statements.
[FAS33, 128]

"For the purposes of this section, except where otherwise provided, inventory and property, plant, and
equipment shall include land and other natural resources and capitalized leasehold Interests but not
goodwill or other intangible assets. [FAS33, 23, fnl]
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Requirements for Supplementary Information

107 An enterprise is required to disclose:

— 0%“i ————-Bmm*—-
124 MMMhnBbMio) (refer to paragraphs 117 through
<i it ITiIi'ii Jliinnim»i»L niimi lihim hihiiiil m n tomb

yam (refer to paragraphs .125 through .128)

iiiim nr'iim iiiniiiiiig nfiiniiiinni i [r,r",'. 129]
108 An enterprise is required to disclose:

a. Information on iwt11111 fraw—oitriwrtngﬁpwaﬂfflts for the current fiscal year
on a «iuvaufatMM*iN«n (refer to paragraphs . 129 througih 145

b. The current cost amounts of inventory and property, plant, and equipment at
the end of the current fiscal year (refer to paragraph .129)

c. liinifiiamnn>wiilmy»")iii)iN#Ma* mmin rHwii "M-niti lluimiuiimntnjujl uikeums
of inventory and property, plant, and equipment, net of inflation (refer to
paragraphs .134 and .135{

Tl'eincreases or decreases in current cost amounts shall not be included in income
from continuing operations. [FAS33, 130]

109 In some circumstances, there may be no material difference between the
amount of income from continuing operations on a historical cost/constant dollar
basis and the amount of income from continuing operations on a_current cost
basis. In those circumstances, the current cost information listed in paragraph
108 need not be disclosed for the fiscal year concerned, but the enterprise is
required to state, in a note to the supplementary disclosures, the reason for the
omission of the information. [FAS33, 131]

110 Information on income from continuing operations (on a historical cost/
constant dollar basis or on a current cost basis) may be presented either in a
statementform at (disclosing revenues, expenses, gains, and losses) or in a recon-
ciliation form at (disclosing adjustments to the income from continuing operations
that is shown in the primary income statement). Whichever format is used, such
information shall disclose, unless they are immaterial, the amounts of or adjust-
ments to cost of Poods sold, depreciation, dePIetlon, and amortization expense
and (in the case of historical cost/constant dollar income from continuing opera-
tions) reductions af the historical cost amounts of inventory, property, plant, and
equipment to lower recoverable amounts as required by para?raph 122, Formats
for the presentation of the supplementary information are illustrated in Exhibits
149A through 149C. [FAS33, *32]
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111 If depreciation expense has been allocated among various expense categories
in the supplementary computations of income from continuing operations (for
example, among cost of goods sold and other functional expenses), the a?gregate

amount of depreciation expense, on both a historical cost/constant dol

ar basis

and a current cost basis, shall be disclosed in a note to the supplementary informa-
tion. [FAS33, 133]

112 An enterprise shall disclose, in notes to the supplementary information:

d.

b.

C.

The principal types of information used to calculate the current cost of inven-
tory, property, plant, and equ:fment, [FAS33, 134] mineral resource assets,
[FAS39, 17] cost of goods sold, and depreciation, depletion, and amortiza-
tion expense (refer to paragraph .140) _

Any differences between ?12 the depreciation methods, estimates of useful
lives, and salvage values of assets used for calculations of historical cost/
constant dollar depreciation and current cost depreciation and (2) the
methods and estimates used for calculations of depreciation in the primary
financial statements (refer to paragraph .142) . .

The exclusion from the computations of supplementary information of any
adjustments to or allocations of the amount of income tax expense in the pri-
mary financial statements (refer to paragraph .133) [FAS33, 134]

113 An enterprise is required to disclose the following information for each of its

(refer to paragraphs .146 and .147):

iilm i iliii ynjiit, VL PUPHW
*Uiuiujn dimjj Injumiimim
(J*JU in "'w ii'" ini'

(2) Income per common share from continuing operations
iwatewrt fitiinl ynmnwd
u Cnlt Ssxcept for individual years in which the informa-

tion was excluded from the current year disclosures in accordance with
paragraph .109)
(w44»frT3«nt< fwwn mMHinnint) npariu owr
(2) Income per common share from continuing operations

M«cwwn intf*
4) Increases or decreases in the current cost amounts of inventory and prop-

erty, plant, and equipment, net of inflation

nn ntpmmnmmi ii«i»s

%2; Cash dividends declared per common share
3) Market price per common share at fiscal year-end

MM UK* m<a nrH>»<kn ntnftr nil nfinmrn- fr mi rarh
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hi lit:

i(refer to paragraphs .118 and .119). (FAS33, 135] If an enterPrise

chooses to state net assets, in the five-year summarK, at amounts computed from

comprehensive financial statements preFared on a historical cost/constant dollar

basis or on a current cost/constant dollar basis, that fact shall be disclosed in a
note to the five-year summary (refer to paragraph .147). [FAS33,136]

114, Enterprises that own mineral reserves other than oil and gas2 shall disclose
the follovving information3 for each of their five most recent fiscal years:

a. Estimates of significant quantities of proved, or proved and probable (which-
ever is used for cost amortization purposes) mineral reserves, other than oil

and %as, at the end of the year, or at the most recent date during the year for

which estimates can be made. |f estimates are not made as of the end of the
year, the disclosures shall indicate the dates for which they apply.

b. The estimated quantity, expressed in physical units or in percentages of
reserves, of each mineral product that is recoverable in significant commercial
guantl_tles if the mineral reserves included under paragraph .114(a) include

eposits containing one or more significant mineral products.

¢. The quantities of each significant mineral produced during the year. If the
mineral reserves included under paragraph ,114(a) arc ores that arc milled or
similarly processed, the quantity of each significant mineral product pro-
duced by the milling or similar process also shall be disclosed.

d. The quantity of significant proved, or proved and probable, mineral reserves
purchased or sold In place urmg the year.

e. Foreachsignificant mineral product, the average market price, or for mineral
products transferred within an enterprise, the equivalent market price prior to
use in @ manufacturing process. [FAS39, 113]

115 Enterprises shall provide, in their financial reports, explanations of the
information disclosed in accordance with this section and discussions of its signil -
icancc in the circumstances of the enterprise. [FAS33,137]

*Quantity disclosures for oil and gas reserves are required by Section OiJ, "Oil and Gas Industry."
[FAS39,113,1n5)

31[i determining the quantities to be reported in conformity with paragraph .114:

a. If the enterprise issues consolidated financial statements, 100 percent of the quanrtie' attribut-
able to the parent company and 100 percent of the quantities attributable to its consolidated
subsidiaries (whether or not wholly owned) shall be included.

b. If the enterprise's financial statements include investments that are proportionate!” consolidated,
the enterprise's quantities shall include its proportionate share of the investee's ruaniiiies.

c. if the enterprise’s financial statements include investments that arc accounted for by the equity
method, the investee's quantities shall not be included in the disclosures of the enterprise's quanti.
ties. However, the enterprise’s (investor's) share of the investee's quantitir, of reserves shall be
reported separately, if significant. IFAS39,114|

(*. format that may be used for this presentation is illustrated in paragraph .50.]
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116 The disclosures summarized in paragraphs. 107 through . 115 are required by
this section. Enterprises are encouraged to provide additional information to help
users of financial reports understand the effects of changing prices on the activi-
ties of the enterprise. [FAS33,138]

Historical Cost/Constant Dollar Measurements
ANJJiyjljiryjjifrrompuUMnfinatiorwmjrant
LaborStatiticMfthrJjSJIDegarti* """ ArnfASAANA AN

118 An enterprise that presents the minimum historical cost/constant dollar
information required by this section shall restate inventory, property, plant, and
equipment, cost of goods sold, depreciation, depletion, and amortization expense
and any reductions of the historical cost amounts of invento%, property, plant,
and equipment to lower recoverable amounts (refer to paragraph .122) in constant
dollars represented by the average level over the fiscal year of the Consumer P 'ice
Index fdor All Urban Consumers. Othe:r financial statement elements need not be
restated.

Aonstanujgddjjg. (FAS33,140]

119, If the level of the Consumer Price Index at the end of the year and the data
re%uired to compute the average level of the index over the year have not been
published in time for preparation of the annual report, they may be estimated by
referring to published forecasts based on economic statistics or by extrapolation
based on recently reported changes in the index. [FAS33,141]

120 Inventory and property, plant, and equipment (for computation of the
amount of net assets at the end of the current fiscal year for inclusion in the five-
year summary of selected financial data [refer to paragraph .113(b)(3)]), cost of
goods sold, and depreciation, depletion, and amortization expense shall be
measured at their historical cost/constant dollar amounts or lower recoverable
amounts. Inventories may need to be reclassified as monetary assets at the date of
the use on or commitment to a contract (refer to paragraphs .151 and (505
through .520]). [FAS33,142]

121 Measurements of historical cost/constant dollar amounts shall be.CQinPlllild

4The index is published in Monthly Labor Review. Those desiring prompt and direct inl'onnation may
subscribe to the Consumer Price Index (CPI | press release mailing list of the Department of Labor.
IFAS33, 539. fn2]
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(or the level comprehensive financial.

.. yyrandidjividinifovA) |yME22Fi12 «i21IES22SZSTEWE
measunlhm elnjy‘)fJ"yJ"'l iy %that is, the date of ac UJISI-
tion or th/ -late of any measurement not based on historical cost). Those

measurements may be restated in hase-year dollars for inclusion in the five-year
summary (refer to paragraph .146). (FAS33, 143

122 1f it is necessary to reduce the measurements of inventory and property,
plant, and equipment during the current fiscal year from historical cost/constant
dollar amounts to lower recoverahle amounts, the reduction shall be deducted in
the computation of income from continuing operations. (FAS33, 144]

123 Except as provided in paragraphs .120 through .122 and paragraph .142, the
accounting nrincinks™H in rnmnntint. historical rost/constant dollar income
shall he rht- same as Ihp[ci* nwi.. ~PAt/nmyijnfil foliar
Ujcome. Only the measuring unit is changed. [FAS33, 145]

124 Inventory, propertY, plan:, and equipment, and related cost of goods sold
and depreciation, derp etion, and amortization expense that are ori%inally
measured in units of a foreign currency shall first be translated into U.S. dollars in
accordance with generally accepted accounting principles and then restated in
(igg]stant dollars in accordance with the provisions of paragraph .121. [FAS33,

Purchasing Power Gain or Loss on Net Monetary Items

of whic <[ ek putiuifiLi. —wiiliouL xcjldiy™
gl m"servicgji ]2£T2£]2l"J]I||II|ILV—‘&a - 'pNnto navasnm.nf.mnuyjhf

fm~n”*oods”o”emi”. Mjh*onomjcsitjnh™ _

7337 A n?mivAroms| dcll>cn,d_"c!mI?.SlrLI.C_.gcneral purchasing power of
mone”althouidi_othej_fac”rstijittt™yjly ~ ™ jj° "may
atTccimen” gm AN , 147]

126 "j"(yyjjyj#and The
economic signiricance ot nonmonetary items depends heavily on the value of spe-
cific goods and services. Nonmonetary assets include (a) goods held primarily for
resale or assets held primarily for direct use in providing services for the business
of the enterprise, (b) claims to cash in amounts dependent on future prices of spe-
cific goods or services, and (c) residual rights such as goodwill or equity interests.
Nonmonetary liabilities include (a) obligations to furnish goods or services in
%uantit_ies that arc fixed or determinable svithout reference to changes in prices or
(b) obligations to Eav cash in amounts dependent on future prices of specific

goods or services. (FASJ3, 148]
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ALl GuidajiEt*m}th<”assjEjcjUi2jy}EIMfljjce”jeentem asmoneta”
| 505 through .520]. [FAS33, 149]

128 'nTepuch"yjnyOwe"airijoss"""

that presents m T nrehensive s.mnlementnrv finnnHnl statements on a historical
cost/constant dollar basis may measure the purchasing po”xJL3ill-Q1IQ5i_iD
averace”™ortiejrgMrantfdonajfoMnAMAMAAgrAtan® M nars®o™her
enterprises shall measure.?” nnrrhnrino nnww oain nr Inss in nvemee-tnr-rheJ
Ajyujtollars. An acceptable approximate method of calculating the purchasing
power gain or loss on net monetary items is illustrated in paragraphs .173 an
174, (FAS33, 150]

Current Cost Measurements

129 The current cost amounts of inventory and property, plant, and equipment
shall be measured as follows:

a. Inventories at current cost or lower recoverable amount (refer to paragraphs
136 through .145) at the measurement date. [FAS33,151

b. Property, plant, and equipment [includin? mineral resource assets] at the cur-
rent cost or lower recoverable amount (refer to paragraphs .136 through .145)
of the assets' remaining service potential at the measurement date. (This pro-
vision is qualified by paragraph .131 in respect of [timberlands and growing
timber,] income-producing real estate, [and motion picture films].) ?FAS39,
110]

C. Resources used on partly completed contracts shall be measured at current
cost or lower rccove: ib!. amount at the date of use on or commitment to the
contracts. [FAS33, 1511

130 An enterprise that presents the minimum information required by this sec-
tion on current cost income from continuing operations shall measure the
amounts of cost of goods sold and depreciation, [FAS33, 152] depletion, [FAS39,
111] and amortization expense as follows: [FAS33, 152]

a. Cost of goods sold shall be measured at current cost or lower recoverable
amount Eref_er to paragraphs .136 through .145) at the date of sale or at the
date on which resources arc used on or committed to a specific contract.
EFAS33, 152 -
epreciation, depiction, and amortization expense of property, plant, and
e?mpment [including mineral resource assetsgJ shall be measured on the basis
of the average current cost or lower recoverable amount (refer to paragraphs
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136 through .145) of the assets’ service potential during the period of use.
(This provision is qualified by paragraph .131 in respect of [timberland:; and
rowing timber,] income-producing real estate, (and motion picture films],)
?FA839, M

Other revenues, expenses, gains, and losses may be measured by such an
enterprise at the amounts included in the primary income statement. An enterprise
that chooses to present comprehensive financial statements on a current cost/
constant dollar basis may measure the components of those statements either in
average-for-the-year constant dollars or in end-of-year constant dollars. (This
para?rqph is qualified by paragraph .145 for enterprises that are subject to rate
regulation or other form of price control.) [FAS33, 152]

131 When an enterprise presents information on a current cost basis, it shall
measure:

a. Timberlandsand growing tim ber and related expenses at either their historical
cost/constant dollar amounts or at current cost or lower recoverable
amounts. E!FAS41, 17)] This provision, together with the provisions of para-
graph .109, means that an enterprise needs to present information on a
current cost hasis ">nly if it has significant holdings of inventory, property,
Fl)zlﬁm' and equipment apart from timberlands and growing timber. [FASA40,

b. Income-producit.g real estate and related expenses at either their historical
cost/constant dollar amounts or at current cost or lower recoverable
amounts. E!FAS41, 17%Th|s provision, together with the provisions of para-
graph .109, means that an enterprise needs to present information on a
current cost basis only if it has significant holdings of inventory, property,
plant, and <quipment apart from income-producing real estate and certain
other specia.ized assets.JFAS41, 14]

C. Motion picture film s and related amortization expense at either their histori-
cal cost/constant dollar amounts or at current cost or lower recoverable
amounts. [FAS46,18]

132 1 an enterprise estimates the current cost of growing timber and timber har-
vested by adjusting historical cost for the changes in specific prices, those
historical costs may either (a) be limited to the costs that are capitalized in the pri-
mary financial statements or (b) include all costs that are directly related to
reforestation and forest management, such as planting, fertilization, fire protec-
tion, property taxes, and nursery stock, whether or not those costs are capitalized
in the primary financial statements. [FAS40, 17]

133 The amount of income tax expense in comﬁutations of current cost income
from continuing operations shall be the same as the amount of income tax expense
charged against income from continuing operations in the primary financial state-
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ments. No «.justments shall be made to income tax expense for any timing r
differences that might be deemed to arise as a result of the use of current cost
accounting methods. Income tax expense shall not be allocated between income

from continuing operations and the increases or decreases in current cost amounts

of inventory and property, plant, and equipment. [FAS33,154]

Increases or Decreases in the Current Cost Amounts of
Inventory and Property, Plant, and Equipment

134 The increases or decreases in the current cost amounts of inventory and
property, plant, and equipment represent the differences between the measures of

the assets at their entry dates for the year and the measures of the assets at their

exit dates for the %ear. Entry dates means the beginning of the year or the dates of C
acquisition, whichever is applicable; exit dates means the end of the year or the
dates of use, sale, or commitment to a specific contract, whichever is applicable.

For the purposes of this para raKh, assets are measured in accordance with the
provisions of paragraph .129.(‘1F §33,155]

135 The increases or decreases in current cost amounts of inventory and prop-
erty, plant, and equipment shall be repoi ted both before and after eliminating the
effects of general inflation. An enterprise that presents comprehensive supple-
mentary statements on a current cost/constant dollar basis may measure increases
or decreases in current cost amounts in average-for-thc-year constant dollars or in
end-of-ycar constant dollars; other enterprises shall measure those increases or
decreases in avcragc-for-the-ycar constant dollars. An acceptable approximate
method of calculating the increases or decreases in current cost amounts and the
inflation adjustment is illustrated in paragraphs .175 through .179. [FAS33, 156]

Information about Current Costs

136 The current cost of inventory owned by an enterprise is the current cost of
purchasm% the goods concerned or the current cost of the resources required io
produce the goods concerned (including an allowance for the current overhead
costs according to the allocation bases used under generally accepted accounting

rinciples), whichever would be applicable in the circumstances of the enterprise.
?FASSS, 157]

137 The current cost of property, plant, and equipment owned by an enterprise is
the current cost of acquiring the same service potential (indicated by operating
costs and physical output capacity) as embodied by the asset owned; the sources of
information used 'to measure current cost should reflect whatever method of
acquisition would currently be approgriate in the circumstances of the enterprise.
The current cost of a used asset may be measured:
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a. By measuring the current cost of a new asset that has the same service poten-
tial as the used asset 1 it was new (the current cost of the asset as if it
were new) and ded - aallowance for depreciation .

b. By measuring thev ost of a used asset of the same age and in the same
condition as the asr . /.-ned

c. By measuring the Cerent cost of a new asset with a different service potential
and adjusting that cost for the value of the differences in service potential due
to differences in life, output capacity, nature of service, and operating costs

Current cost mey be measured by direct reference to current prices of comparable
assets or methods such as functional pricing or unit pricing under which the cur-
rent cost of a unit of service embodied in the asset owned is measured and the
current cost per unit is multiplied by the appropriate number of service units.
[FAS33, 158]

138 [Measurements of] the current cost of inventorg and property, plant, and
eqmﬁment located outside the United States should be hased on production or
purchase of the asset in whatever location or market would minimize total cost
mcludmg transportation cost. In some cases, the purchase would be made in the
United States and current cost would be estimated directly in dollars. In other
cases, current cost would be estimated first in an external market, and that cost
would be translated into dollars. Such cases may present particular difficulty
depending upon the availability of economic information n the country con-
cerned. Experimental'on in methods of measurement will be particularly
necessary in such cases and approximate methods are acceptable in cases of diffi-
culty. [FAS33, 1181

139 If current cost is measured in a foreign currency, the amount shall be trans-
lated into dollars at the current exchange rate, that is, the rate at the date r f use,
sale, or commitment to a specific contract (in the cases of depreciation expense
and cost 0 'goods sold) or the rate at the balance sheet date (in the case* of inven-
tory and property, plant, and equipment). [FAS33, 159]

140 Enterprises may use various typ“s of information to detcrr.me the current
cost of inventory, property, plant, and equipment, cost of goods sold, and depre-
ciation, depletion, and amortization expense.5 The information may be gathered
and applied internally or externally and may be aﬁplied to single items or broad
categories, as appropriate in the circumstances. The following tyBes of informa-
tion are listed as examples of the information that may be used, but they arc not
listed in any order of preferability. Enterprises are expected to select types of

5Cost of goods sold measured on a LIFO basis may provide an acceptable approximation of cost of
goods sold, measured at current cost, provided that the effect of any de. eases in inventory layers is
excluded. (FAS33, fn2)
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information appropriate to their particular circumstances, giving due consider-
ation to their availability, reliability, and cost;

a. Indexation
(1) Externally generated price indexes for the class of goods or services being
measured
(2) InternaII(Y generated price indexes for the class of goods or services being
measure
b. Direct pricing
1) Current invoice prices
2) Vendors' price lists or other quotations or estimates
3) Standard manufacturing costs that reflect current costs [FAS33,160]
141 The current cost of mineral resource assets is given by current market buying
prices or by the current cost of finding and developing mineral reserves. It is rec-
ognized that no generally accepted approach exists for measuring the current
finding cost of mineral reserves. To indicate the effects of changes in current cos;.s,
it may be impracticable to do more than adjust historical cost by an index cr the
changes in specific prices of the inputs concermed. Thar approach may fail to yield
aclose approximation” the current cost of finding and developing new reserves.
In recognition of this difficulty, the requirements of this section are flexible
regarding the approach used to measure current cost [of mineral resource assets).
The approach may include use of specific price indexes, direct information about

market bu;ing prices, and other statistical evidence of the cost of acquisitions.
[FASJY, 17]

Depreciation Expense

142 There is a presumption that depreciation methods, estimates of useful lives,
and salvage values of assets should be the same for purposes of current cost, his-
torical cost/constant dollar, and historical cost/nominal dollar depreciation
calculations. However, if the methods and estimates used for calculations in the
primary financial statements have been chosen partly to allow for expected price
changes, different methods and estimates may be used for purposes of current
cost and historical cost/constant dollar calculations. [FAS33, 161]

Recoverable Amounts

143 The term recoverable amount means the current worth of the net amount of
cash expected to be recoverable from the use or sale of an asset. If the recoverable
amount for a group of assets is judged to be materially and permanently lowci
than historical cost in constant dollars or current cost, the recoverable amount
shall be used as a measure of the assets and of the expense  dated with the use
or sale of the assets. Decisions on the measurement of as; s at their recoverable
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amounts need not be made by considering assets individually unless they are used
independently of other assets. [FAS33, 162]

<« . . .
144 Recoverable amounts may be measured bg considering the net realizable
values or the values in use of the assets concerned:

a. Net realizable value is the amount of cash, or its equivalent, expected to be
derived from sale of an asset net of costs required to be incurred as a result of
the sale. It shall be considered as a measurement of an asset only when the
asset concerned is about to be sold.

b. Value in use is the net present value of future cash flows (including the ulti-
mate proceeds of disFosal) expected to be derived from the use of an asset by
the enterprise. It shall be considered as a measurement of an asset only when
immediate sale of the asset concerned is not intended. Value in use shall be
estimated b%/ discounting expected future cash flows at an a gjroprlate dis-
count rate that allows for the risk of the activities concerned. F AS33, 163]

145 An enterprise that is subject to rate regulation or other form of price control
may be limited to @ maximum recovery through its selling prices, based on the
nominal dollar amount of the historical cost of its assets. In that situation,
nominal dollar/historical costs may represent an appropriate basis for the
measurement of the recoverable amounts associated with the assets at the end of
the fiscal year. Recoverable amounts may also be lower than historical costs.
However, cost of goods sold and depreciation, depletion, and amortization
expense shall be measured at historical cost/constant dollar amounts (in measure-
ments of historical cost/constant dollar income from continuing operations) or at
current cost (in measurements of current cost income from continuing operations)
provided that replacement of the service potential provided by the related assets
would be undertaken, if necessary, in current economic conditions; if replacement
would not be undertaken, expenses shall be measured at recoverahle amounts.
[FAS33,164)

Five-Year Summary of Selected Financial Data

146 shall be stated either:

Avinchjjverisuse”o”jyyjyiiNiylitiiyi*Ejyi™®

fiip current fisenLvenr ~

in Aiitj)fjiollars of [[je base

periocLused_hy_Ltlii_liilLiIMILAQX-IMIBIE-SI-3 tistics in eahTi'lamuHht™onsuirr
(FAS33, 165]
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147 1f an enterprise presents the minimum information required by this section,
it shall measurejieuisset™ (that is, shareholders”ecy”) for the purposes of the
five-year summary: o

a. OjjiJiistonca”gst/ch the amount reported in its pri-
mary financial statemeutsaSjustecnoMne difference between the historical
cost/nominal dollar amounts and the historical cost/constant dollar amounts

lower recoverable, amounts of inventory and property, plant, and equip-
ment

b. Onjalcurrenrc”j3asi® reported in its primary financial state-
ments, adjusted Tor the difference between the historical cost/nominal dollar
amounts and the current cost or lower recoverable amounts of inventory ard
pr_oEerty, plant, and equipment and restated in constant dollars in accordance
with paragraph .146

If an enterprise tlects to present comf)rehensive supplementary financial state-
ments on a current cost/constant dollar basis, or on a historical cost/constant
dollar basis, it may report the amount of net assets in the five-year summary in
accordance with the comprehensive statements. [FAS33, "66]

Transition Provisions

148 An enterprise is required to state, in the five-year summary of selected finan
cial data, only the following amounts fot fiscal Kea_rs_ended before December 25,
1979: net sales and other operating revenues, cash dividends declared Per common
share at fiscal year-end (paragraphs .1135@), (d)(2), and (dJ(3)). Disclosure of the
other items listed in B_aragraph 113 for fiscal years ended before December 25,
1979 is encouraged. isclosure of current cost information in the five-year sum-
mary (paragraph . 113(c)) for fiscal years en.dlng? before December 25, 1980 may be
gostponed to the first annual report for a fiscal year ending on or alter December

5,1980. (FAS33, "68] An enterprise that first applies the requirements of this sec-
tion for a fiscal year ended on or after December 25, 1980 is required to state for
eatlicr years, in its five-year summary, only the following items listed in paragraph
113: net sales and other operating revenues (item (a)), cash dividends declared per
common share (item (d)(2§)), and market price per common share at fiscal year-end
(item (d)(3)). Disclosure of the other items listed in paragraph .113 for earlier
years is encouraged. [FAS33, *169]

lllustrations of Disclosures

149 Exhibits 149A through 149C illustrate formats that may be used to disclose
the information required by this section. The illustrations relate to a manufac-
turing enterprise. Clear presentations and explanations are important if
information on the effects of changing prices is to be as useful as possible.
Enterprises arc encouraged to experiment with the use of different forms of pre-
sentation. [FAS33, A70]
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Exhibit 149A

Statement of Income from Continuing Operatr ns
Adjusted for Changing Prices

For the Year Frtded December 31, 19X9
(in 000s of average 19X9 dollars)

Income from continuing operations, as reported in

the income statement 59,000
Adjustments to restate costs for the effect of general inflation
Cost of goods sold ", S(7,384)
Depreciation and amortization expense (4,130) (11,514)
Loss from continuing operations adjusted for general inflation (2,514)

Adjustments to reflect the difference
between general inflation and changes in
specific prices (current costs)
Costofgoods sold  * _ $(1,024)
Depreciation and amortization expense (5,370)  (6,394)

Loss from continuing operations adjusted
for changes in specific prices $(8,908)
Gain_from decline in purcmsinglf)o_\mmL

| o= ult $7,729
Increase in specific prices (current cost)
of inventories and propert”, plant, and
equipment held during the year* $24,608
Effect of increase in general price level 18,959
Excess of Increase in specific prices over
incr"; ¢ in the general price level $5,649

<At December 31, 19X9, current cost ot inventory was 565,700 and cutrent cost of property, plant, and
equipment, net of accumulated depreciation, was 585,100. [FAS33, ~70]|

6849



Exhibit 149B

Statement of Income from Continuing Operations Adjusted for Changing Prices
For the Year Ended December 31, 19X9
(In (000s) of Dollars)

As Reported in the
Primary Statements

Adjusted for Changes
In Specific Prices

Adjusted for
(Current Costs)

General Inflation

Net sales and other operating revenues $253,000 $253,000 $253,000
Cost of goods sold 197,00 204, ,
De reciz?tion,and amortization expense 10,000 %4%% 2%%%%
Ot eroperatln%expense 20, 20,835 20,
Interest exPens \ 66 8 ,
Provision for income taxes : \ ,

@ ~235|514" ~29D908
Income (loss) from continuing operations $ 9,000 $(2,514) $(8,908)
Gain from decline in purchasing power of

net amounts owedp IP $ 7,729 $ 7,729

Increase in specific prices (current cost) of
Inventories and propert¥, lant, and
equipment held during the year!

Effect of increase in general price level

Excess of increase in specific prices over
I jjncretiac in

Lm fAt December 37, 19x&currentcost of
"VHi(tilu lion.ywus'S85,100;. (FAS33,,070)i;;

M RdM N ffEM

et

AIM'S 75,649
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Exhibit 149B

Statement of Income from Continuing Operations Adjusted for Changing Prices
For the Year Ended December 31, 19X9
(In (000s) of Dollars)

. . Adjusted for Changes
As Reported in the Adjusted for in Specific Prices
Primary Statements General Inflation (Current Costs)
Net sales and other operating revenues $253,000 $253,000 $253,000
Costofgoodssold = . 197,000 204,384 205,408
Deprecidtion and amortization expense 10,000 14,130 19,500
Other operatln% expense 20,835 20,835 20,835
[nterest exPens 1,165 [,165 7,188
Provision Tor income taxes 9,000 9.000 9,0
~BTOTE) ~2331514 261,908
Income (loss) from continuing operations $ 9,000 $(2,514) $(8,908)
Gain from decline in purchasing power of
net amounts owedp I § 7729 § 7129

e o
equipment held Hur?ng th year* $ 24,608
Effect of increase in general price level 18,959

Excess of increase in specific prices over
increase in the general price level $ 5,649

*Al December 31, 19X9 current cost of inventory was $65,700 and current cost of property, plant, and equipment, net of accumulated depre-
ciation was $85,100. (r'AS33, AT0]

3
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Exhibit 149C
Five-YearCom arrs n

JUS ed for Effects of

of Selected Sucpplementary Financial

angrng Prices

In(0 003) Average 19X9 Dolla

19X5

Net sales and other operating revenues $265,000
Historical Cost information

adjustedfor generalinflation
Income (loss) from continuing operations
Income (loss) from contrnurng operations per

common share
Net assets at year-end
Current (iOSt information
Income (oss) from continying operations
Income (loss from continuing operations pci

common share
Excess gt increase in specific prices

over increase in the general price level
Net assets at year-end
Gain from decline in purchasing power of net

amounts owned
Cash dividends declared per common share % 2.59
Market price per common éhare at year-end
Average consumer price Inde

Years Ended December 31,

19X6 19X7
$235,000 $240,000
% 2.43 % 2.26
3 4

1815 1954

19X8
$237,063

(2,761)

’ 5§,15£1’§)

(4,125)
§ (2.75)

2,292
79,996

1,027

X

205.0

19X9
$253,000

(2,514)

’ 55,1793)

(8,908)
$ (5.94)

5,649
81,466

C_/>.cn73°;(.“§i7
s ¥
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C27150 GeneralStandards

[llustrations of Mineral Reserves Disclosures

150 Exhibit 150A illustrates a format for presenting quantity and price informa-
tion relating to an enterprise’s mineral reserves other than oil and gas. The format
given here isonly an illustration and is not intended to constrain enterprises from
experimenting with the use of different forms of presentation. [FAS39, A17]

Exhibit 150A

Illustration of Supplementary Operating Statistics
Fora Mining Enterprise
For the Five Years Ended 19X5
Proven and probable ore 19X5  19X4  19X3  19X2  19X1
reserves at beginning

of year (Note)
Tons (thousands) 21,000 21500 22,000 23,000 24,000
Copper (percent) 1109 1109 1109 1109 1.109
Lead (percent) 597 598 598 5.98 5.98
Silver {ounces/tons) 3.79 3.80 3.80 3.15 3.15
Tons of ore milled

(thousands) 1,025 1,000 890 900 850
Metal j roduccd

(thousands)
- copper (pounds) t7,250 18480 16,880 10.980 11,220
- lead (pounds) 92,700 92,400 75450 53,910 45750
- Silver (ounces) 2,800 2803 2270 1850 1540
Average market price
- copper (cents pet pound) 85 15 68 12 61
- lead (cents per pound) 44 40 36 36 3
- Silver (cents per ounce) 510 400 350 368 325

Proved reserves—The estimated quantities of commercially recoverable reserves that, on
the basis of geological, geophysical, and engineering data, can be demonstrated with a rea-
sonably high degree of certainty to be recoverable in the future from known mineral
deposits by either primary or improved recovery methods.

Probable reserves—The estimated quantities o f commercially .ecoverablc reserves that are
less well defined than proved reserves and that may be estimated or indicated to exist on the
basis of geological, geophysical, and engineering data.

This [exhibit) illustrates one method of disclosing information abou. quantities of minerals
owned, marketable products produced, and average market prices for those products.
Other formats are acceptable. Information about ore grades and differentiations between
the production of ores and of marketable product may not be appropriate for some



Changing Prices: Reporting Their
Effectsin Financial Reports
SN-stWSFfrT;:
minerals. The unification and degree of detail should follow normal industry prafctice”*»
Beginning-of-year reserves are used for illustrative purposes. The requirementiifor.cnd*" A
of-year or the most recent dr/e during the year. Ranges of prices during the year may he
supplied in addition to average prices. (FAS39,117)

Monetary and Nonmoretary Items

151 Exhibit 151A provides guidance on the interPret.a.tior] of p'érﬁfjraphs J>5 .
and .126 for the classification of certain asset and liability items as raonkacy o r*
nonmonetary. It is not intended to provide answers that should be'ThUowed.'
regardless of the circumstances of the case. Rather, the intent is todUiisuaiii U iel”
application of the definitions to common cases under typical circumstances*..in
other circumstances the classification should be resolved by reference to the Viefi-u-—
nitions [|I1n the glossary]. [FAS33, 1208&_ [The supJ)Iemental information'-in ¥
paragraphs .504 through .520 provides additional guidance on classification:]

Exhibit 151A
Examples of Monetary and (Nonmonetary ltems -~ v

sy ot

Monetary ,:Nonmonetary

Assets

Cash on hand and demand bank deposits
(U.S. dollars) X
Time deposits (U.S. dollars) X
Foreign currency on hand and claims to
foreign currency* X A
Securities: Vs T
Cor;]wmon.stocks r(]n%t) accounted for on p .
the equity metho Ay AR
Common stocks represent residual . B
interests in the underlying net
assets and earnings of the issuer. ZShfirst W
Preferred stock (convertible or participating)
Circumstances may
indicate that such stock i B
IS either monetary or nonir'metary. e
Refer to convertible bonds. (Refer'Fo dls&Jssmn.)

Preferred stock (nonconvertible, . V;
nonparticipating) .
Future cash receipts are likely to be Vit ¥ .
substantially unaffected by changes in Alce <om e
specific prices. X =7



C27.181 , General Standards

Exhibit: 151A (continued) Monetary Nonmonetary

Convertible bonds
If the market values the
security primarily asa s
bon'd, It Is monetary;
if it values the security
primarily as a stock,

itisujonmonctary... e ¢ L (Refer to discussion.)
Bonds.gother than convertibles) ] X
Accounts: an.«kiotesi receivables ance> 0t tnc )
Allowance for doubtful accounts and notes

receivable X
Variable rate mortgaqe loans X

The terms of such loans do not link

them directly to the rate of inflation.

Also, there are practical reasons for

classifying all loans as monetary.

Inventories used on contracts

They are, in substance, rights
to receive sums of moneK if the
future cash receipts on the contracts
Wwill not vary due to future changes
in specific prices. (Goods used on
contracts to be priced at market

upon delivery are nonmonetary.) (Refer to discussion.)
Inventories (other than inventories used
on contracts) X
Loans to employees X

Prepaid insurance, advertising, rent, and
other prepayments
Claims to future services arc nonmonetary.
Prepayments that are deposits,
advance payments, or receivables
are monetary because the prepayment
docs not obtain a given quantity
of future services, but rather is

a fixed money offset. (Refer to discussion.)
Long-term receivables X
Refundable deposits X
Advances to unconsolidated subsidiaries X
Equity investment in unconsolidated sub-
sidiaries or other investees* X

Pension, sinking, and other funds under
an enterprise’s control
6854



Changing Prices: Reporting Their C27151
Effects in Financial Reports

Exhibit 151A (continued)
Monetary Nonmonetary
The specific assets in the fund should
be classified as monetary or non-
monetary. <T»gfer to listings under

securities above.) (Refer to discussion.)
Property, plant, and equipment X
Accumulated depreciation of property,
plant, and equipment X
Cash surrender value of,life insurance X
Purchase commitments—portion paid on
fixed price contracts X

An advance on a fixed price contract is
the portion of the purchaser's claim
to nonmonetary goods or services
that is recognized in the accounts; it
is not a right to receive money. .
Advances to supplier—not on a fixed price
contract X
A right to receive credit for a sum of
money; [it is] not a claim to a specified
quantity 0. gi ods or services.
Deferred income tax chargest
FThese are] offsets to prospective monetary

labilities.
Patents, trademarks, licenses and formulas X
Goodwill o X
Deferred life insurance policy acquisition

costsl X

The portion of future cash receipts for
premiums that is recognized in the
accounts. Alternatively, viewed as an
offset to the policy reserve.
Deferred property and casualty insurance
policy acquisition costs related to X
unearned premiums
Other intangible assets and deferred charges X

Liabilities

Accounts and notes payable X
Accrued expenses payable (wages, etc.) X
Accrued vacatlon_Pay_ _

Nonmonetary it it is paid at the

6855
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Exhibit 151A (continupd)

Wage rates as of the vacation dates
and if those rates may vary.
Cash dividends paYabIe
Obligations payable in foreign currency
Sales commitments— portion collected on
fixed price contracts
An advance received on a fixed price
contract is the portion of the seller's
obligation to deliver goods or services
that is recognized in the accounts;
it is not an obligation to pay money.
Advance from customers—not on a fixed
price contract
Equivalent of a loan from the customer;
not an obligation to furnish a speci-
fied quantity of goods or services.
Accrued losses on firm purchase commit-
ments
In essence, these arc accounts payable.
Deferred revenue
Nonmonetary if an obligation to furnish
goods or services is involved. Certain
deferred income items of savings and
loan associations are monetary.

Refundable deposits
Bonds payable and other long-term debt
Unamortized premium or discount and
ptr)?pald interest on bonds or notes pay-
able
Inseparable from the debt to which it
relates—a monetary item.
Convertible bonds anable
Until converted these arc obligations
to pay sums of money.
Accrued pension obligations
Fixed amounts payable to a fund
are monetary; all other amounts
are nonmonetary.

Obligations under warranties
These are nonmonetary because they
oblige the enterprise to furnish goods
or services or their future price.

Monetary Nonmonetary

(Refer to discussion.)
X
X

(Refer to discussion.)

(Refer to discussion.)
X



C21.151

Exhibit 151A (continued)

wage rates as of the vacation dates
and if those rates may vary.
Cash dividends paYable
e in foreign ci rrency
£ escommitments— portion collected on

Obligations payab

xed price contracts

n advance received on a fixed price
contract is the portion
obligation to deliver goods or services
that is recognized in the accounts;
it is not an obligation to pay money,

Advance from customers—not on a fixed

Erice contract

quivalent of aloan from the customer;

not an obligation to furnir «a speci-

fied quantity of goods or se vices.
Accrued losses on firm purchase commit-

ments

In essence, these are accounts payable.

Deferred revenue

Nonmonetary if an obligation to furnish
goods or services is involved. Certain
eferred income items of savings and
loan associations are monetary.

Refundable deposits

Bonds payable and other long-term debt
Unamortized premium or discount and
prepaid interest on bonds or notes pay-

able

Inseparable from the debt to which it

relates—a monetary item.
Convertible bonds ﬁayable

Until converted these are obligations

to pay sums of money.
Accrued pension obligations

Fixed amounts payable to a fund

are monetary; all other amounts

are nonmonetary.

Obligations under warranties
These arc nonmonetary because they
oblige the enterprise to furnish goods
or services or their future price.

General Standards

Monetary Nonmonetary

&Refer to discussion.)
X

(Refer to discussion.)

(Refer to discussion.)
X



Changing Prices: Reporting Their C27.153
Effects in Financial Reports

Exhibit 151A (continued) Monetary Nonmonetary
Deferred income tax creditsf X
Cash requirements will not vary mate-
rially due to changes in specific prices. X
Deferred investment tax credits X

Not to be settled'by payment of cash;
associated with nonmonetary assets.
Life insurance policy reserves X
Portions of policies' face values that are
now deemed liabilities.
Property and casualty insurance loss
reserves X
Unearned property and casualty insurance
premiums X
These are nonmonetary because they
arc principally obligations to furnish
insurance coverage. The dollar
amount of payments to be made un-
der that coverage might vat, i.aterially
due to changes In specific prices.
Deposit liabilities of financial institutions X

*|f an investment is accounted lor on the equity method, and if the investor is preparing
comgrehen_sive eonstant dollar financial statements, the financial statements of the inves-
tee thee'ctically should be restated in constant dollars and the equity method should then
be applied. However, if restated financial statements cannot be obtained from the investee,
the investor may be able to prepare such statements using nominal dollar information that
Is available, such as nominal dollar financial statements for a scries of years. As a simpler
alternative, an investor that prepares comprehensive constant dollar statements merely
could restate the entries in the investment account as recorded in accordance with the
equity method.

tAlthough classif'cation of this item as nonmonetary may be technically preferable, the
monetary classification provides a more practical solution for the purposes of constant
dollar accounting. [FAS33, 1208]

lllustrative Calculations to Compute Historical Cost/Constant
Dollar Information and Ct >t Cost Information

152 Paragraphs .153 through .183 give an example of the_methodolo%y that
might be used in calculating the disclosures illustrated in Exhibits 149A through
149C. [FAS33, «209|

153 Computation of historical cost/constant dollar information and of current
cost information could be based on a detailed analysis of all transactions and an
updating of all revenues, expenses, gains, and losses to reflect charges in purchas-
ing power. However, the costs of preparing the information can be reduced with
little loss of usefulness by simplifying the methods of calculation. Therefore, reve-
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nues, expenses, gains, and losses except cost of sales and depreciation expense
need not be adjusted from the amounts shown in the primary income statement,
and approximate methods of computation are acceptable for adjusting cost of
sales and depreciation expense &nd the related asset < easurements). The
measurement Of current cost is not illustrated in this section. However, enterprises
may find it convenient to follow the methods of measurement illustrated for his-
torical cost/constant dollar measurements, using specific price indexes in place of
general price indexes. [FAS33, A210]

.154 The objective in making these calculations i- to obtain areasonable degr:~ .of

accuracy—complete Precmon is not required. Preparers arc encouraged to devise

short-cut methods of calculation appropriate, to their individual circumstances.

amumtjcW jiiffpil linrtiuiij uiu tiwwitwMArtw figWHumiuli HNlipwd™, Hulin

f-rr r/rf-m diii"Tnanirmrenii freifrey/"f2im iin" Tniititimij Pi m |iiifi.n nlim
[FAS33, 5211]

155 If inventories and cost of sales arc accounted for under the LIFO method in
the primary financial statements, the only adjustment normally required in com-
puting income from continuing operations would be to eliminate the effect of
changing prices on any prior period LIFO layer liquidation. [FAS33, 5212]

156 The following”sample calculations illustrate the minimum required calcula-
tions (in para%rap s .165 through .179). A method of checking the arithmetical
%%ig]racy of the calculations L included in paragraphs .180 and .182. (FAS33,

157 Throughout this illustration ti liuildnut'tPH»ro and tis mminitent;
millmm- im>frwnillewii. *»{[»m» [FAS33, 5214]

158 The results of these calculations, summarized in paragraph .182, arc
gezfiescited in the illustrative disclosures in Exhibits 149A through 149C. [FAS33,

159 Seven basic steps to restate nominal dollar information (on either a historical
cost basis or a current cost basis) into constant dollars arc illustrated in para-
graphs .164 through 182 E(based on information in Exhibits 159A and 159B and
paragraphs .160 through .163)].

a.  Analyze inventory (at the beginning and end of the year) and cost of goods
sold to determine when the costs were incurred.

b. Restate inventory and cost of goods sold into constant dollars and current
cost.

6858
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Chan?ing Prices: Reporting Their C21.159
Effects in Financial Reports

Ana'yze property, plant, and equipment and related depreciation, depletion,
and amortization expense to r itermine when the related assets were acquired.
Restate property, plant, and equipment and depreciation, depletion, and
amortization expense into constant dollars and current cost. .
Identify amount of net monetary items at the beginning and end of the period
and changes during the period (refer to Exhibit 151A). .

Compute the pu: :hasing power gain and loss on net monetar* items. .
Compute change in current cost of inventory and property, plant, and eqmg-

ment] and the related effect of the increase in the general price level. [FAS3
1216



Exhibit 159A

Current assets:

as
ccounts receivable

Inventories, at FIFO cost

Total current assets

Property, plant, and
equipment, at cost

Less accumulated
depreciation

(FAS33, 1217)

Historical Cost/Nominal Dollar Financial Statements and
Other Background Information

Balance Sheets as at December 31, 19X9 and 19X8

19X9

$1-14,000

19X8

$127,000

(000s)

Current liabilities:
Bank indebtedness
Accounts payable and
accrued expenses
Incometaxesg)aya le
Current porti
long- term debt

Total current liabilities
Deferred income taxes
Lonq -term. debt

Total |1abilities
Shareholders’ equity

19X9

$ 35,000
12,000
0

19X8

$ 22,000

10,
6,

000
000
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d. At December 31, 19X9, the selling price per unit was S85. [FAS33, 218]
161 Property, Plant, and Equipment

a. Detalls of fixed assets at December 31, 19X9 are as follows:

Historical
_ Percent Cost Accumulated
Date Acquired Depreciated (000s) Depreciation (000s)

19X2 80 S 50,000 $40,000
* 19X3 10 5,000 3,500
19X4 60 5,000 3,000
195 50 5,000 2,500
19X6 40 5,000 2,000
19X7 30 5,000 1,500
198 2 10,000 2,000
19X9 10 15,000 1,500
§100,000 $56.000

b.  Depreciation is calculated at 10 percent per annum, straight-line. A full year's
depreciation is charged in the year of acquisition.

C.  There were no disposals. _
d.  Management has measured the current cost of property, plant, and equipment
at December 31, 19X9 and 19X8 as follows:
(000s)
December 31, X9 December 31, 19X8
Date Accumulated Current Accumulated
Acquired Current Cost Depreciation Cost Depreciation
19X2 S120,000 S 96,000 Sl1 10,000 S77,000
19X3 10,000 \000 6,000 3,600
19X4 15,000 1,000 7,000 3.500
19X5 18,000 S.000 12,000 4,800
19X6 12,000 4,800 10,000 3,000
19X7 17,000 5,100 15,000 3,000
19X8 12,000 2,400 10,000 1,000
19X9 16,000 1,600 - -
220,1,00 S134.900 170,000 S$95.900
Accumulated
depreciation 134,900 95,900
Net current
cost S 85,100 S74.100

6862
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Exhibit 159B

Statement of Earnings and Shareholders’ Equity
for the Years Ended December 31, 19X9 and-19X8

(000s)
19X9 19X8
Sales $253,000 $220,000
Costof goods sold,
exclusive of depreciation 197,000 170,600
Selling, general, and
administrative expenses 20,835 25,500
Depreciation 10,000 8,500
Interest 7,165 3,400
235,000 208,000
Eamings before taxes 18,000 12,000
Income taxes 9,000 6,000
Net income _ 9,000 6,000
Shareholders’ equity at
beginning of year 40,000 37,000
49,000 43,000
Dividends _ 3,000 3,000
Shareholders’ equity atend of year $ 46.000 $ 40,000
Net income per share $ 6.00 $ 4.00

[FAS33, M217]

160 Inventory and Production

a.
b.

Inventory isaccounted for on a FIFO basis and turns over four times per year.
There is no significant amount of work in progress or raw material.

At December 31, 19X9 and 19X8, inventory consisted of 900,000 units and
1,000,000 units respectively— representing production of the immediately

grecedlng quarter. Management has measured the current cost of inventory at
73 per unit at December 31, 19X9 ($65,700,000) and S58 per unit at Decem-
ber 31, 19X8 ($58,000,000).

Costs were incurred and goods produced as follows:
19X8 19X9
4th Isl 2nd 3rd -4th Total
Historical Costs (000s) $56,000 $39,560 $59,400 S42.040 $63,000 $204,000
Units produced (000s) 1,000 618 900 618 900 3,036
Units sold (000s) 1,000 618 900 618 3,136
6861
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r e. The net recoverable amount has been determined by management to be in
excess of net current cost. [FAS33, 1219]

.1162 Dividends: Dividends were p j n the rate of $750.000 per quarter. [FAS33,

220)
163 Consumer Price Index (All Urba," Consumers) [for 19X2 through 19X9 is as
follows:]
Average 19X2 1331 Average 4th Qtr. 19X8* 210.0
,r 19X3 1477 Average 4th Qtr. 19X9* 237.8
l.t 19X4 1612 December 19X8 2129
( t 19X5 1705 December 19X9 2435
H 19X6 1815
it 19X7 1954
iy 19X8 205.0
t 19X9  220.9t

Calculated by averaging the estimated monthly indexes for each quarter.
fCalculated by averaging the estimated monthly indexes for 19X9. The index
for the last month of the year may not be available at the time of preparing the
supplemental disclosures and may be estimated by extrapolating the rate of
change for the previous month. [FAS33, 1221]

Objective

164 The objective is to express the sugpleme_ntary information in average 19X9
dollars. As indicated in paragraph .153, nominal dollar measurements are to be
used for all elements other than inventory, property, plant, and equipment, cost of

C sales, depreciation, and increases in current cost amounts of inventory and prop-
erty, plant, and equipment. [FAS33, 1222

Inventory and Cost of Goods Sold

165 Step I: Analyze inventory and cost o fgoods sold. Inventory is assumed to
turn over four times per year (refer to paragraph .1643. Therefore, inventory with
a historical cost of 563,000 at December 31, 19X9 is assumed to have been
ac%uired during the fourth quarter of 19X9 and inventory with a historical cost of
556,000 at December 31, 19X8 is assumed to have been acquired in the fourth
qua-ter of 19X8. [FAS33, 1223]

6863
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166 Step 2: Rt: ate historical cost of inventory and cost of goods sold into
average 19X9 dollcrs and at current cost. Inventory [is restated as follows:]

563,000* x 220.9 (avera?e 19X9;

2378 (4th g

*From paragraph .160
fFrom paragraph .160

:

b). [FAS33, 5224]

r. 19X9

(0005)
Historical Cott/  Current
Constant Dolhirs ~ Cost

CS 58,523 565,700t

167 Cost of goods sold, historical cost/constant dollar, [is computed as follows:]

balance, January 1,
19X9

Production during
19X9 (refer
to paragraph .160(c))
Balance, December 31,
19X9

Cost of goods sold

Nominal
Dollars

S 56,000

204.000

(63,000)

5197.000

(OOCx)
Average
Conversion 19X9
Factor Dollars

y 220.9 (avg. 19X9) CS 58,907
210.0 (4th gtr. 19X8)

204,000

X 220.9 (avg. 19X9) (58.523)
237.8 (4th gtr. 19X9)

CS204.384

*Assumed to be in average 19X9 dollars. [FAS33, 5225]

168 Cost of goods sold, current cost is [as follows]:

Current cost at the be
Current cost at the en

:

inning of the year

of the year

Average current cost (5131 x zi)
Units sold during the year (000s)
Average current cost of goods sold (00Qs)

[FAS33, 5226]

6864
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3.136
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169 In applying this section, the historical cost/constant dollar and current cost
amounts should be compared to the recoverable amount. This is illustrated below:

Market price/unit at yeai-end (from

paragraph .160(d)) $85
Restated to average 19X9 dollars:
$85 x 220.9 (average 19X9) csmmu
2435 "(Dec. 19X9)
Histoiicai cost/constant dollar: (000s)
Market value of inventory on hand at year-end
(77.11 x900,000) ' CS 69,399
Restated historical cost (refer to paragraph .167) 58,523
Excess—no write-down required CS 10,876
Current cost;
Market value per unit at year-end $85
Current costper unit of inventory on hand at
year-end (refer to paragraph .160(b)) 13
Excess—no write-down required 312

[FAS33, 1227)

Property, Plant, and Equipment and Depreciation,
Depletion, and Amortization Expense

170 Step 3. Analyzeproperty, plant, and equipment and depreciation, depletion,
and amortization, /vn analysis of property, plant, and equipment is given in para-
graph .162. It normally will not be necessary to restate the cost and accumulated
epreciation for each asset individually in order to obtain an acceptable level of
accuracy. Satisfactory results can normally be obtained by using annual totals of
acquisitions and dispositions and the average index for the year of acquisition and
disposal. Moreover, assets acquired many years before the balance sheet date
might be combined into convenient groups if there is some doubt about the spe-
cific years of acquisition or if changes in the index for several years can be
considered on an average hasis. For example, the cost of all assets acquired
between 1945 and 1950 could be measured by reference to an index representing
an average of those years. [FAS33, 1228)

171 Step 4: Restate property, plant, and equipment and depreciation, depletion,
and amortization expense into constant dollars and current cost. Hlstorlgaf)costqr
property,Xlant, and equipment in average 19X9 dollars [is presented in Exhibit
171A.) [FAS33, *2291
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Exhibit 171A

Date of
Acquisition
19X2
19X3
19X4
19X5
19X6
19X7
19X8

19X9

Historical Cost of Property, Plant, and Equipment in Average 19X9 Dollars

1)
Historical Cost/
Nominal Dollars

(OUIfsl
$ 50,000

5,000

5,000

5,000

5,000

5,000

10,000

15,000

$100,000

<

@)

Conversion
Factor

220.9 (Avg. 1K)

1331 (* 19X2
220.9 (* 19X9)
147.7 (*19X3)
220.9 (* 19X9)
isnrrry x”

220.9 (* 19X9)
170.5 (7 19X5)
220.9 (* 19X9)
1815 (' 19X6)
220.9 (7 19X9)
195.4 (* 19X7)
220.9 ("19X9)
205.0 (" 19X8)
220.9 (" 19X9)
220.9 (" 1JX9)

3)

(1) x(2)
Historical Cost/
Constant Doilurs

(0005

C$ 82,983
7,478
6,852
6,478
6,085
5,652
10,776
15,000

C$141,304

| listorical cost/constant dollar depreciation expense for 19X9 is calc latcd as follows:

C$141,304 (column (3) x 10% straigl't-linc «* Sj4,130 |FAS33,12291

I

I

(4)
Percent
Depreciated
80
70
60
50
40
30
20

10

()

(3) x4
Accumulated
Depreciation

(O0Cs)
C$66,386
5,235
4,111
3,239
2,434
1,696
2,155
1,500

C$86,756

(©)

@ -0
Net

C$54,548

UTLed

SpUepUElS [essusn



Changing Prices: Reporting Their C21.173
Effects in Financial Reports

Property, Plant, and Equipment at Current Cost

172 1t will usually be appropriate to calculate current cost depreciation, deple-
tion, and amortization expense by reference to average current cost of the related
asfsets (currze)nt cost of assets at beginning of year and current cost of assets at end
of year < 2),

Current
Cost (000s)
Current cost, December 31, 19X8 $170.000
(refer to paragraph .161(d))
Current cost, December 31, 19X9 220,000
(refer to paragraph .161(d))
[Total] $390,000
+ 2
Average current cost $195,000
Current cost depreciation:
10% straight-line $ 19,500

In this example, management has determined that the recoverable amount is
greater than net current cost of groperty, plant, and equipment and there is no
write-down required. [FAS33, ~230]

Purchasing Power Gain on Net Monetary Items

173 Step 5: Identify monetary items at the beginning and end of the period and
change during the period. Monetary items [are identified as follows:]

(O00s)
Halancc*
Dec. 19X9 Dec. 19X8
Cash S 1,000 S 2,000
Accounts receivable 36.000 30,000
Bank indebtedness (35,000) (22,000)
Accounts payable and
accrued expenses (12,000) (10,000)
Income taxes payable (6,000) (6,000)
Current portion of
long-term debt (5,000) (5,000)
Deferred income taxes (6,000) (5,000)
Long-term debt (34,000) (39,000)
Net monetary liabilities S(61.000) SC55.000)

‘Refer to Exhibit 159A. [FAS33, *231]
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C21.174 General Standards

174 Step 6: Compute the purchasing F]ower.gai.n o1 loss on net monetary items.y r
The amount of net monetary items at the beginning of the year, changes in the net
monetary items, and the amount at the end of the yearare

K/ ro-i \jerr end Holtorc © Thepurchasmqbpowergam or loss on net monetary items is then the

balancing item as illustrated below:
(0005
Average
Nominal Conversion 19X9
Dollars Factor Dollars
Balance, January 1,
19X9 555,000 x 220.9 (avg. 19X9) CS57.067 C
212.9 (Dec. 19X8)
Increase in net monetary
liabilities during the year 6,000 - 6,000
63,067
Balance, December 31,
19X9 S$61,000 x 220.9 (avg. 19X9) 55,338
- m 2435 (Dec. 19X9)
Purchasing power gain on net monetary items CS 7,729

*Assumed to be in average 19X9 dollars. [FAS33, 1232]

Increase in Current Cost of Inventories and Property, Plant,

and Equipment

175 Step 7: Compute change in current cost of inventory and property, plant,

and equipment and effect o f the increase in the generalprice level. Increase incur- /
rent cost of inventories [is computed as follows:] I
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Chan?ing Prices: Reporting Their C21.117

Effects in Financial Reports
(OO0s)
Current Cost/ Current Cost/
Nominal Conversion Average 19X9
Dollars Factor Dollars
Balance, January 1, 19X9
(refer to paragraph .160(b))  $58,000 220.9 (avg. 19/19) C$ 60,179
212.9 (Dec. 19X8)
Production 204,000 204,000
(refer to paragraph .160(c))
Cost of goods sold (205,403) (205,408)
(refer to paragraph .168)
Balance, December
31, 19X9 (65,700)  * 2209 (avg. 19X9) (59,602)
(refer to paragraph .160(b)) 243.5 (Dec. 19X9)
Incrcase/(dccrcasc) current
cost of inventories $9,108 CS 831

“‘Assumed to be in average 19X9 dollars. [FAS33,1233)

176 The inflation component of the increase in current cost amount is the dif-
ference between the nominal dollar and constant dollar measures. Using the
numbers from paiu”iaph .175, [it is computed as follows:]

(00Cs)
Increase in current cost (nominal dollars) 59,108
Increase in current cost (constant dollars) CS 83l
Inflation component 8,271

[FAS33, 1234]

.f1|7|7 Inc]rease in current cost of property, plant, and equipment [is determ.ned as
ollows:
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(OQCs)
Current Cost/
Nominal Conversion
Dollars Factor
Balance, January 1,
19X9 (refer to 574,100 x 220.9 (avg. 19X9)
paragraph .161(d)) 212.9 (Dec. 19X8)
Additions (refer to 15000 *
paragraph .161(a))
Depreciation expense (19,500)

(refer to paragraph .172)
Balance, December 31, 19X9 (85,100) X 220.9 (avg. 19X9)
(paragraph .161(d)) 2435 (Dec. 19X9)
Increase in current cost of
property, plant, and
equipment $ 15,500

*Assumed to be in average 19X9 dollars. (FAS33,1233}

Current Cost/
Average J9X9
Dollars

CS 76,884

15,000
(19,500)

(77.202)

CS 4,818

178 The inflation component 0f the increase in cur/ent cost amount is the dif-
ference between the nominal dollar and constant dollar measures. Using the

numbers from paragraph .177, (it is computed as follows:)

Increase in current cost (nominal dollars)
Increase in current cost (constant dollars)
Inflation component

(FAS33, <236]

Summary of Increase in Current Cost Amounts

179 Summarizing paragraphs .176 ar.d .178 above:

(000s)

515,500
CS 4,818

10,682



Changing Prices: Reporting Their C27180
Effects in Financial Reports

(000s)
Increase in Inflation Increase Net
Current Cost Component of 'nflation
Inventory S 9,108 8,217 CS 831
Property, plant,
and equipment 15,500 10,682 4818
Totals 524,608 18,959 CS5.649

[FAS33, 1237]
Check of Calculations

180 A reconciliation of shareholders' equity, with changes in the amounts of net
assets on a historical cost/constant dollar basis and current cost/constant dollar
basis, although not required t])yv IS section, acts as a check on the arithmetical
accuracy of the calculations. [The reconciliation is presented in Exhibit 180A.)
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Exhibit 180A

General Standards

Changes in Shareholders’ Equity during 19X9 in Average 19X9 Dollars

Equity at January 1, 19X9
Inventory
Property, plant, and
equipment— net
Net monetary items

Loss from continuing
operations

Dividends

Gain from decline in
purchasing power
of net monetary
liabilities

Excess of increase in
specific prices over
increase in the
general price level

Equity at December 31,
19X9
Inventory
Property, plant, and
equipment —net
Net monetary items

[FAS33, *238]

Source
Paragraph

(.167)

(181)
(174)

(149A)
(.162)

(174)

(.166)

(I71A)
(174)

6872

(00w
Historical Cost/
Avera?e 19X9  Source
Dollars Paragraph
CS 58,907 (.175)
53,678 (.177)
(57.067) (174)
55,518
(2,514) (149A)
(3,000) (.162)
7,729 (.174)
(179)
CS 57,733
CS 58,523 (175)
54,548 (.177)
(55,338) (.74
CS 57.733

Cur..4 Cost/

Ar. age 19X9

Do?lars

CS 60,179
76,884

(57,067)
79,996

(8,908)
(3,000)

7,729

5.649
CS 81.466

CS 59,602

77,202
(55,338)
cnr.485

C
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Effects in Financial Reports

C21.181

C 181 Historical cost/constant dollar property, plant, and equipment at December

31, 19X8 in average 19X9 dollars [are as follows:]

of Acquisition

19X2
19X3
19X4
19X5
19X6
19X7

19X8
Totals

Accumulated depre-
ciation

Net property, plant,
and equipment at
December 31, 19X8
carried to para-
graph .180

Historical Cost/
Constant Dollars*

CS 82,983
7,478
6,852
6,478
6,085
5,652

10,776

CS 126,304

72,626

CS 53678

*Pcfer to Exhibit 171A. [FAS33, 5239)

6873

Percent
Depreciated

70
60
50
40
30
20
10

Accumulated
Depreciation

CS58.088
4,487
3,426
2,591
1,826
1,130
1,078

CS72.626
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182 Restated amounts [are as follows:]

Summary of Amounts Restated in Average 19X9 Dollars

(000s)
C rent
Source Historical Cost/ Source Cost/
Paragraph Constant Dollars ~ Paragraph  Information

Cost of goods sold (.167) CS204.384 (.163) CS205.408
Depreciation expense (171A) CS 14,130 (172) CS 19,500
Purchasing power

gain on net

monetary items (.174) CS 7,729 (174) CS 7,729
Increase in current

cost of inventories (.176) CS 831
Increase in current

cost amount of

property, plant,

and equipment (.178) CS 44818
Inventory '..166) CS 58523 (.175) CS 59,602
Property, plant, and

equipment— net (171A) CS 54,548 (177) CS 77,202

[FAS33, 5240]



Changing Prices: Reporting Their C27.183
Effects in Financial Reports

Measurements fora Regulated Enterprise

.183 [Paragraphs .183 and .184 discuss the measurement of expenses by regulated
enterprises. It is assumed that] an enterprise has property, plant, and equipment
measured at $10.000 at historical cost in nominal dollars at the beginning of the
year (and no other assets and no IiabilitiesR. It is permitted to set its prices at a level
that will result in income, on a historical cost/nominal dollar basis, equal to 15
percent of net assets, that is, 51,500, Assets were purchased at various %ast dates
and have vatying lives. Depreciation for the year and asset values at the beginning
and end of the "ear are as follows:

Assets at Assets at
o Be(};mnlng Elnd
Depreciation  of Year of Year

Historical cost in nominal

dollars 52,000 510.000 58,000
Historical cost in constant

dollars 2,800 13,000 111,500
Current cost 4,000 18.000 16,700
Recoverable ainoun:. 3,500 10..000 8,000

[FAS33, 1175]



C27.184 General Standards

184 It is assumed that recoverable amounts of assets are equal to historical costs
in nominal dollars although that equality does not always hold because, for exam-
ple, the allowed rate of return may be higher or lower than the appropriate
discount rate. It is also assumed for simplicity that all sales are made and expenses
incurred at the end of the year. The rate of inflation is 10 percent per year. Compu-
tations of income from continuing operations based on the alternative measures
of expenses and of related changes in current cost amounts of assets would run as
follows, in end-of-year dollars:

Historical  Historical

Cost in Costin
Nominal ~ Constant ~ Current
Dollar; Dollars Cost
Sale; revenues less expenses $3.500 $3,500 $3,500
Dec.eciation expense (2,,'X))  (2,800) (4,000)
Reduction of historical cost to
lower recoverable amount 200y
Income from continuing operations $1,500 S 500 S (500)
Increase In current cost amounts,
net of inflation $1,000

The increase in shareholders’ equity, measured in constant dollars, is $500 (assets
at the end of the year SI 1,50( = cash $3,500 plus plant $8,000—less assets at the
beginning of the year $10,000 x 110/100). The current cost computations divide
this amount between income from continuing operations and the increase in cur-
rent cost amounts of assets. [FAS33, ALT75]

The Consumer Price Index

185 The table in Exhibit 185A is the official Department of Labor Consumer
Price Index—CPI(U), U.S. City Average, All Items (1967 = 1003. This table
includes monthly indexes and the average index for the year from 1913. Monthly
updates to the table are published in the United States Department of Labor,
Bureau of Labor Statistics, News. (EAS33, '241]
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Chan?ing Prices: Reporting Their C27.408
Effectsin Financial Reports

Glossary

_ ~ M meth®d of reporting financial statement ele-
ments in dollars, each of which has the same (that 15, constant) general purchasmq
power. This method of accounting is often described as accounting In units o

eneral purchasing power or as accounting in units of current purchasing power.
?FAS33, 122]

402 Q jreryMyjryjnt”™ . A method of measuring and reporting assets and
expenses associated with the use or sale of assets at their current cost or lower
recoverable amount at the balance sheet date or at the date of use or sale. [FAS33,

122,

403 A method of accounting based on
measures of current cost or lower recoverable amount in terms of dollars, each of
which has the same general purchasing power. [FAS33, 122]

404 Ojrren™ost/nomii® A method of accounting based on
measures of current cost or lower recoverable amount without restatement into
units, each of which has the same general purchasing power. [FAS33,122]

405 JHhstoricalcost/cons™” method of accounting based
on measuHircThistonc!” of which has the same general
purchasing power. (FAS33, 122]

406 The generally accepted method
ofaccounUng”Tscenrnh”™nmarrnrmnclaTstmements, based on measures of his-
torical prices in dollars without restatement into units, each of which has the same
general purchasing power. [FAS33,122]

407 . o Income after applicable income taxes
but excluding th”csultsof discontinued operations, extraordinary items, and the
cumulative effect of accounting changes. FFAS33,122]

408 Income-producing real estate. Properties that meet all of the following
criteria:

a. Cash flows can be directly associated with a long-term leasing agreement with
unaffiliated parties.

The property is being operated. (It is not in a construction Bhase.)

Future cash flows from the property arc reasonably estimanle.

Ancillary services are not a significant part of the lease agreement.

[FAS4L, 16]

o o
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C27.408 General Standards

Hotels, which have occupancy rates and related cash flows that may fluctuate to a
relatively large extent, do not meet the criteria for income-producing real estate.
[FAS4L, 124[q

409 Mineral resource assets. Assets that are directly associated with and derive
value from all minerals that are extracted from the earth. Such minerals include
oil and gas, ores containing ferrous and nonferrous metals, coal, shale, geother-
mal steam, sulphur, salt, stone, phosphate, sand, and gravel. Mineral resource
assets include mineral interests in properties, completed and uncompleted wells,
and related e?ulpment and facilities and other facilities required for purposes of
extraction (refer to Section Qib, paragraph .103). This definition does not cover
support eqmgment because that equipment is included in property, plant, and
equipment. [FAS39, 15]

410 Monetarvasset. Money or a claim to receive a sum of money the amount of
which is fixed or determinable without reference to future prices of specific goods
or services. [FAS33, 147]

41 _An obligation to pay a sum of money the amount of
which is fixed or determinable without reference to future prices of specific goods
and services. [FAS33,147]

412 Motion picture films. All types of films and videotapes and disks, including
features, television specials, series, and cartoons that are:

a. Exhibited in theatersor N . .

b. Licensed for exhibition by individual television stations, groups of stations,
networks, cable television systems, or other means or

c. Licensed for commercial reproduction (for example, for the home viewing
market) [FAS46, 17]

A13 Net assets (shareholders" equity). If an enterprise presents the minimum
information required it sky.il measure net assets (that is, shareholders’ equity) for
the purposes of the fiv'.-ycar summary:

a. On historical cost/con-tnnt dollar basis at the amount reported in its primary
financial statements adjusted for the difference between the historical cost/
nominal dollar amounts of inventory and property, plant, and equipment

b. Onacurrent cost basis at the amount reported in its primary financial state-
ments, adjusted for the difference between the historical cost/nominal dollar
amounts and the current cost or lower recoverable amounts of inventory and
pr_ogerty, plant, and equipment and restated in constant dollars in accordance
with paragraph .146.



Chan?ing Prices: Reporting Their C21.420
Effects in Financial Reports

r If an enterprise elects to present comprehensive supplementary financial state-
‘. - * ' ments on a current cost/constant dollar basis, or on a historical cost/constant
dollar basis, it may report the amount of net assets in the five-year summary in

accordance with the comprehensive statements. [FAS33, 166]

414 Net realizable value. The amount of cash, or its equivalent, expected to be
derived from sale of an asset net of costs required to be incurred as a result of the
sale. It shall be considered as a measurement of an asset only when the asset con-
cerned is about to be sold. [FAS33, 163]

415 Probable mineral reserves in extractive industries other than oil and gas. The
estimated quantities of commercially recoverable reserves that arc less well-

( defined than proved reserves and that may be estimated or indicated to exist on
the hasis of geological, geophysical, and engineering data. [FAS39, 15]

416 Proved mineral reserves in extractive industries other than oil and gas.40l
The estimated quantities of commercially recoverable reserves that, on the basis
of geological, geophysical, and engineering data, can be demonstrated with a rea-
sonably high degree of certainty to be recoverable in the future from known
mineral deposits by either primary or improved recovery methods. [FAS39,15]

417 £nb|iiM!ntcrj%jH'j£. A business enterprise (a) whose debt or equity securities
are traded in a public market on a domestic stock exchange or in the domestic
over-the-counter market (including securities quoted only locally or regionally) or
((‘b) that is required to file financial statements with the Securities and Exchange
ommission. An enterprise is considered to be a ﬁubllc enterprise as soon as its
financial statements are issued in preparation for the sale of any class of securities
in a domestic market. [FAS33,122]

418 Recoverable amount. Current worth of the net amount of casn expected to
be recoverable from the use or sale of an asset. [FAS33, 162]

419 Unprocessed natural resources. Mineral resource assets, timberlands, and
growing timber. (FAS39,15]

420 Value in use. The net present value of future cash flows (including the ulti-
mate proceeds of disposal) expected to be derived from the use of an asset by the
enterprise. It shall be considered as a measurement of an asset only when immedi-
ate sale of the asset concerned is not intended. Value in use shall be estimated by
discounting expected future cash flows at an appropriate discount rate that allows
for the risk of the activities concerned. (FAS33,163]

1 401The various classes of oil and gas reserves are defined in Section Oi5. (FAS39,15, fnl |
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Effects in Financial Reports

Supplemental Guidance
Applicability to Certain Brokers and Dealers in Securities

501 Question—Should closely held broker —alers in securities that file finan-
cial statements with it. e Securities and Ex- ~ Commission (SEC) be considered
nonpublic enterprises for purposes of applying this section? [FTTi79-8, "]

502 Background— TLis section states that tin enterprise that is required to file
financial statements w th the SEC is a public enterprise. (FTB79-8, 14]

503 All security broker, and dealers rgistered with the SEC must file complete
sets of financial statements with the SEC for use by the SEC's Division of Muutet
Re%ulatlon for regulatory purposes, whether they are closely held or publicly held.
Alt.ou?h the statement of financial condition filed by a broker-dealer must be
available for public inspection, the income statement and statement of changes in
financial position may be treated as confidential if so requested by the broker-
dealer. A publicly held broker-dealer that is subject to Sections 12 and 13 of the
Securities Exchange Act of 1934 must, in addition, file a complete set of financial
statements and various forms with the SEC in the same manner as is reguired of
other publicly held enterprises subject to those sections of the 1934 Act. [FTBT79-8,

H

504 Response—-The fact that financial statements are required to be filed for
broker-dealer regulatory ?urposes with the SEC does nor make an otherwise non-
public enterprise public for purﬁ)oses of this section. Thus, the definition of a
Publlc_enterprlse excludes closely held broker-dealers that arc required to file
inancial statements with the SEC only for use oy its Division of Market Regula-
tion, principally because tin: broker-dealer can cause a significant portion of those
financial statements (that is, the income statement and statement of chan?es in
financial position) to be unavailable for public inspection by requesting confiden-
tial treatment. [FTB79-8, 1*9)



C27.505 General Standards

Classification as Monetary or Nonmonetary Items

.

505 For purposes of determining a purchasing power gain or loss on net mone-
tary items, the following items that are not listed in paragraph .154 should be

classified as follows:

Trading account investments in
fixed-income securities owned by banks,
investment hrokers, and others

The unguaranteed lesidual value
of property owned by a lessor and
leased under direct financing,
sales-type, and leveraged leases

Commodity inventories whose values
are hedged by futures contracts
whose contract amounts have not been
recorded in the financial statements

Portion of the carrying amount
of lessors’ assets leased under
noncancelable operating leases
that rc[ *cseni claims to fixed
sumsof money

Vested pension benefits in excess
of fund assets or other accrued
Ben_smn obligations, recorded ina

usiness combination accounted
for by the purchase method

Investment tax credits that are
deferred by a lessor as Part of
the unearned income of a
leveraged lease _

Minority interests in consolidated
subsidiaries _

Capital stock of the enterprise or
of its consolidated subsidiaries
subject to mandatory redemption
at fixed amounts

[FTB81-4, 54]
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Chan?ing Prices: Reporting Their C27.509
Effects in Financial Reports

506 Trading account investments in fixed-income securities owned by banks,
investment brokers, and others. Trading account securities are “securities of all
types carried ... in a dealer trading account (or accounts) that are held principally
for resale to customers.” 501 The predominant practice by banks is to carry these
securities at the lower of cost or market, although a substantial minority carry
them at market value. Trading account investments include both fixed-income
securities éfor examﬁle, nonconvertible preferred stock, convertible bonds, and
other bonds) and other securities (for examﬁle, common stock). Usually, trading
account securities are held for extremely short periods of time—sometimes for
only a few hours. Frequent_lr, the enterprise buys and sells the securities ex ectlng
to make a profit on the difference between dealer and retail, or bid and aske

prices, rather than on the price changes during the period securities are held. How-
ever, the prices of the securities change with market forces. [FTB81-4, 5]

507 Trading account investments in fixed-income securities are not “claims to
receive a sum of money . . . which is fixed or determinable" (refer to paragraph
125). The market prices of the securities might and frequentlf do change while
the securities are held. Paragraph .151 indicates that, generally, nonconvertible
and nonparticipating preferred stock, convertible bonds that the market values
primarily as bonds rather than as stocks, and nonconvertible bonds should be
classified as monetary items. However, those classifications were hased, in part,
on the assumption that those securities would be held for long periods, if not to
maturity. Tradin% account investments, on the other hand, arc held for shorter
periods and so their value depends much less h_eavilx on the general purchasing
Power of money and depends more on the specific values of the securities. There-
ore, trading account investments in fixed-income securities should be classified
as nonmonetary. [FTB81-4, 6]

508 The unguaranteed residual value ofproperty owned by a lessor and leased
under directfinancing, sales-type, and leveraged leases. The unguaranteed resid-
ual value isincluded with the minimum lease payments, at present value, in the net
investment in the lease. (FTB81-4, /1)

509 The minimum lease payments arc monetary items because they are claims to
fixed sums of money. The residual value is not a claim to a fixed sum of money, so
It is a nonmonetary item. Some assets and liabilities, of which  t net investment
in the lease is a prod example, are combinations of claims to vor obligations of)
fixed amounts and claims to (or obligations of) variable amounts. Ideally, those
claims should be separated for purposes of classifying them as monetary and non-
monetary. However if the information necessary to make the separation is not
available or is impracticable to obtain, such items need not be divided into mone-
tary and nonmonetary components and would be classified according to their

5010 fficcof the Federal Register. COde 0fFedera| RegUlationS, vol. 12 (Washington, D.C.: U.S. Gov-
ernment Printing Office. 1980). p. 217. |[FTn81-4, *5, fnl|



C27.509 General Standards

dominant element. If the net investment in leases is principal_lx claims to fixed
amounts, it would be classified as monetary; it would be classified as nonmone-
tary if it is principally claims to residuals. [FTB81-4, 18]

510 Commodity inventories whose values are hedged byfutures contracts whose
contract amounts have not been recorded in the financial statements. Many
enterprises hedge commodity inventories (such as grain or metals). Selling hedges
are designed to provide a degree of assurance that a decline in the price of the com-
modity would be offset b% an increase in the value of the hedge contract. Sellin

hedges thus help protect the value of the inventory that is hedged. [FTB81-4, 19fJ

511 There are certain similarities between inventories that are hedged and inven-
tories that are used on or committed to a contract. In each case, the risk of gain or
loss due to price chan%es before the inventory is sold is largely or entirely elimi-
nated. Paragraph .120 states that “inventories may need to be reclassified as
monetary assets at the date of the use on or commitment to a contract....” To the
extent that hedges fix the value of an inventory in dollars, the inventory effec-
tlvelg becomes a monetary item. However, in some cases, hedging positions may
not be identifiable with specific mvento%y positions. In those cases, the inventory
should be classified as nonmonetary. (FTB81-4, 110]

512 Some inventory may be hedged and other inventory not hedged. As dis-
cussed in paragraph .509, in those cases the ideal solution would be to separately
classify the hedged and nonhedgeJ portions. However, if the information is not
available or is impracticable to obtain, the enterﬁrlse would classify the entire
inventory according to its dominant element as either monetary or nonmonetary.
[FTB81-4, MI]

513 Portion ofthe carrying amount o flessors' assets leased undernoncancelable
operating leases that represent claims tofixedsumsofmoney. These assets are car-
ried at deFreciated historicr.| cost under generally accepted accounting principles
and are classified with or near property, plant, and equipment. Paragraph .151
indicates that property, plant, and equipment are nonmonetary. [FTB81-4, 112]

514 The classification of a lease as an operating lease under Section L10,
“Leases," indicates that the lease has not transferred substantially all of the bene-
fits and risks incident to ownership to the lessee. Thus, the economic significance
of the asset continues to depend heawlﬁ on the value of the future lease rentals,
residual values, and associated costs. Therefore, an asset subject to an operating
lea. # should be classified as nonmonetary. [FTB81-4, 113]

515 Vested pension benefits in excess offund assets or other accrued pension
obligations, recorded in a business combination accounted for by the purchase
method. Paragraph .151 indicates that fixed amounts of accrued pension obliga-
tions that are payable to a fund are monetary; all other accrued pension



Chan?ing Prices: Reporting Their C27.520
Effects in Financial Reports

obligations are nonmonetary. Other liabilities mentioned in paragraph .151 are
monetary, except those to be satisfied by providing goods and services (for exam-
ple, obligations under warranties) and accrued vacation pay if it is to be paid at
wage rates as of the vacation dates and if those rates may vary from rates in effect
at the balance sheet date. (FTB81-4, 514]

516 Under Section B50, “Business Combinations,” vested pension benefits in
excess of fund assets sometimes are recorded as liabilities on the occurrence of
business combinations treated as purchases. The amounts may be similar to
accrued vacation pay that is to be paid at rates in effect as of the vacation dates—
the pension benefits to be paid also may de[ end on future salary and wage rates,
dates of retirement, and future changes h pension plan benefits. Therefore,
vested pension benefits in excess of fund assets should be classified as nonmone-
tary items. [FTB81-4, 115]

D17 Investment tax credits that are deferred by a lessor as part o f the unearned
income ofaleveraged lease. Under Section L10, the deferred investment tax credit
related to the leased asset is subtracted from rentals receivable and estimated
residual value as part of the calcula.’ion of the lessor's investment in the leveraged
lease. The investment, including the deferred investment tax credit related to the
leveraged lease, is presented as one amount in the balance sheet. As indicated in
paragraph .509, the investment in a leveraged lease would be classified as mone-
tary or nonmonetary according to its dominant clement. [FTB81-4, 516]

518 As indicated in paragraph .151, a deferred investment tax credit should be
classified as nonmonetary but, if it is part of an investment in a leveraged lease
and if the information necessary to separate its elements is not available or is
impracticable to obtain, the investment would be classified according to its domi-
nant element. [FTB81-4, 517]

519 Minority interests in consolidated subsidiaries. The interests of minority
shareholders in the earnings and equity of subsidiaries are, from the consolidated
entity’s point of view, claims that are not fixed. Rather, they are residuals that will
vary based on the subsidiary’s earnings, dividends, and other transactions affect-
ing its equity and so are nonmonetary. (Refer to paragraph 520 as to classification
of capital st™:k of the enterprise or of its consolidated subsidiaries subject to man-
datory rcueinption at fixed amounts.) [FTB81-4, 518]

520 Capital stock of the enterprise or of its consolia tied subsidiaries subject to
mandatory redemption atfixed amounts. Such securit s arc claims of the stock-
holders to a fixed number of dollars and therefore are n onetrry. Classification as
a monetary item called for in this section is only for pi--roses of determining a
purchasing ﬁ)ow_e_r ga[n or loss. This section does not address how such securities
should be classified in balance sheets or the accounting for dividends on those

securities. [FTB81-4, 519]
(The next page is 6985.)
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