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PRESIDENT'S PERSPECTIVE

Accounting for People
There's no accounting for people.
This old bromide is usually taken as a statement on the infinite variability
of human beings and their myriad responses to identical situations. Its underlying assumption is the idea that people cannot be measured as we
measure material things.
Today scholars in the accounting field are challenging this belief. Their
work may lead to a complete turnaround in that proposition. Indeed, it may
be possible to say in the future:
"There is accounting for people."
As accountants have refined their tools of analysis, they have been
frustrated by an inability to quantify the human element. All companies
know their investments in land, plants and equipment; these are material
resources which can be expressed in quantitative terms and listed on the
balance sheet.
With the advent of the so-called knowledge revolution, however, many
corporations are beginning to realize they have substantial investments in
human resources. For example, in some of the newer software companies
the managers and employees are the major —and in some cases only —
resources.
This presents a problem: how do you put a price tag on human endeavor?
On the frontiers of accounting research scholars are looking for answers to
this and similar questions. In the Age of Aquarius it is obvious that human
resources (if employees and managers can be called that) are becoming
more and more important. Some insist their value should be reflected in
the balance sheet.
The attempt to place value on present and potential contributions of
employees can have far - reaching implications for future corporate management. It can help to increase the effectiveness of the management information system through maximum use of corporate resources. If proved
feasible, it will furnish a new, powerful tool for management accounting
in fulfilling its traditional function in management. The profession's potential contribution to the management of human resources is, one might
say at this point, immeasurable.
Ettore Barbatelli
President,1970 -71
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THE ORIGINS OF COST ACCOUNTING
11
By Michael Chatfield
The main contribution of industrialization to accountancy was an indirect
one: it created the managerial skills which required and could make use
of accounting information.

A FORMAT FOR REPORTING SEGMENT PROFITS
15
By K. Fred Skousen
Suggested in this article is a format that more realistically reports sales and
profits of a company by lines of business or major segments of activity.

ACCOUNTING FOR COUNTRY CLUBS
21
By Jean F. Messer and Lloyd W. McDaniel
A review of useful procedures to be followed by those who do accounting for
country clubs.

A BANKER'S APPROACH TO BUSINESS LOANS
24
By Daniel Kuiawa
Written by a banker for businessmen, this article points out that accounting and financial statements which should be the basis of most business
decisions are also the best starting point for evaluating a loan request.

CREDIT REVIEW ANALYSIS
28
By Angus McRae
Most larger banks have set up review sections at the staff level to monitor
and report on the status of individual commercial accounts. Presented here
is the review of one such account.
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And His Deeds Follow Him"

Arthur Gunnarson, whose passing we regretfully report on page 51, epitomized in his life that quality of leadership essential to "all seasons" —
tireless devotion to an ideal. Often an iconoclast, and always a gentleman,
"Art" brought to NAA, both as a volunteer leader and later as National
Secretary, his singular belief in the Association as a force for education in
accounting as well as a social body to serve its community. And he brought
to the Association a pattern for responsive change, change in the goals of
NAA that reflected the needs of its members.
The "critical and significant years" of the Association that marked Art
Gunnarson's service as Secretary were merely a foretaste of today. Change,
appraisal of existing goals and the establishment of new programs for the
Association constitute much of our time and effort. But the pattern for
change does not alter the obligation for responsiveness to the needs of the
members. As they grow in numbers, all organizations evolve from closely
managed, representative bodies to groups with a highly structured system of
management. All too often goals and programs are then instituted which
do not reflect a responsiveness to the needs of the constituents. As this
dichotomy of purpose increases, the strength of the organization dissipates.
To avoid this requires the participation of all members in those programs
and activities that brought them to the Association in the first place. A
thoughtful appraisal of existing and proposed programs on the part of all
is essential to provide the ingredient of responsiveness in formulating change.
A little bit of Art Gunnarson's "devotion to an ideal" wouldn't hurt any
of us. Active participation is the first ingredient of thoughtful appraisal.
Be active. Participate.

Notice
Membership dues invoices for 1971 -72 have been marled
to active members. Your membership dues of $45 ($35 for
members living in countries other than the U.S. and
Canada) are due July 1. To ensure uninterrupted NAA
services, payment should be made promptly.
4
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Even if you can answer all
these questions about
financing a business...

Wh a t a r e t h e pr o s a nd co ns of ta k in g
in a par tner?
W h a t a r e so m e o f t h e h i d d e n c o s t s
in r a i si n g m on e y t hr o u g h t h e sa l e o f
stock ?
M u s t y o u be a big co r po r a ti o n to
fina nce th r ou g h b o n d s a n d d e b e n tu r es?
W h a t ' s t h e u su a l t i m e l i m i t o n b a n k
loa ns?
W h a t fi n a n c i n g p l a n p e r m i t s t h e
sk i p p i n g o f p a y m e n t s w h e n t h e b o r rower 's b u sin ess i s sl a c k ?

...thisFREE

W h a t i s m e a n t b y a " c o m p e n sa t i n g
ba la n ce ". .. a n d how does it a ffect the
c o st o f b o r r o wi n g m o n e y ?

Wh a t a r e S B I C l o a ns. . . a n d wh o c a n
u se t h e m t o t h e b e st a d v a n t a g e ?

Wha t is a "Pay -As- You - Deprecia te"
Finan cing Plan?
W h a t s p e c i a l fi n a n c i n g p l a n s a r e
gear ed to th e i ncome p at t er n o f th e
bu si ne ss t h a t 's "d i ffe re n t " .. . o r t h e
b u si n e ss j u st st a r t i n g u p ?

W h a t 's t h e b e st m e t h o d o f fi n a n c i n g
incom e - prod u cin g eq u ipm ent?
Lea sing vs. bu y in g of eq u i pm en t:
wh a t d e t e r m i n e s w h i c h i s b e s t i n a
gi v e n si t u a t i o n ?

Ar e t h e r e a n y
adva nt ages i n
fi n a n ci n g th r o u gh a na t i o na l o rg a n i za tio n if y o u r o w n b u si n e ss i s l o c a l
or r e gi o n a l i n sc o p e ?

Wh a t a re th e a d va n ta g es of "sa le a n d
l e a se b a c k " a r r a n g e m e n t s?

I s it tr u e th a t C I T h a n d l e s
k i n d o f fi na n c in g ?

W h o c a n q u a l i fy fo r i n s u r a n c e c o m pa n y l o a n s?

every

W h y — d e sp i t e g o o d c r e d i t a n d colla t er a l — m u st b a n k s some ti me s tu rn
yo u do wn ?

Ca n y o u g e t a b i g c a p i t a l l o a n wi t h o u t "sig n in g a w a y " yo u r ri g ht s to
m a n a g e yo u r o wn bu si ne ss?

real

W h a t a r e th e b a si c w a y s o f r a i si n g
money?

With a ll the d ivisions a nd a ffilia tes of
CIT . .. h ow d o I k no w wh ic h (i f a n y)
c a n g i v e m e t h e i n f o I wa n t ?

H o w d o e s F a c t o r i n g d i ffe r fr o m Ac co u n t s R e c e i v a bl e F i n a n c i n g ?

BOOK will interest you!*
*F o r t h e a n swe rs t o t he se a n d o t h e r qu e st i o ns o n fin a n c i n g
a bu si ne ss, wri te for yo u r FREE copy o f t h e FINANCING
IDEA BOOK, u si n g y o u r l e t t er h e a d a n d t h e co u p o n below,
or c a l l th e o ffic e ne a re st y ou . No c ost, no obli ga tion.
- - - - - - - - - - - - - - - - - - - - - - - Mr. Chet C. Goss, President
C.I.T. Corporation
650 Madison Avenue
New York, N.Y. 10022
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Attached is my letterhead.
Send me your free book of financing ideas.
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Name
Title
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Firm
Address
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-

-

-

-------------------

City
CO RP OR AT I O N

State

Zip

I

Eq u i pm en t Financing, Leasing, Ca pita l Loans.

Atlanta, Ga. (404) 523 -0482 • Baltimore, Md. (301) 821 -8500 • Boston, Mass. (617) 273 -0040 • Chic ago, III. (312) 939 -3700 • Cleveland, Ohio (216) 696 -0900 • Dailas, Tex.
(214) 748 -0361 • Denver, Colo. (303) 388 -4531 • Detroit, Mich. (313) 962 -4444 • Hous ton, Tex. (713) 748 -2330 • Jack sonville, Fla. (904) 398 -4594 • Kansas City, Mo. (816)
221 -5622 • Los Angeles, Cal. (213) 624 -4061 • Mem phis, Tenn. (901) 525 -8533 • Milw aukee, W isc. (414) 271 -7420 • Minneapolis, Minn. (612) 920 -8490 • New Orleans, La.
(504) 525 -0841 • New York, N.Y. (212) 572 -6911 • Oklahoma City, Okla. (405) 236 -0431 • Philadelphia, Pa. (215) 568 -1050 • Phoenix, Ariz. (602) 264 -5321 • Pittsburgh, Pa. (412)
261 -1090 • Portland, Ore. (503) 222 -9721 • Richmond, Va. (703) 353 -8946 • San Francisco, Cal. (415) 981 -4747 • Seattle, W ash. (206) 624 -6700 • St. Louis, Mo. (314) 436 -4141

Readers React
A New Profession
To the Editor:
Are we in the midst of an evolution? In September 1970, you commented lucidly on the possibility of a
"new prominence to the art of accounting." This editorial evoked responses
which included a thought that perhaps
"accounting is not yet a profession"
(Lett er t o t h e E di t or by Cla r en ce
Langer, November 1970) .
Perhaps accounting as we know it
today is only a part of something larger
and more complex which is developing.
I suggest that perhaps a new profession
is evolving from the interaction of large
segments of the accounting and engineering professions which will ultimately
become a whole new concept or field.
Traditionally, these were two supposedly unrelated groups. The accountants were responsible for keeping books
and preparing reports; the engineers
were responsible for production. As
business activities became more sophisticated, a gradual splintering of each profession has occurred and a third group,
as vet undefined, is slowly emerging. I
submit that to a degree such a change
is now taking place, but so subtly that
it is not always noticeable.
Accounting as a profession separates
into two distinct areas, public and private, with the public accountant's chief
role as that of watchdog. Engineering,
like accounting, separates into significant
areas also. The profession tends to be
more specialized in that it contains
particular fields such as civil, electrical,
and industrial engineering.
During the past generation, a segment of engineers, particularly from the
industrial engineering field, has adopted
the accounting art form and applied
engineering techniques to management
problems. Converselv, a segment of the
accounting profession has adopted the
engineer's use of logic for management
problem - solving. Thus, a melding of the
two groups appears to be taking place.
If, then, we are "not vet a profession,"
mavbe this is really where we are gong
—to a new profession which comprises

much of what management accounting
and industrial engineering stand for.
David B. Powell, CPA
Dallas, Tex.
Education Revisited
To the Editor:
Arthur E. Wolf's article, "Education Revisited" (January 1971), gives
the "Establishment" financial manager
reason to do some introspecting and
ask himself if he still has the "right"
to expect his younger subordinates to
continue to accept his guidance and
leadership.
A manager in the 35 to 45 age bracket
has more than one -half of his career
ahead of him before he reaches retirement age. Therefore, the manager
should take the long -range view and
rearrange some of his short -range daily/
monthly routines to embark upon an
education - update program.

this one which make MANAGEMENT ACCOUNTING an outstanding publication
and a credit to the accounting profession.
E. A. Rock, Sr.
Budget Accountant — Research
Westinghouse Electric Corporation
Pittsburgh, Pa.
Need for Qualified
Hospital Accountants
To the Editor:

Mr. Toussaint's article, "The Problem with Hospital Accounting," November 1970, was quite accurate in its
analysis of the hospital accountant and
the problems he faces. It should be emphasized, though, that the advent of
Medicare has brought with it an urgent
need for hospitals to upgrade their accounting methods. Most hospitals must
train new accountants in hospital accounting because qualified hospital acH. E. Nims countants are scarce. In fact, manv audiController tors are tutored in hospital accounting
techniques by hospital personnel beHobart Brothers Company
cause experienced hospital auditors arc
Troy, Ohio
also hard to find.
To rectify this situation, the Oklahoma Chapter of the Hospital Financial
Hospital Accounting
Management Association has taught
To the Editor:
basic hospital accounting to the employI read the article by Jack R. Toussaint,
ees of Oklahoma hospitals in order to
"The Problem with Hospital Account- assist them in acquiring technical knowling," in the November 1970 issue with edge. Although this approach has helped
great interest. However, his statement, to solve the problem in Oklahoma hos"In some areas the charge most likely pitals, it is not used by most other
to be paid must be considered rather states.
Since health care is the third - largest
than a cost base charge" has me wondering. What good is a cost accounting industry in the United States, more
system if you have to then increase or time and effort should be spent by the
decrease vour cost to an "ability to pay" accounting profession in developing acfigure? How does one determine ahead countants to meet the critical demand.
of time who will use the service and I am elated to see that at least one
what his ability to pay will be? Also, one course in the CEP Program is on manof the biggest items of expense —labor agement accounting for hospitals.
costs —was not discussed.
Doval W. Knowles
At any rate, Mr. Toussaint's article
Chief Accountant
indicates that he is well- experienced in
Hiflcrest Medical Center
hospital accounting and its problems.
May I also add that it is articles such as Tulsa, Okla.
MANAGEMENT ACCOUNTING /JUNE 1971

Rightnyour
ownhometown

Any chapter of NAA may now sponsor
one or more top quality courses or
seminars for NAA members and
non - members in their area.
Courses such as:
Cl — Basic Concepts and Techniques for
Management Accounting
C2 — Standard Costs and Flexible Budgeting
for Production
Seminars like the following:
S

— Cash Management and Funds Analysis

S2 — Experience with Direct Costing and
Con tri but ion Reporti ng
S3 — Management Accounting for Small Business

If you are interested in more information on
this Local Educational Activity Program (LEAP)
series, ask your Chapter Education Director or
Chapter President or write to:

M

Educational Services Division
National Association of Accountants
919 Third Avenue
New York, N.Y. 10022

Accounting for
Vacation Expense
To the Editor:
Mr. Dixon Fagerberg, Jr.'s article
titled "Accounting for Vacation Expense" in the December 1969 issue of
MANAGEMENT ACCOUNTING intrigues
me, not only for the points raised
about vacation, but also for the application of these points to other non -productive salary and wage costs, such as
holiday pay and so- called payroll taxes.
If, as Mr. Fagerberg points out, vacation expense is an annual expense, then
it seems logical to assume that holiday
pav is also an annual expense. If so,
then it should be spread evenly
all
the months of the year and be properly identified on the various cost center
reports. This also might eliminate the
old excuse, "We didn't do so well this
month because we had to absorb one or
two days' holiday pay." Also, in the
few months left without a holiday, we
tend to feel that a better job was done
when really that was not the case.
The same logic applies to payroll
taxes; however, at the rate the various

taxing agencies are going, none of the
wages will be exempt, so the cost will
automatically be annualized.
To some, the points raised might not
seem sophisticated enough to merit
much attention in this enlightened age;
however, I agree with Mr. Fagerberg
that accountants as a group seem to
have been taking a vocational vacation
from vacation accounting.
Donald K. Good
Secretary -Co n troller
The Mason and Dixon Lines, Inc.
Kingsport, Tenn.

Railroad Accounting
To the Editor:
I read with interest the article, "Modern Accounting Can Help Save the
Railroads" by George R. Wallace and
Edward C. Christ in the December
1970 issue. Since I have been interested
in railroads as a hobby for some time,
I found this article most interesting.
It was made even more interesting by
the fact that both Mr. NVallace and Mr.
Christ are employed by the Penn Cen-

tral Railroad, whose financial misadventures have been the subject of a great
deal of national publicity in the last six
months. The article advocates the use
of the computer to compute revenue
in terms of direct allocable costs for
each rail shipment. This "out -of- pocket"
accounting has been used in various
ways to justify freight rates (usual]\
special- volume rates) to the ICC for
years.
The railroad industry historical]\ has
been saddled with very high capital investments. It is the allocation of the
capital - investment expense which has
caused the railroads to have such poor
profit statements. The railroads have
used the allocation of capital - investment
expense to deepen the losses and to
justify their curtailment of passenger
service.
Modern accounting may be able to
help the railroads, but certainly the most
important items are the so- called fixed
charges which this article dismisses with
a statement that a method should be employed to assign semi -fixed and fixed
expenses to each job, and they must be
Continued on page 14

YOU'VE GOT A LOT TO GIVE

The basic objective of the advisory program is to make
the needy small businessman aware of his financial
management needs and to help him get started on the
right course of action, but it cannot do the detail
work for him. Carrying out of the advice must
be accomplished by a competent employee or through
the engaging of professional assistance. When the
business is successfully under way, the advisors
withdraw.

NAA's program of free accounting and other financial
management advisory services was begun in February,
1969, in Washington, D.C. Since that time, in cooperation
with other concerned organizations, NAA advisors
in ever - growing numbers have been assisting small
businessmen throughout the country.
Businessmen who would like to join the NAA advisory
corps of counselors and help satisfy their socio- economic
obligations, are invited to contact us. We would
welcome their participation.

Committee on Soc io- Economic Programs
NATIONAL ASSOCIATION OF ACCOUNTANTS
919 Third Avenue
New York, N.Y. 10022
am interested in working with the Association's free
management advisory service program. Please send me
more information and the name and address of the nearest active local committee.
I

I

INama

To aid people who want to establish their own small
businesses on firm foundations, the National Association
of Accountants is offering free confidential accounting
and other financial management advice to all interested,
needy applicants. This advice is given by volunteer
advisors who are drawn from among the management
accountants, corporate treasurers, controllers, financial
executives and CPA's who are members of NAA. In
cooperation with other volunteers, including lawyers,
government officials, and other CPA's, the NAA advisors
are prepared to assist applicants with budgeting,
general accounting, cost accounting, systems design,
payrolls, auditing, office machines, office management,
credit and collections, taxes, policies and
procedures, organizational problems, insurance, banking
relations, accounting aspects of Government
contracts, and electronic data processing, and other
services and techniques a new firm can use.

Street Address
j city

- - - - - -

state

Zip
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management's answer to the
control of fixed assets
UNI -GROUP is a computerized property accounting system, designed
to accommodate management's property information requirements.
This flexible system, designed for commercial, institutional, and
industrial properties, combines EDP with the experience of valuation
consultants, to provide easy access to information required to:
• optimize tax depreciation
• mechanize calculations for depreciation, gain or loss, recapture
• expedite completion of tax returns
• automate insurance value computations and assist with proof of loss
• control production facilities
Uni -Group provides a unique property coding system
and achieves many other objectives for management.
Write for further information.

The American Appraisal Co., Inc., Milwaukee, W isconsin 53201

MERICAN
P P R A I S A T,
U.S.A. • Canada • Philippines • Brazil • France • Italy • Spain

NAA INSURANCE TRUST
RATES TO BE REDUCED ANOTHER 10% ON JULY 19 1971
The instant success of NAA's Group Life Insurance Plan for members has made it
possible t o reduce prem iums by 10% f or t he second ti m e in t hree years!
Over 13,000 NAA mem bers and their f ami li es hav e subscri bed since NAA's low cost insurance program first began in July, 1968, and total prot ect ion now exceeds $115,000,000 of insurance.
Exclusively f or t he benef it of eligible NAA members and t heir families, the plan
of fers up to $30,000 protection for only 80% of original low group cost s.

WHAT ARE THE ADVANTAGES
OF THE NAA LIFE INSURANCE PROGRAM?
1. For new members, no medical examination is necessary for enrollment under Option A (which offers up to $10,000
coverage).
2. Group purchasing power of NAA membership, elimination of any personal
solicitation, and economies of group
administration make possible the present low cost.
3. Costs may be further reduced or benefits improved as participation and future
claims experience warrant.
4. The member and his eligible dependents are covered anywhere in the world
for death from any cause.
5. The program is designed to provide

higher amounts of protection during
the years when the need for protection
is usually greatest.
6. No matter how much life insurance the
member may own, the program provides
low -cost supplemental security.
If you haven't already done so, you'll have
a chance to sign up this month. So watch
for the June 1, 1971, brochure from The
Connecticut General Life Insurance Company, which details the program ... and
don't miss this opportunity to secure up
to $30,000 worth of life insurance for yourself and additional coverage for your entire family.

REPORT FOR THE PERIOD JULY 1, 1968 TO JANUARY 1, 1971
Contract Premium . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1 , 1 9 2 , 2 4 8
29,295
Less July 1, 1970 Discount . . . . . . . . . . . . . . . . . . .
Member Contributions . . . . . . . . . . . . . . . . . . . . . . . $ 1 , 1 6 2 , 9 5 3
Paid Claims . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
517,200
Pending Total and Permanent Disability ........
22,500
Accrued Claim Liability . . . . . . . . . . . . . . . . . . . . . .
66,514
Conversion Charges . . . . . . . . . . . . . . . . . . . . . . . . .
650
Incurred Claims .............................
606,864
Percentage of Contract Premium . . . . . . . . . . . . . .
50.9

Dependent

$228,272
5,611
$222,661
177,500
—

Memb er

12,763
163
190,426
83.4

Total

$1,420,520
34,906
$1,385,614
694,700
22,500
79,277
813
797,290
57.5

Insurance Committee
National Association of Accountants Insurance Trust
George D. Gee, Chairman
R. Leslie Ellis

10

Russell W. Hardy, Secretary
Charles S. Myerly
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The Origins of
Cost Accounting
A LEGACY FROM THE ACCOUNTANT OF THE INDUSTRIAL REVOLUTION
By Michael Chatfield
During the Industrial Revolution in
England accountants first came to grips
with the majority of problems which
still concern the management accountant today. The accounting profession
lacked influence. Unless fraud was involved, courts generally —and philosophically —chose not to interfere in
questions of accounting doctrine. Nor
were companies encouraged to narrow
areas of reporting difference by the implied threat of government regulation.
Far more than today, accounting behavior was a response to the objectives
of individual managers. They could in
each business very largely make the
rules by which assets were valued and
income determined. The early industrial firm may be seen as a laboratory
in which accounting experiments were
conducted without the non - economic
constraints we take for granted. Both
scientific management and systematic
cost accounting got their impetus from
the Industrial Revolution, and it is instructive to see how accountants responded to management's needs —or
failed to do so—in an environment
where problem - solving methods evolved
almost solely in response to managerial
requirements of meaningful accounting
information.
Though certain cost finding techniques are as old as double entry book MANAGEMENT ACCOUNTING /JUNE 1971

keeping, systematic costing actually developed during the eighteenth and
nineteenth centuries., Double entry
bookkeeping had the advantage of allowing merchants to reckon profits in
separate ledger accounts for each business activity, type of goods, temporary
partnership or trading voyage. Factory
accountants adapted this method when
they allocated costs to particular departments, processes or product lines of
an industrial firm. To find income, industrial accountants had to calculate the
value not only of finished products but
of goods in various stages of completion.
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At this same time financial accountants
were beginning to assign costs to particular time intervals, and factory accountants were given the task of somehow
synchronizing the flows of cost and of
production.
Industrial accounting had two direct
antecedents: mercantile bookkeeping
and the domestic or putting -out systems
of early manufacturers.
Domestic Manufacturing
Domestic manufacturing first became
important in fourteenth century Italy,
where increasing commerce and improved production techniques led bankers and merchants to establish industrial
affiliates.2 For instance, the Medici who
were originally bankers also became
textile manufacturers. They bought raw
wool and sold finished cloth which had
been produced by individual craftsmen
in their own homes. Because each phase
of production was performed by a different guild, separate cost records were
needed for each process. In the Medici
industrial partnership, each step in the
conversion process was represented by a
memo book which showed the quantities
of wool delivered to various households,
the amounts of processed goods returned, and wages due or paid. A clear'A - C. Littleton, Accounting Evolution to 1900,
American Institute Publishing Company, New
York, 1933, p. 321.
I
S. Paul Garner, Evolution of Cost Account ing to
1925, University of Alabama Press, Tuscaloosa;
Alabama, 1954, pp. 7 -21.
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cost accounting. When industrial accountants faced similar problems and
devised many similar solutions, they did
so independently and without reference
to what A. C. Littleton has called "pre cost accounting." The importance of
these accounts to us is not that modem
cost techniques had earlier origins but
that manufacturing processes themselves
have a logic which suggests solutions to
the recurring problems which they
create. Most cost systems which survive
from this period have two features in
common: (1) the segregation and accumulation of costs in control accounts,
and (2) the comparison of a product's
total cost with its sales price to deterPre - Industrial Costing
mine its profitability.
Manv eighteenth century industries
Between the Renaissance and the late
eighteenth century cost accounting went through a putting -out phase bedeveloped hardly at all. Bookkeeping fore concentrating production in central
texts were written for the merchant's use factories. Like the Medici, the English
but they generally ignored internal trans- domestic manufacturer needed a bookactions. However, a few examples of keeping check on materials given to out pre - industrial cost finding did stand out workers, on equipment rent, wages paid,
as exceptions to a generally low level of and on the quantity and quality of
practice. The Fugger family operated finished work returned. And like any
silver and copper mines and smelters in merchant he wished to know the cost
the Tyrol and Carinthia districts of of his wares and his profit on different
Austria and, as early as 1577, accumu- lines.
Among the first generation of factory
lated material and labor costs in a "Mine
and Foundry Account." Transportation owners were many men who had begun
and other expenses were summarized as putting -out manufacturers. They
and smelter accounts were charged with were most familiar with accounting sysoperating costs and credited with ship- tems which emphasized internal control
ments. Total costs of production were rather than cost finding. The typical
calculated, and profits on the sales of putting -out firm had been small and its
owner could personally supervise operavarious types of ore were determined.
Christopher Plantin, a sixteenth cen- tions. He was thus not overly con tury Antwerp printer and publisher, cemed about systematic asset valuation
maintained what amounted to a job or periodic profit finding. Since he used
order cost system, with a separate ledger almost no heavy machinery, his costs
account for each book he published. In might not vary greatly with changes in
each such account he accumulated costs output. He did not have to measure the
of paper used, wages paid, and other benefits of technical innovations. Nor
printing expenses identifiable with a had he the factory owner's need to
particular book. The cost and financial closely coordinate production.
accounts were coordinated: after a book
Accounting and Factory
had been printed, an entry was made
transferring the account balance to a Management
lav
"The germ of cost accounting
finished goods account called "Books
...
in Stock." Here quantities of books on in the factory system of production-"s
hand were recorded together with costs, With the benefit of hindsight we can
see that the main new fact confronting
creating a perpetual inventory record.
James Dodson, in The Accountant, or both cost and financial accountants was
The Method of Bookkeeping (1750), the presence of large amounts of capital
demonstrated batch costing in shoe- sunk in plant and equipment. But to
maker's accounts, showing the flow of early industrial managers the central
costs from one production stage to the importance of invested capital was less
next, the increasing value of work in apparent. Investing in fixed assets did
process and the division of costs accord- not seem very different from buying inventories. Such differences as became
ing to the different types of shoes.
None of these forerunner accounts troublesome were dealt with in isolation.
had any traceable influence on modern 3 A. C. Littleton, op. cit., p. 388.

ing account, "Cloth Manufactured and
Sold," matched costs and revenues on
batches of material, showing on balance
the profit on all the cloth sold during
an operating period. Since outworker
production required little machinery,
overhead could be ignored and selling
prices calculated in terms of direct costs.
The Italian putting -out manufacturers
may not have been the first to use cost
accounting to rationalize production,
but in their time they had no peers:
they could, for example, import raw
wool from England, manufacture it, and
ship back the finished textiles to sell in
England below English prices.
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Three of the most insistent were the
problems of setting prices, of allocating
overhead, and of integrating cost and
financial accounts.
During the Industrial Revolution cost
accounting was valued more as an aid to
rational price setting than as a control
tool. Equipment manufacturers and
engineering firms customarily made
cost estimates and tendered bids to
prospective clients. Having accepted a
contract on these terms, it was natural
for them to keep a job cost sheet to
find profit and acquire knowledge useful
in making future bids. The competitive
manufacturer also needed to know how
much prices could be cut during seasonal or cyclical slumps and still cover
costs. Once cost data had been generated
to test pricing policies it could sometimes be extended to other uses. Sidney
Pollard tells us that in one eighteenth
century firm "Costing figures were used
not only to determine prices but also
wages, and they became the starting point for changes in the methods of
work and of payments, and of technical
changes. " 4
Such calculation raised the problem
of overhead allocation. The modem view
is that overhead forms part of a product's cost. The eighteenth century attitude was that overhead resulted from
unproductive labor, not engaged in
transforming raw materials, and thus did
not add to the value of finished products. This position became less tenable
as the increasing use of powered
machinery increased the ratio of overhead to wages. But alternatives were
slow to develop. It should be remembered that subdividing a product's cost
was in itself a revolutionary idea. Also,
most early cost accountants were not
chiefly concerned with purely internal
processes. Trained in the use of mercantile bookkeeping systems which emphasized accounting for persons and
events, they found it hard to describe
the processing of inanimate objects.
More apparent but equally puzzling
was the need to integrate cost and financial accounting records, or rather to fit
cost accounts into the framework of
double entry bookkeeping. Managers
saw in cost accounting a means to refine
the matching process and improve income measurement —by refining expense
classifications, attaching costs to particular products, and sharpening the
distinction between capital and revenue
expenditures. Underlying this attempt
Sidney Pollard, The Genesis of Modern Management, Edward Arnold, London, 1985, P. 247.
4

MANAGEMENT ACCOUNTING /JUNE 1971

to force industrial accounts into the
mercantile accounting format was the
assumption that factory costs could be
transferred from account to account
within the double entry system, using
inventory as a control account. But
there was no general understanding as
to how this should be done. In fact,
until the twentieth century most cost
records were developed independently
and not tied in directly to the double
entry accounts.
Pioneering Authors
Several pioneering authors attacked
the problem of coordinating financial
accounts and manufacturing records.
Robert Hamilton devoted a few pages
of his book, Introduction to Merchandise (Edinburgh, 1788), to the accounts
of "artificers and manufacturers." He
described a system comprising work in
process and finished goods accounts, and
subsidiary books for manufacturing.
These included a book of materials in
which quantities bought and sold were
recorded, a book of wages, and a book
of "work" where the quantities of material delivered to workers, the quantities
of goods received in return, and the
value of material, wages, and finished
goods were entered in separate columns.
A manufacturing account was debited
each year end for balances of material
and expense, and credited for the value
of goods manufactured. The resulting
balance, after allowing for the value of
work in process, was meant to show
profit and loss.5
The first comprehensive descriptions
of factory accounting systems were
given by Anselme Paven s (1817) and
F. W. Cronhelm 7 (i818). Paven described accounting systems suitable for
a carriage maker and a glue manufacturer. In the carriage making example,
he set up a job cost system, using a
journal and ledger in money for transactions with outsiders and another in
quantities for internal transactions.
These journals accumulated material
and labor costs for each of three carriages and compared total costs to the
selling price of each, leaving profit or
loss as a final balance. The glue factory
was used to illustrate process costing.
Again, quantities and money values
were accounted for in different books,
but total costs, including interest and
Robert Hamilton, Introduction to Merchandise,
second edition, Creech, Edinburgh, 1820.
°Anselme Payen, E.ssai .stir latenue des Livres d'un
Manufacturier, Paris, 1817.
7
F. W. Cronhe lm, Double Entry by Single, Long mans, Green & Co., London, 1818.
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depreciation, were collected in something very like a manufacturing account.
Using the example of a woolen mill,
Cronhelm set up memorandum books
for raw materials, work in process and
finished goods, with labor costs subdivided by spinning, weaving and finishing processes. While showing only
quantities, not money values, these
memo accounts were probably the first
textbook example of perpetual inventories. A raw materials account was
debited for purchases and credited for
wool put into process. A manufacturing
account debited pounds of wool put in
process and credited finished pieces of
cloth. The finished goods account was
debited for materials completed and
credited for goods sold. An inventory
control sheet drew quantities from these
three materials books and extended
them into money values, work in
process being averaged at the "middle
stage." Cronhelm's system permitted
the calculation of inventory and cost of
goods sold, but not the analysis of costs
by processes or lots of goods. The absence of money values in the memo
books also meant that internal transactions were poorly coordinated with
the records of purchases and sales.
Of the two approaches, Payen's attempts (in both examples) to compare
total cost summaries with selling prices
or cost of goods sold brought him nearer
than Cronhelm to a final integration of
cost and financial accounts. Carrier suggests that the only missing link was a
journal entry tieing the ledger -in -kind
inventory to the manufacturing account
in the ledger -in- money. He concludes
that "both of these writers were far superior to any who wrote for the next
fifty years." s He goes on to emphasize
the slow development of cost accounting between 1820 and 1880, the lag of
theory behind practice, and the slow
spread of new techniques. Paven and
Cronhelm had showed how to carry
costs between accounts, how to accumulate total costs in control accounts,
how to isolate ending inventory balances
and tie manufacturing balances to general ledger totals. But by the mid nineteenth century almost no firms
were able to show a product's cost flowing from one account to another in the
general ledger. Few distinguished between factory overhead and commercial
expenses, and the techniques for allocating overhead were not generally understood. This absence of cost innovation
—and of management demands for cost
8

Garner, op. cit., p. 84.

data —is in striking contrast to the otherwise rapid development of industrial production techniques that occurred during
this period.
Powered Machinery and
Scientific Costing
The main incentive for scientific costing resulted from the increase in powered
machinery which required recognition of
overhead expense. The early industrialists
used relatively primitive equipment and
overhead was a small enough part of
their total cost to be ignored in inventory calculations. Also, not until the
nineteenth century was it common for
one firm to make a great variety of
products. Before then, managers could
mentally adjust prime costs to include
overhead.
Only in the later stages of the Industrial Revolution did competitive pressure
become an important reason for systematic cost accounting. The early
capitalists, competing largely with non factory producers, had what amounted
to a temporary monopoly position.
Selling prices were far above costs, and
successful innovation produced large
profits with or without the help of
accounting data.
Finally, it was difficult to disseminate
knowledge about factory accounting.
Cost accounting techniques were considered industrial secrets. Bookkeeping
was still dominated by mercantile trading, few texts discussed manufacturing
accounting, and few accountants took a
generalized view of the subject. Most
"works accountants" did not write down
their ideas or methods, and often these
were transmitted only when an employee
changed jobs.
Management Decision Making
Managers seeking an overview of operations were hampered by accountants'
inability to tie cost figures to overall income calculations. One result was that
cost systems which produced useful
analyses of individual products or departments tended to break down when
applied to the whole firm. The first
generation of industrial accountants
never found a reliable basis for making
overall cost studies, and "There were
owners of large coal -mines who did not
know the cost of bringing a ton of coal
to market." °
Accountants knew how to allocate
costs on the basis of past operations, but
not how to use these costs to predict the
future. This was especially harmful to
'Poll ard, op. cit., p. 223.
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management decision making in that
such un- integrated cost forecasts are the
most sophisticated accounting records
which have survived from eighteenth
century industrial firms. The best of
them took account of variations between
expected costs and volume, included detailed calculations of depreciation and
interest (sometimes compound interest), as well as the probable opportunity costs of different methods,
locations, and different uses of a particular machine.- Of course many cost
estimates from this era seem much less
precise and modem, especially when
overhead was an important factor. And
many of the ancillary techniques needed
to predict costs accurately had not been
invented. Inaccuracies in cost forecasts
which began with crude estimates of inventory turnover, or the size of markets,
or the extent of coal or mineral reserves,
cannot be blamed entirely on the
accountant.
Another impediment to a fruitful use
of accounting data resulted from the
"Ibid., pp. 219 -221.

prevailing attitudes toward administration. The art of management was in its
infancy and was based on assumptions
which the industrial revolution itself
largely invalidated. A tradition of personal supervision persisted long after
companies became too large to make it
feasible. Senior partners of major industrial firms wrote all their own letters
and visited their customers as salesmen.
Better management was seen as one
remedy for the technical inefficiency
and lack of planning and control which
had caused so many business failures.
But no clear relationship was perceived
between the quality of management and
its use of accounting figures. In a period
of rapid, basic innovation it was also
hard to isolate managerial from technical functions, and administrative
ability tended to be equated wth technical competence. With the major emphasis on production, accounting and
managerial staffs were chronically undermanned and the people responsible for
these functions had to spend most of
their time on routine tasks.

Summary
Until the twentieth century accounting data was not widely used as a direct
aid to industrial decision making. When
available it was often unreliable, and
entrepreneurs became adept, not so
much at analyzing accounting reports
as at finding substitutes for them. This
was caused partly by the accountant's
failure to develop full cost procedures
oriented toward the industrial manager.
Onlv a few techniques, such as departmental cost allocations, were originally
intended to facilitate decision making.
But at least equally this failure was
caused by the lack of administrative
ability to use accounting data. After
1750, developments in technology and
marketing made it essential that progressive companies should grow beyond the
size where a small group of partners
could directly oversee operations. The
main contribution of industrialization
was an indirect one: it created the managerial skills which could make use of
accounting information.

READERS REACT
Continued from page 8
allocated with some rationale. I agree
that the use of computers for out -ofpocket cost information would be helpful to anv business, including the railroads. However, I feel there must be a
drastic overhaul in the financial structures of the railroads as well as a standardization of their accounting practices
before the use of the computer for any
out -of- pocket cost accounting becomes
meaningful.
F. A. Bennett
Miles Laboratories, Inc.
Elkhart, Ind.
Generalized Computer
Audit Programs
To the Editor:
Edward M. Milko included several
good points and reached some valid conclusions in his article titled "Auditing:
Through the Computer or Around ?"
(August 1970) . However, there is a
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third technique for auditing "through
the computer" besides the two alternatives of test decks or computer programs
written specifically for auditing purposes
which he presents. There are also generalized computer audit programs which
have several significant advantages over
either of Mr. Milko's alternatives.
For example, Haskins & Sells' Audi tape, copyrighted in 1967, is widelv
used today in business and government
for numerous tasks, some of which are
far removed from auditing. Some of the
more significant advantages of generalized computer programs are as follows:
1. Their use does not require a knowledge of either computer programming or computer operations.
2. They are available for most of the
computers presently in use, and
they are easily adapted to different
manufacturers' equipment. The programs are available on a license basis
at no cost to the licensee.
3. They have proven to be very versatile, and they are particularly use-

ful for nonrecurring, special projects
which do not warrant or do not
allow sufficient time for extensive
program- writing.
They allow the user to control the
computer during processing, thus
preventing intervention by machine
operators or others.
To say "It appears likely that the
through- the - machines approach will be
used more frequently" is unquestionably
true, but such a statement does not give
due credit to the most significant technical auditing advance in the last several years for organizations with computerized accounting records. Generalized computer audit programs such as
Auditape are easy to use, available to
anvone, versatile, and generally superior
to test decks or programs written specifically for audit purposes.
Michael T. Nelligan
Senior Accountant
Haskins 6 Sells
Denver, Colo.
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A Format
for
Reporting Segment Profits
DIRECTLY ASSIGNABLE COSTS, OBJECTIVELY TRACEABLE COSTS, ASCRIBABLE COSTS AND GENERALLY
ALLOCABLE COSTS ARE THE BASES FOR THIS NEW REPORTING FORMAT
By K. Fred Skousen
Many companies are now reporting
sales and profits by lines of business or
major segments of company activity.'
This is partly so because of recent Securities and Exchange Commission requirements.' Closely related to the
problem of reporting segment profits is
the problem of allocating common costs,
most notably those common costs of a
non - inventoriable nature —those costs
below the gross profit line. The purpose
of this article is to recommend a reporting format that is necessary if users of
the reports are to avoid misinterpretation of reported segment profit figures.
However, it is necessary first to emphasize certain problems associated with
assigning costs to segments, and in this
connection to propose a four -way cost
classification; and second, to examine
various alternatives for reporting segment profit figures in view of the cost
allocation problem.

c

'This trend toward increased disclosure is noted by
George Hobgood "Increased
Disclosure in 1989
Annual Reportsa' Financial Executive, August
1970, pp. 24 -33. Also see Paul A. Pacter, "Line of
Business Earnings Disclosures in Recent SE C Fili ngs; ' The Journal of Accountancy, October 1970,
pp. 52 -83.
2
Securities Act Release No. 4988, Securities Exchange Act Release No. 8850; for a chronicle of
the e ve nt s leadi ng up to the adopti on of t he se reirements see K. Fred Skousen, "St andards for
Reporting by Lines of Business,' The Journal of
Account ancy, Fe bruary 1970, pp. 39 -48.
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Two underlying propositions, both
based upon previous research,' should
be considered at the outset of this discussion. The first is that the amount of
non - inventoriable common costs in a
diversified company is often material in
relation to the net income of the company.' The second proposition is that in
practice there is a variety of allocation
bases used to assign common costs to
segments for the purpose of determining
segment income.
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degree from Brigham Young University and M.A.S. and Ph.D. degrees
from the University of Illinois. He has
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MANAGEMENT ACCOUNTING.

Problems of
Cost Allocation
In some companies common costs
are assigned to segments on the basis
of a physical measure, e. g., floor space
occupied or number of invoices processed. Other companies attempt to
allocate costs to segments according to
benefits received for services or according to time spent in providing services.
Still other companies tie their allocation
methods to common accounting measurements such as sales, net income or
assets employed. Finally, it is not unusual to find companies that use more
than one method of allocation or a combination of methods in assigning their
costs to segments.
One reason for the number of different bases of allocation being used is
that no single basis seems conceptually
superior to the others in all instances.
Thus, the method of allocation used in
a particular company depends upon the
circumstances and objectives of that
Wor those interested in studying the results of this
research in more detail, see "Common Cost Allocation in Diversified Companies," by Robert K. Mautz
and K. Fred Skousen, Financial Executive, June
1988, pp. 15 -25.
'T he measure of materiality used is the relationship of common costs to sales in comparison to net
income to sales. I n dat a gathere d from some 255
companies, the average percentage of net income
to sales was 8.29 percent . The average pe rcentage
of non - inventoriable common costs to sales was 7.83
percent.
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company. Methods that are useful and
satisfactory for one company may be
inadequate or cause serious inequities

Where feasible, companies seem to
try to use a basis of allocation which has
a relationship to the expense being allocated. For example, a net income or taxable income basis is almost always used
to allocate taxes on income. Of course,
where no relationship exists or where it
cannot be measured accurately or economically, arbitrary allocations on some
negotiated basis are required. This appears to account for sales being the basis
of allocation used most frequently.
The consequence of these two basic
propositions is that the selection of a
particular allocation basis can influence
the amount of net income reported for
each segment of a company. Thus, the
rank order of reported segment net income and the rank order of rates of
return on investment by segment are
often changeable according to the particular allocation basis used. This point
is illustrated in Tables 1 through 4,
which are based on actual data from a

and other problems in another company
because of different company or industry
circumstances.

Table 1
ALLOCATION OF COMMON COSTS
ON THE BASIS OF ASSETS EMPLOYED

$113,959
100,216

$49, 883
38, 459

$292,077
255,588

11,322
4, 812

13,743
6, 014

$11, 424
4, 210

36, 489
15, 036

7, 729

7,214

$

21, 453

$

6, 510

$

$128, 235
116,913

$

T ot al
company

$

Segment 3

$

Segment 2

$

Sales
Direct costs and expenses
Segment income before
allocation of common costs
Allocated common costs"
Segment net income
(before taxes)

Segment 1

'Percent of total cost allocated
T ot al

$15,036
$15, 036
$15, 036

4, 812
6, 014
4, 210
$15, 036
$

=

$

x
x
x

32
40
28
100

$

Alloc ated
costs

=

1
2
3
Totals

comm on
costs

=

Segment

Percent of
assets employed

Table 2
SUMMARY OF NET INCOME IN DOLLAR AMOUNTS
AND AS PERCENT OF SEGMENT SALES USING DIFFERENT
ALLOCATIONS OF COMMON COSTS
Segment 1

Bases for
allocating common costs
1. Assets employed "`
2. Sales
3. Current year capital
investment
4. Gross profit
5. Number of employees

Segment 2

Segment 3

SN I"
dollar
am ount

SNI as
percent of
segment
sales

SN I
dollar
am ount

SNI as
percent of
segment
sales

SN I
dollar
am ount

SNI as
percent of
segment
sales

$6, 510
4, 706

5.08
3.67

$7,729
7,879

6.78
6. 91

$7, 214
8,868

14. 46
17.78

6,811
7, 262
7, 112

5.31
5.66
5.55

6, 676
5,774
5,624

5. 86
5.07
4. 94

7,966
8,417
8,717

15.97
16.87
17.47

=

"SN I =Segment net income (See T able 1)
T otal company net income $21,453
" "Basis of allocation currently being used by company

Table 3

SUMMARY OF NET INCOME IN DOLLAR AMOUNTS
AND AS PERCENT OF TOTAL COMPANY INCOME USING
DIFFERENT ALLOCATIONS OF COMMON COSTS

Bases for
allocating common costs
1. As s et s empl oyed"
2. Sales
3. Current year capital
investment
4. Gross profit
5. Number of employees

Segment 3

Segment 2

Segment 1
SN I'
dollar
am ount

SNI as
percent of
total c ompany
income

SN I
dollar
am ount

SNI as
percent of
total c ompany
income

SN I
dollar
am ount

SNI as
percent of
tot al c om pany
income

$6, 510
4, 706

30.35
21. 94

$7,729
7, 879

36. 03
36.73

$7,214
8,868

33.63
41.34

6,811
7, 262
7, 112

31. 75
33.85
33. 15

6,676
5,774
5,624

31. 12
26.91
26. 22

7,966
8,417
8,717

37.13
39.23
40.63

'SNI - Segment net income (See T able 1)
T otal company net i ncom e = $21, 453
"Basis of allocat ion c urr ent ly being us ed by company
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medium - sized, diversified company. The
figures have been proportionately adjusted to disguise fine identity.
In Table 1 common costs are allocated to the three major segments of
the company on the basis of assets
employed, the method of allocation actually used by the company. The resulting segment net income figures are
compared in Tables 2 and 3 to those
amounts which would have resulted
if any of four other commonly used
bases of allocation had been employed.
To illustrate the relative differences
which can occur, or be produced, by
different allocation bases, two groups
of percentages are shown. Table 2
shows the percent of segment net income to segment sales, while Table 3
shows the percent of segment net income to total company income. Table
4 shows the variation in rates of return
on investment depending upon which
method of allocation is used.
Given: (1) that common costs are
generally significant in amount, and
(2) that there is considerable flexibility
in the choice of methods used to allocate these costs, the amount and relative ranking of segment profit figures
are often changeable. It therefore seems
desirable to have a uniform format for
reporting segment profits. The particular format recommended requires
an understanding of the nature of common costs, and is based on a four -wav
classification of all costs.

Proposed Classification of Costs
Costs may be classified in many different ways for a variety of purposes.
Some costs are incurred solely for, or
identified with, a particular product or

service. These costs may be designated
as "directly associated costs." Examples
would be material, labor, and some
overhead items. Other costs are not
incurred solely for, or identified with,
a particular product or service. They
are often referred to as "common"
costs, that is, common to two or more
products or other cost objectives.
Common costs, those incurred for
the benefit of more than one cost objective, may be subdivided into three
different categories. The first of these
categories might be called `objectively
traceable costs." They would be costs
that are not incurred solely for, or identified with, a single product or service
but which have a high degree of correlation with production or performance of services. This classification is
generally based upon physical identificaton by count, observation, or some
other physical measure that shows a
relationship between the cost and the
products for which the costs are incurred. Examples of these kinds of
costs are the costs of painting, packaging, and other similar items, which
under appropriate conditions may be
objectively traced to a particular product or service because of the high degree of correlation between the cost incurred and the cost objective to which
it can be related.
A second category of common costs
might be called "ascribable costs."
These are costs for which there is not
an objectively traceable basis for assignment to particular products or services.
However, these costs do have an observable relationship between the cost
incurred and the cost objective, and
therefore can be ascribed to that cost

Table 4
SUMMARY OF RETURN ON INVESTMENT
USING DIFFERENT ALLOCATIONS OF COMMON COSTS
Bases for
allocating common costs
1. Assets employed **
2. Sales
3. Current year capital
investment
4. Gross profit
5. Number of employees

Segment 1

Segment 2

Segment 3

T otal
company

17.8%
12.9%

16.9%
17.2%

22.5%
27.7%

18.7%
18.7%

18.6%
19.8%
19.4%

14.6%
12.6%
12.3%

24.9%
26.3%
27.2%

18.7%
18.7%
18.7%

SI

=

ROI

=

*Return on investment (ROI) was calculated as follows:
Percentage return on assets employed

=

=

where:
SN I
segment net income
SA
segment assets (assets employed by the segment)
* *Basis of allocation currently being used by company.
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objective on some basis, such as floor
space used, ton miles of transport, or
size of task. The relationship of these
costs to particular products and services
may be as real as for those under the
category of "objectively traceable costs,"
but there is not necessarily a high correlation between the basis of allocation and the cost incurred. Thus, hauling costs may be ascribed on the basis
of ton miles carried, or the cost of heating may be ascribed on the basis of
space utilized. These bases are rational
considering the costs, but there is not
necessarily a physical measure which
makes the cost allocation objectively
traceable to a particular product or
service.
The final cost category includes those
costs which are described as "generally
allocable." These are costs which are
incurred for more tb.l one product or
service and which bear little or no
correlation with any particular product
or service. The assignment of these
costs to cost objectives cannot be on
any basis other than by convention or
agreement. Corporate general and administrative expenses are frequently of
this nature. Other examples might be
research and development costs, corporate or institutional advertising expenses, and corporate financing costs.
The four -way cost classification described above is taken from a questionnaire developed by the United States
General Accounting Office for use on
a project to determine the feasibility
of establishing uniform cost accounting
standards for defense contracting purposes.' In that questionnaire the classification was directed toward contracts,
products, or services, as these were the
cost objectives with which the questionnaire was concerned. There appears
no reason why such a classification
should not apply to other cost objectives equally well, for example, a segment of a company.
The reason for developing the four way classification was to find clues that
would help in presenting the most
accurate allocation of costs possible
without losing sight of the fact that
some cost allocations are unavoidably
arbitrary. The purpose in allocating costs
to segments of a company seems similar. That is, we are attempting to calculate and report a realistic segment
'Report on the Feasibility of Applying Uniform
Cost - Accounting Standards to Negotiated Defense
Contracts, by the Comptroller General of the United
States to the Committee on Banki ng and Currency
House of Representatives. 91st Congress, Second
Session, Jan. 1970, see Appendix V pre pare d by
Robert K. Mautz, K. Fred Skouse n and Davi d L.
Smith.
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income figure by assigning to particular segments all costs that can be directly or indirectly related to those
segments. Here, too, it is recognized
that some of these allocations will be
arbitrary. The goal is to make cost
allocations as reasonable as possible.
Thus, while the proposed four -way
cost classification was originally directed
toward the cost objectives of contracts,
products or services, it is readily adaptable to the cost objective of a reporting
segment. A reporting segment is interpreted broadly to include services, products, product groupings, organizational
units such as plants or divisions, or
other reporting units that a company
might designate in reporting by its
major lines of business.

Exhibit 1
CLASSIFICATION OF COSTS AS PARTS OF ALL COSTS
Directly
associated
costs

Objectively
traceable
costs

Ascribable
costs

Generally
allocable
costs

A Word of Caution
A word of caution is in order. In
practice all costs will not fit neatly into
one of the above four categories. Neither are the boundaries of the categories always clearly distinguishable. In
fact, they tend to overlap one another.
This is illustrated in Exhibit 1. The
organizational structure of a company
and management's philosophy concerning allocations will also affect how costs
are classified. Thus, depending upon
individual company circumstances, one
finds certain items which are assignable fairly directly, and other items
which appear to have something of a
functional, but certainly not a direct
relationship. As these functional relationships become hazy, any allocation
at all necessarily becomes arbitrary.
While recognizing the problems involved in such a classification, the discussion of possible reporting formats
that follows utilizes this four -way classification as a framework.
Reporting Formats
THE FIRST APPROACH

There are several alternative formats
that might be considered in reporting
segment income figures. One possibility
is to match against the revenues of a
particular segment only those costs in
category one. That is, to match against
segment revenues only directly associated costs. In most companies such
costs would include direct material
costs, direct labor and other such costs
directly related to producing that segment's revenues. As a general guideline, therefore, directly associated costs
are those costs which would be eliminated if the reporting segment's operations ceased. For example, if the
18

All costs

reporting segment were a single plant,
all expenses associated with plant revenues (the plant manager's salary, utilities and maintenance costs, etc.) would
be directly associated costs because
these expenses are related directly to
producing that plant's revenues. They
would be eliminated in total by the
company if the plant shut down.
In essence, this is a "defined profit"
or "segment contribution" approach,
strictly interpreted. The advantage of
this approach is that there would be
very little subjectivity involved. Because
the basis of cost assignment to segments would be objective, more confidence could be placed on the resulting
segment income figures.
A primary disadvantage of this approach is that a reader might interpret
the defined profit figure to be net income when in fact it would merely be
revenues less costs that could be directly associated with that segment.
One would have to recognize that there
are many other expenses incurred by
the fine that must be subtracted from
total firm revenues before a final net
income figure is reached.
THE SECOND APPROACH

Another approach would be to assign
to segments the costs in both categories one and two; that is, the directly
related costs plus the objectively traceable costs. Since the costs in category
two are objectively traceable to the
segments involved, such an assignment
should not reduce significantly the

amount of confidence one would have
in the resulting contribution profit figures. This approach would result in a
greater percentage of total costs being
assigned to segments and would, therefore, make the defined segment profit
figure more realistic. The major disadvantage would be the same as that outlined for alternative one; that is, the
reader might define the contribution
profit figure as being net income.
THE THIRD APPROACH

A third approach might be to assign
the costs in categories one and two as
above, but then to prescribe rigid allocation rules for costs in categories three
and four, ascribable costs and generally
allocable costs. The purpose in having
rigid allocation rules is so that all costs
would be allocated to segments and on
the same basis. There are some significant limitations in this approach. First,
there are a variety of allocation bases
that could, and perhaps should, be used.
Under different circumstances, different
bases of allocation may be required. A
second point concerns the extent and
complexity of the allocation process.
In some companies, so- called common
costs are allocated very simply, using
sales or assets employed as the basis
of allocation. In other companies, very
detailed and complex allocation rules
are followed. Because of the complexity
and variety of the situations that corripanies are faced with, a certain amount
of flexibilty seems desirable and justifiable. Therefore, an approach which
MANAGEMENT ACCOUNTING /JUNE 1971

Exhibit 2
RECOMMENDED FORMAT FOR REPORTING SEGMENT PROFITS
Segment 1
Am o unt
Percent

$49, 883
28,932

100.0
58.0

$292,077
180, 517

100.0
61.8

46,165
25, 382

36.0
19.8

44, 444
20, 875

39.0
18.3

$20,951
6, 352

42.0
12.7

$111, 560
52, 609

38.2
18.1

20, 783
9,461

16.2
7.4

23, 569
9, 826

20.7
8.6

$14,599
3,175

29.3
6.4

58, 951
22,462

20.1
7.7

11,322
4, 812

8.8
3.7

13,743
6,014

12.1
5.3

$11, 424
4, 210

22.9
8.4

36,489
15, 036

12.4
5.1

6, 510

5.1

7,729

6.8

$ 7, 214

14.5

$ 21,453

7.3

Segment net income
(Before taxes)

$

$

$

$

u

$

Segment profit before assignment of
generally allocable costs
Less: Generally allocable costs

$

100.0
61.0

$

$113, 959
69,515

u

Segment profit before assignment of
ascribable and generally allocable costs
Less: Ascribable costs 3

T otal c ompany
Am ou nt
Percent

100.0
64.0

$

Segment profit before assignment of
objectively traceable, ascribable,
and generally allocable costs
Less: Objectively traceable costs

Segment 3
Am ou nt
Percent

$128, 235
82, 070

$

1

$

Revenues
Less: Directly assignable costs

Segment 2
Am ou nt
Percent

1. Directly assignable costs are incurred solely for, or identified with, a particular segment, e.g. direct material and direct labor.
2. Objectively traceable costs are incurred for the benefit of more than one segment, but are traceable to particular segments because of
observable cause and effect relationships between the costs and the products for which the costs are incurred.
3. Ascribable costs are those costs that may be assigned to segments on the basis of observed relationships between the costs and the segments,
e.g., floor space used or size of task.
4. Generally allocable costs are those costs which lack specific correlation with particular segments. T hey are allocable only on a basis of
convention or agreement. T he basis of allocation of these costs should be disclosed.

would prescribe rigid allocation rules
does not seem workable.
THE FOURTH APPROACH

A fourth approach, really a modification of the third one, would be to
establish criteria wherein certain allocation bases would be deemed applicable
under certain circumstances. Given that
criteria could be established, and a
fairly restrictive set of allocation bases
prescribed, managers would then have
the opportunity, and the responsibility,
to choose from among the applicable
alternatives that method which would
best suit their circumstances. Conceptually, this approach seems superior to
any of the others; however, before it
would be feasible, considerable research
would be required in order to establish
specific criteria for allocation. Some
work has been done and is being done
in this area.' Much more is needed
before such an alternative could be
adopted.
THE FIFTH APPROACH

A fifth approach might be to provide
sufficient information concerning several different bases of allocation so that
the reader of a report containing segment profit information could choose
that basis of allocation which seemed
"Re ference i s made he re to the GAO proj ect mentioned earlier and also to some research being done
by a st udy group at Stanford Uni ve rsit y under t he
sponsorship of the American Institute of Certified
Public Accountants.
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most reasonable to him. The advantage
of this approach would be to place the
responsibility on the investor or the
user of the information to decide which
of the segment net income figures would
be the best one, given the possibility
that different bases of allocation could
be used. The obvious disadvantages of
this approach are the extra time and
effort required to provide several different sets of segment net income figures as well as the potential danger for
misinterpretation or poor judgment on
the part of the reader.
One might argue, perhaps quite effectively, that management is really in
a better position than an outside investor to choose the most appropriate
allocation basis. Furthermore, managers
are likely to be more aware of the limitations of data based on allocations, and
use such data more cautiously, than are
external users.
One cannot overemphasize the potential danger of misinterpreting segment profit data that are based, to an
extent at least, on arbitrary allocations.
Sometimes even internal users are mislead. To illustrate, the management of
a chain of food stores closed down one
of its most profitable stores because of
the practice of allocating home office
expenses on a sales basis. The profitable
store was doing well while other stores
in the chain had fallen off in volume.
According to its allocation policy, man-

agement charged increasing proportions
of common expenses to the profitable
store. Only after closing down the profitable store did they realize their mistake.'

A Recommended Format
As pointed out previously, there arc
dangers in not assigning all costs to
segments of a company when arriving
at a segment profit figure. On the other
hand, there are also dangers involved
in the arbitrary allocation of certain
common costs. Perhaps an approach
that combines most of the advantages
of the previously discussed alternatives
with the fewest disadvantages of these
approaches is the answer. Exhibit 2 illustrates this format.
A first requirement of such an approach would be to classify all costs as
carefully as possible into the four categories described above. The second requirement would be to assign costs in
categories one and two directly to the
particular segments of the company.
The third requirement would be for
management to ascribe, on some reasonable basis, all costs in category three
to the various segments. Finally, the
costs remaining, those in category four,
would be allocated to the segments on
some pre- selected basis, albeit an arbitrary one.
'This example is taken from the NICB St udy on
Allocating Corporate Expenses, p. 4.

19

There should always be a separation
of costs by categories, with appropriate
descriptions of the defined profit figures
resulting. This could be accomplished
by a multi -stage reporting format. That
is, a defined profit figure could be
shown after deducting each category of
costs. Because of the high degree of
objectivity in assigning costs in categories one and two, they might be combined. In allocating the costs in category
four, there should be adequate disclosure of the general method or methods of allocation used. Also, consistent
application of the method over time
would be desirable, unless, of course,
circumstances merited otherwise and
the results of the change were fully disclosed. A final segment net income figure, after the allocation of all costs,
would then be shown.
Format Advantages
There are at least two main advantages of a reporting format of this
type. First, it encourages careful examination of cost characteristics in order
to relate individual costs to specific segment revenues, which should result in
better matching of segment revenues
and expenses and therefore more realistic segment profit figures. Second, it
accrues primarily to the external user
of the data.
From an internal viewpoint, there
may be an important by- product related to a careful examination and

assignment of costs to segments. Man- a better position to evaluate the profitagers would be constantly reminded ability of a particular segment, or group
that central services are necessary for of segments, of a colnpanv.
segment operations and that costs related to these central services must be Conclusion
covered by segment earnings. All exIn the future, more and more compenses must somehow be absorbed by panies will report profits by segments.
the revenues of the profit - generating The manner in which costs are assigned
units. Then, too, the allocation of com- to the various segments of a company
mon costs to segments serves as a check will often materially affect these reon unwarranted growth of central serv- ported profit figures. Because of the
ices. Managers of segments tend to allocation problem, it seems highly descrutinize carefully any corporate serv- sirable to have some uniformity in the
ices for which they are charged and to format for reporting segment net incomplain of costs charged to their seg- come. Several alternatives have been
ments for which they do not receive considered in this article.
sufficient benefits.
In the author's view, the most apFrom an external viewpoint the user propriate format would be one that is
of the data can see which costs are divided in several stages, each stage
assigned to segments and on what showing a defined profit figure after
basis. His comparisons of total segment the deduction of separable categories of
net income figures become more mean- costs. Use of such a format would indiingful in relation to the various con- cate that the cost groupings have differtribution margins or defined profit fig - ent characteristics and that this has
ures from which they are derived. He been taken into consideration in the
is able to sense, to a degree at least, assignment of the respective costs to
the level of confidence he should have segments. It is especially important that
in the reported figures. That is, he can those costs which can be allocated only
observe and should understand that a on some arbitrary basis be identified
defined segment profit before the as- separately. The proposed format would
signment of ascribable and generally allow the reader to see clearly the
allocable costs is a more objective meas- amount of costs so allocated, both by
ure than a segment profit figure after segment and in total, and also the genall costs are allocated, some on an arbi- eral method of allocation used. A fortrary basis. In short, the user of the mat such as the one illustrated in
data has a more complete picture of Exhibit 2 should prove helpful for
what is happening and hopefully is in those utilizing segment profit data.

FGAA Plans 20th Annual Symposium
The Federal Government Accountants Assn. will hold its 20th
Annual National Symposium June 28 -30 at The Sheraton
Park Hotel and Motor Inn, Washington, D.C. Secretary of
Commerce Maurice H. Stans, an NAA member, will deliver
the keynote address. Other NAA members participating include NAA International President Ettore Barbatelli, James
D. Edwards, president of the American Accounting Assn.,
NAA Vice President R. Lee Brummet and Philip L. Defliese,
chairman, Accounting Principles Board, AICPA.
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Accounting for Country Clubs
THE ACCOUNTANT HAS YET ANOTHER AVENUE OF COMMUNITY SERVICE OPEN TO HIM
current assets accounts should include
cash, receivables from members, inventories of food and bar, and prepaid exOne of the primary services of account- penses; while current liabilities should
ants is to provide the information neces- include accounts payable, short -term
sary for business decisions. However, bank loans, taxes, and other accrued
accountants have also long contributed expenses. The fixed assets accounts
unselfishly of their professional talents should provide for land, buildings, furnito community service, especially to ture and fixtures, the golf course, swimchurches and civic groups, and more ming pool, tennis courts, golf course
and more they are assuming increased equipment, and miscellaneous other
responsibilities on the boards and fi- equipment. The long -term liabilities acnance committees of country clubs. As counts would pertain to the long -tern
a result, it is important for accountants loans normally associated with the conto learn more about the management striction of the clubhouse and golf
of such organizations —their accounting course or with the purchase of equipprocedures, the analysis of their costs, ment such as golf carts. The capital
and the opportunities for the use of accounts would normally involve those
for capital stock, additional paid -in
budgetary controls.
capital, and retained earnings, although
Accounts
some clubs may use a single account for
The titles of accounts for country members' equity.
clubs are largely self - explanatory. The
The income accounts would reflect
the sources of club revenue. These
should include dues from members,
food sales, bar sales, unused minimum
charges, golf cart rentals, green fees,
t
and miscellaneous. The expense accounts, on the other hand, should be
developed in such a manner as to make
it possible to compile the various expenses by categories. A possibility is to
group them as follows: golf, house and
JEAN F. MESSER
grounds, social activities, swimming pool,
Denver Chapter 1959, is Professor of
tennis, general and administrative, and
Accounting and Head of the Departdepreciation.'
By Jean F. Messer and
Lloyd W. McDaniel

ment of Accounting at the University
of Wyoming. Mr. Messer received
his B.S.C., M.A. and Ph.D. degrees
from the University of Iowa.
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, There may be some objection theoretically to including the various depreciation expense accounts
in a separate category rather than reflecting them
under the others. For management purposes, however, there is merit in not allocating the depreciation, since such an approach permits the emphasis
to be placed upon the controllable expenses in the
other categories.

The chart of accounts should, of
course, provide for a number of accounts
under each of the above headings so
that the appropriate detail may be obtained. For example, the accounts under
golf might be for salaries and wages,
repairs and maintenance of equipment,
gasoline and oil, water and other utilities, seed and fertilizer, and miscellaneous.
Financial Statements
The principal financial statements for
country clubs are the same as for any
corporation; namely, the balance sheet,
the statement of retained earnings, and
the income statement. In addition, a
statement of sources and applications
of funds can be very helpful and is
recommended. Monthly and year -todate statements, as well as annual statements, are also highly desirable.
The emphasis in this article is fo-

LLOYD W. McDANIEL
is Professor of Accounting at the Uni-

versity of Wyoming. Mr. McDaniel
received his B.S. degree from South western College, his M.A. from Western State College, and his Ed.D. from
the University of Wyoming.
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cused upon the income statement, primarily because of its relationship to
costs and budgeting. It utilizes a single step form which groups the revenues
under one heading and the expenses
under another before arriving at net income or loss. The revenue items generally include dues from members and
contribution margins from food and bar
sales, which are essentially gross sales of
food and liquor less the applicable direct
expenses. There may also be some unused minimum charges which some
clubs require their members to spend
each month, and if these amounts are
not spent, they are nevertheless collected.
The expenses correspond with the various categories already referred to and
would be reflected in supporting schedules for each of the items.
Normally, club directors or committees are responsible for the golf, house
and grounds, social activities, swimming pool, and tennis functions, and
such a statement provides them with
meaningful information relative to the
controllable expenses under their supervision. Moreover, the entire board of
directors has a basis for evaluating the
operations of the club, especially if the
variations between the actual and the
budgeted amounts are investigated carefully.

quires that all bills be approved for pay- receipts, and a club's exemption will not
ment by a member of the board, usually be questioned as long as annual receipts
the treasurer. All disbursements should from the general public are $2,500 or
be made by check, but a petty cash fund less, or if they are not more than five
may be used for minor disbursements. percent of total gross receipts. Receipts
Two signatures, probably those of the from outside groups using the club unclub manager and the treasurer, should der sponsorship of a member must be
be required on every check and invoices included in the total unless 75 percent
should be defaced as they are presented of the group are club members, although
for payment in order to prevent pres- receipts from members may be identientation a second time.
fied and excluded. The receipts from
Arrangements must be made for the bona fide guests and visitors from other
prompt monthly billing of club mem- clubs do not have to be included.
The Tax Reform Act of 1969 makes
bers and for the collection of their accounts. If possible, the mail should be country clubs subject to tax on "unopened and a list of the checks received related business taxable income" and
should be made by someone other than expands the definition of that term.
The major result is that investment inthe person posting to the accounts.
An aged trial balance of receivables come, including interest, dividends,
from members should be prepared and rents, and royalties, is now subject to
this should be presented to the board tax. The net income from the sale of
of directors at its monthly meeting for excess land for building lots or from
special review. An effective follow -up on the sponsorship of golf tournaments
collections should be made, along with would also be included under this defia careful scrutiny of any accounts pre- nition. These provisions are very techsented for write-off. Moreover, the by- nical and will not affect many clubs, but
laws may provide for the suspension of they should be reviewed if there is
those members whose accounts are de- likely to be a problem in this area.
linquent.
Internal control over inventories of Costs
The determination and analysis of
both food and bar supplies presents
problems not only of safekeeping and costs is essential in the financial planpreservation but also of utilization. ning and control of operations of counThese are perhaps the most important, try clubs. Emphasis is usually placed
Internal Control
and vet the most difficult, of all control upon food and bar costs, and attention
It is important for proper control measures to implement. A systematic must be given to the problem of inmeasures to be exercised over cash, re- perpetual inventory procedure is almost cremental costs. Club officials may also
ceivables, and inventories. Most country mandatory if the theft of food and look to the accountant for sound guidclubs employ a manager but many of liquor is to be minimized. Maximum ance in the formulation of a manthe management functions are tamed utilization, of course, is primarily the agement philosophy with respect to
on by committees that may or may not result of the careful supervision and de- food and bar operations.
Since the analysis of costs and marbe cognizant of the characteristics of velopment of well - trained and loyal emgins for country clubs is primarily for
internal control. Also, thev may not un- ployees.
internal decision - making and control, the
derstand the techniques by which the
Income Tax Status
direct- costing approach sh oul d be
measures are implemented.
Safeguarding of the assets should be
A country club is exempt from the adopted. Not only does it enable the
stressed at all times and a system of federal income tax if it qualifies as gross profit on food and liquor sold to
authorization and approval should be a "social club," operated exclusively for be analyzed carefully, but the contribuestablished which involves the club of- pleasure and recreation. The exemption tion margin indicates the amount of
ficers. In addition, the separation of will be lost, however, if part of the net revenue, after direct expenses, that can
duties should be emphasized wherever income, whether from member related be applied to the other functions assocompetent employees are available. For or from outside activities, accrues to ciated with the operation of a club.
example, the bank reconciliation should any member. In addition, the exempbe prepared by someone other than the tion will be lost if the outside profits Revenues
The primary source of revenue for
person doing the posting or making are not incidental to club function and
most country clubs is monthly or anthe deposit.
negligible or nonrecurring.2
All club members should be required
The Internal Revenue Service has nual dues. Although some clubs are
to sign bar chits, meal tickets, and golf issued guidelines indicating when a able to earmark the cash received from
tickets in order to reduce the handling question will be raised because of non- the sale of memberships for debt reof cash. Where this is not possible, the member use of club facilities. In gen- tirement or plant renovation, it is often
proper use of cash registers and pre - eral, the emphasis is placed upon gross necessary for a newly - formed club to
commit a large percentage of its dues
numbered sales tickets is strongly recom=See "Tax Exemption of Country Clubs Affected
revenue to debt retirement and intermended.
Reform Act," The Lybrand Newsletter,
VI.Tax
XII, No. 5, May 1970, pp. 8 -11.
The control of cash disbursements re- Vol.
est, leaving little for actual operations.
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Whenever this situation exists it is imperative for the food and bar contribution margins to be increased as much
as possible. Hence, the management
philosophy for many newer country
clubs may differ greatly from those of
other, more established clubs that have
less indebtedness.
Many clubs operate under the assumption that the general and administrative expenses as well as those relating
to house and grounds should be covered
by the dues structure. Thus, if this is
the case, the food or bar contribution
margins would not have to be as much
as those for an ordinary restaurant, because they would not be expected to
cover the expenses referred to above.
Consequently, this assumption must be
considered in analyzing food and bar
costs and contribution margins.
Budgeting
Budgeting is a valuable tool in the
financial planning and control of country club operations. Almost without exception, most clubs would like to spend
more on their golf courses and clubhouse facilities than they are able to
spend. As a result, there must be a
clear understanding of attainable objectives, and goals should be established
with respect to the number of members,
the dues structure, and the expansion
of facilities.
A realistic estimate of the various
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sources of cash receipts is necessary and
cash disbursements must be carefully
planned, not only for operating expenses
and principal payments, but also for
capital improvements. In addition, it
may be desirable for monthly cash forecasts to be made, and the exact timing
of large expenditures (for taxes, insurance, or the purchase of furniture and
equipment) should be scheduled in
advance. Such a system of budgetary
controls may well prove to be the difference between success and failure for
some clubs. The overall philosophy of
management must, of course, be considered in the budgetary process and
will probably determine whether receipts
are increased to meet disbursements or
disbursements are reduced to equal receipts.
CASH RECEIPTS

Cash receipts normally flow from
dues, food and bar sales, golf cart rentals
and greens fees, sales of new memberships, and perhaps bank loans. Except
for sales of new memberships (and perhaps assessments on present members)
and bank loans, these items parallel the
revenues on the income statement. It
is true that the anticipated revenue from
the contribution margins for food and
bar may not correspond exactly with the
estimated net cash receipts from those
sources. On the other hand, if the beginning and ending balances for ac-

counts receivable, inventories, and accounts payable remain essentially the
same, and this is usually a reasonable
assumption, the budget may employ
estimates of the contribution margins
with reasonable success. Such an approach is easily understood by the members and facilitates the preparation of
the budget.
CASH DISBURSEMENTS

Disbursements are normally related
either to operations or capital improvements, and the budgeted amounts would
be detailed in supporting schedules. In
general, the schedule pertaining to
operations would parallel that for the
expenses, exclusive of depreciation, in
the income statement. In addition, all
payments upon both short -term and
long -term indebtedness would have to
be included. The anticipated outlays for
the purchase of fixed assets would in
turn be detailed in the supporting schedule for capital improvements. A provision may also be made for contingencies.
Conclusion
Although country clubs must be operated in accordance with the desires of

their members, they should nevertheless
apply the basic principles of management accounting to their financial stricture. This then opens up for the accountant vet another avenue of
community service.
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A Banker's Approach to
Business Loans
FINANCIAL STATEMENTS PLAY A SIGNIFICANT ROLE IN OBTAINING BANK LOANS
By Daniel Kujawa
In lending to businesses, we bankers
take into account the borrower's ability,
experience, reputation, character, even
his personality, and sometimes his influence. We also consider deposit balances, collateral, interest rates, past
experience, economic conditions, and
many other factors. All of these are
evaluated and are assigned whatever
weight they merit in the loan decision
process. However, we frequently encounter businessmen who submit loan
requests without reference to financial
statements, or with outdated ones, or
with only sketchy financial information.
Why is this so? Perhaps the reason is
that these business managers have never
been accountants, or bankers, or financiers. Their former backgrounds are in
sales, production, purchasing, engineering, or law. These individuals do not
fully understand or appreciate the significance of accounting and financial
statements in their business and consider other factors of much more importance in relation to the loan request.
Actually, accounting, and financial
statements which should be the basis
of most business decisions are also the
best starting point for evaluating a loan
request. In applying for a loan, the usefulness of the financial information
presented depends upon its quality and
quantity. Who prepared the statements?
Were they audited? What is the tech24

The author wishes to acknowledge with deep appreciation the inspiration he received fro m James
A. Ensign's thesis to which he refers in this article.

nical competence and reputation of the
accountants or auditors? How many
periods or years do the statements
cover? How current is the latest statement? Are supplementary schedules
and data, and explanatory footnotes
provided?
The basic balance sheet, statement
of income and expense, and reconciliation of net worth, are not always adequate information for credit grantors.
Theses basic statements are only a summary of a company's financial position
as of a certain date, or of its activities
during an accounting period. Such a
summary reveals only the highlights,
but conceals a considerable amount of
facts. Supplementary material such as
an aging of receivables, a breakdown
of inventory, schedules of fixed assets,
term debt, or general and administrative expenses, or monthly sales figures,
is not only desirable, but also necessary
to make an effective analysis in many
instances.

DANIEL KUJAW A
Tucson Chapter 1968, is a Vice President and Assistant Executive Officer
with Southern Arizona Bank and
Tru st Co mpa n y , Tucson.

Predicting the Future
Regardless of how recent a financial
statement may be, it deals only with
the past, whereas business decisions
are made in the present, and affect the
future. Of what value then are financial
data covering history, no matter ho,,v
complete, accurate, and current they
may be? The answer is that the primary purpose of financial statement analysis is to assist in predicting the future. What better guide is there to the
future, than a careful review of the past
and recognition of planned and anticipated changes that will affect the economic entity. If the financial data are
prepared carefully and realistically, then
this information can be extremely valuable in making business decisions, including credit decisions.
To demonstrate further the value of
adequate financial information, consider the following disparate, but not
uncommon, situations. One prospective
borrower brings to his banker a balance
sheet and statement of income and expense for the first six months of the
fiscal year. The statements were prepared by a novice bookkeeper, whose
ability is not yet proved. The period of
operations covered happens to be the
busy and more profitable season of the
year. Furthermore, the statements are
now seven months old, and the yearend statements will not be ready for
another month or two. The second
prospective borrower provides his
MANAGEMENT ACCOUNTING /JUNE 1971

banker with audited statements for the
last three fiscal years, interim statements
for the past three calendar quarters (the
last of which ended two months ago) ,
statements of source and application of
funds, supplementary schedules of material items, and a projection of cash
receipts and disbursements for the next
three months. The businessman also
brings along his accountant to assist in
answering any questions that may arise.
Assuming other factors are equal, in
which of these two situations would
you prefer to be the loan officer?

managers —as a basis for business decisions. It is unusual for us in banking
to require data that the businessman
does not normally need for his own
guidance.
The Analysis

Assuming that we are provided with
all of the information required, then
how do we evaluate it? What specifically do we analyze? Personally, I prefer to begin by reviewing the statement
of income and expense, then the remaining material. My reason for doing
so is that virtually all businesses are
How Much Information
organized and operated with the attainIs Adequate?
ment of good profits as the basic purA question then arises as to how pose or primary objective. the income
much information is adequate. Occa- and expense statement reveals how
sionally, but not frequently, borrowers successful the management has been
will submit more data than we need in achieving that goal. When the net
or can absorb. More often, the opposite income is related to sales, to net worth,
is true. The amount of information to prior years' earnings, to rate of rerequired depends on the relative turn of others in the same field, then
strength of the borrower, the amount the analysis becomes more meaningful
and term of the requested loan, the and of great significance.
In analyzing the balance sheet, our
purpose, and source of repayment. For
example, one company, that has been goal is to determine whether the busiestablished for 20 years, is well capital- ness is now solvent, and the likelihood
ized with a net worth in excess of $1,- of it remaining solvent during the term
000,000, has good management, and of the proposed loan. As you know, the
has a good profit record, requests a test of solvency is not merely having
loan of $200,000 for 120 days to'in- more assets than liabilities. The real
crease temporarily the raw materials test is the ability of a company to meet
inventory in anticipation of a strike in its liabilities as they become due. In
the suppliers industry, with repayment order to make this test, it is necessary
to come from reduction of the inven- to know the maturity dates or payment
tory. In this case, the latest audited terms of the various debts. Then one
financial statement together with basic can proceed to evaluate the liquidity of
information on the current status of the assets, particularly current assets,
the company, could be sufficient in- and estimate whether the company will
formation. On the other hand, another have sufficient cash to meet the liabilicompany requests a loan of only $40,- ties as they fall due. To ascertain liquid000, to purchase equipment, with re- ity and solvency, we must evaluate the
payment from profits over the next five quality of the assets, particularly curyears. The company has been estab- rent assets. How marketable or readily
lished only four years and has a net convertible to cash are they? In esworth of $150,000. In this case, a con- sence, we endeavor to measure the adesiderable amount of information may quacy of working capital of the busibe requested.
ness.
Another aspect of liquidity is the
Some borrowers object to providing
all of the data required, because of the proportion of current assets to total astime and cost involved in preparing the sets. We also give attention to the other
material. In my opinion, this is rarely half of the balance sheet. The struca valid objection, and is often indica- ture of current debt, long term debt,
tive of a weakness in management and equity capital is also evaluated. One
ability. If the entrepreneur objects to key factor is the relation of total debt
providing quarterly financial statements to net worth. How much equity capital
or aging of receivables because he does protection is there for creditors, esnot have them prepared ordinarily, then pecially for unsecured ones, in the event
he is operating without the benefit of of a major operating loss, or large
important management tools. Finan- shrinkage in the value of assets? Comcial information is not prepared primar- panies that are highly leveraged provide
ily for the banker, but for business their stockholders with the possibility
MANAGEMENT ACCOUNTING /JUNE 1971

of a greater rate of return on their investment, but at the same time, a
greater risk for the creditors. It is our
duty to analyze the relative risk in
each case.
As referred to previously, analysis of
a financial statement as of one date and
for one period provides some information, but only a limited amount. The
analytical process can be far more effective when comparative information covering several dates and accounting
periods is available. Statements for each
month or quarter can reveal the effects
of seasonal fluctuations. Statements for
several years disclose whether the company is growing or declining, or has
reached a stable plateau, or is subject to
erratic changes from year to year. External comparisons —with other companies in the same field —can also be
useful.
Thus far I have strived to substantiate that: (1) financial statements should
be the basis for financial business decisions, (2) that an intensive analysis of
pertinent and adequate financial data
can be most revealing, and (3) that an
analysis of the financial statements is
the starting point in the making of decisions on credit requests.
Other Factors
The determination of profitability,
present and continued solvency, adequacy of working capital, and sufficiency
of net worth, is only the first step in
loan decisions. There are other factors
equally important to be considered. The
objective of the credit decision process
is best described by Carlisle R. Davis
and Edward F. Gee in their book "Analyzing Financial Statements."' They
state that "the purpose of credit investigation and analysis is to appraise the
nature and extent of the risk and to
determine the willingness and ability of
the prospective debtor to repay a proposed loan in a ccordan ce with its
."2
terms The key factors are the nature
and extent of the risk and the willingness and ability of the borrower to repay.
What approach should be used to evaluate these factors?
The traditional approach has been to
consider and evaluate the three C's of
Credit, namely, Character, Capacitv,
and Capital. Over the years, other C's
have been added, such as Conditions
(economic), Collateral, and Competition (relative strength of the borrower in
1 Carlisle R. Davis and Edward F. Gee, Analyzing
Financial Statements, American Institute of Banking.
4
Ibid, pg. 1.
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relation to his competitors) . This approach has alliterative appeal, particularly in remembering the key factors.
However, in my opinion, the alliteration tends to obliterate more direct and
relevant considerations, and does not
provide for a systematic and well organized approach.
The approach I prefer is well outlined and discussed by James A. Ensign,
Vice President of Crocker- Citizens National Bank, in his thesis "The Elements of Unsecured Business Loans. " 3
Not only have I adopted his approach,
but his thesis has inspired a considerable portion of this article. His thesis
has also been adapted for use as credit
instruction material by a number of
banks and some chapters of the American Institute of Banking.
A principal section of Mr. Ensign's
thesis is titled "A Logical Approach:
The Key to Prudent Loan Decisions."
In this section he delineates four basic
questions that must be answered to
virtually every request for a business
loan. These key questions, paraphrased,
are,
What is the quality (integrity and
ability) of management?
What is the specific purpose of the
loan?
What is the planned time and
source of repayment?
What alternate sources of repayment, if any, are there?
QUALITY OF MANAGEMENT

The quality of management is perhaps the single most important factor
in the success or failure of any business.
The debtor's quality of management is
also the most important factor in lending. Yet this factor is sometimes overlooked, and frequently not given
enough attention. Perhaps the reason
is that integrity and ability, being intangible, are difficult to measure. Although they cannot be precisely measured, integrity and ability can be
gauged approximately.
Integrity, like ability, is a relative
quality. No one is totally honest, while
a few people are quite untrustworthy.
Fortunatelv, most people fall somewhere in the more favorable end of the
scale. Being humans, we are prone to
exaggeration, white lies, and convenient forgetfulness. Providing these
weaknesses are relatively mild, we can
often work around them. With even
James A. Ensign, The Elements of Unsecured
Business Loans Unpublished Thesis, Pacific Coast
Banking School.
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borrower, I have to ask myself, "How say he had noticed the large amount of
far can I trust him ?" If I have serious receivables in reviewing the statement
doubts, I must avoid him.
(before sending it to me) and was alFinancial statements can provide ready investigating it. My question was
some clues to a borrower's integrity. not intended primarily to ascertain
Example: A borrower submits his busi- a specific answer on the receivables, but
ness statements to me. A quick com- to determine how much attention the
putation reveals that his trade accounts business manager gives to receivables,
payable are equivalent to 80 to 90 days and whether he does review his own
of purchases. I imply to the borrower statements. Other questions can be
that he must be behind in his pay- devised from the financial statements
ments to suppliers. He claims, however, to probe into any area of management
that only a few invoices are overdue, abilitv.
the rest are usually paid within 30 days
or so. Such statements are not conclu- PURPOSE OF LOAN
sive evidence, but point out that farther
The second basic question deals with
scrutiny is necessary. Another example: the purpose of the loan. Here we are
A borrower requests $20,000 to pav in- concerned with the wisdom of the purcome taxes. A glance at the latest state- pose, the effect on the financial condiment shows a tax liability of only tion, and repavment abilitv. A loan to
$17,000 for the full year. Also, he bor- buy raw materials in connection with a
rowed $10,000 five months ago for the large manufacturing order is a normal
same purpose. Closer questioning re- request. Whereas a loan to buy addiveals that the funds are really needed tional materials to speculate with, may
to meet other overdue liabilities. In- be imprudent for both the bank and
come taxes were given for the purpose the borrower. A loan to purchase equipof the loan because it worked so suc- ment may reduce working capital and
cessfully last time, and who would be impair the financial strength. A better
mean enough to deny an honest man decision may be to defer the purchase
who wanted to give the government its or to rent or lease the equipment. Many
due. A third example: A business times we are requested to advance
owner agrees with the bank to curtail funds because the borrower has an exhis salary and bonuses in order to build cessive amount of receivables or invenup capital for growth. A later statement tory as shown by the financial stateshows that he has kept his promise, ments. If he took firm measures to
partially. Yes, he has cut his salary by collect overdue receivables, or to dis$5,000. However, the balance sheet re- pose of excessive or slow moving invenveals a new asset — $3,000 due from tory, he would not have to borrow. In
officer.
these cases, granting a loan would be
Financial statements can cast a great a disservice to the customer.
amount of light on the ability of manAt times a businessman will request
agement. After all, these statements are a loan to pay some of his overdue liaa record of management's efforts in bilities. A close study of the statements
planning, directing, and controlling a will show that he really needs more
business. This information shows man- money than he asked for, and that we
agement's ability to increase sales, to would be justified in granting a larger
control inventory levels, to fully utilize loan, accounts receivable financing, or
fixed assets, or conversely, inabilitv to some other alternative.
control expenses, to collect receivables,
Full knowledge of the exact use of
or to compete effectively. Management the loan proceeds will greatly assist in
abilitv covers many wide areas such as determining the correct answer to the
sales, production, engineering, person- second basic question.
nel, finance, and legal matters. The
financial statements can be used to TIME AND SOURCE OF REPAYMENT
probe more deeply in evaluating manThe time and source of repayment is
agement ability in these various areas. the next basic question. There are only
Example: A customer mails in his latest four possible sources of repayment of
monthly financial statement. Upon any loan. These are:
scanning it, I notice his receivables are
higher than usual. I telephone him and 1. Conversion of assets to cash.
ask for an explanation. He may respond 2. Cash resulting from profits earned
by saving he did not know they were
and retained in the business —new
that high, and will call back later with
capital internally generated.
an explanation. Alternatively, he may 3. Cash resulting from additional inMANAGEMENT ACCOUNTING /JUNE 1971

vestment by stockholders —new capital from external sources.
4. Transfer of the debt to another
creditor.
A borrower requests a loan of
$20,000 for 90 days to be repaid from
sale of inventory. If his inventory now
is $65,000, but is usually $45,000 (as
shown by the financial statements),
and his chances of reducing that inventory within 90 days are good, then that
stated source and time of repayment
are realistic. He intends to convert excess inventory to cash with which to
repay the loan. On the other hand, if
he has no intentions of reducing the
inventory, the repayment source is unrealistic. Most likely, repayment will be
by transferring the debt to another
creditor. The debtor will sell the inventory, collect the cash, and pav the
bank, instead of his suppliers. That
loan is not really repaid from converting excess assets to cash, but by shifting the debt to someone else. Such
repayment sources are not dependable
for our purposes. Unless a careful analysisof the financial statements is made,
then the borrower and the bank can
easily be misled as to the repayment
ability. Perhaps revolving (continuous)
inventory financing would be a more
practical solution.
In other cases, a borrower may request a loan of $60,000 to be repaid
over 24 months. Most loans of this
type are repaid from profits. It is then
necessary to relate the repayment program to profits. If the business is expected to earn only $25,000 per year,
then a 36 -month repayment term may
be more suitable. If profits are earned
only during a short season of the year,
then the repayment should be established accordingly, rather than quarterly or monthly. If it has been customary to pay out in dividends, one -half
of the profits, then plans should be
made to curtail future dividends.
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ALTERNATE SOURCES OF
REP AY ME NT

available, and whose business has a
sound financial condition. Unfortunateh', all of these elements are not
always present. For this reason, collateral is often requested, but collateral
lending is not the best form of lending.

The last basic question — alternate
sources of repayment —arises out of
considerable and regrettable experience
by bankers. The planned source of rcpayment periodically does not materialCollateral
ize. In these cases, it is necessar\- to
A good, unsecured loan is mail\determine another source. Unfortunately, there is not another "set" of times better than a secured loan. Whv?
four possible alternate sources of re- In granting an unsecured loan, the
payment to choose from. Conversion lending officer has usually been satisof assets, transfer of debt, retained profits ficd:
and new capital, apply to both primanand alternate sources of repayment. If 1. That the financial condition of the
borrower is sound.
conversion of assets was the primary
source of repayment and this cannot be 2. That the borrower's management
has a high degree of integrity and
achieved, then perhaps the loan can be
ability.
shifted elsewhere. Should this altemative too not be possible, then maybe 3. That the specific purpose of the
loan fulfills a valid economic need,
the loan can be repaid from new capiis the best alternative, and is fully
tal. If this source is not achievable,
justified.
then the loan officer knows he has
made a mistake! Possibly the business 4. That the specific source of repayment will materialize on time.
can make a partial and permanent liquidation of assets —and reduction of debt 5. That there are reasonable alternate
sources of repayment.
—by contracting credit terms on sales,
or reducing the volume of business.
Collateral is taken to offset deficien'I7iese measures would result in lower
receivables and /or inventories and Io\l'cr cies in one or more of the preceding
debt. Otherwise the only alternative factors. However, the collateral does
may be to revert to conversion of assets not eliminate weaknesses in manage— liquidate the business —which is not ment ability, or strengthen the primary
a dependable repayment source under source of repayment. Collateral alone
is rarely a sufficient basis for making a
these circumstances.
For these reasons, the lender should loan. Banks lend money with the desire
determine in advance the possibilities to be repaid, not to acquire collateral.
of alternate repayment sources. If there For this reason, the principles that
are none, then it is important that the apply to unsecured lending also apply
primary source be very realistic, certain, to secured lending.
and ample. This can be best determined by reference to, and thorough Conclusion
This article is not intended to be a
analysis of, adequate financial informacomprehensive review of financial statetion.
The best protection a loan officer ment analysis or bank commercial lendcan have is to deal with an honest and ing. The discussion was oriented tocompetent businessman, who borrows ward a banker's approach to business
for valid purposes, who clearly knows loans and to emphasize the important
when and how he can repay the loan, role of financial information in credit has alternate sources of repayment granting.
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Credit Review Analysis
EFFECTIVE CREDIT REVIEW IS A VITAL FACTOR IN MAINTAINING
CONTROL OVER A BANK'S COMMERCIAL LENDING FUNCTION
widely held —in this case personal endorsements or guarantees would probIn order for a credit review to succeed, ably not be required) . These statements
some thought must be given to acquir- should be drawn down concurrently
ing the raw data that will be analyzed with the company statement for obviand digested. The amount of data to ous reasons. Some antecedent informabe gathered depends entirely on the in- tion should also be available, particudividual circumstances; however, there larly a merchant's credit report on each
are certain vital and necessary types of principal.
information that must be on hand
Finally, there should be available at
before an attempt is made to prepare least a three year history of bank experia review.
ence. This would include liabilitv ledger
First, there should be available from sheets, present notes and collateral outthree to five vears of fiscal data, pref- standing, average account balances,
erably certified by a reputable account- memoranda from the lending officer,
ant. These fiscal reports should, as a loan applications, minutes of finance
matter of course, include balance committee meetings, credit investigasheets, operating statements with de- tions, and other correspondence.
tailed schedules of costs and expenses,
In this article, we present an actual
reconciliations of capital accounts, credit review analvsis. The name of the
source and application of funds state- customer has been changed, but the
ments, and a schedule that shows what data and the loans are real. The data
fixed assets were acquired and disposed are arranged in Exhibits 1 through 4
of during the year.
for ease of review. Thev include a cover
Second, there should be available a
comprehensive trade survey. This may
be very difficult to obtain, and reliance
may have to be put on agency reports.
The survey should contain a listing of
the larger amounts owed, a credit rating for each item, the terms of sales of
each, and whether past due or not. The
report should also contain data on any
recent suits filed, judgments rendered,
ANGUS McRAE
tax liens, and any other such public
Chapter
1969, is a Credit
Mobile
information.
Officer
at
First
National Bank of
Third, there should be a file on perMobile, Alabama. He is a graduate
sonal financial statements. The reviewer
of King College in Bristol, Tennessee,
should have access to a personal statewhere he received a B.A. degree.
ment of condition of each principal
(unless the company is large and stock
By Angus McRae
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sheet, a four -year comparison of state ments, depository experience, and a listing of notes outstanding.
The Cover Sheet
The cover sheet, Exhibit 1, is divided
into three condensed information sections: general, audit and financial. Together these sections render a bird's -eye
view of the company in question and
should contain the basic data upon
which the credit review is made.
The general information section
should contain:
1. Sufficient information to identifv
the account with some precision
along with a brief description of the
nature of the operation, the legal
status of the company, and a listing
of principals.
2. The date the business started and
the date bank relationships began.
3. The names of the bank lending
officers handling the account and
the analyst preparing the review.
4. The line of credit existing and the
date it was last confirmed.
The audit information section should
contain certified fiscal information. If
anv information is lacking, the reviewer
should satisfy himself that exceptions
are reasonable and that he understands
why they were made.
The financial information section
shows balance sheet information. Cer.
tain of the ratios and operating results
have been converted into percentages
of total sales. The data spread used here
follows the standard Robert Moms
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Associates format for trading companies. While it does not fit the situation
in all cases, it has proven useful and
adaptable.
This form provides for only three
years of financial data. In some cases
it would be well to include several more
years; however, in most cases, three
years of operating and balance sheet
data will give the reviewer and the person scanning the spread enough information to catch a trend. The reader
should be cautioned about making too
literal an interpretation of these ratios.
They should be used as signals which
point out the need for closer investigation, and not as basis for crucial decisions. However, certain fundamental
tests can be made from the information contained on the cover sheet:
1. What has been the recent trend of
sales growth? Is the company expanding constantly or is there no
growth factor?
2. Does the company maintain a consistent gross profit margin and is it
in line with industry standards?
3. Are operating expenses (per unit of
sale) in line with industry? What
effect does fluctuation in sales volume have on costs and expenses as
percentage of sales?
4. How much does the company's
profitability depend on recurring
other expenses or income?
5. What cash flow (net profit after tax
plus depreciation) is generated during the periods under consideration?
6. What do the officers of the company draw as salaries? Is this a reasonable figure relative to the size
of the operation? Or is it drawn at
the expense of needed growth capital?
All of the ratios and percentages can
be compared across the spread with
recent industry experience as developed
by Robert Morris Associates or other
similar statement studies. If RMA data
is used, then a system for presentation
must be decided upon and used consistently. (For those readers not familiar with RMA statement studies a given
ratio is not presented as a single average figure. Rather the gathered data is
subdivided according to performance
into three sections, upper, median and
lower, and three averages are given, one
for each section.) In this case, the company data was compared with the median average. While this does not
always provide for a fair comparison,
MANAGEMENT ACCOUNTING /JUNE 1971

Exhibit 1
CREDIT DEPARTMENT REVIEW
GENERAL INFORMATION:

DATE:

COMPANY Tooney Lumber Co., Inc.

Nature of business Sawmill (also wholesale and
retail building materials)

11 -14-69

In business since

6 -2 -46

Type

Our customer since

6 -23 -61

Loan officer

Corporation

Principals

John S. Tooney, Sr.

Name of reviewer

GAM

Line of credit

$275,000

Date confirmed

9 -5-68

AUDIT INFORMATION:
Statement date:

6 -30 -69

Qualification:

None

Period covered: Fiscal

Prepared by:

FINANCIAL INFORMATION:
BALANCE SHEET:

1967
Amount
296
277
586
512
20
75
.29
1.07
6.8
6.75
21.7
50%

Current assets
Current liabilities
Total assets
Total liabilities
Working capital
Net worth
Quick ratio
Current ratio
Debt to worth ratio
Inventory turnover
Sales to receivables
Return on investment

RMA

1968
Amount

.6
1.6
.9
4.8
13.7
11.9

385
423
700
646
(38)
53
.24
.91
12.2
7.43
15.5
Loss

RMA

.7
1.7
.7
6.2
15.1
18.9%

1969
Amount
436
509
843
773
(73)
70
.23
.86
11.04
5.93
17.33
24%

OPERATIONS

1967
1968
1969
Amount Percent RMA Amount Percent RMA Amount Percent

Sales
Cost of sales
Gross profit
Operating expense
Operating profit
Other income
Other expense
Profit before taxes
Income tax
Net profit
Depreciation
Officer's salaries

1,343
1,094
249
182
67
6
33
40
2
38
26
12

100
81.5
18.5
13.6
5.0
.4
2.4
3.0

100
1,331
76.3 1,092
23.7
235
20.6
224
11
9
42
(22)
3.1

2.8
1.9
.9

(22)
39
7

it does represent the most realistic
standard.
Comparison of Statements
Exhibit 2 gives more detail concerning the composition of the information
contained in Exhibit 1. It is a four vear
comparison of statements from which
the following may be determined:
1. The growth of working assets over
the three year period under consideration, and the corresponding burden of current debt.
2. The trend of current position as
evidenced by growth or decline of
working capital and the corresponding development of the current ratio.
3. The relative ability of quick assets
to pay current debt as evidenced by

100
82.4
17.6
16.8
.8
.7
3.1

2.9
.5

100
1,924
79.3 1,553
20.7
371
269
11.6
102
9.1
3
87
18
1
17
58
16

100
80.7
19.3
14.0
5.3
.1
4.5
.9
.8
3.0
.8

the quick ratio. Also, the trend of
this important index of company
health.
4. The margin of protection offered to
the creditor by the owner's equity
as evidenced by the debt to worth
ratio.
5. The volatility of the working assets
as evidenced by the turnover rate
of inventory and receivables. A
strengthening or weakening of this
index can be gauged from the
spread.
Account Relationship
Another important source of information is the account relationship that
the customer maintains with the bank
(see Exhibit 3). This should contain
the following information:
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Exhibit 2
COMPARISON OF STATEMENTS
(CENTS OMITTED)

B US I NE S S

S a w m i l l - Bl d g P I a t e r i a l s

FISCAL

E NDS

Tooney Lumber Co., Inc.

6/30

NAM E

SOURCE

OF

1

STATEMENT

1

YEAR

9671

966

1068

1 69

r

AS S E T S
_ C A S H
NOTE S RE C E I V A B L E
ACCOUNTS

8 9

TO TAL
LAND

99
147
21 P
1

2 9 6

38 5

A36

366

65
403

66
472

106
564

9
6

9
5

129
531
9

INVENTORY
stumpage & cutting contra is 1
Prepaid items
CURRENT
AND

AND

1

2 7 6

AS S E T S

6 5

BUI L DI NGS

MACHINERY

7 5

162
54
12

RE C E I VAB L E

EQUIPMENT

ill
236
1

4911

RE S E RVE F OR DE P.
DUE B Y OF F I C E R S . E MP L O Y E E S
DEFERRED

CHARGES

R/E for resale
Other
TO TAL

NON - C UR R E NT

TO TAL

AS S E TS

NOTE S

PAYABLE

AS S E T S
1

2 6 2

2 9 0

538

586

91
7

1

9
10

315
700

407
843

189f
66

2 0 9

LI ABI L I TI E S

NOT E S

PAYABLE

NOT E S

TO

PAYABLE

AC C O UNTS

US

OT HE R
TO

BANKS

OT HE RS

PAYABLE

8 5

1 4 0

2 9

2 3

1 3

1 3

4 2

94

79

921

2 3

1 7

2311

64
7 1

1 201

AC CR UE D TA X E R

2 3

OT HE R A C C R UE D I TE MS
DUE T O OF F I C E R S .

Deposit on lumber
Overdrafts

10

5

10
I

TO TAL C UR R E NT LI ABI L I TI E S
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A six month average of collected
balances maintained in company
checking accounts and a listing of
certificates of deposits issued in the
name of the corporation.
A six month average of collected
balances maintained in other related
accounts which are considered to
be collateral benefits to the bank
loans. This would include personal
accounts as well as related business
accounts. However, the exact relationship should be defined if it is
not clear.
A detailed listing of all debt of the
company under review, related debt
of the company's principals (if stock
is closely held and principals are
contingently liable), and any other
debt which the company or its principals are contingently liable. The
description of each note should contain the following information:

Exhibit 3
ACCOUNT RELATIONSHIP
DEPOSITORY EXPERIENCE:
Accounts
Tooney Lumber Co., Inc.
John S. Tooney

Commentary
After he has completed the cover
sheet, read the statement closely and
prepared the resume of bank experience,
the reviewer must present his commentary in a manner that will allow the
reader to follow his logic. He must be
very careful while doing so not to make
broad generalizations or include any
personal opinion that is based purely
on conjecture. Rather, he should use
this part of the review to explain and
expand on the matters already discussed.
An example of such a commentary is
illustrated in Exhibit 4.
There should be much flexibility as
to what the commentary section should
contain. In this case, the first three
sections are devoted to a chart of bank
debt over three years, a seven years'
spread of operating results and a four
year chart of debt position. These three
items give the reader more insight into
the recent history of the company. One
section is devoted to the operation of
the company. This includes peculiarities which the reviewer has noticed.
The source and application of funds
statement must also be reviewed and
MANAGEMENT ACCOUNTING /JUNE 1971

Average
$

236
2,995
—
49,436
TOTAL — $52,667

INDEBTEDNESS TO US:
$ 55,000

Security agreement covering inventory, accounts receivable and /or
contract rights. Made 9 -10-68 for $60,000 (Demand)

35,000

Same as above. Made 2 -4-69 for $35,000. (Demand)

26,831

Security agreement as above, except have assignment of specific
invoices, all of reasonably current date. (Aggregate of several demand
notes.)

33,000

Secured by pledge of stock and CSVLI valued at approximately $66,000.
Made originally October, 1966, for $35,000, increased to $57,000 in
January, 1968.

9,100

Security agreement covering timber purchase agreement with
Made 3 -6-68 for $45,500.

30,000

Unsecured. To be secured by assignment of timber cutting contract on
tract. Made 11 -3-69 for $30,000.

3,291

Security agreement on 1969
$4,100. Paying installments of $185.44 as agreed.

3,600

Security agreement on air compressor and miscellaneous equipment.
Made 5 -3 -69 for $4,600. Paying $200.00 per month as agreed.

Made 5 -26-69 for

Security agreement International Truck. Made 12 -4-68 for $3,900. Last
payment due next month.
TOTAL

322
$196,144

John S. Tooney Personal
-

a. The principal amount of each
note, the interest it bears and its
terms if other than a routine 3060-90 day note.
b. The date of the note was originally put on the books (not the date
of the note if it is a renewal note).
c. If secured, a description of the
collateral giving some objective valuation if possible.

Regular
Payroll
Personal
Savings

33,800
$229,944

Secured by savings account with balance of $49,436. Represents three
notes. Loan has been increased by $10,000 recently.
TOTAL RELATED

commented on. The reviewer must convey to the reader from what source
funds came into the business and to
what use they were put. This is always
revealing and can show if cash generated from profits is being utilized effectively.
Comment should also be made on
the past history of the business in regard to operation. Although businesses,
like people, can change and make dramatic improvements, it is wise to look
closely at past performances. Chances
are quite good that the companv will
continue to perform in the future as
it has in the past.
If the company is small and closely
held, then the principals are likely to
be liable for the company debt. In this
case, a brief analysis of their personal
financial situation was in order. The
reviewer first eliminated any interest in
the company under review (if the bank
had to call on the endorser to pay a
companv loan, then this valuation would
be meaningless) and then proceeded to

make an objective appraisal of remaining assets.
The reviewer should always try to
isolate any monies that the owners of
the business are getting including all
salaries, commissions, drawings, dividends, etc. This is very important not
onlv to determine if thev are overpaying themselves, but also to see if they
are getting sufficient reward for their
effort and their capital. The question
should be asked: "Is there incentive to
push on ?"
Some thought should also be given
to the health of the industry in question and the potential that the company under review has for continuing
profitable operation within that industry. It would be foolish to give a company a clean bill of health when the
industry it represents is sick or dying.
It would also be wise to try to gauge
the existing competition and comment
on it. Is it so keen that it threatens
weaker participants in the industry? Or
rather is it weak at the present time?
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Exhibit 4
COMMENTARY
1. Charting debt over three year period:
Date

T otal debt

12 -31 -65

45

3 -31 -66
6 -30 -66
9 -30-66
12 -31 -66
3 -31 -67
6 -30-67
9 -30 -67
12 -31 -67
3 -31 -68
6 -30-68
9 -30 -68
11 -20-68
4 -2 -69
6 -11 -69
11 -7 -69

56
82
72
123
142
120
137
172
228
167
224
224
261
248
196

Invoice

Stumpage

22
14
22
30
32
35
20
26
28
29
16
22
47
45
72
27

23
42
60
42
59
73
57
66
107
143
99
92
71
76
42
39

Invent or y

Other

35
35
43
43
37
55
51
51
45
45
39
40

60
60
95
95
90

NOT E: Debt reduced to $160,000 last month. Increase represented
by new loan against timber contract.

5. Operation -wise, the company made a dramatic improvement over
last year. Gross profits increased by $118,000 (from $215,000 to
$333,000.) T his was due to an increase in volumeof lumber sales
as well as a better mark -up. It will be noted that gross profit as a
percentage of sales increased by 1.7 percentage points. Relatively
speaking, the company was able to hold the line on operating
expenses, so operating profit increased from $11,000 to $102,000.
Interest expense and heavy bad debt charges reduced profits before
taxes to $18,000, however. Interest expense increased from
$13,698 in 1968 to $35,399 in 1969. Bad debt charges were
$30,394 during t he year.
6. Below is an application of funds chart for the past year:
Items tending to use funds: (000)
Purchase of fixed assets
Decrease in deferred debt due
to officers
affiliates
Increase in other assets

$165
25
3

&

2. Seven year operating results:

4. It will be noted above that w hile the company has made and
retained a profit this past year, Mr. T ooney's loan to the company
has been reduced by $19,000. So net equity (stock and debt) has
actually decreased by $2000. T otal debt (less debt owed to John
Tooney, personally) increased by $145,000, working capital has
decreased by $35,000 and debt to worth has increased from 3.0 to
3.9.

(22)
(25)
(6)
5
15
38
(22)
17

49
23
17
22
37
75
53
70

46
41
32
40
23
20
(38)
(73)

1.2
1.2
1.1
1.2
1.1
1.1
.9
.86

1966

1967

1968

1969

37
144
181

75
117
192

53
121
174

70
102
172

253

277

402

484

104_
357

118
395

123
526

187
671

2.05

3.01

3.90

3. Debt posit ion:
St oc k equi ty
Due to owner
T otal equi ty
Current debt
(less due to owner)
Deferred (less due
to ow ner)
T otal debt
Adjusted debt to
wor t h

1.97

Answers to this question \VIII probably
be hard to come by, but the reviewer
should at least think about it. Many
times his own knowledge of the business community and the market can give
him clues about various industries.
If there are any items on the balance
sheet or operating statement that the
reviewer does not understand, then he
should contact the accountant and get
him to explain it. I have found that
accountants generally are eager to help
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Current

$193
Items t ending to pr ovide funds: (000)
Pr ofi t
Depreciation
Fixed assets sold (at book value)
Increase in deferred debt
Decrease in working capital:

18
58
17
66
$

888
815
676
996
1,146
1,343
1,331
1,924

W/C

$

1962
1963
1964
1965
1966
1967
1968
1969

Net equi ty

159
34

7. As can be noted, the weakened current position was caused by
payment of deferred debt to officers and an unusually heavy
investment in new equipment that w as not pr operly f inanced.
Equipment purchases over a four year period are charted below:
1966
1967
1968

40, 056
59, 385
78, 097
$165,014
$

Pr ofi t

$

Net sales

$

Year

8• As mentioned on the previous review, company loans are
guaranteed personally by John S. T ooney, Sr., Reginald T ooney
and John S. T ooney, Jr. W e have liens on Tooney, Sr.'s liquid
assets, but he shows ownership of real property valued at
$186,500; mortgage debt is $44,500.

credit men and quite honest and forthright when questioned. The secret to
effective commentary is the reviewer's
understanding of the data lie has accumulated and communicating that
understanding to the people who are
going to read his review.
Conclusion
After the reviewer has finished his
credit analysis, he should present it to
the lending officer handling the ac-

count. The lending officer will study
the analysis as well as the reviewer's
conclusions and will prepare a memorandum to be attached to the review,
giving his opinion. Next the review,
with the memorandum attached, will
be given to the Senior Lending Officer
and its contents communicated to management. The exact procedure at this
point will probably depend on the size
of the credit line and the organizational
structure of the bank.
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Practical Details of Acquisitions
IF YOU WANT TO ACQUIRE A COMPANY, YOU NEED TO KNOW
A LOT MORE THAN YOU CAN LEARN FROM ONE BALANCE SHEET
By Ellis T. Hover
The main reason given for most recent
acquisitions has been the need for diversification. This is true particularly
where the major product line of a company has reached maturity. Of course,
the urge to diversify could be achieved
by starting up a new business, but in a
rapidly changing economy, there is not
always time to plan, construct facilities, develop the staff, establish markets,
and go through the growing pains of
learning through experience —what to
do and how to do it —or what not to
do and how not to do it. It is faster,
and usually more satisfactory, to acquire
a going concern in the field of new
endeavor. Along with everything else
in an acquisition, you usually purchase
"know- how." You also acquire staff,
facilities, markets, and occasionally—
tax loss carry forwards.
Sometimes, acquisitions are made in
order to secure management talent.
Sometimes an acquisition eliminates a
competitor or provides a good market
base in a new geographical area. Sometimes a company is put up for sale
because the principal owner desires to
retire or feels he has developed a business with a market value and wants to
cash in on some of it. Sometimes a
large company wishes to spin off a
division which does not yield the desired return on investment, or which
MANAGEMENT ACCOUNTING /JUNE 1971

does not fit in with a corporate plan for
change of image.
In all these situations careful investigation by both the buyer and seller arc
in order. The many factors involved
should be carefully considered. Like
any other sale, most advantages accrue
to the party that is most cognizant of
the facts. Some of the practical details
that should be known will be presented
here.
Types of Acquisitions
First, there are the tax -free reorganizations. These take several forms
identified as "A," "B," or "C." Type
"A" reorganization is a statutory mer-

ELLIS T. HOVER
is Assistant Controller in charge of
accounting and office sen-ices of Agiray, Inc., Syracuse, N.Y. Ile is a graduate of Oxford School of Administration, Cambridge, Alass., inhere he
subsequently held the position of Assistant Professor of Accounting and
Statistics prior to joining Agnray.

ger or consolidation which is effective
under the corporation laws of the
United States or any state or territory
thereof. The courts have added the requirement that the stockholders of the
predecessor corporation must receive a
continuing proprietory interest in the
surviving corporation which must be
substantially in relation to the assets
transferred. Type "B" involves the exchange of voting stock for stock of the
acquired corporation, and Type "C" involves the exchange of voting stock for
assets of the acquired company.
The second form are the taxable acquisitions, where we have the outright
purchase of all, or substantially all, of
the capital stock of a company or of its
assets. The stock purchase results in
the buyer owning the corporation purchased. He may either liquidate the
corporation or allow it to remain alive.
The individual situation governs the
action to be taken. There may be some
tax advantages in adopting a plan of
liquidation within two years of the purchase. For example, liquidation would
be advantageous if a stepped up basis
could be used for depreciable assets.
Another form of taxable acquisition
is where the buyer purchases all, or
part of, the assets of the seller at an
established price. These assets immediately become part of the assets appearing on the balance sheet of the purchasing corporation, and the purchase
33

price becomes the tax basis. The disposition of the old corporation, however,
remains with the sellers.

Tax Considerations
Now let's take a look at a few tax
considerations. Both seller and buyer
wish to minimize their tax as it relates
to the transaction. Usually what benefits one is to the detriment of the other.
We generally have the seller wanting
to sell stock and the buyer wanting to
buy assets and the structuring of the
sale becomes a bargaining point.
THE SELLER

The seller's first preference generally
would be a tax -free reorganization in
the form of "A," 'B," or "C." If this
is not possible and he is selling his
corporation or assets for cash or securities other than voting stock, he wants
capital gains treatment and /or delayed
tax through installment payments. He
gets the best treatment by selling stock,
if the price is greater than the tax basis,
and by selling assets if the price is less
than the tax basis. In the former, his
gain is taxed at the lower capital gains
rates and in the second instance, the
seller is usually able to deduct his loss
at ordinary income tax rates. Also, in
selling stock, he avoids the bother of dissolving the sold corporation.
If he has to sell assets, the seller
usually wishes to allocate the selling
price to "goodwill" and "trademarks,"
land and buildings, patents, and leases.
He does not want a large part of the
purchase price assigned to machinery
and equipment. Any gain on machinery
and equipment receives ordinary income treatment to the extent of depreciation taken since 1961. He does
not want payment in exchange for a
non - compete agreement. This becomes
ordinary income to him. Inventorv, sold
at a gain, also is taxed at ordinary income rates.
An installment sale qualifies for deferred tax payments if the amount of
sale is over $1,000 and the seller does
not receive more than 30 percent of
the purchase price in the year of sale.
A seller might waive interest payments
in exchange for this arrangement.
THE BUYER

The buyer also is interested in getting the greatest tax advantage from
the transaction. If stock is purchased
and the acquired corporation is not
dissolved, it continues under the same
tax basis as previously. This arrange34

ment is preferable to the buyer if less
than net book value is paid for the
company. If more than net book value
is paid for the company and there is a
substantial amount of depreciable assets, consideration should be given to
dissolving the corporation immediately,
or within two years of acquisition, so
that a stepped up basis can be assigned
to the depreciable assets.
If assets are purchased, the purchase
price becomes the tax basis. Values assigned to assets should favor those assets with a fast write- off — inventory or
machinery and equipment. This is acceptable to the Internal Revenue Service if values are reasonable and can be
supported. Land should receive a minimal value and goodwill should be
avoided, if possible. Goodwill is not
recoverable as a write -off against future
taxes, as is depreciation or payments
under an agreement not to compete.
Any tax loss carry forward stays with
the old corporation. A sale of assets at
a gain might enable the selling corporation to apply tax loss carry forwards
against the taxable gain.
The seller might also wish to place
a value on tax losses carried forward.
This should not be considered. The
buver is not sure he will realize any
benefit from tax losses carried forward.
In fact, if a value is assigned to such
loss carry forwards, the transaction
would immediately be suspect by the
Internal Revenue Service and probably
be disallowed on the basis that a value
was assigned.
If the buyer purchases capital stock,
he indirectly assumes all of the liabilities of the acquired corporation, known
and unknown, as well as anv additional
tax liability which might result from
an examination of the open tax years —
generally, three years.
An amount may be withheld from
the payment of the purchase price and
set aside in escrow to cover such contingencies. A prompt Revenue agent's
examination might be requested and
the escrow released to the seller when
the buyer is satisfied that all tax liabilities have been met. Usually the purchase contract includes a clause holding
the buyer harmless from contingent
liabilities and tax assessments for periods prior to acquisition.
If boot is paid and cannot be assigned to asset values because of the
nature of the assets —cash, accounts
receivable, inventories, etc., it might
be set up as payment for an agreement
not to compete. To meet the tax re-

quirements for the write -off of such
an agreement, it should be realistic,
bargained for separately, and written
off over the life of the agreement.
Although the investment tax credit
has been repealed, we might mention
here that the seller should realize that
if an asset on which he has taken investment tax credit is sold within eight
years of its acquisition, it will result
in the partial recapture of investment
tax credit by the Internal Revenue
Service.

The Acquisition Procedure
How should we go about tackling
an acquisition? First, a preliminary investigation should be made by management to determine the feasibilitv of
the acquisition and its probable effect
on the company's long range plans.
Accounting, legal and tax advice may
or may not be sought during this preliminary investigation, depending upon
the situation. The information usually
consists of a few financial statements
which do not reveal too much about
the operation. However, this preliminary investigation should determine if
the seller is willing to sell, the approximate price, and under what general
terms.
Next, if the acquisition is considered
feasible, an in -depth study should be
made. This is usually done under the
leadership of the Controller's office,
working with whoever did the preliminary investigation, and other appropriate specialists — personnel, legal, engineering, etc. An acquisition checklist
should be used for this study. If all of
its questions are answered fully and
correctly by the seller, he doesn't have
too manv secrets relating to the company for sale and the buyer should not
be faced with a lot of unpleasant surprises at a later date. From this questionnaire, an in -depth study report
should also be prepared for evaluation
purposes.
The in -depth study interview can
take half a day or a week, depending
on the knowledgeability of the seller's
representative, his cooperation, and his
abilitv to furnish information and documents as requested. The seller or his
representative should be told what you
are doing and what it is for. Explain
that it is confidential and why you are
asking questions about confidential
matters.
Secrecy should be absolute until both
parties agree to make negotiations public. As small a group as possible should
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1. An appraisal of property, particularly if fixed assets are purchased
for a price substantially more than
book value.
2. A verification of sales outlets, contract, trademarks, etc.
3. An evaluation of acquired management and assurance of their retention if desired.
4. A careful review of the tax situation.
Approval
Approval for the acquisition should
be secured by management if a favorable recommendation is to be made.
The initial proposal should include approximate price, steps to be taken, and
a timetable. Necessary approval should
be obtained as expeditiously as possible.
Delays in this area have resulted in the
breaking off of negotiations in many
attempted acquisitions.
Negotiations
Negotiations should be progressed to
some degree from the time of initial
contact and must be fitted in with approvals. One person should do the actual negotiating or speak for the team,
but he should have the back -up assistance of all the specialists he needs.
Price
The question of price usually comes
up early in negotiations. The seller is
interested in knowing what the buyer
is willing to pay, and the buyer must
be prepared to give some indication of
purchase price even though he has limited information concerning the seller's
business. Although there are many factors involved in establishing the purchase price of a going business, the technique is similar to that of negotiating
the price of a house or automobile.
Even though this gets down to horse trading, methods do exist to help establish the maximum price a buyer
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should pay, and the minimum price
the seller should accept.
Initially, the seller has an advantage.
He knows his business and generally
has an idea of the price he wishes to
obtain. He probably has established a
minimum price which he will accept.
If this business has been for sale for
any length of time, he knows what
other buyers are willing to pay.
On the other hand, the seller usually
has less expertise and needs expert help.
The buyer may have gained experience
through the purchase of a number of
businesses, whereas this may be the
only business the seller will sell in his
lifetime.
The buyer must keep in mind his
reason for purchasing the business. If
his objective is to acquire the business
and continue to operate it, the price
will differ substantially from that if his
objective is to liquidate a portion of the
business, or buy only one product line.
Projected earnings are usually the
key factor in fixing the purchase price.
The buyer must determine what the
business will earn, and he must decide
what return he expects on his investment. Other elements to be considered
include plant condition, possible expiration of patents, merchantability of
inventory, present value of real estate,
availability of key personnel, assumption of debt, and additional capital
required. Discounted cash flow treatment might be applied to the projections.
Book value, as shown on the balance
sheet, may also be considered in setting
the price. It is generally understated in
times of inflation and overstated in
times of depression. Accelerated depreciation, inventory treatment —LIFO,
FIFO, or FISH (First-In- Still -Here—
obsolete or slow - selling items) —or
methods of treating reserves may inflate or deflate book values.
Appraisals of plant and equipment
are always useful, and under certain
circumstances, may play an important
role in determining price. If the buyer
is acquiring a competitive business with
uncertain future prospects, an appraisal
of physical assets will indicate how
much might be realized by liquidation
and what the maximum loss might be.
Or, if excess assets are available in the
seller's business, appraisal will indicate
to the buyer what he might realize by
Sale of the surplus properties.
In determining the price of a publicly held corporation with an actively
traded stock, the market value will play

a major role in determining the purchase price. Unless the stockholders of
the selling company receive proceeds
of greater value than the market, it is
unlikely they will approve the sale of
the company.
The buyer may compare the seller's
business with other businesses in the
same industry, using the price earnings
ratio placed on a comparable business
by its stockholders. The value of this
sort of comparison is questionable, however, because no two businesses are
exactly alike. There are many factors
which cause a difference in the value
between two companies.
In determining the price, the buyer
should consider outstanding indebtedness which must be satisfied, or if additional working capital will be needed.
If there is an excess of cash, inventories,
or other assets which may be liquidated, the buyer should consider these
amounts as a possible reduction of the
price.
Other factors to be considered in
arriving at a price include the usual
cost of obtaining new business through
sales effort, the elimination of competition, the acquisition of additional sales
outlets and savings from greater saturation of the market.
Purchase Agreement
The purchase agreement, setting
forth the terms of the sale, should be
drawn up as soon as negotiations reach
the serious stage. It should be drawn
up by lawyers representing both buyer
and seller, and should spell out clearly
the intentions of both. All terms should
be understood and agreed to by operating management and the accountants.
This document should be reviewed
carefully by all parties involved in negotiations before it
signed. Many
points of negotiation are resolved in
the course of its preparation.
is

be involved while the negotiations are
in the secrecy stage, and negotiations
should not drag on for any longer time
than necessary.
In acquiring a business in your regular line of endeavor, you usually know
what to look for, but when you get into
a different field, you should take all the
steps possible to avoid surprises. If
there is any doubt about the reliability
of the financial statements, it might be
well to audit those items in question
before the purchase agreement is
signed. There should also be:

Closing
The closing is the actual passing of
papers and payment of money. Lawyers, principals, and accountants should
be present. It is well to be prepared for
unexpected problems which often come
up at a closing. Some closings are
completed in less than an hour, others
run far into the night. Sometimes the
whole deal falls through at a closing.
The actual price to be paid often
cannot be determined at the time of
closing and payment is approximate.
Final adjustment at some later date is
usually made.
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Employees
Keeping key employees might prove
to be a problem, and the seller should
be able to help with this. You might
want to keep the previous owner on as
an employee or a consultant. The former owner, kept on as an employee,
may lose his drive to make the business
successful now that the company is no
longer his, and may no longer bear his
name. A contract tied to incentives
is recommended to keep his interest
high.
Special pay arrangements, such as
bonuses, incentives, company lease car
concessions, etc., should be discussed
with employees, and proposed changes
explained.
If plans include the dismissal of employees of the acquired company, this
information should be given out
promptly, and if appropriate, steps
should be taken to help these employees find new employment.
Securing the Business
Assets should be secured and banking arrangements confirmed. Every effort should be made to continue business as usual. Letters should be sent
to customers and suppliers announcing
the acquisition and spelling out any
changes in terms or operating policies.
These should coincide with the public
announcement, if possible. They should
encourage customers to continue to
patronize the business, and explain to
creditors how obligations will be met.

termine the purchase price, account- determined for payroll taxes, rental,
ants representing both seller and buyer etc.
Notes and mortgages payable should
should participate. If the purchase price
is independently established, only the be confirmed with creditors to be certain that all terms are correctly stated
buyer's accountants need participate.
Verification procedures are those gen- and understood.
erally used for an audit. Cash should
be reconciled at the closing date and GENERAL
Although certified audited stateconfirmed with the banks. Authorization for controlling bank accounts ments may be relied on to some degree,
should be arranged. Accounts receiv- it is recommended that the purchaser
able should be confirmed, preferably make his own audit as of the closing
with a positive confirmation requiring date.
a reply as to whether the customer
Final Settlement
agrees with the account or not. A p l l t siThe final settlement, after values
cal inventory should be taken as of the
closing date, placing great emphasis on have been established to the satisfaccutoff procedures. If inventory values tion of both buyer and seller, usually
affect purchase price, both buyer and takes place about 30 to 45 days after
seller should be represented. If not, closing, or, if tax liability is involved,
only the buyer need be concerned with after the next return is filed. If agreement on values cannot be reached, it
their valuation.
is sometimes necessary to have a third
Fixed Assets
party arbitrate the matter. As a rule,
Book records should be verified with arrangements for such a contingency
an inventory, if appropriate. If the stock would be included in the purchase agreeof a corporation is purchased, fixed as- ment.
sets come over at net book value even
Timetable
though a higher value may have been
A timetable should be prepared showplaced on them in determining the puring
what steps should be completed
chase price of the company.
and by what dates, and who is responsible. Someone should coordinate
PREPAID ITEMS
A schedule of prepaid items should this effort and see that the schedule is
be prepared and agreed to by both par- followed. The seller should be kept inties. Insurance coverage should be listed formed of the schedule and advised
in detail and reviewed by the buyer's when a variance occurs in its compleinsurance department. Recommended tion.
changes should be considered.
Conclusion

Verification of Values

PAYABLES

The verification of values is needed
at the time of takeover, whether or not
such a valuation is needed to determine
the purchase price. If it is needed to de-

Accounts payable should be established at the time of closing and should
include all unpaid items included in inventorv, plus whatever accruals may be
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It is difficult to formulate a set of
rules to fit every acquisition situation.
The points outlined should be considered general in nature and should
be altered to fit special situations.
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The Franchise Agreement
HEADS I WIN —TAILS YOU LOSE!
By Robert S. Olson
Normallv, a franchise agreement brings together the owner
of a product line and /or a successful method of doing business and a local businessman willing to apply his efforts,
talents and wealth to establishing the operation in his local
market area in order that he might profit from such enterprise. Clearly, both the franchisor and the franchisee stand
to benefit in a good franchise agreement. The franchisor is
usually enlarging the market for his product by establishing
another distribution outlet. The franchisee is receiving aid
and assistance in establishing an "instant business." In such
an arrangement it is clear that the interests of the franchisor
and the franchisee must run parallel.
To be successful, franchising must be a joint undertaking
wherein the franchisor and the franchisee mutually prosper
The writer gratefully acknowledges the major contributions
of James E. Humphreys, Jr., and George E. Olson in the
analysis of the contract examined as a basis for the article.

when their operations blend together and are the most productive and efficient. It is well to keep this point in mind
when reviewing a proposed franchise agreement. If it appears
that the franchisor will prosper from either selling franchise
agreements or will prosper whether or not the franchisee
prospers, the franchisee should be on guard. In this paper
we will examine a franchise contract (see Appendix) which
was being offered to prospective franchisees by a large
publicly held corporation in the field of retail consumer
sales. The corporation name "ZZ" and the trade mark "Power
Plus" are, however, both fictitious. The analvsis of this franchise agreement will point out the costs and effects on the
franchisee which could reasonably be expected to follow
acceptance of the offered franchised agreement.
The Franchise Agreement
In general this franchise offers the opportunity to establish
a consumer retail store using the brand and trademark names
of the franchisor. The franchisee is given the right to purchase goods from the franchisor that are exclusively branded
by the franchisor and either purchased or manufactured by
him for sale through his franchised outlets or his own company operated stores. This franchise opportunity has been
advertised in a consumer goods catalog and in periodicals
both financially and technically oriented.
Analysis of the Contract

ROBERT S. OLSON
Piedmont Chapter (Philadelphia 1963), is a Director and
Secretary/Treasurer of Indera Mills Company, Winston Salem, N.C. He graduated from the University of South Carolina with a B.S. degree and holds an M.B.A. degree from
Temple University. Mr. Olson is a previous contributor to
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It is important to determine what powers would be transferred to the franchisor when this agreement is executed. It
is also important to determine what the contract provides
as benefits to the franchisee as well as how the working arrangements may affect future costs and profits for the franchisee. Before the various terms of the contract are analvzed,
the reader should note that this franchise agreement is being
offered by the franchisor. It is reasonable to assume that the
contractual franchise agreement has been written so as to
provide maximum benefit to the franchisor. It is also well to
remember that when a contract is written by one party and
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biased somewhat in that party's favor, the extra benefits accruing to the originator can only be obtained at the expense
of the other party to the contract.
In reviewing this contract from a businessman's point of
view, it is apparent that certain amendments to the contract
would be desirable for the franchisee. The first paragraphs of
the franchise contract outline the associate store agreement.
The most obvious deficiency in this section is the fact that
the franchise has been given the right to operate a store at
a specific street address location or at a specific site to be later
selected. In other words, the franchisee is not given an exclusive right to a specific market area. This opens the door
for additional franchises to be sold or additional company
outlets to be established which may compete directly for business with the establishment of the franchisee. It is conceivable that such an arrangement could be mutually beneficial;
however, the point to be made here is that under the terms
of this agreement their establishment would be beyond the
control of the franchisee.
Sections I and II
Section I of this contract deals with the right of the franchisee to use the name of the franchisor and specifies the
manner in which the name shall be displayed. It precludes
the franchisee from representing himself as an agent of the
franchisor. This paragraph further provides protection to the
franchisor in the event the franchisee converts his store to a
competitive business with the franchisor. Since the franchisor
is lending his previously established name and goodwill to
the franchisee it does not seem unreasonable for the franchisor to want continued protection for his name and products in the event of termination of the agreement by the
franchisee. However, a point worthy of note here is that during the life of the franchise, goodwill will be developed by
the franchisee under the name of the franchisor. But in the
event the franchise is terminated, the franchisor will in fact
be the sole owner of the developed goodwill.
Section II of the contract deals with the sale and purchase
of the products. This paragraph specifies the amount of the
initial purchase that must be made by the franchisee from
the franchisor for inventory purposes and further specifies
how future replenishment orders shall be made. It is noted
that all orders from the franchisee to the franchisor must be
accompanied by payment to cover the merchandise ordered
and that freight on all shipments is payable by the franchisee.
This paragraph further specifies that the dealer shall pay
prices prevailing in the current franchisor price book applicable to sales to the franchised dealers. This paragraph further
gives the franchisee the right to set the retail selling prices
except where fair -trade agreements establish minimum retail
prices for certain merchandise. In general, this paragraph
specifies all the obligations of the franchisee concerning purchase of merchandise from the franchisor; but, it does not
place any responsibility or requirement on the franchisor to
sell merchandise to the franchisee and to make timely deliveries of merchandise to the franchisee. The pricing level for
merchandise from the franchisor to the franchisee is also left
completely in the hands of the franchisor. This may be entirely necessary in order to effect a working arrangement;
however, the possibility certainly exists for the prices to the
franchisee to be increased to the point where the franchisee
would bear the brunt of competitive conditions with little
help from the franchisor. The pricing provisions should be
revised to provide that the franchisor would agree to fumish
38

or to sell merchandise to the franchisee at prices that would
generate an overall gross margin for the dealer of at least X
percent if sold at franchisors' published catalog prices.
An amendment to the contract requiring the franchisor
to sell to the franchisee and to make delivery to the franchisee on the same basis as he makes delivery to his own
stores might help prevent a costly situation for the franchisee
which could develop if the franchisee were unable to obtain
merchandise from the franchisor when needed.
Sections III and IV
Section III of the contract is titled "Standards For Operation of Stores and Merchandise Sold Therein." In general
this paragraph indicates how the franchisee's store is to be
operated and indicates that the franchisee must abide by the
then current published rules and regulations and instructions
in the operation of the business as deemed necessary by the
franchisor for the mutual profitable operation of the franchise business. In other words, the franchisee is agreeing to a
blank check that will let the franchisor independently establish the riles, regulations and instructions for the operation
of his business. It would not seem unreasonable that the
rules and regulations for the operation of this business be
published in advance and be made a part of this contract.
Any changes then instituted would necessarily have to be
agreeable both to the franchisor and the franchisee.
Section IV of the contract pertains to advertising. This
particular business is based on consumer advertising and involves preparation and distribution of catalogs and flyers to
customers and prospective customers in the dealer's market
area. Part B -1 of this section of the contract is very specific
in indicating the price and the maximum number of catalogs
that may be prepared and mailed by the franchisor and
charged to the franchisee during the first 18 months of operation. Part B -2, however, is very indefinite and in essence
gives the franchisor a free hand in mailing and distributing
catalogs in the dealer's trade area and charging them to the
franchisee.
There seem to be two possible areas that need correction
in this paragraph in order to provide some protection to the
franchisee. First of all, in order to preclude the franchisor
from indiscriminately mailing catalogs to obsolete mailing
lists and charging the cost to the franchisee, it would seem
desirable to have an amendment made to this contract which
would provide that the mailings would be limited to a mailing
list screened and approved by the franchisee. This would give
the franchisee some control over how he was spending his
money for advertising. There should also be some requirement
that the franchisor make the flyers and catalogs available to the
franchisee on the same basis as they are made available to
other users of these trade aids. These advertising aids are an
important factor in this business, and there should be some
obligation on the part of the franchisor to provide them at
reasonable cost to the franchisee.
The words "dealer's trade area" are used in this agreement
to identify only customers and prospects for whom catalogs
and flyers are charged to the franchisee. It would seem very
important that the "dealer's trade area" be geographically
defined in the contractual agreement. Another paragraph, D,
of this section, provides that in the event there are franchised outlets and company outlets in the same area, the
franchisor would arrange for a local advertising program and
he (the franchisor) would apportion the cost of this program
to the franchised stores and the company -owned stores. This
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provision gives the franchisor the power to apportion advertising costs between all stores located in the area. Unless
amended to specify how these costs would be apportioned,
this provision leaves the franchisee vulnerable to what he
might later consider to be excessive advertising costs.

Sections V and VI
Section V deals with the duration of the agreement. This
agreement as proposed would be for an initial term of one
year. The agreement could be terminated at any time during
the initial term or any extension thereof by either party, with
or without cause, by giving the other party at least 30 days'
prior written notice. It also provides that in the event of any
breach of any provision of this agreement by either party, the
other party may terminate the agreement immediately by
giving written notice.
In consideration of the major investment that must be
made by the franchisee in establishing his franchised retail
outlet, it does not seem reasonable that the contract should
extend for only one year since it is highly improbable that
the cost to the franchisee of establishing this franchise could
be recovered in one year. Therefore, it would seem fair that
the franchise terms of agreement at least be long enough to
permit the franchisee a reasonable chance to recover his investment. Likewise, the provision that any breach of the
contract is a basis for termination or that either party may
terminate the contract without cause appears to be unreasonable. It would seem desirable to modify this contract to provide that the contract could be cancelled only in the event
of a material breach of any provision of the agreement by
either party and then the party must be given written notice
and an opportunity to correct the breach before termination
of the agreement could be instituted by the offended party.
Section VI pertains to repurchase of inventory and provides that in the event the contract is terminated by the
franchisor, the franchisor would repurchase the dealer's inventory at invoice cost less freight charges on any of the
merchandise dealer has on hand, provided such merchandise
is, in the opinion of the franchisor, of current stock and
commercially acceptable quality and is shipped prepaid by
dealer to a destination selected by the franchisor. Clearly, it
would be desirable to the franchisee to have this provision
changed so that in the event the agreement is terminated by
the franchisor, the inventory including all merchandise purchased from the franchisor within the past six months would
be repurchased by the franchisor at the price charged to the
franchisee.

Sections VII and VIII
Section VII of the contract pertains to sale of the business
by the dealer and in essence provides the fraehisor the first
option to repurchase the business in the event dealer desires
to sell. The price to the franchisor would be the same terms
that the dealer could obtain from a third party. The only objection that could reasonably be made to this paragraph
seems to be that the franchisor requires 30 days to determine
whether or not he desires to purchase the store. This seems
to be an unreasonably long period of time and a substitution
of 10 days for 30 days would probably prove beneficial to
the franchisee and not seriously hurt the franchisor.
Section VIII deals with the assignability of the franchise
and provides that the dealer may assign the franchise after
obtaining written consent from the franchisor but that the
dealer would pay the then current franchise fee for the new
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owner. Again it seems reasonable that the franchisor should
have the right to approve the person that will be working
with him as a franchisee; however, it does not seem right that
a new franchise fee should be paid to the franchisor when an
established franchise business is being transferred from one
owner to a third party.

Sections IX through XIII
Section IX is an option to purchase. This paragraph provides that the franchisor could repurchase the business after
a three -year period and specifies how the purchase price of
the business would be determined. This provision is essentially a "heads I win -tails you lose" proposition inasmuch
as the successful business could be taken from the franchisee
at the time when it should just commence to be most profitable. The franchisee would have taken the risk of getting
the new outlet started, and the franchisor would have the
right to take it over if it were successful! This paragraph has
no benefit to the franchisee but limits his right to continue
to operate the business after a three -year period if the franchisor, after examining all records and history, determines
that it would be profitable to take over the business as a
company- operated store.
Section X provides a description of the services to be
rendered to the franchisee by the franchisor. In this regard
it may be desirable to spell out specifically in the contractual
agreement the extent of the training that is to be provided by
the franchisor. Likewise, it may be prudent to specify the
time -period during which each of the mentioned services are
to be provided.
Section XI deals with the initial payment of the franchise
fee. Again, the contract is written to insure no loss to the
franchisor in the event the franchisee does not open a store
and the contract lets the franchisor determine how much, if
anv, refund would be made.
Section XII provides for the accounting procedures to be
used and establishes reporting requirements that are the basis
of the franchise operation.
Section XIII sets forth general provisions which seem to
be reasonable; however, paragraph C requires the franchisee
to send a representative, up to a maximum of three times
per year, to a distant city to attend meetings called by the
franchisor. In a small retail business such as this, these three
annual trips could be a significant expense to the franchisee,
and therefore an amendment to this agreement would suggest that the franchisor bear the cost of additional trips if
more than one trip is required.
The general provisions also do not provide that the franchisor be required to take back defective merchandise which
is sent by the franchisor to the franchisee for sale. It would
appear prudent to amend the contract to spell out how defective merchandise would be handled and at whose expense.
Further, in this particular instance, the franchisor has published certain warranties on his branded merchandise. The
franchise contract should specify how the costs of making
good on these warranties will be bome by the franchisor and
franchisee.

Conclusion
In conclusion, franchising may offer an opportunity for
mutually profitable operations for the franchisee and the
franchisor. The franchisee is bringing motivation, risk and
hard work as well as investment as his contribution to the
arrangement. The franchisor is providing a proven business
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system which has demonstrated an ability to operate profitably at other locations. The franchisor also is usually large
enough to provide and have on his staff experts in various
fields of business having knowledge that would not be
available to the normal small businessman interested in
running a retail store. There are many examples where this
combination has proved to be mutually beneficial.
In considering a franchise agreement it is well to keep in
mind several points. The first point is that a good workable
franchise agreement is one which is mutually beneficial; that
is, the franchisor makes money if the franchisee makes money.
A franchise agreement wherein the franchisor makes money
by selling franchised contracts or may profit at the expense of
the franchise obviously is to be avoided. Any offered franchise agreement may be considered to be similar to the list
price posted on the window of a new automobile. It is delightful for the dealer to sell the car at this price; however,
most cars are sold at a discount from this price and amendments to a franchise agreement could be considered in the

same light. It is the writer's opinion that most franchise
agreements, if they represent arrangements that will be mutually beneficial to both parties, can be placed on a fair footing to protect and describe the rights and responsibilities of
each party to the contract and provide equal protection to
each party to the contract.
There is one last note of caution worthy of mention.
When dealing with a prospective franchisor, it may appear
to the franchisee that these are really good fellows and that
they are the best people to do business with. This may
cause the franchisee to forget about "caveat emptor" and
cause him to sign a contract which provides powers to the
franchisor that the franchisee may assume would never be
executed by these "nice guvs." In this regard it would be
well to remember that if these are such "nice guys" that
thev would never execute disastrous terns on a franchisee,
then thev should be nice enough to amend the contract to
insure that this not only would not be done, but could
not be done.

APPENDIX
ZZ CORPORATION
FRANCHISE AGREEMENT

THIS AGREEMENT entered into by and between ZZ
CORPORATION,
DIVISION, a Delaware corporation, with its principal place of business at
her ei na ft er referred to as ZZ and
hereinafter referred to as DEALER,
whose current address is
WITNESSETH:
WHEREAS, ZZ is engaged in the sale and distribution
of
parts, equipment and components, and
other commodities, many of which products are marketed
under the various trademarks owned and registered by ZZ;
and
WHEREAS, ZZ has developed a substantial demand for
its products in stores owned by ZZ or franchised to others,
and has acquired goodwill and product acceptance for its
merchandise by customers throughout the country; and
WHEREAS, DEALER desires to have the right to use
the name "POWER PLUS" in connection with the operation of a store at (Street Address)
>
(City)
, (State)
, or at
a site to be selected and approved by ZZ and DEALER
hereafter;
NOW, THEREFORE, in consideration of the mutual
obligations and agreements hereinafter set forth, the parties
agree as follows:
I.
Right To Use Name
A. ZZ hereby grants to DEALER the rights and license to
designate its store as:
"POWER PLUS"
Associate Store
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B.

C.

D

E

Owned and Operated by
and to use such designation in connection with the maintenance and operation of the store at the above location
and at no other place and for no other purpose.
DEALER shall establish a sign on the exterior of his
store in a form approved by ZZ setting forth substantially
the wording used in advertising done by DEALER as
more particularly provided below.
DEALER acknowledges that ZZ has the exclusive right
to and ownership of the name "POWER PLUS "; and
its use in any and all ways in connection with the
industry or in any other business
whatsoever.
No use of the words "POWER PLUS" shall be made
by DEALER unless it is clearly indicated that the store
is owned and operated by DEALER. DEALER shall not
do anything that would imply or indicate that DEALER
is an agent or representative of ZZ or a division, subsidiary or other branch of ZZ or that ZZ in any manner,
either directly or indirectly owns, controls, or operates
DEALER or his store, or that ZZ is in anv way responsible or liable for DEALER'S actions or obligations.
DEALER agrees that upon the termination of this
agreement, at any time and for anv reason, DEALER
will immediately cease using the name "POWER
PLUS" in connection with the operation of the store
contemplated hereby. DEALER will immediately remove or cause to be removed all signs and designations
bearing such name from the store and from all of
DEALER'S letterheads, calling cards, and other literature, and from all listings in the telephone, other directories, and from public records. DEALER will not
thereafter use the name "POWER PLUS" or the words
"POWER" or "PLUS" in the name of any business
venture or operation thereafter, that would be similar
to or confused with "POWER PLUS." In the event of
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DEALER'S failure to comply promptly with any provisions of this paragraph, DEALER authorizes ZZ and
its representative, on behalf of DEALER, and in
DEALER'S name and at DEALER'S cost and expense,
to cause the removal and discontinuance of all such
signs and designations and that ZZ shall have the further
right, in addition to any other remedies in such event,
to maintain suits for injunctive relief.
II.
Sale and Purchase of Products
A. DEALER will purchase from ZZ for cash and ZZ will
sell to DEALER for cash an opening inventory for his
store merchandise having an aggregate cost to the
DEALER of at least $
B After the initial order contemplated by the preceding
paragraph, DEALER will from time to time place orders with ZZ, which orders shall be subject to approval
and acceptance by ZZ. If accepted, these orders shall be
filled on the following basis:
All orders shall be accompanied by payment to cover
merchandise so ordered.
All orders are accepted F.O.B. shipping point, and will
be shipped freight collect, unless freight is paid in
advance.
DEALER shall pay the price or prices then prevailing
as set out in ZZ's Price Book applicable to sales by ZZ
to its franchise dealers.
C. DEALER may resell merchandise purchased under the
terms of this agreement at prices fixed by DEALER and
ZZ retains no right with regard to such resale prices
except that it reserves the right to the extent then permitted by applicable state and federal laws, to enter
into fair trade agreements establishing minimum retail
prices for its merchandise.
III.
Standards for Operation of Store
and Merchandise Sold Therein
The management, operation and ownership of the store
is acknowledged to be solely under the control of DEALER,
but DEALER recognizes the goodwill that is connected
with the name "POWER PLUS" and its other trademarked
merchandise and the mutual advantages to be obtained by
the proper operation of the store, and agrees as follows:
1. DEALER agrees to abide by the then current published
rules, regulations, and instructions in the operation of
the business as are deemed necessary by ZZ for the
mutual profitable operation of a franchise business and
the preservation of goodwill.
2. DEALER shall be equipped adequately to handle the
service requirements of DEALER'S customers either on
or off store premises.
3. DEALER shall make every effort to maintain the store
in such manner that it will have an attractive appearance
for customers, conforming with "POWER PLUS"
standards, and shall train all employees properly to
service the store's customers, and to do other things
as may be necessary to operate the store in a sound
businesslike manner.
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4. DEALER agrees that any merchandise that DEALER
acquires from others and offers for sale in the store
shall be of such standards of quality as not to bring
discredit upon the store or the name "POWER PLUS"
and that all merchandise whether ZZ's or others, shall as
nearly as DEALER can make possible, be free from
defects and be proper for the purposes for which it is
being offered for sale, and be of good merchantable and
commercially acceptable quality. DEALER shall in no
way through the use of signs, displays, price or descriptive tags, in -store and out -of -store advertising, or through
any other means imply that merchandise acquired from
other sources is ZZ's merchandise.
5. DEALER agrees initially to stock and thereafter to maintain a reasonable variety of the categories and items of
merchandise advertised in the then current "POWER
PLUS" catalog and flyers, such variety being not less
than 75% of the number of items so advertised therein
and all the categories shipped to DEALER in his initial
opening inventory order. DEALER further agrees to
maintain a reasonably adequate supply of each item so
stocked.
IV.
Advertising
A. The parties recognize that direct mail advertising is an
essential part of DEALER'S business, and in order to
achieve the maximum benefits it is necessary to mail to
customers of DEALER. Thus, in order that ZZ may
assist DEALER and DEALER may have the benefit
of national and mail advertising by ZZ, DEALER agrees
that to the extent possible DEALER will make sales slips
on each sales transaction and show thereon the date, the
name and address of the purchaser and product purchased. Copies of all such sales slips shall be forwarded
daily to ZZ, which copies shall be the property of ZZ.
As ZZ will be concerned for advertising purposes solely
with the date of the sale, the customers' names and addresses, and the product purchased, DEALER may
delete the price shown on such sales slips.
B. ZZ contemplates that it will make regular periodic promotional mailings to current customers as shown from
the sales slips. A current customer is one who has made
a purchase from DEALER within eighteen months of
the date of mailing. These regular mailings shall be at
such intervals as ZZ may deem advisable.
During the first eighteen months from date of opening of store DEALER shall pay ZZ:
(a) 25¢ for each annual catalog plus postage if mailed
in the DEALER'S trade area, with not more than
one mailing per year, and for not more than
catalogs, even though catalogs may
be mailed to a larger number of prospective customers, and
(b) 12¢ for each piece of literature mailed in the
DEALER'S trade area, but for not more than one
mailing per month and for not more than
pieces of literature per mailing, even
though literature may be mailed to a larger number
of prospective customers.
After the expiration of the aforesaid eighteen months
this agreement is in effect, DEALER shall pay ZZ:
(a) 25¢ for each annual catalog plus postage if mailed
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in DEALER'S trade area with not more than one
mailing per year, and
(b) 12¢ each for each piece of literature mailed into
DEALER'S trade area, but not more than one mailing per month.
If available, DEALER may purchase additional catalogs
and pieces of literature for in -store use at a price of 250
for catalogs and 9¢ for other pieces of literature.
The per -unit charges set forth herein are subject to adjustment for increases and decreases in mailing and
preparation costs. The maximum number of units to be
purchased by DEALER as set forth in paragraph 1 above,
may be changed or modified by agreement of both
parties.
C ZZ contemplates that, with DEALER'S approval, it will
make special promotional mailings to prospective customers in DEALER'S trade area and to non - current customers as shown from the sales slips. A non - current customer is one who has not made a purchase within 18
months of the date of mailing. DEALER will pay for
such special mailings at the rates set forth in paragraph
B above.
D In addition to national and mail advertising, it is recognized by both parties that it will be necessary for certain
advertising to be done through local media. DEALER
agrees at his cost to do a reasonable amount of local advertising of ZZ's products, and further ZZ shall furnish
the DEALER with suggested advertising mail without
cost to DEALER. If there are other "POWER PLUS"
stores in DEALER'S advertising area, ZZ shall, to the
extent it deems advisable, arrange a local advertising program to promote its products and area and shall equitably
apportion the cost of said advertising among the
"POWER PLUS" company -owned and /or franchise
stores which are operating in such area. Provided, however, DEALER shall not be charged in excess of three
percent of his sales during the current calendar year for
said local advertising.
E From time to time and at the election of ZZ, certain
promotions will be conducted for the benefit of all
"POWER PLUS" stores. ZZ agrees to sell to DEALER
such give -aways or premiums in the same manner and
on the same basis as the company -owned stores.
V.
Duration of Agreement
A. This agreement shall be for an initial term of one year
from the date hereof.
B At the expiration of the initial term of this agreement,
the term thereof shall be from year to year and shall be
automatically extended unless terminated by either party.
C This agreement may be terminated as follows:
The agreement may be terminated at any time during
the initial term or any extension thereof by either party
with or without cause by giving the other party at least
30 days' prior written notice.
In the event of any breach of any provision of this
agreement by either party, the other party may terminate
the agreement immediately by giving written notice.
In the event a petition in bankruptcy is filed by or against
either party, or either party becomes insolvent or makes
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assignment for the benefit of creditors, then in any
such events, this agreement may be terminated by the
other party by giving written notice thereof to the party
who is involved in said proceedings.
D. DEALER recognizes that because of future developments
in ZZ's marketing techniques and the law as it affects
franchise operations, ZZ reserves the right, from time
to time, to change its franchise system in any particular,
without affecting the validity of this Franchise Agreement. DEALER agrees to execute any amendments to
this Franchise Agreement implementing such changes
when requested by ZZ, or to execute a new Franchise
Agreement incorporating such changes therein when requested by ZZ. DEALER agrees to execute the same no
later than the expiration of the then current term of this
Franchise Agreement.
VI.
Repurchase of Inventory
In the event this agreement is terminated by ZZ within
one year from the date hereof, ZZ agrees to repurchase from
DEALER, at DEALER'S invoice cost, less freight charges,
any of the merchandise that DEALER has on hand, provided such merchandise is, in the opinion of ZZ, of good
current stock and commercially acceptable quality and is
shipped prepaid by DEALER to a destination selected by
ZZ. The destination shall be one within the area served by
ZZ's warehouse that serves DEALER. In the event this agreement is terminated by DEALER within one year from the
date hereof, ZZ agrees to assist DEALER in locating a purchaser for his "POWER PLUS" merchandise.
VII.
Sale of Business by Dealer
In the event DEALER desires to sell (a) the store, the
fixtures, the merchandise, and the business in connection
therewith, excluding the "POWER PLUS" franchise rights
and license granted herein which shall collectively be referred to in this paragraph as "the store," or (b) all of his
interest in any corporation that is operating the store, and
receives a bona fide acceptable offer, DEALER agrees to
notify ZZ in writing of the terms and conditions of such
offer. ZZ shall have the option, within thirty (30) days after
receipt of such notice, to notify DEALER that it elects to
purchase "the store," or stock ownership, as the case may
be, on the same terms and conditions as the bona fide offer.
DEALER agrees to sell to ZZ on the same terms and conditions as the bonafide offer upon ZZ so notifying DEALER
of its election to purchase same. If ZZ has not notified
DEALER of its election to purchase within the said 30
days, then DEALER may sell "the store" for the amount of
the bonafide offer.
VIII.
Assignability
A. In the event ZZ elects not to purchase "the store" under
Paragraph VII, above, and the purchaser desires to
operate "the store" thereafter as a "POWER PLUS"
associate store, then DEALER may assign this Franchise,
after obtaining written consent from ZZ, which consent
shall not be unreasonably withheld. Provided, however,
the assignee of this Franchise must meet the then existMANAGEMENT ACCOUNTING /JUNE 1971

4. ZZ will sell to DEALER counters, business forms, display
items, typewriters, adding machines, cash drawers or
registers and other equipment desired by the DEALER
in the operation of his store. The entire cost of these
items will be paid by DEALER prior to shipment.
XI.
Initial Payment
DEALER has paid ZZ the sum of Three Thousand Dollars ($3,000.00) simultaneously with ZZ's execution and
delivery of this agreement, receipt of which is hereby acknowledged. The aforesaid sum is to compensate ZZ for the
license and rights granted under paragraph I above, the
expenses of commencing operations under this Franchise
Agreement, the services set out above and assisting DEALER
with details incident to opening his store. DEALER acknowledges that ZZ has earned the Franchise fee upon the
store opening and no part thereof will be returned to him
thereafter. Should DEALER fail to open his store, then
DEALER will be refunded the amount ZZ believes to be
an equitable refund under the circumstances then existing.
XII.
Accounting
DEALER recognizes that accurate accounting procedure
must be established in order to effectively, efficiently and
profitably manage a "POWER PLUS" franchise store and
in order that ZZ
protect the goodwill incident to the
"POWER PLUS" name and products sold therein. Therefore, DEALER agrees to perform the following accounting:
may

ing qualifications for the grant of a Franchise as if said
assignee had applied for a Franchise in his own name.
DEALER agrees to pay ZZ the then current Franchise
fee, upon ZZ's approval of the assignee as a franchisee.
B. In the event DEALER is a corporation and controlling
interest in the corporation is transferred from its present
ownership without written consent of ZZ, ZZ shall have
the right to terminate immediately this agreement by
written notice to DEALER. No assignment of this
Franchise or transfer of stock ownership will be recognized or honored by ZZ if DEALER is in default of this
agreement in any nature whatsoever.
C In the event DEALER is operating the store as an individual and after the granting of this franchise elects
to form a corporation in which he is the sole stockholder
or owns the majority of the stock thereof, and desires
to transfer the franchise and store operation to the
corporation, DEALER will notifv ZZ of such intention.
Such transfer will be approved by ZZ upon execution of
assignment forms furnished by ZZ provided that the
assignment does not release DEALER individually from
any and all of his liabilities, obligations and duties arising under this agreement, and DEALER individually
will remain liable and guarantees all credits, extensions,
and purchases from ZZ by the corporation subsequent to
the transfer as more fully set out in said form.
D Any attempt by the DEALER to transfer this Franchise
contrary to the provisions hereof, shall be void and of
no effect.
IX.
Option to Purchase
DEALER hereby grants to ZZ an option to purchase the
rights and license granted under paragraph I hereof and
"the store" as defined under paragraph VII hereof, as well
as all of his interest in the corporation, if anv, that is.operating "the store" after the expiration of three full calendar
years of operation of the said franchise. If ZZ elects to exercise its option it shall do so by mailing notice certified mail,
Return Receipt Requested, to DEALER on or before the
30th day of June of the year following the expiration of
the three full calendar years of operation of said franchise.
If ZZ elects to exercise its option to purchase herein, ZZ will
pay DEALER in cash the sum of six times DEALER'S earnings from "the store" during the last calendar year of the
aforesaid three - calendar -year period. The closing of the purchase of the store shall be within 60 days of the mailing of
the aforesaid notice.
X.
Service to Be Rendered by ZZ
After payment of the fee due tender paragraph XI, ZZ will
furnish to DEALER the following services to the extent
available and requested by DEALER:
Assistance in the location of and lease negotiation for
a store site.
Advice prior to the time of the opening of the store in
connection with the purchase of merchandise, fixtures,
and stocking of store and display of merchandise.
Training in the operation of a store, provided DEALER
pays for all living and traveling expenses during the training period.
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DEALER shall keep, at the store premises, on forms approved by ZZ, a permanent, accurate set of books and
records of all sales of "POWER PLUS" merchandise
and such revenue derived from the business conducted
in or from the premises each day during the term of this
agreement. Such accounting will be handled in accordance with sound accounting principles. All such records
shall be open to inspection of ZZ and its agent at any
reasonable time during ordinary business hours.
DEALER agrees to take a minimum of two complete
physical inventories at cost a year to be used as a basis
for the required financial statements. A copy of each
inventory will be furnished to ZZ upon request.
DEALER agrees, at his expense, to furnish to ZZ a minimum of two financial statements (balance sheet and
profit and loss) annually certified by the DEALER and
if ZZ so notifies DEALER in advance of the period, the
statements shall be also certified by an independent certified public accountant. One statement will be as of each
succeeding June 30 hereafter. These statements will be
mailed to ZZ on or before each August 15. DEALER
shall, within 60 days after the end of each calendar year,
deliver to ZZ a balance sheet and profit and loss statement for the said calendar year.
DEALER shall furnish to ZZ a daily report of his total
sales on a form approved by ZZ. These reports shall be
forwarded to ZZ with the covering sales slips required
under paragraph IV -A.
IF DEALER is a corporation, DEALER shall furnish to
ZZ simultaneously with the financial statements required
heretofore a list of the stockholders of said corporation
43

and the number of shares of stock owned by each stockholder.
XIII.
General Provisions
A. All notices permitted or required under this agreement
shall be delivered or mailed to the addresses indicated
above and shall be deemed to be delivered on the day
given if personally delivered or on the day following the
day mailed by certified or registered mail, return receipt
requested.
B. ZZ and its representatives shall have the right at all
reasonable times to inspect the store, examine the inventory of the store and otherwise check DEALER'S
methods of operating the store.
C. DEALER agrees to send a representative to merchandise,
marketing and other meetings held by ZZ, not to exceed
three meetings annually.
D. In the event ZZ or DEALER waive any provisions of
this agreement, or any breach thereof, it shall not constitute a waiver of any previous or succeeding breach of
or deviation from the provisions of the agreement.
E. This franchise agreement contains various headings, but
it is agreed that they are for convenience only, and shall
not in any way affect the meaning of any of the provisions.
F. All prior negotiations and agreements between the parties
hereto with respect to the subject matter of this agreement are hereby merged herein, and no statement, agreement or understanding, oral or written not contained
herein will be recognized or enforced. No change or
amendment to the agreement shall be effective unless

M E M O R I A L

in writing and signed by DEALER and a corporate officer
of ZZ CORPORATION or Vice President — Operations,
"POWER PLUS" Division of ZZ CORPORATION.
G. Any payments to be made to ZZ under the terms of this
agreement shall be payable at
_,
Attention: POWER PLUS Franchise Division. For any
amount due ZZ hereunder, other than set out in
Paragraph X, ZZ will mail statements of the amount
due from DEALER and DEALER will within 15 days
from date of mailing said statement, pay ZZ the amount
due.
H. This agreement shall be interpreted in accordance with
the laws of the state of
I. DEALER represents that lie has had sufficient time to
read and understand the terms of this Agreement, to
conduct an investigation into the operations of such a
Franchise, and to obtain professional advice if desired.
Executed in duplicate, each of which shall be deemed
an original, this day of
197—.

E D U C A T I O N

ZZ CORPORATION
POWER PLUS DIVISION
by
Franchise Department
Dealer
Title

F U N D

You don't need a special reason to support the
NAA Memorial Education Fund. Any day is the right day to
help further the educational goals of the Association.
Remember the NAA Memorial Education Fund today.
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Recent Publications
EFFECT IVE ACCO UNT ING RE PORTS
Bruce Joplin and James W. Pattillo
Prentice -Hall Inc., Englewood Cliffs, N.J., 07632, 1969,
251 pp., $19.95.
A broad - coverage book by authors who have also contributed articles to MANACENIENT ACCOUNTING. Illustrates
and describes reports for a variety of purposes using techniques ranging from graphic methods to computers.

ACCOUNTING AND
INFORMATION THEORY

Lev

Baruch

Studies in Accounting Research # 2

The second book in the publisher's Management Perspective
Series, it provides the manager with an introduction to such
new tools as information flow, effective reports, operations
research models, project models, and decision tables.

CORPORATE AUDIT COM MITTEES
R. K. Mautz and F. L. Neumann
University of Illinois, Bureau of Economic and Business Research, 408 David Kinley Hall, Urbana, Ill. 61801, 1970,
162 pp., paperbound, $2.50, clothbound $3.50.
Sponsored by The Touche Ross Foundation, this studv is
based on replies to questionnaires by 385 corporations, interviews with experienced executives, nonofficer directors,
independent CPA's and library research.

American Accounting Association, 1507 Chicago Ave.,
Evanston, I11. 60201, 1969, 84 pp., paperbound, $4.00,
members $2.00.
An analysis and evaluation of information theory covering
financial statements, budgets and predictions based on author's doctoral dissertation.

INVENTORY CONTROL IN PRODUCTION
AND M ANUFACTURING
Adin B. Thomas
Cahners Publishing Co. Inc., 221 Columbus Ave., Boston,
Mass. 02116, I969, 213 pp., clothbound, $10.95.

TANKE R PERFORMANCE AND CO ST
Ernest Gannett
Cornell Maritime Press, Inc., Cambridge, Mass. 21613,
1969, 109 pp., clothbound, $10.00.
Written to help the tanker operator and manager, to arrive, from his own fleet operating statistics, at meaningful
expressions of demand for his vessels, the supply of ships
to meet this demand, the performance of vessels so employed, and the costs arising from these operations.

PR O J E C T C O N T RO L S T A N D A R D S
Dick H. Brandon and Max Gray

Author is a founder member of both the American and
British Production and Inventory Control Societies. Book
is devoted entirely to stock control using American terminology with some modifications to fit British practice.

WAGE AND SALARY ADMINISTRATION
A Guide to Current Policies and Practices
William L. Davidson and George S. Swope
The Dartnell Corporation, 4660 Ravenswood Ave., Chicago,
Ill. 60640, 1970, 305 pp., $32.00.
A Survey of Administration, Job Evaluation, Compensation
Structure and Merit and Performance.

Brandon /Systems Press, Inc., 1101 State Road, Princeton,
N.J. 08540, 1970, 204 pp., clothbound, $10.00.
This book outlines the step -by -step procedure for the successful control of a project. It breaks the development process
into small, controllable tasks segmented by checkpoints. The
elements of project control are listed and their effective use
detailed.

CO R P O R A T E L I Q U I D A T I O N S F O R T H E
LAWYER AND ACCO UNTANT
3rd Edition
Howard A. Rumpf
Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1970, 222
pp., $24.95.

DECISION PATT ERNS
R. L. Martino, Ph.D. and Elinor Svendsen Stein, M.A.
Management Development Institute Publications, Wayne,
Pa. 19087, 1969, 109 pp., $8.95.
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A new edition containing two new chapters on the liquidation of Subchapters corporations and clearer definitions of
the problem of recapture of depreciation and the investment
credit.
Continued on next page
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T HE IM PACT O F COMP UT E RS
ON ORG ANIZA TIONS

TI M E SERIES AN AL Y SI S FO R E C AS T I N G
AND CO NTROL

Thomas L. Whisler

George E. P. Box and Gwilym M. Jenkins

Praeger Publishers, 111 Fourth Ave., New York, N.Y. 10003,
1970, 188 pp., $11.00.

Holden -Day, Inc., 500 Sansome Street, San Francisco, California 94111, 1970, 553 pp., clothbound, $24.00.

A study of the organizational impact of computers in the
Life Insurance industry. Based on a selected group of 19
companies through questionnaire and interview.

This book is concerned with the building of stochastic models
for discrete time series in the time - domain and the use of
such models in important areas of application.

THE REAL COMPUTER: ITS INFLUENCE,
USES AND EFFECTS

INTRODUCTION TO STATISTICAL
METHODS

Frederick G. Withington

Donald L. Harnett

Addison Wesley Publishing Company, Reading, Mass.
01867, 1969, 350 pp., $8.95.

Addison Wesley Publishing Company, Reading, Alass.
01867, 1970, 530 pp., $9.50.

Designed to help managers understand and adapt to changes
caused by computers in the structure and behavior of organizations and individuals using them.

Written for the student who has had a background course
in college algebra and exposure to elementary calculus to
provide him with an understanding of the theory and application of statistics.

COMPUT E R CONT ROL GUIDE LINE S
Canadian Institute of Chartered Accountants, 250 Bloor
Street East, Toronto 5, Canada, 1970, 135 pp., paperbound,
$7.50.
The first part of a study titled "Computer Control and Audit
Guidelines" designed to assist management, data processing
personnel and internal and external auditors in evaluating
the controls in computer -based data processing systems.

DAT A ST RUCT URE AND MANAGEME NT

PROBABILITY WI TH STATISTICAL
APPLICAT IONS
Frederick Mosteller, Robert E. K. Rourke and George B.
Thomas, Jr.
Addison Wesley Publishing Company, Reading, Mass.
01867, 1970, second edition, 527 pp., $10.25.
Basic objectives of this book are to acquaint the reader with
the theory of probability—the mathematics of uncertainty;
and to illustrate some applications of probability to statistical
theory.

Ivan Flores
Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1970, 390
pp., clothbound, $13.95.
An introduction to the organization and processing of data
for computer manipulation using the OS/ 360 as a vehicle.

DAT A DISPLAY SYST E MS
W. Gray Horton
Brandon /Systems Press, Inc., 1101 State Road, Princeton,
N.J. 08540, 1970, 135 pp., $8.25.
Describes a variety of means for supplementing through
visual display the current information explosion. Explains
the technology of data display systems and the mobile
principle in visual planning.

AP PL I E D LI NE AR PRO GR AM MI NG
Norman J. Driebeek
Addison Wesley Publishing Company Inc., Reading, Mass.
01867, 1969, 230 pp., $11.50.
Mr. Driebeek of Arthur D. Little Inc. emphasizes in this
book the development of linear programming models and
the application of these models to industrial problems.
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ELE ME NT S OF CONT INUOUS
MULT I V A RI AT E ANALYSIS
A. P. Dempster
Addison Wesley Publishing Co., Reading, Mass. 01867,
1969, 388 pp., $12.95.
A book directed toward data analysis rather than mathematical statistics. Chapters deal with the mathematical
theory of vector spaces, methods of data reduction and
random sampling.

QUALITY PLANNING AND ANALYSIS
FROM P RO D UC T D E V E LO P M E N T
T HROUG H USA GE
Dr. J. M. Juran and Frank M. Gryna, Jr.
McGraw -Hill Book Co., 330 W. 42nd St., New York, N.Y.
10036, 1970, 684 pp., clothbound, $14.50.
A senior /graduate level text covering both principles and
methodology as a guide in planning the quality function.
Book is coextensive in scope with all the critical interfaces
between the quality functions and the other major functions
of the company.
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Reader Service

NAA has many services available to its members, and other readers of MANAGEMENT
including publications, reprints of articles that have appeared in
MANAGEMENT ACCOUNTING, meetings and conferences, and other materials. This page
is designed for your use in ordering materials desired. When ordering publications
and binders, including your check or mon ey order covering the amount of the
purchase will speed delivery.
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Research Publications
Each Research Report is a comprehensive study in management accounting,
emphasizing applications of accounting
for management planning and control.
Each Report represents an authoritative
description of current practice, together
with reasoning theory underlying practice.
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New York City Comptroller Abraham D. Beame holds a press conference.

New York City's Comptroller:
Second Most Important
Financial Job?
WITH HIS KNOWLEDGE OF MUNICIPAL GOVERNMENT AND FINANCES, ABRAHAM BEAME FIGHTS
CITY HALL REGULARLY ... AND WINS REGULARLY
Indeed, the election will probably hinge
on whether New Yorkers, confronted
daily by a city in turmoil, want to follow
a handsome, visionary young man on a
quest for something vague called "The
City of Tomorrow " —or whether they
prefer to play it safe with bookkeeper
Beame and DA O'Connor.
Newsweek, Sept. 27, 1965
When City Comptroller Abraham D.
Beame ran for the New York City may orality in 1965, he was beaten by the
"handsome, visionary young man." But
in view of the financial and budgetary
problems since then, many wonder if the
office doesn't need "bookkeeper Beame"
to bring a more balanced outlook.
For in his second term as city comp48

troller, Abraham D. Beane has turned
the pejorative "bookkeeper" around and
carried it like an accolade. Hardly a day
passes that Comptroller Beame is not in
the news criticizing City Hall expenditures, pointing out mismanagement in
city departments, or showing where the
city can save money.
Item: Beame presents a plan, subsequently adopted, that saves the New
York educational system from mass
teacher lav -offs;
Item: Beame criticizes Mayor John V.
Lindsay's hiring of outside management
consultants and introduces a bill approved by the City Council and sent to
the legislature in Albany which would
require Board of Estimate hearings and
approvals on all consultant contracts de-

sired by City Hall and involving $10,000
or more;
Item: Beame defends the fiscal integrity of New York City from an article in
the Wall Street Journal questioning its
financial soundness;
Item: Beame urges the Board of Education not to buy, rent or furnish houses
for presidents of two -year colleges in the
City University system, even though the
Board follows this policy for four -year
college presidents.
As an aide said: "It's been a busy
week and a busy month. He's made it
that way."
A Fiscal Watchdog ... and
Much More
If the New York City mayorality can
MANAGEMENT ACCOUNTING /JUNE 1971

be called the second most important
government job in the country, than by
analogy Abraham Beame's position has
to be one of the most important financial positions in the United States.
Like the mayor of New York and the
City Council president, the comptroller
is elected on a city-wide basis. The comptroller, who has the same number of
votes as the mayor on the Board of
Estimate —the legal governing body of
the city—does not answer to the mayor,
but to the people. In the city's unique
system of checks and balances, the comptroller is a financial check on the mayor
and the Citv Council. As such, lie has
been labeled the "city's fiscal watchdog,
the protector of the public purse."
The comptroller is also custodian of
five city pension funds whose values were
estimated at $5.711 billion as of June 30,
1970, and he processes one of the largest
payrolls in the world— something like
$2.9 billion dollars for more than
350,000 employees. This entails the
processing of 9V2 million checks, each
with its own variety of deductions. The
functions of the comptroller's office itself are carried out by approximately
1,200 city employees.
One of the greatest powers of the
comptroller's office is its responsibility to
audit all official accounts, accruals, revenues, receipts and disbursements. Not
only can the comptroller stop payment,
but he can also initiate investigations and
has the authority to subpoena persons
and records. This power, more than anv
other, often brings the Comptroller's office in conflict with the city administration, regardless of the party or individuals
holding office.
The comptroller also borrows money
for the city, issuing long -term bonds and
short -term notes when necessary. In this
capacity, he can withdraw an offering of
bonds or notices, if he thinks the interest
charges are unfair to the city. (In its offering of $258.1 million worth of public
improvement bonds in April, Comptroller Beame sharply criticized an article
which compared New York City's fiscal
situation to Penn Central. He said, "Today's bids demonstrate the faith of the
financial community in the economic
strength of New York City.")
"He's Not Very Tall"
During the mayoral campaign in 1965,
a sound truck went through the streets
of the city, blaring "Abe Beame, he's
not very tall. Abe Beame. Abe Beame,
he is only 5 feet 2, and sometimes it's
hard to locate him in the crowd." Comp MANAGEMENT ACCOUNTING /JUNE 1971

that the deficit, in fact, would be $29.2
million. Then, in an eleventh -hour coup,
Mr. Beame proposed to shift some of
the costs of the current fiscal year, i.e.,
teachers' salaries for the second half of
June and the month of July, to the next
fiscal year. With an affirmative ruling
from the City Corporation Counsel, the
comptroller proceeded to put the plan
into effect.
In taking this action, Comptroller
Beame illustrated the wisdom of the city
fathers in setting up the comptroller's
office as an independent agency. He
noted, "The records of the Board of
Education were disorganized and disjointed. There was a complete absence
of communication between budgeting
and expenditure divisions, resulting in
an absolute lack of control in keeping
"Just Do the Job"
expenditures within budgetary approHis municipal career began 25 years priations. The right hand didn't know
ago when he was appointed assistant what the left hand was doing. This
budget director. Promoted to budget di- hindered my auditors in trying to track
rector in 1952, he broadened his experi- down the supporting data."
True, he may have only postponed
ence in government operations as a
member of manv state and city commit- the inevitable crunch in the city's Detees and commissions dealing with man- partment of Education but many New
agement, social services, the courts, city York teachers were grateful for the last employees, the State Constitution and minute rescue of their jobs.
This incident serves to show how
inter - governmental fiscal relationships.
Elected comptroller in 1962, he pro- Comptroller Beame views the office as
ceeded to revise the investment policy more than a routine stamper of bills
for the city's pension funds, by investing and disburser of paychecks. He expanded
in stocks, mortgages and corporate bonds, the concept of the role of the compproducing a higher yield. As a result, he trollership to include city -wide problems.
was able to develop a surplus in the pen- Not content with mere audits of funds
spent, he established a new Management
sion system and increase benefits.
He won the mayoral nomination in Audit Unit to determine why the results
1965 but was defeated by the current of a fiscal audit turned out the way
mayor, John V. Lindsay. While he was they did.
Taking a cue from the General Acout of office in 1966 -69, he served as a
consultant in the area of finance and was counting Office in Washington, Mr.
a director and chairman of the Finance Beame started measuring expenditures
Committee of the American Bank & from a cost - effectiveness standpoint. He
Trust Co.
wants to be able to recommend imHis philosophy, says Comptroller proved ways of spending funds to
Beame, is to "just do the job." It is achieve the goals they are allocated for.
obvious, however, that Mr. Beame's con- In this area, his office has conducted
ception of his job as comptroller is not management audits of city agencies and
that of a sinecure for a loyal party hack. made separate reports from the financial
He takes seriously his role as an inde- audits, analyzing . the results of the
pendent branch of the city government money spent.
answerable to the people.
Take, for example, his actions in an "It's a Challenge!"
His financial background stands him
educational crisis precipitated by an announcement by the Board of Educa- in good stead but Mr. Beame believes
tion in March that it forecast a deficit a knowledge of government is essential
amounting to $40 million in the 1970 -71 for any public official. He agrees that
budget. The Board planned a mass lay- accountants have potentially a very great
off of teachers and reduction of other role to play in government. "Public
educational services, an announcement service in the financial area is as rethat created a crisis situation. A team of warding— especially in the pension area
the comptroller's auditors determined —if not more so, as is private industry."
troller Beame is not very tall but a vast
knowledge of New York City's government and his financial expertise make
him a giant figure to be reckoned with
in the sprawling, often chaotic, government of Gotham.
He came by his position the hard way.
Born in London, England, in 1906, he
was brought to New York by his parents
and grew up on the Lower East Side. His
drive to succeed was obvious in his early
years. While attending school as a teenager, he worked after classes; then he
formed an accounting firm while attending City College of New York. With a
BBA, cum laude, from C.C.N.Y. and,
later, a CPA certificate, he practiced accounting and taught accounting and law
courses in the city's high schools.
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"T h e whole philosophy of government is based upon the budget," lie
pointed out. "Accountants are especially attuned to budgets. You can judge
the philosophy of any administration by
looking at its budget."
As an illustration of his point, lie
alluded to the recent state legislative
session in Albany "where the major
factor was 'no taxes.' " The whole thrust
of the state administration was changed
by this paramount consideration which
resulted in many social and welfare programs being cut or reduced, he noted.
Accountants are also important in the
administration of the budget once it has
been approved because they are needed
to see that the monies are properly
sp e n t . Also, the move me n t toward
greater participation in government will
call for increased control in fiscal mat-

ters. "That means more accountants and
auditors are going to be needed in government."
Perhaps the best reason why accountants should join government is that "It's
a challenge!" Mr. Beame reiterated,
"Those that deal with money have great
impact on administration programs."
Asked about the image of the accountant (Mr. Beame was frequently
referred to as "a bookkeeper" in the
1965 campaign for mayor), the comptroller shrugged it off. "I think the image is changing," he said. It was obvious
he had spent little time worrying about
what other people thought of accountants. Typically, he relies on actions and
expects to be judged accordingly.
As comptroller of the largest city in
the United States, Mr. Beame's position
is a powerful one, and he has made it

even more powerful by interpreting his
role in the broadest terms allowed by
law. It is obvious in light of the city's
continuing financially- straitened condition, his concept of the new role of
the accountant in government does not
go unwelcomed by the public, as witness
a recent editorial in New York's largest
newspaper, The Daily News, headlined
"Beanie's Right Again."
Perhaps indicative of his integrity as
comptroller was a recent announcement
from his office that City Comptroller
Beame had asked the New York State
comptroller to conduct an independent
audit of the city comptroller's office. As
sound and logical as this plan is, what
made it even more attractive and, incide ntal ly, typical of cost- conscious
Beame, was the fact that it would not
cost the city anything.

NAA Announces Two Grants -in -Aid Awards
NAA's Committee on Grants -in -Aid
has selected two doctoral candidates
to receive grants -in -aid for work on their
dissertations during 1971 and 1972.
The recipients are Dennis M. Baker
of the University of California, Los
Angeles, for his dissertation proposal
titled, "An Empirical Measure of Product Heterogeneity in a Multi- Product
Firm: Th e Hospital;" and Joseph G.
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San Miguel of the University of Texas
at Austin, for his dissertation proposal,
"Measuring the Value of Inforniation:
An Empirical Investigation."
The grants are awarded to encourage
research in management accounting and
to enable recipients to devote full time
to their dissertations. This year each
recipient will receive $5,000.
Ch a i r ma n of the Com mi t t e e on

Grants -in -Aid is Professor James Don
Edwards, Michigan State University.
Members of the Committee are: Morton
Backer, University of Massachusetts;
Wilber C. Haseman, University of Missouri; Charles W . Lamden of Peat,
Marwick, Mitchell & Co., New York;
Charles R. Purdy, University of Minnesota; and David W. Rewick of Ernst
& Ernst, Chicago.
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Arthur B. Gunnarson (1896 -1971)
Arthur B. Gunnarson, Secretary Emeritus
of the National Association of Accountants, died on April 27 at the age of 74.
One of the major shapers of the Association, Mr. Gunnarson devoted 42 years
of his life to NAA, 13 of those years as
National Secretary. A member who knew
and worked with the first Secretary, Stuart
C. McLeod, and hundreds of officers and
directors, he piloted the Association
through a crucial period, serving as a
bridge between the founders and their
successors.
As pointed out by Past President George
A. Hewitt, the current high prestige of the
Association "is due in considerable measure to his successful
leadership as Secretary through thirteen critical and highly
significant years in the Association's evolution."
Born in Minneapolis, Minn., Mr. Gunnarson was graduated
from the University of Minnesota in 1920 and went on to
earn an M.B.A. from the Graduate School of Business of
Harvard University in 1924. His professional background
was broad and varied, with positions as instructor in economics, accounting and statistics at the University of Minnesota, Northeastern University in Boston, and the Harvard
Graduate School of Business.
Later he became associated with several companies in the
food field —both manufacturing and distributing. He held
accounting positions in Minneapolis, at Washburn Crosby
Co., and at Red Owl Stores, Inc., where he was comptroller.
In 1930 he joined the Chamber of Commerce of the United
States. He joined the staff of N.A.C.A in 19.15 as Assistant Secretary and was named National Secretary in 1948.
His experience and connection with the developing discipline of cost accounting began early in his career when he
gathered material for the Harvard Bureau of Business Research dealing with budgetary control in relation to costs
and other cost problems. At Washburn Crosby Co., he continued research in cost problems involving milling processes
at various volumes of production.
His Association service was practically continuous from
his original application in 1929 to his retirement as National
Secretary in 1961. He served as a director in the Minneapolis Chapter and helped organize the Washington Chapter,
which elected him as its first president, 1932 -34. Elected to
the National Board in 1934, he served six years, with positions as Directors in Charge of Research, Publications and
Program. A speaker before a number of national conferences
and chapter meetings, he also authored several articles in the
N.A.A. Bulletin.
During his employment in Washington with the Chamber of Commerce, Mr. Gunnarson kept the Association informed of governmental developments affecting accountants
and accounting. He represented the Association on various
committees dealing with relations between industry and
government. In 1945 he was nominated and elected a vice
president of NAA but his subsequent appointment to the
staff made it impossible for him to assume the office.
During his term as National Secretary, the Association's
membership doubled from 24,500 to 49,500. A number of
MANAGEMENT ACCOUNTING /JUNE 1971

other significant developments in the Association's progress occurred under his wise
supervision. The name of the Association
was changed from the National Association
of Cost Accountants to its present name.
The Lybrand Awards were inaugurated and
the in -house research program put on a solid
footing. A special category of membership
(which he himself never took advantage of)
was established for long- standing members
—the Emeritus Life Associate membership.
Among the other changes in the Association's organization during his stewardship
were the creation of the chapter relations
staff, member relations department and a
new category of chapters called accounting groups. During his
term, the first seminar and subject conferences were held. As a
warm and personal friend of Dr. Stuart C. McLeod, he was
especially gratified when the name of the organization of
past NAA officers and directors was changed from the Spot
Club to the Stuart Cameron McLeod Society during his
term. He remained a member and ardent supporter of the
Club to the end of his life.
Upon his retirement in 1961, Mr. Gunnarson was retained
by the Board of Directors as consultant. He continued to be
active in NAA meetings and Westchester Chapter activities.
He also found time to pursue his hobbies, one of them being
active promotion of the United Nations.
A genial man, Arthur Gunnarson was known for his calmness under pressure. He was courteous but firm in carrying
out the administrative responsibilities of the Association. In
a nostalgic article published in the 50th Anniversary issue of
MANAGEMENT ACCOUNTING,he compared the activities of the
staff and officers and directors in visiting chapters with those
of the pioneer "circuit riders." He wrote, "All who have
been privileged to travel the NAA circuit can relate innumerable unique experiences encountered along the way. Potential hazards resulting from man -made and natural causes
have included floods, hurricanes, blizzards, earthquakes, fires
and accidents." It was clear, however, he enjoyed the experience: "These opportunities to meet, to know and to work
with a host of people have been an exhilarating, fruitful
and satisfying experience, but at the same time, a humbling
one."
Past President Hewitt summed up some of the qualities of
Mr. Gunnarson's leadership when he wrote, "He discharged
these ever - increasing responsibilities with notable thoroughness, imagination and competence, and it is a testimony to
his great capacity as an effective administrator that such accomplishment was brought about with a minimum of disruption."
For his outstanding services on behalf of NAA, he was
presented an inscribed silver tray by the Association in 1963.
Those members who knew Arthur Gunnarson will moum
his death as the passing of a friend, counselor and outstanding leader. As one of the seminal figures of the Association,
he will be remembered for his innumerable contributions.
As he wrote, "So here we are after fifty years of striving.
Visions have often been dimmed, projected plans left unContinued on page 55
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Chapter /Member News

faculty members. The program featured
speakers from corporations, the U.S.
Government and universities. Topics
included `Behavioral Sciences," "Management Reporting —Can We Improve
It ?" and "Industrial Development —A
Cost Benefits Problem."
Emeritus Life Associates
JOHN A. BEARD, Reading past president.
ARTHURL. BERT, Detroit.
GvsTAv H. BURKHART, Akron past president; Stuart Cameron McLeod Society.
IRWIN F. GULDIN, Reading.
CURTIS J. NORRIS, Norwich.
GEORGE W . WACHTER, Birmingham
past president. Stuart Cameron McLeod
Society.
HAROLD L. WORTHINGTON, Wichita.
Promotions and New Positions
JACK D. HARRIS, Boise, has been appointed controller, Manufacturing and
Urban Housing Groups, Boise Cascade.

Time out for a pause that refreshes as (I. -r.) Frank D. Chamberlin, show chairman; Bruce
R. Boehmer, analyst at General Foods Corp. and a speaker, and Robert M. Hoyt, president
of the Delaware Foundation for Accounting Education, assess impact of 1971 Business
Career Show. See story below.

Students Give High Grades
To Delaware Career Show
Increasingly, NAA chapters are launching major efforts to attract outstanding
students to careers in the accounting
field. The April issue Of MANAGEMENT
ACCOUNTING included an article describing a successful program held by Charleston Chapter.
With detailed planning and hard
work, the Delaware Chapter also held
a successful recruitment program last
February. The show was sponsored by
the Delaware Foundation for Accounting Education, a nonprofit organization
of the NAA chapter and the Delaware
Society of CPA's. A trustee of the
Foundation, Frank D. Chamberlin,
served as chairman of the show.
The rationale of the show was stated
by Mr. Cham berli n when h e sai d,
"Frankly, business has a problem in that
too many cum laude students major in
engineering and science. More of this
top level group are needed to fill financial, sales, purchasing, and personnel
jobs."
To make communications more effec52

tive, young college graduates were invited to tell what their jobs were all about
— "the job opportunity, the daily challenges, the frustrations, the satisfaction,
the starting salary, the continuing income growth, the need for more people
in business careers."
The one -day meeting included a
luncheon and a color TV set as a door
prize. A film, "Men of Account," was
shown as part of the program. Total
attendance, which represented 27 high
schools, was 177. The University of
Delaware College of Business & Economics co- sponsored the event.
Participants were very enthusiastic
about the show. Students especially liked
the fact that there was no artificial
separation between hosts, speakers and
students.
Albuquerque Sponsors
6th Annual Conference
The Sixth Annual New Mexico Accounting Conference, co- sponsored by
Albuquerque Chapter, attracted an audience of 107, including business executives, practitioners in the administrative
sciences, business school students and

EARL T. HINES, Dayton, is now controller of Advanced Foundry, a division
of Banner Co.
PATRICK L. ROMANO, East Bergen Rockland president, has been named
vice president— finance of Holmes Protection, Inc. He is also vice president —
finance and treasurer of the parent company, Bell Television, Inc.

ROMANO
East Bergen-Rockland

SCHEUPLEIN
Essex County

FRANK J. CHURCH, past international
vice president from Essex County, is
now division manager of the National
Cover Div., Georgia- Pacific Cor p. . .. ,
MICHAEL F. GASTOM was elected treasurer of Amersil, Inc.... WALTER W.
SCHEUPLEIN has been elected vice president— finance, Wagner Electric Corp.
EDWARD DESCH, JR., Greater Topeka
Area, has been named a partner in
Paxson & Riche], CPA's.
Two Fort Wayne members have been
named at Magnavox Co. BRUCE E.
KROFScxoT was appointed corporate administrative controller, and WILLIAM
G. YORK, assistant controller— finance.
... KENNETH MURKEN was appointed
director of finance, Ravenswood Hospital Medical Center.
MANAGEMENT ACCOUNTING /JUNE 1971

G E O R G E J . R E I L L Y , J R . , Houston, has
been appointed controller of National
Supply Div., Armco Steel Corp.

RI C H A R D P. C L I F T O N , Kansas City,
was named treasurer at Horne Savings
Assn. He is also vice president of finance
... PAUL B. RosSAN was promoted to
senior vice president, First National
Bank of Kansas City.
N E L S O N , Jamestown, has
been elected assistant controller of
Walter E. Heller & Co.
MARSHALL D .

Time Off

0P
1 '1

Lancaster, has
been named treasurer of Washaw Design, Inc. He was also elected to the
board of directors.
GEORGE

H.

K R A TZER T,

Long Island, has
been appointed to the newly created
position of vice president— administration of th e Elgin National Data Services, Inc., a subsidiary of Elgin National
Industries, Inc.
JOHN E . FITZGER ALD,

SWORDS, M em phis, is now controller with Mid -South Fire Safety Co.
FRANK

RAD I O N J . M A Y E R , Milwaukee, is now
controller, Crown Screw & Bolt Co.
A. DRAcH, New York, has

MUR R AY

been elected vice president and controller of Swingline, I n c . . . . C H A R L E S S .

L°9E0SHA
r

was appointed comptroller,
Boyertown Burial Casket Co.... DONA L D J. R. POTTS has been appointed vice
president of administration, Roval Typewriter Co., div. of Litton Industries.
HA VELK A

North Jersey, has
been ap poin te d secretary- treasurer,
Wheelock Signals, Inc.
JOSEPH

P.

HENRY,

W . S W E N S O N , Peninsula -Palo
Alto, has been named treasurer of
Hughes Air Nest.

"Request- for -raise forms? W hy, yes, you'll find them right there in my supply
cupboard."

HARRY

RIC HA R D LA X TO N ,

Piedmont, has joined
Lester Lumber Co., as vice president
and controller.
N. Fox, Raritan Valley, has
joined Chemical and Pollution Sciences
as assistant controller.
CHAR LES

ROBERT

J.

CRAW,

St.

Lo uis,

was

p ro -

moted to vice president and controller
of t he Flexolite Div. of General Steel
Industries, Inc.
MIC HAEL J. CLIF FORD, W e s t
BergenPassaic County, has been appointed
manager, internal auditing, budgets and
liaison, districts, at Agfa- Gevaert, Inc.

Westchester, has
been named an assistant director in the
administration of St. Luke's Hospital
Center, New York.
Continued on page 55
D AN I E L F . T RI GLI A,
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Ford Named Top
Businessman
Who is the greatest man in American
business? Auto magnate Henry Ford
garnered the most votes in a poll conducted by Nation's Business and
published in its March 1971 issue.
In order of the number of votes received, the others were Alexander
Graham Bell, Thomas Alva Edison,
Andrew Carnegie, Walt Disnev, John
D. Rockefeller, Sr., Benjamin Franklin, Bernard Baruch, Thomas J. Watson, Sr., and George Eastman. Of the
ten, the magazine points out, five
were "bookkeepers early in their lives:
Eastman, Carnegie, Watson, Baruch
and Rockefeller."

'Year of the Write -Off'
The Chinese have a tradition of naming their years after animals but
American businessmen are more
practical. Taking a look at the deluge
of crimson - marked annual reports,
the Wa l l Street Journal concluded
that this must be the "year of the
write -off and the write- down." Bec a u se o f t h e d e c l i n e i n t h e e c o n o m y ,
ma n y b u si n esse s fo u n d i t c o n v e n i e n t

to write off unprofitable ventures in
1970; for some this will improve results in 1971. It seems "taking a bath"
in red ink in 1970 will mean clear
sailing a n d

s u n n y skies i n

1971 —or

at least accountants arc hoping so.
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D ial -A -Tax Question
TALKING ABOUT DEDUCTIONS
ADDS UP TO A GOODWILL
ASSET FOR READING CHAPTER

Chairman of the Reading Chapter project, James J. Murphy, puts in a stint on the telephone, assisted by Elizabeth S. Boyer, public relations director of the chapter.
54

The people of Berks Countv, Pa., got a
helping hand —or rather a helping voice
— during the tax season this year.
Reading Chapter of NAA organized a
telephone answering service, Dial -A -Tax
Question, designed to field questions
relating to individual income tax filing.
From Afarch 22 to April 2, chapter
members manned telephones weekdays
from 6:00 to 10:00 p.m. The service was
organized because many people were
confused about changes instituted by the
1969 Tax Reform Act, according to
James J. Murphy, director of educational
activities and chairman of the project.
As a special feature of the program,
the chapter arranged for a Spanish speaking individual to translate questions
and answers on "Spanish Night." A local
company volunteered use of its facilities
for the tax project and a representative
from the Internal Revenue Service district director's office helped brief the
team.
The project was very successful, according to Elizabeth S. Boyer, director
of public relations for the chapter. From
120 to 150 different questions were
answered by the volunteers who found
themselves doing extensive research on
MANAGEMENT ACCOUNTING /JUNE 1971

some questions. Many questions involved
dependents' deductions, tax - allowed contributions, and deductible educational
expenses.
"There were many unusual questions
from callers," Mr. Murphy told the local
newspaper. One caller was seeking information of a foreign tax credit. Other
questions involved mileage deductions
for transportation involved in charitable
projects, and stock received as a gift or
an inheritance.

The Dial -A -Tax Question volunteers
were even prepared when a taxpayer
wandered in to the telephone location,
seeking tax filing forms. "Luckily, we
had some," Mr. Murphy reported.
To publicize the service, the chapter
placed notices on company bulletin
boards and even in churches. Tentative
plans are to repeat the program next
vear when Pennsvlvania taxpayers will
have to file new state income tax forms
at the same time federal returns are filed.

CHAPTER /MEMBER NEWS

Continued from page 53
Author
ASHLEY C. SINNETT, Wabash Valley,
is the author of Cost Accounting —Re-

quirements and Procedures for Metal casting, published by American Foundrymen's Society, Golf and Wolf Roads,
Des Plaines, Ill. 60016. He is the coauthor of Principles and Procedures of

Cost Accounting for the Malleable Iron
Industry.
In Memoriam
DAVID G . COMERFORD, 54, Dayton,

1955.
FRANCIS FISHER, 54, Calumet, 1967.
GORDON G. HOIT, 70, Rochester past
president, 1931. Emeritus Life Associate.
LESLIE B. HOLLOWAY, 71, San Francisco, 1949.
WALTER C. LANDERER, 54, Dayton,

1955.
WILLIAM H. LAWsON, 71, Member -atLarge, England, 1945. ELA.
RAYMOND C. MORSE, 66, Brooklyn pest
president, 1940. Stuart Cameron McLeod Society.
Errata
The following members were erroneously
carried in the In Memoriam column in
the May issue. They should have been
listed as newly designated Emeritus Life
Associates. We sincerely regret the error.
GILBERT A. HENNER, 64, Rochester
past president, 1950.
MARTIN W. LINDER, 63, Detroit, 1946.
JAMES E. PITOCHELLI, 73, Providence,

1942.
JAMES W. PORTER, 58, Pittsburgh, 1946.
HERNIAN K. REGESTER, 69, Grand Rap-

ids, 1951.
CLARENCE W. RUSSELL, 65, Indianapo-

lis,1945.
CHESTER M. SURDYK, 56, Detroit, 1949.

GUNNARSON

Continued from page 51

Photo courtesy Reading Eagle

IRS assistance for the Reading Chapter tax service project is given by Arthur H. Lilierose
(left), local IRS representative. Standing in center is Lee M. LeVan, president of the
chapter; at right is Albert B. Kendall, executive director of the Manufacturers' Assn. of
Berks County, which donated facilities for the public service project. Seated is Carlos
Ponce, who served as interpreter for Spanish - speaking callers.

MANAGEMENTACCOUNTING/JUNE1971

finished and valiant efforts gone unrewarded. Yet, the constructive elements of
a half - century of accomplishment stand
out in bold relief. It is a tribute to those
many thousands of dedicated NAA members who have put their hearts and minds
and energies to work in myriads of ways
to advance the Association and its purposes."
It is also a tribute to Arthur B. Gunnarson.
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by the General Accounting Office. Furthermore, the study showed that Defense contractor profits before Federal income
In response to widespread criticisms of
taxes, measured as a percentage of sales,
financial reporting practices, the
were significantly lower than comparable
Financial Executives Institute urged that
commercial work for 74 contractors inits members include in their annual
cluded in the study. The differences
reports to shareholders a statement idennarrowed when profit was considered as a
tifying the accounting policies followed
percent of the total capital investment
"which have a material effect on reported
and there was little difference when the
profitability and financial condition."
amount of capital provided by the GovernConceding the fact that pertinent accountment in the form of progress payments,
ing treatments are quite commonly reported
cost reimbursements, equipment, and facilin the footnotes and other various parts
ities was considered. GAO recommended
of the annual report, the FEI, neverthethat, in determining profit objectives for
less, urged that these descriptions be
negotiated Government contracts where
included in a separate Statement of
effective price competition is lacking,
Accounting Policies. Along with the rec"consideration should be given to capital
ommendation to its members, the FEI inrequirements as well as to such other
cluded four examples of accounting policy
factors as risk, complexity of the work,
statements which appeared in recent annual
and other . . . factors."
reports or in supplements. Although it is
an official position of the FEI, the
AIC PA G r oup s Study Fi na nc i al Re por ti ng
financial organization has no way of enforcing it. . . . Meanwhile, AICPA Executive Former SEC Commissioner Francis M. Wheat
and Robert M. Trueblood, chairman of the
Vice President Leonard M. Savoie also
policy group of Touche Ross & Co., have
was considering the problem of accountbeen named by the AICPA to head two study
ability by industrial finance executives
groups
to examine methods for improving
and accountants —as well as CPA's. Speakcorporate
financial reporting. The group
ing before a joint meeting of the NAA Milheaded
by
Mr.
Wheat will study the
waukee Chapter and the Wisconsin Society
operations of the Accounting Principles
of CPA's, he suggested the AICPA might be
Board and make recommendations on how
advised to make an attempt to set up and
future accounting principles should be
enforce a code of ethics for Institute
established. Mr. Trueblood will direct a
members in industry. "I believe that acstudy of the objectives of corporate
countants in industry should be a part of
financial statements. Members of his
the profession broadly construed and that
they should adhere to technical standards committee include four NAA members:
of the profession. If all accountants were Sidney Davidson, professor and dean,
University of Chicago Graduate School of
united in a common dedication to profesBusiness; James Don Edwards, professor
sional standards, surely this would
and chairman of the Department of Acgreatly strengthen the role of accounting
counting and Financial Administration,
and would add mightily to the extended
Michigan State University; Oscar S.
role of the profession in improving
Gellein, partner, Haskins & Sells, and
accountability."
Andrew J. Reinhart, vice president —
office of the president, Singer Co.
G A O R e c omme n d s Pe n t ag on Ch a ng e

M or e A c c oun ta bi l i t y Ur ge d
B y PE I, a nd A CIP A' s Sa voi e

Curr ent Contr ac ti ng S y s t e m
Under the current Defense Department contracting system there is no incentive for
contractors to reduce costs; instead the
system tends over the long run to reward
inefficient, high -cost weapons makers.
This was one of the conclusions of an 18month Defense Industry Profit Study made
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SE C ' s N e e d h a m B a c k s A g e n c y S h i f t
In line with the recommendations of a
special Presidential study group report,
Commissioner James J. Needham urged that
the five - member Securities & Exchange
Commission be replaced by an agency headed
by a single administrator.
MA N AG E ME N T A CC O UN TIN G / J UN E 1 9 7 1

Topical Index to Articles in
MANAGEMENT ACCOUNTING
Volume LII
July 1970 -June 1971
Accounting ( See also Data Processing and Systems
and Procedure)
Accounting is Her Profession. January 1971.
Bookless Bookkeeping. Roy E. DELLINGER. May 1971.
Derivations of Accounting Terminology. CLARENCE LANGER.

March 1971.
Important Issues Being Discussed by the Accounting Principles Board. EMMETT S. HARRINGTON. December 1970.
(Letters by LOYAL D. STEWART and W. V. WATERS,

April 1971.)
Independence for the Corporate Accountant? September
1970. (Letter by ANDREW J. RIDDELL, January 1971.)
Just Where Do Accountants Come From? April 1971.
Accounts Payable
Recognition, Validation and Processing of Accounts Payable
DAVID R. SMITH. August 1970.

Administrative Expense
A Value -Added Base for G &A on Government Contracts
STANLEY D. MOSLER. December 1970.
Aerospace Industry
A Computerized Decision- Simulator Model. MICHAEL R
TYRAN. March 1971.
Agri cu lt ur al Ma ch in er y an d Eq u i p me n t
A Strategy for Coping with Exchange Risks. EUGENE L.
SCHOTANUS. January 1971.
An Alternative to Hedging in Foreign Investments. DONALD

G. KEESEE. July 1970.
How to Obtain Probability Estimates in Capital Expenditure
Evaluations: A Practical Approach. TERRY D. COLE. July
1970.
Mechanized Financial Exhibits. FRANK A. LYZENGA. September 1970.
Aircraft
Direct Costing the Company's Aircraft. EARL A. RAMBOW

April 1971.
MANAGEMENT ACCOUNTING /JUNE 1971

The Risk /Reward Relationship in Military Procurement.
DUDLEY E. BROWNE. March 1971.

Aluminum
Combined Costing Method: Absorption and Direct. DELBERT

J. FRYE. January 1971.
Assets -Fixed ( See also Budgets, Depreciation, Depletion and Amortization, Forecasting, Profits and Return
on Investment)
Erosion of Profits through Asset Losses. RONALD R. SCHMIDT.

December 1970.
How to Obtain Probability Estimates in Capital Expenditure
Evaluations: A Practical Approach. TERRY D. COLE. July
1970.
Optimizing Cash Flow and Tax Benefits in New Plant Construction. JOHN HEATH, JR. March 1971. (Letter by

RICHARD B. HOLLOWELL, Mav 1971.)
The Asset Value of the Human Organization. MICHAEL H.
GILBERT. July 1970. (Letters by JOSEPH MITCHELL,

March 1971 and ELDON L. SCHAI'ER, February 1971.)
The Capital Facility Decision. HENRY R. ANDERSON and RICH-

ARD P. SCHWARTZ. February 1971.
Auditing
Auditing: Through the Computer or Around? EDWARD M.
MILKO. August 1970. (Letter by MICHAEL T. NELLIGAN,

June 1971.)
The Four Objectives of Sampling in Auditing: Representative,
Corrective, Protective and Preventive. Yuji IJIRI and
ROBERT S. KAPLAN. December 1970. (Letters by JOHN
L. HESS and MICHAEL TEACH, April 1971.)
Automobiles and Accessories
Mark -Up Based on Assets Employed.
ruary 1971.

OTTo

L. HALL. Feb-

Balance Sheets ( See Financial Statements)
Banks and Banking
A Banker's Approach to Business Loans. DANIEL KuJAWA.

June 1971.
57

Credit Review Analysis. ANcus MCRAE. June 1971.
Devaluation, Revaluation -Re- Evaluation? DONALD R. MAN DICH. August 1970.
Profit Planning for Action and Results. THOMAS N. BLACK
and DONALD J. MODENBACH. January 1971.
Transfer Ppcing in a Commercial Bank. WILLIAM SARTORIS.
February 1971.

Preparing Proposals for Expansion in Foreign Markets. RAYMOND E. WRIGHT. October 1970.
So You Want a Small Computer! DONALD M. PERRY. November 1970.
The Strategic Forces of Profit. DANIEL W. BRADY. February
1971.
Value Added by Manufacture. M. FRANK TROY. October
1970.

Bonuses ( See Incentives and Profit-Sharing)
Civic Groups ( See Institutions)
Brokers
Brokerage Firm Solves Management Problems with Advanced
Computer. ABRAHAM GROSSFIELD. December 1970.
(Letter by GORDON J. WOLTERS, April 1971.)
Budgets ( See also Assets - Fixed, Depreciation, Depletion and Amortization, Forecasting, Profits and Return
on Investment)
A Computerized Decision - Simulator Model. MICHAEL R.
TYRAN. March 1971.
Benefit -Cost Analysis: A Challenge for Accountants. DELMAS
D. RAY and WARREN W. MENKE. August 1970.
Linear Programming in Capital Budgeting. RAY H. GARRISON.
April 1971.
Planned Performance and the Product Cost Controversy.
ALBERT L. ARCUSand WILLIAM H. PIETSCH. September
1970.
Planning for Profit: Focusing on the Big Picture. THOMAS S.
DUDICK. August 1970.
Systems Framework for Capital Expenditure Program Development. LARRY N. KILLOUGH. October 1970.
The Capital Facility Decision. HENRY R. ANDERSON and
RICKARD P. SCHWARTZ. February 1971.
Toward Probabilistic Profit Budgets. WILLIAM L. FERRARA
and JACK C. HAYYA. October 1970.
Building Materials
Large Company Planning Techniques Will Work in Small
Multi -Plant Companies. HENRY H. BRAZEAL, JR. September 1970.
Burden ( See Direct Costing and Overhead)
Cash Flow
Equating Risk with Investment and Performance Evaluation.
LAWRENCE N. EATON. December 1970.
Optimizing Cash Flow and Tax Benefits in New Plant Con struction. JOHN HEATH, JR. March 1971. (Letter by
RICHARD B. HOLLOWELL, May 1971.)
Projected Cash Needs. WILLIAM L. SAUTTER. February 1971.
Cement and Stone ( See also Clay Products)
Computer Application by Concrete Block Manufacturer
RALPH E. STRUZZIERO. May 1971.
Chemicals ( See also Pharmaceuticals)
Auditing: Through the Computer or Around? EDWARb M.
MILKO. August 1970. (Letter by MICHAEL T. NELLIGAN,
June 1971.)
Education Revisited. ARTHUR E. WOLF. January 1971. (Letter
by H. E. NinIs, June 1971.)
Microfilm: A New Accounting Tool. WILLIS J. DUNCAN. January 1971.
58

Classification of Accounts
A Data Base Concept. FRANK M. MASTROrIANO. October
1970.
Clay Products ( See also Cement and Stone)
Standard Costing in Kaolin Mining. LAMAR BURKE. May
1971.
Construction
A Control Program for Construction Projects. ROBERT
KRAMER. October 1970.
International Financing of Construction Projects. MURRAY J.
MARCHIONE. October 1970.
Contractors ( See also Construction)
Manufacturing Power Substations: An Accounting Practice
Report. ART P. JARRETT. March 1971.
Cost Accounting ( See also Training of Management
Accountants)
Cost Accounting Practices in the Wood Conversion Industry.
VINCENT E. NOLTEMEYER. November 1970.
Professionalization of Private Accountants. EARL F. DAVIS.
November 1970.
The Genesis of Management Accounting. RICHARD A.
ELNICKI. April 1971.
The Origins of Cost Accounting. MICHAEL CHATFIELD. June
1971.
Cost Control and Reduction
Benefit -Cost Analysis: A Challenge for Accountants. DEL MAs D. RAY and WARREN W. MENKE. August 1970.
Dynamic Cost Analysis. YEZDI H. BHADA. July 1970.
Management Information Systems: A Charge to Users and
Cost Control. HAROLD M. SOLLENBERGER. November
1970. (Letter by CLYDE MASON, April 1971.)
Optimizing Control Costs. EARL K. LITTRELL. April 1971.
Planning for Profit: Focusing on the Big Picture. THOMAS S.
DUDICK. August 1970.
Production Performance Reporting Under Direct Costing.
BILL G. FAHEY. November 1970.
Time Task Range and Maintenance Account Technique.
PHILIP S. MANTHEY. August 1970.
Cost Systems ( See Systems and Procedures)
Cost - Volume -Profit Relationship ( See Budgets)
Credit
A Banker's Approach to Business Loans. DANIEL KuJAWA.
June 1971.
Credit Review Analysis. ANGUS MCRAE. June 1971.
MANAGEMENT ACCOUNTING /JUNE 1971

Dat a Proce ssi ng ( See a lso Accounti ng and Systems
a n d P r oce d u r e s )
A Computerized Decision - Simulator Model. MICHAEL R.
TYRAN. March 1971.
A Small Information System for Workload Analysis. DONALD
L. GERBER. March 1971.
Accounting Controls for Corporate EDP Costs. MELVIN
KRASNEY. March 1971.
An EDP General Accounting System in Concept and in Force.
WILLIAM M. HAWKINS. October 1970.
Auditing: Through the Computer or Around? EDWARD M.
MILKO. August 1970. (Letter by MICHAEL T. NELLIGAN,
June 1971.)
Brokerage Firm Solves Management Problems with Advanced
Computer. ABRAHAM GROSSFIELD. December 1970.
(Letter by GORDON J. WOLTERS, April 1971.)
Computer Application by Concrete Block Manufacturer.
RALPH E. STRUZZIERO. May 1971.
Computer Program: A Profitable By- Product. JOHN F. GLYNN.
May 1971.
Error Control In EDP Systems. NORMAN D. PETERSON. November 1970.
Integrated Processing Gets Marketing Edge. DAVID A.
HUGHEY. December 1970.
Mechanized Financial Exhibits. FRANK A. LYzENGA. September 1970.
Microfilm: A. New Accounting Tool. WILLIS J. DUNCAN.
January 1971.
Small Business and EDP. CHARLES M. WILLIAMS. February
1971.
So You Want a Small Computer! DONALD M. P E R R Y . November 1970.
The Accountant and the Time -Share Terminal. FREDERICK
H. ELI.ENBERGER. May 1971.
The Trend Toward Automated Capital Investment Decisions.
JAMES C. LAMPE. April 1971.
Wh y Leave E DP in the Hands of Specialists? JAMES O.
tWELTZIN. October 1970. (Letters by RICHARD A. CUP PLES, JOHN GROTH, and HAROLD HITCHEN, JR., March
1971 and THOMAS J. TORPEY, February 1971.)
Delivery Expenses ( See Distribution)

Contribution Reporting for Consumer Products. WILLIAM
HOBBS, III. November 1970.
Differential Cost Concept: Applied to Analysis of Yield
Variances. ROBERT V. DIONISE. January 1971.
Direct Costing the Company's Aircraft. EARL A. RAMBOW.
April 1971.
Installing a New Direct Cost System. MARSHALL W. WEB STER. March 1971.
Planned Performance and the Product Cost Controversy.
ALBERT L. ARCUs and WILLIAM H. PIETSCH. September
1970.
Production Performance Reporting Under Direct Costing.
BILL G. FAHEY. November 1970.
Standard Cost and Control System. VINSON A. PARSONS and
GEORGE A. MACDONALD. November 1970.
The Effect of Direct Costing on the Relative Size of Financial
Ratios. DOUGLAS SHARP. November 1970.
Distribution
Preparing Proposals for Expansion in Foreign Markets. RAYMOND E. WRIGHT. October 1970.
The Franchise Agreement. ROBERT S. OLSON. June 1971.
Divers ified Comp anies
A Small Information Svstem for Workload Analysis. DONALD
L. GERBER. March 1971.
Management Reports for Multiproduct Plants. B. THOMAS
PALMER. August 1970.
Ele ct rical M anu fa ctu ri ng
Accounting for Inter -Plant Sales. RAYMOND H. BAUGHMAN.
September 1970. (Letters by JEFFERY L. HUGHES, February 1971 and JAMES R. WILKINSON, January 1971.)
Long -Range Forecasts: Where Do We Go From Here? PAUL
W. OSLER. January 1971.
Planning and Organizing a Work Measurement Program,
WILLIAM E. GRACE. July 1970.
El ectr on ic Da ta P roce ss in g ( See Data Processing)
Engine ering
Pricing Engineering Work for Defense Contracts. DONALD
R. HERZOG. September 1970.

Department Stores ( See Retailing)
Depre ciat ion, De pl et ion an d Amortization ( See also
Assets- F ixed, Budgets, Forecasting, Profits and Return
on Investment)
A Short Analysis of Depreciation. WILLIAM L. HOLT. February 1971.
A Short -Cut Method to Calculate Declining Balance Depreciation. ROBERT D. MILLER. July 1970.
Depreciation: An Accounting Enigma. THOMAS F. COT TELEER. February 1971.

Far ms
Enterprise Account System for Agricultural Businesses.
PHILIP W. LJUNGDAHL. April 1971.

Developmen t Expense ( See Research and
De ve l o p me n t Cos t s )

Fi n a n ci a l Con t r ol
Erosion of Profits Through Asset Losses. RONALD R.
SCHMIDT. December 1970.
Integrated Processing Gets Marketing Edge. DAVID A.
HUGHEY. December 1970.
International Financing of Construction Projects. MURRAY J.
MARCHIONE. October 1970.
Systems Framework for Capital Expenditure Program Development. LARRY N. KILLOUGH. October 1970.

Direct Costing ( S ee a lso Overh ead)
Analysis of Fixed Costs in Inventory. CHARLES R. HOFER.
September 1970.
Combined Costing Method: Absorption and Direct. DELBERT
J. FRYE. January 1971.

Financi al Stat ements ( See also Re ports)
Earnings per Share and the Insensitive Denominator. JOHN J.
MAHONEY. July 1970. (Letters by ROBERT D. BIGGS and
FREDERICK J. CROWLEY, May 1971 and JOHN DAVID
MACEY, January 1971.)

MANAGEMENTACCOUNTN
I G/JUNE1971

59

Earnings per Share: Sensitizing the Numerator. ALBERT W.
WRIGHT. May 1971.
Independence for the Corporate Accountant? September
1970. (Letter by ANDREW J. RIDDELL, January 1971.)
Long -Range Forecasts: Where Do We Go From Here? PAUL
W. OSLER. January 1971.
Management Accounting Customer Service. ROBERT G.
MOODY. March 1971.
Mechanized Financial Exhibits. FRANK A. LYZENGA. September 1970.
Profit Planning for Action and Results. THOMAS N. BLACK
and DONALD J. MODENBACH. January 1971.
F ood
A Product Line Case Study. GARY H. RISMILLER. December
1970.
Accounting for the Acquisition of Farm Produce. DONALD A.
HENRIQUES. April 1971.
Analvsis of Fixed Costs in Inventory. CHARLES R. HOFER.
September 1970.
Installing a New Direct Cost System. MARSHALL W. WEB STER. March 1971.
Forecasting ( See also Asset s -Fi xed, Budgets, Depreciation, Depleti on and Amortizat ion, Profits and Return
on In v e s t m e n t )
Long -Range Forecasts: Where Do W e Go From Here?
PAUL W. OSLER. January 1971.
For ei gn Pr act ices
A Strategy for Coping with Exchange Risks. EUGENE L.
SCHOTANUS. January 1971.
Accounting for Multinational Operations. FRANK C.
ROBERTS. August 1970.
An Alternative to Hedging in Foreign Investments. DONALD
G. KEESEE. July 1970.
Devaluation, Revaluation -Re- Evaluation? DONALD R.
MANDICH. August 1970.
International Financing of Construction Projects. MURRAY
J. MARCHIONE. October 1970.
Preparing Proposals for Expansion in Foreign Markets. RAY MOND E. WRIGHT. October 1970.
The Case Against International Uniformity. IRVING L. FANTL.
May 1971.
For ms Cont r ol ( Se e Re cord s )
Gove r n me n t Con t r a ct s
A Value -Added Base for G &A on Government Contracts.
STANLEY D. MOSLER. December 1970.
Defense Contract Change Orders: Pricing. EDWIN P. JAMES.
July 1970.
Pricing Engineering Work for Defense Contracts. DONALD
R. HERZOG. September 1970.
The Air Force Switches to Management Accounting. ADRIAN
M. HARRELL. April 1971.
The Risk /Reward Relationship in Military Procurement.
DUDLEY E. BROWNE. March 1971.
Hu ma n Relations
A New Look at the Scanlon Plan. ROBERT J. DOYLE. September 1970.
Standard Costing Developments and Applications. LLOYD
SEATON, JR. July 1970.
The Asset Value of the Human Organization. MICHAEL H.
60

GILBERT. July 1970. (Letters by JOSEPH MITCHELL,
March 1971 and ELDON L. SCHAFER, February 1971.)
Incentives and Profit - Sharing ( See al s o La bor )
A New Look at the Scanlon Plan. ROBERT J. DOYLE. September 1970.
Deferred Compensation Plans After the 1969 Tax Reform
Act. PAUL F. SMITH. July 1970.
Institutions
A Cost Accounting System for Service Companies. WILLIAM
F. SNELLGROVE. February 1971.
Accounting for Country Clubs. JEAN F. MESSER and LLOYD
W. McDANIEL. June 1971.
Case Study: Corporate Fee for a Non -Profit Organization.
EDWARD BAKER. September 1970.
Hospital Accounting. RICHARD A. GRUNDY. March 1971.
The Problem with Hospital Accounting. JACK R. TOUSSAINT.
November 1970. (Letters by HERMAN A. KOHLMAN,
May 1971 and DOYAL W. KNOWLES and E. A. ROCK,
SR., June 1971.)
Insur ance
Casualty Insurance: Loss Control Is Cost Control. RICHARD
C. RENK. January 1971.
Inter -Un it Accoun ting
Accounting for Inter -Plant Sales. RAYMOND H. BAUGHMAN.
September 1970. (Letters by JEFFERY L. HUGHES. February 1971 and JAMES R. WILKINSON, January 1971.)
Negotiate for Profits. TIMOTHY P. HAIDINGER. December
1970.
Transfer Pricing and Management Goals. JAMES M. FREMGEN. December 1970.
Transfer Pricing in a Commercial Bank. WILLIAM SARTORIS.
February 1971.
Inventories
Analysis of Fixed Costs in Inventory. CHARLES R. HOFER.
September 1970.
Economic Purchase Quantity Calculations. JACK R. RINEHARD.
September 1970.
Ir o n a n d S t e e l
Differential Cost Concept: Applied to Analysis of Yield Variances. ROBERT V. DIONISE. January 1971.
Sales Up, Profits Down: Sales Price Lag. ROBERT F. LINK.
October 1970.
Job E va lu a ti on
A Small Information System for Workload Analysis. DONALD
L. GERBER. March 1971.
Planning and Organizin g a Work Measurement Program.
WILLIAM E. GRACE. Ju1V 1970.
La b or ( See also Incentives and Profit-Sharing)
A New Look at the Scanlon Plan. ROBERT J. DOYLE. September 1970.
A Product Line Case Study. GARY H. RISMILLER. December
1970.
Multiple Regression Analysis of Labor Ratcs. WILLIAM H.
KRAFT, JR. January 1971.
The Accountant's Role in Labor Relations. October 1970.
MA N AG E ME N T A CC O UN TIN G / J UN E 19 7 1

Lumber
Cost Accounting Practices in the Wood Conversion Industry.
VINCENT E. NOLTEMEYER. November 1970.
Machine Shops
Direct -Labor vs. Machine -Hour Costing. RICHARD E. BERCQUIST. May 1971.
Machinery Manufacturing
Accounting for Multinational Operations. FRANK C. ROBERTS.
August 1970.
Contribution Reporting for Consumer Products. WILLIAM
HOBBS, III. November 1970.
Professional Service Associations: Assets and Liabilities.
CURTIS H. O'NEAL. November 1970.
Profit Plan Pricing. DAVID P. McELVAIN. September 1970.
Recognition, Validation and Processing of Accounts Payable.
DAVID R. SMITH. August 1970.
Management
Successful Businesses and Good Managers. JOHN F. BURLINCAME. May 1971.
The Business Environment: How Shall We Account for It?
MORTON D.PROUTY,JR. April 1971.
Mergers of Corporations
Corporate Divorce and Taxes. ROBERT C. BENNETT. January
1971.
Practical Details of Acquisitions. ELLIS T. HOVER. June 1971.
Mining
Production Costing in Open -Pit Mining. ROBERT H. DAVIS.
January 1971.
Standard Costing in Kaolin Mining. LAMAR BURKE. May
1971.
Music
Wanted: Management Accountants for U.S. Orchestras
ROBERT R. PRATT. January 1971.
Office Organization and Management
The Management Accountant's Role in an Office Improve Inent Program. JOHN J. BRAUSCH. August 1970.(Letter by
SIG DEMBOWSKI, February 1971.)
Oil
International Financing of Construction Projects. MURRAY
J. MARCHIONE. October 1970.
Organization
Large Company Planning Techniques Will Work in Small
Multi -Plant Companies. HENRY H. BRAZEAL, JR. September 1970.
Overhead ( See also Direct Costing)
Accounting Controls for Corporate EDP Costs. MELVIN
KRASNEY. March 1971.
Applied Fixed Overhead Accounting: A Proposal. RICHARD
W. METCALF and HARRY 1. WOLK. February 1971.
Direct -Labor vs. Machine -Hour Costing. RICHARD E. BERG QUIST. May 1971.
Standard Cost and Control System. VINSON A. PARSONS and
GEORGE A. IV1ACDONALD. November 1970.
MANAGEMENTACCOUNTING/JUNE1971

Value Added by Manufacture. M. FRANK TROY. October
1970.
Pharmaceuticals ( See also Chemicals)
A Short Analysis of Depreciation. WILLIAM L. HOLT. February 1971.
Think Metric. ROBERT J. DILLE. February 1971.
Plastics
Management Reports for Multiproduct Plants. B. THOMAS
PALMER. August 1970.
Pricing
Mark -Up Based on Assets Employed. OTTO L. HALL. February 1971.
Profit Plan Pricing. DAVID P. McELVAIN. September 1970.
Sales Up, Profits Down: Sales Price Lag. ROBERT F. LINK.
October 1970.
Printing and Publishing
Production Performance Reporting Under Direct Costing.
BILL G. FAHEY. November 1970.
Product Cost and Appraisal
Contribution Reporting for Consumer Products. WILLIAM
HOBBS, III. November 1970.
Locating and Evaluating Unprofitable Products or Segments
Of a Business Firm. CHARLES D. MECIMORE. July 1970.
Production Measurement
Think Metric. ROBERT J. DILLE. February 1971.
Production Planning and Control
A Product Line Case Study. GARY H. RiSMILLER. December
1970.
Benefit -Cost Analysis: A Challenge for Accountants. DELrIAs
D. RAY and WARREN W. MENKE. August 1970.
Dynarnic Cost Analysis. YEZnI H. BHADA. July 1970.
Planning for Profit: Focusing on the Big Picture. THOMAS S.
DUDICK. August 1970.
Production Performance Reporting under Direct Costing.
BILL G. FAHEY. November 1970.
Profits ( See also Budgets Depreciation, Depletion and
Amortization, Forecasting and Return on Investment)
A Computerized Decision - Simulator Model. MICHAEL R.
TYRAN. March 1971.
A Format for Reporting Segment Profits. K. FRED SKOUSEN.
June 1971.
Benefit -Cost Analysis: A Challenge for Accountants. DELMAs
D. RAY and WARREN W. MENKE. August 1970.
Negotiate for Profits. TIMOTHY P. HAIDINCER. December
1970.
Planning for Profit: Focusing on the Big Picture. THOMAS S.
DUDIcK. August 1970.
Profit Plan Pricing. DAVID P. McELVAIN. September 1970.
Profit Planning for Action and Results. THOMAS N. BLACK
and DONALD J. MODENBACH. January 1971.
Sales Up, Profits Down: Sales Price Lag. ROBERT F. LINK.
October 1970.
The Strategic Forces of Profit. DANIEL W. BRADY. February
1971.
Toward Probabilistic PIofit Budgets. WILLIAM L. FERRARA
and JACK C. HAYYA. October 1970.
61

Public Utilities
Accounting for Net Salvage. WAYNE L. PIDOCK. December
1970. (Letters by CHRISTOPHER E. BURNS and ALLEN
B. BESS, May 1971.)
Error Control in EDP Systems. NORMAN D. PETERSON. November 1970.
Manufacturing Power Substations: An Accounting Practice
Report. ART P. JARRETT. March 1971.
Wh y Leave E DP in the Hands of Specialists? JAMES O.
WELTZIN. October 1970. (Letters by RICHARD A. CUPPLES, JOHN GROTH, and HAROLD HITCHEN, JR.,March
1971 and THOMAS J. TORPEY, February 1971.)
Purchasing
Economic Purchase Quantity Calculations. JACK R. RINEHARD. September 1970.
Radio and Television
A Data Base Concept. FRANK M. MASTROMANO. October
1970.
Railroads
An Approach to Interim Reporting. FRANK JUDD. October
1970.
An EDP General Accounting System in Concept and in
Force. WILLIAM M. HAWKINS. October 1970.
Modern Accounting Can Help Save the Railroads. GEORGE
R. WALLACE and EDWARD C. CHRIST. December 1970.
(Letters by F. A. BENNETT, June 1971 and ROBERT W.
BUTLER, April 1971.)
Records
Microfilm: A New Accounting Tool, WILLIS J. DUNCAN.
January 1971.
Repairs and Maintenance
Maintenance Cost Controls. JOSEPH M. COZZOLINO. February 1971.
Time Task Range and Maintenance Account Technique.
PHILLIP S. MANTHEY. August 1970.
Reports ( See also Financia l Statements)
A Data Bas e Concept. FRANK M. MASTROMANO. October
1970.
A Format for Reporting Segment Profits. K. FRED SKOUSEN.
June 1971.
A Small Information System for Workload Analysis. DONALD
L. GERBER. March 1971.
An Approach to Interim Reporting. FRANK JUDD. October
1970.
Contribution Reporting for Consumer Products. WILLIAM
HOBBS, III. November 1970.
Management Information Systems: A Charge to Users and
Cost Control. HAROLD M. SOLLENBERGER. November
1970 (Letter by CLYDE MASON, April 1971.)
Management Reports for Multiproduct Plants. B. THOMAS
PALMER. August 1970.
The Strategic Forces of Profit. DANIEL W. BRADY. February
1971.
Research an d Devel opme nt Cost s
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Retailing
The Franchise Agreement. ROBERT S. OLSON. June 1971.
Return on Investment ( See also Assets - Fixed, Budgets,
Depreciation, Depletion and Amortization, Forecasting
and Profits)
An Alternative to Hedging in Foreign Investments. DONALD
G. KEESE:E. July 1970.
Equating Risk with Investment and Performance Evaluation.
LAWRENCE N. EATON. December 1970.
How to Obtain Probability Estimates in Capital Expenditure
Evaluation: A Practical Approach. TERRY D. COLE.
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Pitfalls in Using Discounted Cash Flows for Mutually Exclusive Proposals. DAVID O. JENKINS. October 1970.
The Trend Toward Automated Capital Investment Decisions.
JAMES C. LAMPE. April 1971.
Small Business
Large Company Planning Techniques Will Work in Small
Multi -Plant Companies. HENRY H. BRAZEAL, JR. September 1970.
Mana geme nt Account ing Cus tome r S ervi ce. ROBERT G.
MOODY. March 1971.
Small Business and EDP. CHARLES M. WILLIAMS. February
1971.
Sports
Accounting for Amusement Parks. JAMES W. JONES. April
1971.
Standard Cos ts
Applied Fixed Overhead Accounting: A Proposal. RICHARD
W. METCALF and HARRY 1. WOLK. February 1971.
Cost Accounting Practices in the Wood Conversion Industry. VINCENT E. NOLTEMEYER. November 1970.
Differential Cost Concept: Applied to Analysis of Yield Variances. ROBERT V. DIONISE. January 1971.
Standard Cost and Control System. VINSON A. PARSONS and
GEORGE A. MACDONALD. November 1970.
Standard Costing Developments and Applications. LLOYD
SEATON, JR.July 1970.
Standard Costing in Kaolin Mining. LAMAR BURKE. May
1971.
Statistical an d Mat he mat ical M e t h od s
Dynamic Cost Analysis. YEZDI H. BHADA. July 1970.
Linear Programming in Capital Budgeting. RAY H. GARRISON. April 1971.
Optimizing Control Costs. EARL K. LITTRELL. April 1971.
Simulating an Accounting Information System Model. BERNARD M. DAVALL and JOSEPH W. WILKINSON. January
1971.
The Effect of Direct Costing on the Relative Size of Financial Ratios. DOUGLAS SHARP. November 1970.
The Four Objectives of Sampling in Auditing: Representative, Corrective, Protective and Preventive. Yuji I1ritt
and ROBERT S. KAPLAN. December 1970. (Letters by
JOHN L. HESS and MICHAEL TEACH, April 1971.)
The Trend Toward Automated Capital Investment Decisions.
JAMES C. LAMPE. April 1971.
Toward Probabilistic Profit Budgets. WILLIAM L. FERRARA
and JACK C. HAYYA. October 1970.
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9 New Chapters Join NAA Ranks. September 1970.
Nominating Committee Report. May 1971.

Concepts for Cost -type Contracts. May 1971.
Dial -A -Tax Question. June 1971.
Elections '70. February 1971.
Elmira Area Takes Stevenson Trophy; Scottsdale Area Wins
Warner Trophy. August 1970.
Future Shock. March 1971.
GAO Celebrates 50th Anniversary. May 1971.
George Washington's Expense Account. December 1970.
Hawaii '71. May 1971.
He Runs for His Health. January 1971.
His Hobby is Hawaiiana. April 1971.
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to let yourself become
professionally behind - the - times,
it ' s d o wn r ig h t d a ng e r ou s!

These 3 things will help you keep

up -to -date and on- the -job:

I.RetainyourmembershipinNAA.
2-Getevenmoreoutofitbybecomingmoreinvolved—personaly.
3.13ringyourclosecolleaguesinto
NAAsoyouwillbesharing
thesamelearningprocess.
■
■

NAAisyourAssociation.Useit!

National Association of Accountants

AC(`OUNTINU and EDP PROFESSIONAI,S

FlNANCIgL
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FREE:
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Our completely revised 21st Annual
Prevailing Salary Survey, 1971

MOST COMPREHENSIVE
MOST AUTHORITATIVE
YOUR ONLY GUIDE
The Robert Half organization has
conducted a study of Prevailing
Starting Salaries in the Financial and
Data Processing fields since 1950.
Many companies use it as a guideline
in their salary reviews. It has been
used by the U .S. Department of Labor
in their Employment Outlook series,
and is frequently quoted by newspapers and magazines. For your free
copy — call or write your nearby
Robert Half office.
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