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California Press, 1961). _
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1967). .

Staubus, George. "An Induced Theory of Accounting Measurement." The Accounting Reveew,
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Sterting, Robert R. "Costs (Historical versus Current) versus Exit Valuse," Abacas. 1981, pp.

93-129.

Asset Measurement and Vatuation

American Accounting Association Committee on Accounting Valuation Bases. "Report of the
Coommitee on Accounting Valuation Bases." The Accounting Review, Supplement 1972, pp.
535-73.

Barrct, M. Edgar. "Pproposed Bases for Asset Valuation." Financial Executve, January 1973, pp.
12-17.

Penman, Stephen H. "What Net Asset Value? An Extension of a Famitiar Debate.” The
Accouniing Review, April 1970, pp. 333-46. _
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Accounting Theory.” Foundations of Accounting Theory (Gainesville: University of Florida
Press, 1971}, pp. 90-104,
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1jiri, Yuji. Historical Cost Accounting and Its Rationality (Vancouver: Canadian Certified
General Accountants’ Reseach Foundation, 1981).
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23-27, 64,

Current Cossts

See Chapter 12 on inflation.

Value to the Enterprise

Brief, Richard P., and Joel Owen. "Pesent Vaiue Models and the Multi-Asset Problem.” The
Accounting Review, October 1973, pp. 690-95.

Bromwich, Michael. "The Use of Present Value Valuation Models in Published Accounting
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Beidleman, Carl R. "Valuation of Used Capital Assets." Accounting Research Study No. 7
(AAA, 1973). For a review, see Carl R. Beidleman, "Determinats of Second-Hand Asset
Values." Aceounting and Business Research, Spring 1974, pp. 102-15.

Bromwich, Michacl. "Asset Valuation with Imperfect Markets." Assounting and Business
Research, Autumn 1975, pp. 242-53.

chambers, Raymond j. "Evidence of a Market-Selling Price Accouning System." In Asset
Valuation and Income Determination. Edited by Robert R. Sterling (Lawrence, Kans.:
Scholars Book, 1971), pp. 74-96.

Edwards, Edgar 0. "The State of Current Value Accounting." The Accounting Review, April
1975, pp. 235-45.

King, Alfred M. "Fair Value Reporting.” Management Accounting, March 1975, pp. 25-30.

Parker, James E. "Testing Comparability and Objectivity of Exit Value Accounting.” The
Accounting Review, July 1975, pp. 512-24.

Net Realizable Values and Replacement Costs

Benjamin, James, "Accuracy of the Period-End Method for Cemputing the Current Cost of
Materials Used." Abacus, June 1973, pp. 73-80.

Cadenhead, Gary M. "Net Realizable Value Redefined.” Journal of Accounting Research, Spring
1970, pp. 138-40,

Petri, Enrico. "Holding Gains and Losses sas Cost Savings: A Comment on Supplemenary
Statement No. 2 on Inventory Valvation.” Accounting Review, July 1973, pp. 483-88.

Revsine, Lawrenoe. Replacement Cost Accounging (Englewood Cliffs, N.J.: Prentice Hall, 1973).

Revsine, Lawrence. "A Test of the Fessibility of Preparing Replacement Cost Accounting
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Hotmes, William. "Market Value of Inventories - Perils and Pitfalls." Journal of Commercial
Bank Lending April 1973, pp. 30.33,

Parker, R. H. "Lower of Cost and Market in Britatin and the United States: An Historical

Survey." Abacus, December 1965, pp. 156-72.

Comparative Valuation Studies

Bedford, Narton, and james C. Mckeown. "Comparaive Analysis of Net Realizable Value and
Rep;acement Costing." The Accounting Review, April 1972, pp. 33338,

Mckeown, James C. "Comparative Aplication of Market and Cost Based Accouning Models."

Journal of Accounting Research, Spring 1973, pp. 62-99.

—

- An emphasis on quantitative measurement is found in the postulates of Accounting Research
Study No. 1, as one of the basic standards of A Statement of Basc Aceounting Theory, and in
the Statements of Financial Accounting Concepis.

2. 8ee the Study Group on the Objectives of Financial Statements, Qbjectives of Financial

Statements (AICPA. October 1973), p. 36 for shch a sugestion,

3. See the discussion of continuity abave, pp. 64-66.

4. Bridgette Y. Rose, Daflas Times Herald, June 23, 1990, p. A-17.

5. ARB 43, Ch. 4, par. 6, In. 3.

6. Carr Thomas Devine, Inventory Valuation and Periodic Income (New York: Renald Press, -

1942). p. 59,
7. See Chapter 12 for more on accounting for current costs.
8. Except when the increase is considered to be a capital adjustment resulting form inflation.
See Chapter 9.
9.J. Rhoads Foster and Barnard S. Rodey, Public Utility Accounting {Englewoad Cliffs, N.J.
Prentice Hall, 1951), pp. 27-29.
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11.
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14.

15,
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19.
20.

21.
22,

SFAC 3, pars. 83 (b) and 84 (e).

See above, p. 710.

Chambers, Accounting Evaluation, p. 92.

FASB, Accounting Standards: Current Tex 178, 109,

See, for example, Bdgar O. Edwards and Philip W. Bell. The Theory and Measurement of
Business Income (Berkeley andLos Angeles: University of California Press, 1961);
Committee on Concepts and Standards - Inventory Measurement, AAA, "A Discussion of
Various Approaches to Inventory Measurement,” supplementary statement no. 2,
Accounfting Review, July 1966, pp. 700-14; and Lawrence Revsine, Replacement Cost
Accounting (Englewood Clilfs, N.J.: Prentice Hall, 1973).

See, for example. Statements of Financial Accounting Concepis Nos. 2 and 6.

SFAC 2, glossary.

ST'AC 1, par. 37.

SFAC 1, par. 41.

SFAC 1, par. 43.

Raobert T. Sprouse and maurice Moonitz, "A Tentative Set of broad Accounting Principles
for Business Enterprises," Accounging Research Study No.3 (AICPA, 1962), p. 27.

Ibid., p. 28.

See Lawrence Revsine, Replacement Cost Accounting, p. 84.

. See, for example, Yuji Ijiri, "A Defense for Historical Cost Accouning," in Asser Valuatiian

and Income Delermination. Edited by Robert R, Sterling (Lawrence, Kans.: Scholars Book,
1971). p. 13.

Melinda Beck, Nadine Joseph, and Mary Hager, "Not Enough for All people," Newsweek,
May 14, 1990, pp. 53-55.

. Penelope Wang, "Yang Know It When You See It," Forbes, July 25, 1988, p. 84.

Allan Dodds Frank, "Found Money,” Forbes, August 11, 1986, p. 82.
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Readers interested in pursuing the topics raised in this chapter might

begin by perusing the following texts. Each contains numerous references

to other work.

Edwards, Edgar O., and Phitip W. Bell. The Theory and Meusuremens of Busi-
ness Income (Berkeley: University of California Press, 1967). esp, Ch. 6.

Livingstone, J. Leslie, and Thomas I, Burns. Income Theory and Rate of Retirn
(Columbus: The QOhio State University, 1971).

Thomas, Arthur L. Studies in Accounting Research No. 9. **The Allocation Prob-
lem: Part Two’™" (AAA, 1974).
Concepts of Depreciation

Bennett, Anthony H. M. “'Depreciation and Business Decision Making.”" Ac-
counting and Business Research, Winter (972, pp. 1-28,

Burt, Oscar R. ""Unified Theory of Depreciation.” Journal of Accounting Re-
search, Spring 1970, pp. 28-57.

Grinyer, J. R. **A New Approach to Depreciation.” Abacus, March 1987, pp.
43-54.

Johnsen, Orace. ““Two General Concepts of Depreciation.” Journal of Account-
ing Research, Spring 1968, pp. 29-37.
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Lamden, Charles W.; Dale L. Gerboth; and Thomas W, McRae. Accounting for
Depreciable Assets (AICPA, 1975).

Lev, Baruch, and Henri Theil, “*A Maximum Entropy Approach to the Choice of
Asset Depreciation.” Journal of Accointing Research, Autumn 1978, pp.
286-93.

Lowe, Howard. “The Essentials of a General Theory of Depreciation.” The
Accounting Review, April 1963, pp. 293-301, '

Mcintyre, Edward V. “*Present Value Depreciation and the Disaggregation Prob-
lem."” The Accounting Review (January 1977), pp. 162-71.

NAA Management Accounting Practices Committee, **Fixed Asset Accounting:
The Allocation of Costs.”” Management Arcounting, January 1974, pp. 43-49,

Nurmberg, H. **Depreciation in the Cash Flow Statement of Manufaciuring Firms:
Amount Incurred or Amount Expensed.’’ Accounting Horizons, March 1989,
pp. 95-101,

Peasnell, K. V. "“The CCA Depreciation Problem—An Analysis and Proposal.”
Abgecus, December 1977, pp. 123-40,

Wright, F. K. “‘Toward a General Theory of Depreciation.”’ Journal of Aceount-
ing Research, Spring 1964, pp. §0-90.

Depreciation Methods, Economic Life, and Salvage Values

Coughlan, Joseph D., and William K. Strand. Depreciation: Accounting, Taxes,
and Business Decisions {New York: Ronald Press, 1969).

I3iri, Yuji, and Robert S. Kaplan. **Probabilistic Depreciation and lts Implications
for Group Depreciation.”” The Accounring Review, October 1969, pp. 743-56.

Muilen, Louis E. *‘Spotlight on Estimated Economic Life of Depreciable As-
sets.” CPA Jowrngl, August 1973, pp. 662-64.

Depreciation and Aflocation

Callen, Jeffrey L. “Financial Cost Allocations: A Game Theoretic Approach.”
The Accounting Review, April 1978, pp. 303-8. .

Eckel, Leonard G. **Arbitrary and Incormigible Allocations.” Aecounting Review,
October 1976, pp. 764-77.

Lewis, W_ Arthur. “*Depreciation and Obsolescence as Factors in Costing.™ In
Studies in Accounting. Edited by W. T. Baxter and 5. Davidson (Institute of
Chartered Accountants in England and Wales, 1877}, pp. 210-33.

Meyers, 8. L. ** A Proposal for Coping with the Allocation Problem,™ Journaf of
Accounrancy, April 1976, pp. 52-56.

Thomas, Arthur L. **Useful Arbitrary Allocations.” The Accounting Review, July
1971, pp. 472-79.

Thomas, Arthur L. **Arbitrary and Incorrigible Allocations: A Comment.” The
Accouniing Review, Januvary 1978, pp. 263-65.

Capital Maintenance

Edwards, Edgar. "'Depreciation and the Maintenance of Real Capital.” In Depre-
ciation and Replacement Policy. Edited by J. L. Meij (Eindhoven: North-
Holland, 1961}, pp. 46-136.
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Milburn, J. Afex. “'Discussion.” in Mainternance of Capitaf: Financial versis
Fhvsical. Edited by Robert R, Sterling and Kenneth W, Lemke (Scholars Book
Co.. 19821, pp. 95-103.

Nichols, Donald. *Operating Income and Distribulable Income under Replace-
ment Cost Accounting: The Long-L.ile Asset Replucement Problem " Finonciel!
Anebvars Jorwrnal, January—February 1982, pp. 6871,

Sterling, Robert R. **Limitations of Physieal Capital.” In Muintenunce of Capital:

Finanviol versus Plvsical. Edited by Robert R, Sterling and Kenneih W,
Lemke (Scholars Book Co.. 1982}, pp. 3-58.

Return on Investment
Sec Chapter 10,

Empirical Research

Archibald. T. Ross. “'Stock Market Reaction to the Depreciation Switchback.™
The Aveounting Review, lanuary 1972 pp. 22-30. '
Burefield. Russel M., and Eugene E. Comiskey. ' Depreciation Policy and the

Behavior of Corporate Frofits.” Jowrnal of Aveomsting Research, Autumn
1975, pp. 351-58.

Comiskey. Eugene E. “'Market Response ro Changes in Depreciation Accouni-
ing.”” The Accounting Review. April 1971, pp. 279-85.

Holthausen, R. W. “"Evidence on Eltect ol Bund Covenants and Management
Compensation Contracls on Choice of Accounting Technigues: Case ol the
Depreciation Swilch-Back.” Jewernal of Acioumting and Economics. Match
1981, pp. 73-10Y. ’

Kim. M.. and G;. Moore. “Economic vs. Accounting Depreciation.™ Journal of

Acvcounting and Economics. April 1988, pp. 111-26.
Staubus, George J. *'Statistical Evidence of the Value of Depreciation Account-

U‘I-hh-l!‘\.l

ing.”" Abacus, August 1967, pp. 3-22

. See Arthur L. Thomas. "The Allocation Problem: Part Two.'" Studies in

Acconunting Research No. 9 (AAA, 1974), p. 2.
[bid,

- Acconting Research Bulletin No. 16 {New York: AIA, October 1942).
. Accounting Terminology Balletin No. 1, *Review and Resume'” (1953), p. 25,
. United States Supreme Court, in Lindheimer v. Hlinois Bell Telephone Com-

pany, 292 115, 151 (1934) as quoted in Accounting Research Bulletin No. 16
(October 1942), p. 136.

. Avcounting Research Bulletin No. 20 (November 1943). p. 166,
- A. P. Richardson. “'Editorial.” Journal of Acconnting (March 19301 p. 65,
. Henry Rand Hatfield. Modern Accounting (New York: Appleton-Century-

Crofts, [919), p. 121.

. AAA Committee on Accounting Concepls and Standards, Acconning and

Reporting Standards for Corporate Financial Statements and Preceding
Starements and Supplements (AAA, 1957), pp. 4, 6.
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. Robert T. Sprouse and Maurice Moonitz, Accounting Research Stidy No. 3,

“A Tentative S¢t of Broad Accounting Principles for Business Enterprises™
(New York: AICPA, 1962}, p. 34.

SFAC b, par. 149.

AAA Committee on Concepts and Standards—Long-Lived Assets, *'Ac.
counting for Land, Buildings, and Equipment,” Supplementary Statement
No. 1, The Accounting Review, July 1964, p, 696.

See, for example, Orace Johnson, **Two Concepts of Depreciation,” Journal
of Accounting Research, Spring 1968, pp. 29-37,

Committee on Concepts and Standards-Long Lived Assets, p. 696.

ARB 16, p. 143,

Robert N. Anthony, Should Business and Nonbusiness Accounting Be Differ-
ent? (Harvard Business Schoo! Press, 1989), ¢sp. pp. 38 and 64,
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Readers interested in pursuing the topics raised in this chapter might begin by reviewing the

readings listed in Chapters 13 and 16, A few readings specific to this chapter, and additional

to those in the Endnotes, are listed below.

Barden, Horace G. "The Accounting Basis of Inventories," Accounting Research Study No. 13

(AICPA, 1973).

Buckley, John W., and James R. Goode. "Inventory Valuation and Income Measurement; An

Impraved System.” Abacus, June 1976, pp. 34-48.

Chasteen, Lanny Gordon. "Empirical Study of Differences in Economic Circumstances as a

Justification for Alternative Inventory Pricing Metghods." The Accounting Review, July 1971,

pp. 504-8.
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Chasteen, Lanny Gordon, "Economic Circumstances and Inventory Method Selection.” 4dbc...s,
June 1973, pp. 22-27.

Dhaliwal, D.; C Salamon; and E. Smith. "The Effect of Owner versus Management Control on
the Choice of Accounting Methods." Jowrnal of Accounting and Ecoromics, July 1982, pp.
41-53.

Hoffman, Raymond A., and Henry Gunders. Inventories: Control, Costing, and Effect upon
Income and Taxes, 2nd ed. (NewYork: Ronald Press, 1970).

Hunt, H., TT1. "Potential Determinants of Corporate Inventory Accounting Decision. “Journal of
Accounting Research, Autumn 1985, pp. 448-67.

Morse, D)., and G. Richardson. "The LIFOQ/FIFO Decision." Journal of Accounting Research,
Spring 1983, pp. 106.27. )

Ricks, W. "The Market’s Response to the 1974 LIFO Adoptions." Journal of Accounting
Research, Autumn 1982, pt. I, pp. 367-87.

1. ARB 43, Ch. 3A, par 4.

2. Thomas Henry Sanders, Henry Rand Hatfield, and Underhill Mooe, 4 Statement of
Accounting Principles {NewYork: American Institute of Accountants, 1938), p. 70.

3. See APB 21, par. 3 for other exceptions to the general rule of discounting all receivables

and payables.

APB 21, par. 15.

See SFAS 5, particularly pars, 22 and 23.

SFAS 66, par. 22.

SFAS 12, par. 29c.

SFAS 12. Dissenting statement.

R A

For a strong argument in this regard, see William H. Beaver, "A;:counting for Marketable
Equity Securities; Some Empirical Results." Journal of dccountancy, December 1973, pp.
58-64.

10. John B. Canning, The Economicy of Accountancy (NewYork: Ronald Press, 1929), p.37.
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11. ARB 43, Ch. 4, par. 4 states that historical cost is the primary basis of measurement for
inventories in financial accounting.

12, ARB 43, Ch. 4, par, 5.

13. Committee of Concepts and Standards - Inventory Measurement, AAA, "A Discussion of
Various Approaches to Inventory Measurement,” Supplementary Statement no. 2, The
Accouniing Review, July 1966, pp. 700-14.

14. ARB 43, Ch. 4, par. 5.

15. See Arthur Wyatt, "The SEC Says: Mark to Market—" Accounting HOrizons, March 1991,
pp. 80-84 on which this section draws heavily.

16. M. H. Granof and D. G. Short, "Why Do Companies Reject LIFO?" Journal of Accounting,
Auditing and Finance, Summer 1984. pp. 323-33.

17. Shyam Sunder. "Relationship between Accounting Changes and Stock Prices: Problems of
Measurement and Some Empirical Evidence,” Journal of Accounting Research, Supplement
1973, pp. 1-45.

18. For instance, see G. Biddle and F. Lindahl, "Stock Price Reactions to LIFO Adoptions: The
Association between Excess Returns and LIFO Tax Savings," Journal of Accounting
Research, Autumn 1982, pt. II, pp. 551-88. '

19. R. Abdel-khalik, "The Effcct LIFQ-Switching and Firm Ownership on Executive's Pay,”
Journal of Accounting Research, Autumn 1985, pp. 427-47.

20. George Foster, Financial Statement Analysis, 2nd ed. (Englewood Cliffs, N.J.: Prentice Hall,
1986), p. 157.

21. Francis L. Stevenson, "New Evidence on LIFO Adoptions: The Effects of More Precise
Event Dates," Journal of Accounting Research, Autumn 1987, pp. 306-16.

22. Nicholas Dopuch and Morton Pincus, "Evidence on the Choice of Inventory Accounting
Methods: LIFQ versus FIFQ." Journal of Accounting Research, Spring 1988, pp. 28-59.

23. Carl Thomas Devine, Inventory Valuaiion and Periodic Income (NewYork: Ronald Press,
1942), p. 92.

24. Robert T. Sprouse and Maurice Moonitz, "A Tentative Set of Broad Accounting Principles
for Business Enterprises," Accounting Research Study No. 3 (AICPA, 1962), p. 27.

25, Thid,, p. 28.

26. ARB 43, Ch. 4, par. 15.
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Those interested in learning more about the topics covered in this chapter
might begin by consulting the following sources:

Anthony, Rabert N. Accounting for the Cost of Interest {Lexington, Mass.: Lex-
ington Books, 1975).

Beidelman, Car! R. **Valuation of Used Capital Assets.” Srudies in Accounting
Research No. 7 (AAA, 1973).

Financial Accounting Standards Board, FASB Discusvion Memorandum: An
Analysis of Issues Relared ta Accounting for Leases (Stamford, Conn.: FASB.
1974).

Myers, John H. “Reporting of Leases in Financial Stdtements Accounting
Research Study No. 4 (New York: AICPA, 1962).

In addition to the works cited above and in the Endnotes to this chapter,
the reader is referred to the following authors:

Bases of Valuation of Plant and Equipment

McKeown, James C. **Comparative Application of Markel and Cosi-Based Ac-
counting Models.”" Journal of Acconnting Research, Spring 1973, pp. 65-78.

NAA Committee on Management Accounting Practices, ‘‘Fixed Asset Account-
ing: The Capitalization of Costs.”” CPA Journal, March 1973, pp. 193-207.

Snavely, Howard J. **Current Cost for Long-Lived Assets: A Criticat View.'' The
Accounting Review, April (969, pp. 344-53,

Nonmonetary Exchanges

Arnett, Harold E. “APB Opinion No. 29: Accounting for Nonmonetary Transac-
tions—Some New Perspectives.”” Management Accounting, October 1978, pp.
41-48. ’

Capettini, Robert, and Thomas E. King. “'Exchange of Nonmonetary Assets;
Some Changes.” The Accounting Review, lanuary 1976, pp. 142-47.

Imhoff, Fugene A., and Paul A. Janell. “*Opinion No. 29: A New Valuation
Method."" Management Accounting, March 1979, pp. 50-53.
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Interest on Construction

Bierman. Harold, Jr.. and Thomas R. Dyckman. ** Accounting for Interest during
Construction.” Aceomnting and Business Research, Avtumn 1979, pp. 267-72.

Frazer. Robert E.. and Richard C. Ransom. “'Is Imerest during Construction
Funny Money?" Public Uiilities Fortnightly, December 21, 1972, pp. 20--27.

Means, Kathryn M.. and Paul M, Kazenki. “SFAS 34: A Recipe for Diversity.”
Accounting Horizony, September 1988, pp. 62-67.

Long-Term Leases

Abdel-khalik, A. Rashad; Robert B. Thompson: and Robert E. Taylor. "“The
Impact of Reporting Leases off the Balance Sheet on Bond Risk Premiums:
Two Exploratory Studies.”” Economic Consequences of Financial Accounting
Standards (FASB, 1978), pp. 10335,

Abdel-khalik, A. Rashad. The Economic Effecis on Lessees of FASB Statement
No. 13, Accounting for Leases (Stamford, Conn.: FASB, 1981),

Bowman, Robert G. *“The Debt Equivalence of Leases; An Empirical Investiga-
tion.”" The Accounting Review, April 1980, pp. 237-53.

Coughlan, John W. ““Regulation, Rents and Residuals.””