








"lethcd ':,1' vr.1U:lti'.m d the prcs;.;nt ti!'liJ is ..;rdinllrily to rcducu th,_ "."l,unt ::t which
invent"ry w(,uld ,.;t~1()r'l'!isebe carried. He.'t)ce, it h',,:,s I'n (iff,oct th.t is si!"!il'lr tJ
thE::pr"visL,n ~',f a reserve fur invunt.,ry losses. In 1'::>.ct, SOM0 p0l's,ms h,':,v,: sug-
gestLd th:lt thG'~dopthm ,:1' Lif,) .sh;,.'uld be .r0c-.)l"1rlendedas Cl qUilsi w'll'tilTle reesorve.

l 28, 7.

I SO!'!8indicati"n _'1' tbe extent 01' th(~ shift t, Lifo and th0 rv:,teri:-..lity ';1' its ef-
fect en r0portcd inc<'12 !'lClJ'be.; f 'und in figu~'E;s te.kt.:n fr:,"l the Survey ,;1' A"1cricD,n
Listed C:.rp,rati' illS f.)r 1941. Figures for :lb.,.ut 230 registr,'1nts h:W2 b"en pub-
lishvd in Rq)"rts 1 thr 1ugh 9 .)1' th;~t s"ries. AbJut 6%~f thCJS(, !'0gistr-"nts 11",d
chang.::d t:. Lif,'; in 1941 I,d 1'. bp.sis 1'.,'1' c'cstirig u11cr part (,1' thdr inv0nt.,ri0f>.
Pl.'rh'~ps M: ru sigllific:~nt, hc;'1iev'2r, is thG fJ.ct th?t rep.,rted net inC')M8 [~ft0r t.gxes
Df c,"1'l!-,nius shifting t\i Lif" v; mld hayS' been grCc.tE;r by 12% if tho chnng0 in basis
had nc: t L,,(;!1 !'li'.di). In S'JI'IlC c,nses, lkt inco!'lG W'.S affected as "1uch 1'.S 5(1,~, Yihilc in
:)tb,;!' c,;s"s the (;ff(~ct r:",s n'Jt "1,terJ.!ll.

The yU"'.3ti m l:fJCth",r [~ pllrticul::r c(;"'1Jx,nyshcJuld ade'vt LiL, ",S ,", b"'3is f'll' rkterp.d.n-
ing inv"nLry c,'.:.;t is n' ..t e::3ily iillSV;<3r0d[nd tine d,)\!s n"t pi:;rl"'it .,'n expl',Jr;,tL:n
of thIJ subj.:;;ct. Huwever, it se,,"lS L' "'1<'tv be quit(; evirLnt th:.t the decisLn
sh<uld n t t:03 sCJl",ly d0pGncient vn th", desirc;bil:tty <;1' pr,:;viding W.'l.rti"12rLs.~1'v"s,
,)1' ~,f "1ini''1izing t~xes hS t;(!"l<.;h::.vc SUif,f0sbJ,1, but sh,uld d",p<:nd pri."1['ril~' 'm
whether th".t ,.,."th':Jd '_f dot"rl1liniug invLnt.Jry C)st bl'st reflects the invGnL)ry p;Jsi-
tion (,f the p:;:rticul::r C('''1p2n~'. ThereL'rt.;, it "laJ' be assu"1ed th::t i:! d\;Jcisiun to
chc.ng" t<' LiL: \\ill he A. fi1'1 u.;,;cisLm th;'.t is nt subj-cct te r',versal unl",:>s the
ch"r"ct"ristics ,,1' tlK CCl'lpi(n,yls buc;incss are "l!'tterially ;~ltGh},l. Cert'linly, Lifo
she,u1d net be b"1p1':Jyvd"s C'. t,:;!'!p,'r,'.ry "le,'l:mr,:; t,) rr"Jucu curr,;nt profits in tho ox-
pect.:tti'.nJi' incrt.::,sing prA'its '_I' reducing l,s:.)()s in latc:r y.:::nrs h.y i1 return to
tho "1oth'Jd 1':.:rmerly usc.1i Lr rl..::tcr"'lining the c'.-'st ',f inv",nteJrJ'.

-- Acc.un~!r PJst-Vhr l10fUnd_'~J~

Another intcr\Jsting probleM in d..terl"linin; prop;~r '\cc.:unting prr,cx!urc is rais0d by
Secti"n 250 d' th0 R:.;venue .l';ct.-f 1942 ,,'hich pr~viji's fe,r ;:; 10% I)')st-wnr r~fllnd of
eXCess prufits t".X:,';s p?id by c''-)rj:Y'r;:,tLms. This credit, as .Y'_'U!'!1-'.J' kn'w, is to be
grcuited in th':' f')r!'! ')f g(N(~rn"l,:nt b'm:ls '11' n special serics \'!hich ;,)'0 te, b,,' issued
t~ the t1-'..xpnyur 'lft"r p".Y~Gnt in full ~)f his 0XC\,;SSpr,;fi ts bx f.'T' ,n,given fiscfil
ye?,r. The b,mds, h,>w0ve:r, I'lr!'yn:,t lh3 se,ld, tr!'.nsfcrrcd, Dr h~'p.th,;c",tud, ;1S MD.y
an 'Jrclin1:'.ry investment. TheJ' ilre n,_,t t'J be<,r interest until th", l.;nd,f tJ,c "Tar,
and ar" k; "lature I'.t stn,ted interv')1s a.fkl' thE: end 01' the Wtlr.

V:lrL)us su;~gcsti.ms ,hav,;; r,ppcnrcd '1S to the prop.::,r !'letlllx[ :,1' accDunting f ,;1' this
credit. First, it hetS boon suggested th:,:t l1') rc;c,:;-r,nition be given t'. th,) b:.nds
until tl10y are rGdoi':"lGd. A scc.;nd,s()!1'lev,h[~t similar pr'Jposa1., would r"quirc th.'1t no
entry be !'l,de in the :'cc iunts, thus trerlting th0 credit [lS se:rt vfgcn.Jral w..~r-
time res,.;rvc, discl',scd, if 'It nIl, (mly by ;'10,'ms ;:1' f00tnc,tes. This tr,-,;,,"t"l0nt is
snid tc; giVE<affect to the purp')SG of the crr:;dit, as describod in th<.: SdntiJ rep0rt:
to provid", lin fund th,tt will bb i1.v,',d1ab1e for the c,nvorsion ,:of pr,duGti;n ficili-
ties ,'ft.;'r the war t') P8CiCc:ti!'lGde!'!i'..nds." Un,lor this 'latter prJpGsCll th..; tax pro-

t visL,n wL'uld be sho\\ln gross with:ut any reducti m f0r the 105; cr<3J.it. A third

.
-.,..........•..prop()Sal W,<lSt, . shiJWtheJ tmc gr,;,ss, t['jc<.;up thoU bonds as 'an asset End estQb~i~h n
. War reserve 0qunl thereto. A i"mrth clptL'n w, 'uld LJc to refJ.lrt the tax l-'r,NJ.SJ.011at
. •• the net un:,unt, discl"Su the il"l"unt. ,:,f the refwvj cr"dit, rllcugnizr:; as DTlr.sset the

right t,) rcct::ivG these b,Jnds and r0p"rt I1S ,Ct liability tho gross !l''t'.,untl' the ex-
cess pr.Jfits t,~x
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•. Of t!l0se several ,pos~Jibi1itien, it St;)C~'lS to PIe th[:t this Ihst: ,':ptLn is the proper
iaJnG. T, roc,,1'u the provis~un ~,;r ?XC6~S pr0fits tr0CGSwitL'.>ut r~ducti<..m f:)r t~e"-0% pust-w':r rcfwld thr\t wJ.11 In.;vJ.trlb.lJr result fr:.>" the) pf~Y"1\,;nt d th<A;f: tnxes 1S

,tantaJ'1':'unt to lknying <lt1J. pres"nt vulue tu tho credi tJr trw b,.nus. ,This seCMSt.)

(Continued on page 10.)
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