J.. '5

Letter of Comment No:
File Reference: 1200-1~
Date Received:
O~

'1/;6/

April 21, 2004

Financial Accounting Standards Board
via email - director@fasb.org

Re:

File Reference 1200-100
Proposed Statement of Financial Accounting Standards, Inventory Costs

Dear Sir or Madam:
The Accounting Principles and Auditing Standards Committee of the California Society of
Certified Public Accountants (the "Committee") has discussed the above referenced exposure
draft (ED) and is pleased to provide our comments. The Committee is the senior technical
committee of our state society. The Committee is composed of 42 members, of whom 2 % are
from national CPA firms, 75% are from local or regional firms, 19% are sole practitioners in
public practice, 2 % are iii. industry, and 2 % are in academia.
While our Committee was in general agreement with the proposed Statement, we have the
following suggestions and concerns:
1.

The Committee would recommend that the statement include a more complete
discussion on the definition of cost as applied to inventories, preferably on a principlesbased level.

2.

With respect to the discussion of fixed production overhead, the Committee is
concerned about unintended consequences which might arise in certain circumstances
because the definition of "normal capacity" is based on expected capacity under normal
conditions. This situation could lead to a circular definition where the expected
becomes the norm. For example, such situations might arise under long-term
production contracts where the contract price is based on actual costs, or ramp-ups of
new production facilities. The definition might adopt the concept where fixed overhead
is allocated based on production capacity that was expected over the expected useful or
productive live when the facility was acquired or constructed.

3.

The proposed statement requires that unallocated overhead be expensed in the period
incurred. A majority of the Committee believes that the statements should substitute the
term "year" for "period" because of the effects of seasonal production. The majority
believe that unallocated costs arising from seasonal production should be capitalized as
inventory costs for other periods during the year. A minority of members on the
Committee believed that entities should have the option whether to expense unallocated
costs arising from seasonal production.

The Committee appreciates this opportunity to comment and will be pleased to discuss our
comments with the Accounting and Review Services Committee or its staff at your
convenience.

Very truly yours,
David P. Tuttle, Chair
Accounting Principles and Auditing Standards Committee
California Society of Certified Public Accountants

