MANAGEMENT
ACCOUNTING
PUBLISHED BY THE NATIONAL ASSOCIATION OF ACCOUNTANTS /JULY 1973
NUCLEAR FUEL ACCOUNTING
NATIONAL ASS&,_,.
FORECAST DISCLOSURE
PITFALLS OF DISC
OF ACCOUNT;
--- ---- - -- --RESPONSIBILITY CENTERS
ROBERT CHAPMAN ELECTED NAA PRESIDENT
L I

B R [-

Ado

.:

C

Continuing Education Program

n

i

-

o

SEPT.

i

i

11N7

NEW YORK SHERATON HOTEL

COURSES

&

Marketing Fundamentals for the Management Accountant ....... Thu. /Fri.
Developing
P g and Usingg Standard Costs " " " " " " " " " " " " " " " " " "' Mon. /Tue.
Flexible Budgeting Performance Reporting ........................... Wed. /Thu. /Fri.
Direct Costing Contribution Accounting ............................... Thu. /Fri.
Mon. /Tue.
Effective Cash Management
Accounting Information for Pricing Policies and Decisions ... Mon. /Tue.
Accounting for Foreign Operations ............ ............................... Mon. /Tue.
—

&

Refer to Continuing
Education Program insert
in this issue for complete
registration information
and forms or write or call:
CEP Registrar, National
Association of Accountants,
919 Third Avenue,
New York, N.Y. 10022
(212) 759 -3444.

Mon. /Tue.
Management Accounting for Insurance Companies ................... Mon. /Tue.
Management Accounting for Hospitals

Nonprofit Institutions ....................... ............................... Thu. /Fri.
Data Processing Concepts Information Systems Design ...... Mon. /Tue./Wed.
Computers and Internal Control ................ ............................... Thu. /Fri.
Statistical Sampling for Accountants and Auditors ................... Wed. /Thu. /Fri.
—

■

&

&

■

Planning, Programming, Budgeting for Local Governments

Communications and Report W riting ........ ............................... Wed. /Thu. /Fri.

MANAGEMENT
ACCOUNTING
� .

11

BOB CHAPMAN: HIS HOBBY IS NAA
A tireless worker for the Association for the last 24 years, the 1973 -74 President says
it has substantially broadened his horizons, so one of his objectives is to tell current
and future members what NAA can do for them.
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factory worker at

the business of leasing uranium for fuel. The utilities are now required to purchase
the fuel or lease it from private firms. This will present many accounting problems,

Zieman Mfg. Co.

plant in Whittier,
Calif. See p. 11.

some of which are revealed in this article.
An award winning article: Certificate of Merit
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CMA: Successful Beginning
W ith the announcem ent of the nam es of the top scoring candidates
in the first examinations (see page 59), the Institute of Management
Accounting has successfully inaugurated the NAA program to recognize professional com petence in the field of m anagem ent accounting. The first exam inations represented the tim e and contributions
of m an y peo pl e. They are to be cong ratul ated for th eir excellent
work.
Equally worthy of praise are the 61 candidates who passed all five
parts of the examination. Fifty -four of them have satisfied the educational and experience requirem ents and will receive the Certificate
in Management Accounting. Those who passed less than five parts
of the exam ination and who lacked the experience requirem ent will
undoubtedly persist in their efforts to attain the Certificate; we wish
them every success.
The support of other organizations in the field of accounting has
been especially heartening. Touche Ross & Com pany is sponsoring
Gold, Silver and Bronze Medals to be awarded annually to the three
top scoring candidates. The accounting firm established the awards
in honor of Robert Beyer, executive senior partner of Touche Ross,
and im m ediate past president of the National Association o f Ac countants. The Institute of Managem ent Accounting has also received support and encouragement from industry, from educational
institutions, and from other public accounting firms. Given this
broad support and its auspicious beginning, the Institute cannot
help but suc ceed in its principal goal, that is, to establish m anagement accounting as a recognized profession.

Coming in MANAGEMENT ACCOUNTING
Land develo pm ent companies have com e under critical fire for
their accounting practices so Paul F. Brantner's article, "Accounting
for La nd Dev el opm ent Co m pa ni es" is es pecia lly ti m el y ... Al so in
the August issue, W illiam R. Hindm an and Floyd F. Kettering, Jr.,
tell why co m pa nies n eed integrated managem ent information systems (MIS) . . . Costs can be co n tr o ll ed and program objectives
achieved —even in state governm ent— maintain the authors of "Program Managem ent in Missouri's Division of Mental Health."
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Letters

TO THE EDITOR

Today's Sermon . . .
In the December 1972 issue Of MANAGEMENT ACCOUNT-

ING, my interest was captivated by the article, "Today's Sermon: Financial Management of Church Affairs." I was appalled by the apparent lack of adequate financial guidance
in the handling of church revenues and expenditures as described in this article.
The article indicates that many people who are active in
the church's financial affairs have never been exposed to a
basic business or bookkeeping course in either high school or
college. However, thanks to the efforts of these more willing
workers, the accounting functions are handled but with a
minimal degree of sophistication —a balance sheet is almost
unheard of in such churches.
Messrs. Petry and Fenton are to be commended for their
idea of initiating a workshop to improve the financial management of church affairs in Greater Indianapolis. I would
expect this workshop idea to sweep the country in a few
months as soon as church leaders learn of its success in
Indianapolis. Mr. Petry's outlines and research information
will be in demand even before he starts writing the book he
is planning to write. In the interim, I hope he will follow
his Chapter's recommendation by writing an article on this
topic for MANAGEMENT ACCOUNTING.

W. L. Crawford
Detroit Chapter
Taylor, Mich.

Fixed Asset Accounting:
The Capitalization of Costs
Congratulations to the MAP Committee for presenting a
concise statement of current fixed asset accounting practices.
The Committee's goal of providing ". .. guidance in the
current practice of the profession of management accounting . . ." has been superbly attained. (See "Fixed Asset
Accounting: The Capitalization of Costs," January 1973.)
However, the Committee's objective of providing ". . . a
basis for further developments in this area of fixed asset
accounting" has not been met. The Committee surveyed
current practice, but it did not discuss what current practice
ought to be or how it might be improved in the future.
The Committee presented alternative treatments for transactions (e. g. assets traded -in, capitalization of interest on
construction financing, investment tax credit) but did not
strongly indicate the methods which most adequately fulfill
the objective of accrual accounting— matching revenue and
expense.
An example of the analyses that the Committee might
have made if it had concerned itself with future improvements can be provided by the issue of the proper periodic
charges to expense over the life of an asset. The objective of
such periodic charges is to match revenue with expense.
Assuming an asset generates an equal amount of revenue
during each year of its useful life, should not the periodic
charges to expense also be equal? If so, the relationship
between depreciation and repairs and maintenance must
be studied to develop a method of providing a level charge

to operations. Certainly, we have statistical tools which can
aid us in studying such relationships.
Admittedly, the above is a highly simplified example, but
it serves to illustrate the point. To merely examine present
practice is not sufficient; further refinements are needed.
Perhaps what is needed is to establish a second committee
which will carry on the work initiated by the MAP Committee. The mandate of the second committee would be to
investigate new methods of accounting for fixed assets,
methods which more adequately fulfill the objectives of
matching revenue and expense.
James C. Kell
Oakland -East Bay Chapter
Walnut Creek, Calif.

A Good Approach to Bottleneck Problems, But ...
Mr. Walter J. Thrun's article "A Systems Approach to
Cash Flow Determination," which appeared in the February
1973 issue, was a good approach to bottleneck problems.
But, I disagree with the author's calculation of the asset
cost in Question Three.
He uses the formula:
XBE = [(CF — PXBE) (t)] X (IF)

Where [(CF — PXBE) (t)] is the profit after tax only
when t = .5. To be valid for all tax rates, (1 -t) should be
used. Also, he does not add the depreciation (PXBE) back
to the profit after tax to get the cash flow after tax. Depreciation is not a cash outflow but, in effect, reduces taxes.
XBE = [(CF — PXBE) (1 -t) + PXBE] X (IF)

or

= [CF (1 -t) + PXBE (t)] X (IF)

The asset cost would be $887,508, not the $383,811 calculated in the article.
John J. Stronezer, Manager
Capital Budgets Department
The Pillsbury Co.
Minneapolis, Minn.

A Many- Faceted Manager
It isn't often that we have the opportunity to participate in
anything so significant as the first Certificate in Management
Accounting Examination. As one of the fortunate ones that
did have the privilege to sit for the Exam, I would like to
extend my congratulations to Dr. James Bulloch and the Institute of Management Accounting for a job well done.
When you consider the fact that this was the very first
Exam, it is difficult to give them enough credit. From a
logistical standpoint, this Exam compared favorably with
that time honored institution, the CPA Exam. It was well
organized and expertly administered in attractive and comfortable surroundings (in my case, Northwestern University,
Evanston, Ill.) .
More important was the content of the Exam itself. Its
broad scope emphasized the significant changes which have
M A N A G E M E N T AC CO U NTING / J UL Y 1973

George E. Brack
Dayton Chapter
Dayton, Ohio
NAA's MAP and the CASB
I was very pleased to see the MAP
Newsletter that was published in the
month of January and to note that such
a report will be published periodically.
I was particularly interested to read
about the MAP Committee's liaison
with the Cost Accounting Standards
Board and to note that the subcommittee has been actively responding to
CASB draft standards. Such responses
should be included In MANAGEMENT
ACCOUNTING so that NAA members are
aware of the position taken by the Association on the standards.
An organization such as ours that is
primarily interested in industrial accounting problems and activities should
be a front runner in working with the
Cost Accounting Standards Board. Certainly, the MAP Committee is well
qualified to provide informative direction to the Board; however, I would
recommend that the membership also
be provided with the opportunity to
submit responses to the MAP —CASB
Subcommittee and that these responses
be edited and combined for submission
to the Cost Accounting Standards
Board.
E. C. Lighthiser
Pittsburgh Chapter
Pittsburgh, Pa.
Sales -Use Tax Administration
I read with great interest Mr. H. R.
Manchester's article in the December
1972 issue Of MANAGEMENT ACCOUNTING entitled, "Sales -Use Tax Adminis-

tration." This is the most comprehensive article on sales and use taxes that
I have encountered. The lack of publications on this subject is astonishing. It
is pitiful that most taxpayers place so
little emphasis on the administration
and compliance of sales and use taxes.
MANAGEMENT ACCOUNTING/JULY 1973

Toshiba would like
a few words with
all Olivetti D-24 users.
There'll come a time when your old faithful friend —the
Olivetti D-24—is going to conk out on you.
When that sad day comes, you're going to be looking for
a new calculator.
We hope you'll take a look at us— Toshiba. Why? For one
very good reason. The keyboard and operation of the Toshiba
BC -1218P Electronic Printing Calculator is almost identical
to the Olivetti D-24.
The advantage of this is obvious. You won't have to spend
hours getting familiar with a new machine.
In addition, the Toshiba is electronic whereas the Olivetti
i s electro- mechanical. So the Toshiba is faster and quieter.
The Toshiba is also smaller and lighter. Plus it has other
convenient features like an add -mode, percent key, 3-register
underflow, and a high -speed buffered keyboard.
So if your Olivetti is a little shaky, look into a Toshiba.
It's a tough little calculator with a familiar face.
For more details about the Toshiba BC -1218P write
Toshiba America, Inc., 280 Park Avenue, New York, N.Y.
10017 or call(212)557-0200.
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been taking place for years in accounting and in the role of the accountant
in business. No longer is the accountant
solely a recorder of business data. He is
a many- faceted manager who plays a
vital role in every business. The Exam
does an excellent job of "measuring"
the accountant to see if he is indeed a
management accountant or just a recorder of business data.
Again, my congratulations to Dr.
Bulloch and the Institute.

The Toshiba BC-121

See our line at Booth

215 July 19 -21, NOMDA Show, New Orleans

Too many taxpayers ignore the importance of equal participation in financing
government. Too often, communication between the tax authorities and
taxpayers relative to sales and use tax
applications is nonexistent.
Isminy Cagos
Mass. Route 128 Chapter
Watertown, Mass.

Tax Treatment of Purchased
Computer Software
I wish to clarify a point in Mr. Frank
M. Zappacosta's letter, in the February
1973 issue Of MANAGEMENT ACCOUNT-

ING, regarding the allowable accounting
treatment by the IRS on computer software cost.
Mr. Zappacosta states in his letter
that the IRS "... provides that companies obtaining software either bundled with new equipment, purchased
separately from an equipment supplier
or software house, or developed inhouse, have the option of either expensing it during the year of purchase or
capitalizing the costs with subsequent
amortization over a five -year period."
In fact, the IRS has stated in Revenue Procedure 69 -21, 1969 -2 CB 303
and Revenue Ruling 71 -177, 1971 -1 CB
5 that software bundled and not sepa-

Stow
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It cuts your copies to size. So you'll not only save paper,
but money, too.
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print uniformity and clean
.14
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selection, automatic multiple
copying, foolproof electronic
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paper, turns out high quality
masters for offset printing, reproduces mailing labels, prints on colored
letterhead paper, produces file index cards.

•
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Toshibafax 1313-25.
Designed exclusively for roll paper.
Features a random size cutter,
quick return system, versatile
copying capaci ty, auto -stop
system, ready -to- annote dry
copies. Perfect paper copying,
aut omat i c mul ti pl y copyi ng.
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See our line at Booth 215 July 19 -21, NOMDA Show, New Orleans
rately stated in cost with new hardware
must be treated as part of the cost of
the hardware. In addition, software not
separately stated from the cost of the
hardware being purchased is treated as
property on which investment credit is
allowable.
These IRS issuances also provide that
where software is purchased and separately stated (either from the hardware supplier or from another party)
the cost must be treated as an intangible asset with the cost recoverable
by amortization deductions ratably over
a period of five years or such appropriate shorter period as can be established
by the taxpayer.

As shown above, the IRS has not left
the accounting for software costs to the
discretion of the taxpayer in the two
above- mentioned circumstances. Instead
the IRS, as it is so prone to do, has
dictated the method of accounting for
software costs in certain cases.
Jerry E. Malcolm,
Tax Manager
Southeast Banking Corp.
Miami, Fla.

Very Interesting and Timely
The article in the March 1973 issue
Of MANAGEMENT ACCOUNTING entitled

"Controlling
Corporate
Insurance
Costs" by John L. McMahan was very
interesting and timely for our company. W e are currently reviewing our
coverage to ensure adequate coverage at
minimum cost.
Mr. McMahan's idea of ensuring
against liability by using minimum coverage under each type liability and using
an excess liability or umbrella policy to
raise the coverage to the desired limits
is an extremely useful and money- saving
concept.
I felt, however, that he should have
included a discussion of "all risks"
policies as an alternative to "fire and extended coverage." The "all risk" coverage is broader and does cover the property against risks not considered in the
"fire and extended coverage" policies.
B. Jack Bradford
Controller
Wesfam Restaurants, Inc.
Huntsville, Ala.

Birds-Eye View of Major
Insurance Areas
Mr. J. L. McMahan's recent article,
"Controlling
Corporate
Insurance
Costs," March 1973, was an especially
interesting and comprehensive article
on a subject that to the most of us is a
bit of a mystery. The article gave a
"birds -eye" view of the major insurance
areas that most companies need to be
concerned with, without burying the
reader in endless details and technical
language.
I was particularly happy to read the
portion of the article dealing with
"Products Liability." As Mr. McMahan
points out in the article, the products
liability area of insurance seems to be
the area "where the action is," at least
the legal action. With the onslaught of
consumerism, most corporations would
be well advised to review their product
liability posture. The review should, of
course, begin with the corporate insurance director. However, I feel that the
present mood of consumers dictates that
the review be enlarged. The review would
include a frank discussion of the problem with engineering, quality control,
manufacturing, and sales people.
Again, many thanks to Mr. McMahan
for a good article.
Lawrence L. Senger, CPA
Sangamo Valley Chapter
Springfield, Ill.
Continued on page 55
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In your busminess
you can't ignore
bookkeeping.
Unless iNe do it for you.
We'll process your payroll,
accounts payable, accounts receivable,
general ledger /financial reports
any or all of them.
The coupon below will bring you
FREE booklets that tell you just how
we do it ... and have been for 23 years.
They spell out how we operate and
wh a t ben efi t s you'll receive. Increased efficiency, speed and accuracy. Savings in time and overhead.
As well as free preparation of local,
state and federal payroll tax reports. Cash flow and working
capital reports. Meaningful management information that helps
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you run your business better.
You need not buy, r ent or install any equipment —we have our
own. And with ADP you'r e never
asked to sign a contract. There's no
place to hide in our business: either
we do better or out we go. Perhaps
thi s is wh y we' ve gr own t o ser ve
15,000 customer firms, have computer centers in 21 major cities and
are listed on the New York Stock
Exchange.

CLIP AND MAIL THIS COUPON FOR YOUR FREE BOOKLETS. •

AUTOMATIC DATA PROCESSING
Dept. M-8,405 Route 3
Clifton, New Jersey 07015
(201) 472-2222

Title

Gentlemen:

F i r m—

I certainly want to know more. Please send me the
booklets checked below explaining how you could
process some, or all, of our bookkeeping chores.

Address
Cit

Accounts Receivable
General Ledger/
Accounts Payable
Financial Reports
Payroll Preparation
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Please have an ADP representative call for an appointment.
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Automatic Data ProCeWssing
....................... ...............................
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Does Equity Funding Case Indicate Need for New Auditing Techniques?
A special committee has been established by the American Institute of CPAs to examine whether
the massive irregularities in Equity Funding's financial statements indicate a need for changes
in the auditing methods now in general use. In initiating the action, the AICPA Board of Directors said that a determination of whether changes are called for in generally accepted
auditing standards should not wait until responsibility for the collapse of Equity is established.
Named as head of the committee was Marvin Stone, managing partner of Stone, Gray and
Co., Denver, Colo. He is a former president of the AICPA.
Industry Looks at Productivity While Government Sets Up Program to Test Incentives
In light of continuing inflation and the balance of payments deficit increased attention is being
given to productivity—how can it be increased; how can it be measured. At a recent Conference Board two -day conference on the subject, John W. Kendrick, vice president and director
of economic research for the Board, pointed out some of the paradoxes in trying to increase
productivity. He noted that "the environmental protection legislation and regulations, desirable
though their objectives are, will add steadily to unit real cost of production and thus tend to
reduce productivity advance as measured. They do this not only directly, but also indirectly, by
accentuating the now rising trend in unit costs of energy." Wage and price controls also have
an adverse impact on productivity because they tend to distort resource allocation "and possibly to reduce incentives.' ... Meanwhile, the National Bureau of Standards announced that
funding has become available for a new agency which is designed to increase the application
of technological inventions and innovation to a number of problems, productivity among them.
The Experimental Technology Incentives Program will test the hypothesis that technological
invention and innovation in the private sector is strongly influenced by the policies and programs of the Federal Government. If the hypothesis is confirmed the agency will seek ways to
increase productivity.
Productivity Gains Seen in Proprietary Hospital Chains
Productivity gains are being made in one sector of hospital care, according to a survey published by Coloney, Cannon, Main & Pursell, Inc., a New York management consulting firm.
The improvements were noted in the proprietary hospital system which are private institutions operated for profit. The firm listed four indices of improved productivity: ratio of staff
members to patients, payroll cost per patient day, average length of stay in hospital and total
cost per patient day. In each case, the proprietary hospital did significantly better than voluntary hospitals. The firm attributed the productivity gains to five major reforms, one of them
being the introduction of management techniques adopted from business such as financial
and management information systems.
Supermarket Chain Produces "Road Map" Type Annual Report
The 1973 annual report of Acme Markets, Inc., a Philadelphia -based supermarket chain, was
printed on a single 20 x 30 -inch sheet which folds out like a road map. All of the financial
information is grouped on one side of the sheet and all the editorial matter on the other. Although it contains about the same amount of space as the company's former booklet -type
report, the new format is more economical, says the chain, because binding and stapling were
eliminated and because the report was a self - mailer (a savings on postage of nearly $3,000).
Moreover, the unique format made color economically feasible throughout the report, and
the elimination of binding, stapling and stuffing operations gave the company management
more time to check last minute figures.
N.Y. Stock Exchange Circulates White Paper on Financial Reporting
If the draft of a white paper now being circulated by the Big Board is adopted, listed companies with the N. Y. Stock Exchange would be urged —but probably not required —to make
changes in their financial reporting to stockholders. The draft outlining new guidelines for
financial reporting, for example, strongly recommends the formation of audit committees on
the boards of directors of all listed corporations. In one change, which was proposed as a
"possible addition" to the white paper, corporations would be asked to compute per -share
earnings in annual reports in as much detail as the companies provide in reports to the Securities & Exchange Commission.
10
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President -elect Bob Chapman stands outside Zieman plant in Whittier,
Calif. Mr. Chapman is president of Zieman Products Inc., and vice
president and treasurer of Zieman Mfg. Co.

BOB CHAPMAN:
HIS HOBBY IS NAA
A Tireless Worker For The Association For The Last 24 Years, The 1973 -74
President Says It Has Substantially Broadened His Horizons, So One Of His
Objectives Is To Tell Current And Future Members What NAA Can Do For Them

Robert G. Chapman, NAA President for 1973 -74,
likes to point out that he was born the same year
that the Association was formed —in 1919. The
analogy is particularly apt in this case because the
new president has contributed so much of his
time to NAA activities, often tieing his vacations
into NAA trips.
But he will tell you that he has gained more
than he has contributed and that as he views his
overall personal balance sheet with NAA, it always
seems as if he has a continuing obligation to repay
the Association for the intangible benefits he has
received. He relishes his new role as President of
the National Association of Accountants because it
gives him a platform from which he can tell other
members how membership can benefit them.
A well -known and popular figure among California members, Bob Chapman is the third NAA
president from the West Coast. One of his goals,
he says with a smile, "is to bring the West Coast
closer to the East Coast." It may be impossible
geographically but philosophically he believes all
will benefit from a closer relationship between the
aims and operations of chapters and members from
MANAGEMENT ACCOUNTING /JULY 1973

all parts of the country and throughout the world.
Bob Chapman lives and works in Whittier,
Calif., a suburb of Los Angeles, but like many
other Californians he is originally from another
state. He was born in Manhattan, Kansas, and
received both his primary and secondary education
in its schools. He was graduated from Kansas State
University with a major in zoology and if World
War II had not disrupted his plans he might be
a doctor today instead of a businessman. While at
Kansas State he met and dated a coed, Virginia
Barnard, who eventually became his wife.
His graduate fellowship at the University of
Wisconsin was interrupted by the war; and after
two years in the defense industry in California, he
joined the Navy and served as a communications
officer in the Pacific. At war's end he returned to
California and resumed his business career with
Ducommum Metals. The International Accounting Society supplied him with a basic accounting
background, a discipline which he found he liked.
He was associated with Ducommum for 15
years in various accounting and marketing positions. During a portion of this period he "moon11

or 10% penetration of the market. We should
have 15% or 20% because I think we have something to offer."
Two recent programs established by NAA will
stimulate membership growth, he believes. The
Certificate in Management Accounting will focus
more interest on industrial accounting careers.
The BA or BS just out of college will have more
than one certificate to strive for in the field. The
CMA designation gives him a definite goal to
shoot at, a standard by which he can measure
himself in preparing for a career in corporate
finance. The program will help industry because
it will eventually channel better qualified people
into industrial accounting careers. "NAA is going
to benefit considerablv," he concludes.
The new student membership category will generate a broader membership growth among the
generation of accountants who are still in college,
he believes. "I think the young accountant would
be hard put to find a better vehicle for development
and growth."
Searching for an analogy in his own career, Bob
Chapman
credits NAA with giving him "a much
In Zieman office, President Chapman
broader
area
of experience and exposure to some
goes over the books with Clara
management problems and techniques than I would
Borell, who is treasurer of Zieman Products.
have ever found in a single company." He recalls
lighted
up the books
andestablished
handling that when he had a technical problem he could
the payrollbyforsetting
a manufacturing
business
run down the roster of Los Angeles Chapter memby an entrepreneur named Emil Zieman in the post- bers and find a member from a similar company
war period. He joined Zieman full -time in 1957 as and call him up and compare notes. Moreover, at
secretary- treasurer and when the founder of the chapter meetings he was able to meet colleagues
company died in 1960, he was elected vice presi- and discuss common problems on a first -name basis
dent and secretary- treasurer of Zieman Mfg. Co. in a relaxed setting —a priceless advantage of memIn 1965, Bob Chapman was also named president bership. Many members, he suggests, have been
of its marketing affiliate, Zieman Products Inc.
given more responsible assignments thanks in part
Zieman Mfg. Co., makes chassis for mobile home to the knowledge, experience and contacts derived
and house trailers and other types of trailers. The from NAA membership. He plans to stress this adtrailers it makes under the Zieman trademark are vantage of NAA membership during his term.
sold through Zieman Products Inc. The firm has
six plants located in the western United States; Take a Positive Approach
Turning to the educational programs of NAA,
the most recent one was launched in Boise in
President
Chapman stressed the need for members
May.
to keep up with the state of the art. "It's imNo Better Vehicle
portant that the accountant relate to all change
"NAA fitted right into my life at an early stage," and be part of it and not simply react to it after
President Chapman recently told a staff writer. He it has occurred." To meet the challenges of adjoined the Association in 1949, affiliating with vancing technology, the accountant has got to be
Los Angeles Chapter and serving on the board positive. We have to get away from the corporate
until his election as president in 1956 -57. He myth that "the accounting department is the place
served as a director of the Association in 1957 -58 with all the 'no' answers."
and in 1963 -64. In 1964 he was elected national
The gamut of educational expertise offered by
vice president and served on the Executive Com- the Association ranges from articles in Management
mittee from 1965 -67 and again from 1969 -72. Accounting to the Local Education Activities Pro Just prior to his election to the Association's grain (LEAP), he pointed out, offering many edutop spot, he was a member of two important cational options to members. Because it emphasizes
practical applications of techniques, the new incommittees— Planning and Finance.
As a result of his years of service on NAA com- house training program is particularly valuable, he
mittees and the National Board, President Chap- feels.
Trained in financial analysis and objectivity, the
man is thoroughly familiar with all Association
activities. One of the major areas he plans to accountant has a valuable role to play in business
stress during his term is that of membership. "I and society, the new NAA president says. The fact
understand there are 730,000 people listed as ac- that many such men are moving into top spots
countants in the latest census," he said. "We in industry is a logical outgrowth of the accounshould be able to expect better than an 8% tant's responsibilities and expertise. "I don't know
12
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of anybody else who knows what is going on in
the whole operation."
He cautions, however, that accountants should
not allow themselves to become too specialized and
cites his own career as an illustration. Initially
employed in accounting, he was assigned to do
marketing analysis and as a result his career branched
out from the two solid bases of marketing and
accounting. "There's no good reason why the accounting trainee should not be shooting for a
spot in operations, marketing or some other area."
Challenge and grasping the opportunity to meet
that challenge are two themes that run through
Bob Chapman's philosophy. He believes that the
primary responsibility of management accountants
is to serve management. The issues facing accounting today —full disclosure, social responsibility and
accountability among others —are problems that
accountants should be trying to solve because it is
part of their responsibility to management.
He is particularly encouraged by the establishment of the Financial Accounting Standards Board
and the vigorous work of the NAA Committee on
Management Accounting Practices. To him, the
important point about the establishment of the
FASB is that the industrial accountant and financial
executive were called in to participate in the rule making area which up to this time has been the
province of the public practitioner. NAA should
endeavor to broaden the individual support of
FASB, as well as help raise funds for its operations,
he concludes.
This attempt to introduce business logic rather
than government edict into accounting standards,
he feels, is crucial to the answer to the question
of whether or not government will continue to
cut a regulatory swathe in the area of accounting
and finance. "We seem to be moving toward more
and more government participation in every field
of activity," he admits.
He adds, "I think the individual accountant —
just as the case may be with the individual manager
or the individual citizen —has got to be more involved in government activities and he has to let
his congressman know what he thinks on these
issues. The laws he gets result, unfortunately, from
the input that the congressman feels he's getting.
Too often the pressure groups are the only ones
providing input."
Small Business Champion
NAA's new president is a pragmatic, analytic
man and something of a champion of small business. He thinks that the opportunities in small
business are overlooked because of the glamour of
big business. Working in a small business enables
an individual to learn all facets of the operation,
not just the paperwork of one small department
of a division of a company owned by a conglomerate. "In a small business you can't run your business by studying computer printouts. You've got
to get out and see what's going on."
Zieman's Bob Chapman does just that. At the
31/ 2-acre plant in Whittier, workers greet him as
"Bob." With an easy familiarity he discusses a new,
MANAGEMENT ACCOUNTING /JULY 1973

heavy duty model chassis with the plant manager.
Production figures are more than just meaningless
numbers: he personally knows the men who produce the statistics.
Years ago Mr. Zieman set up a profit- sharing
plan and the present management, including Bob
Chapman, who enthusiastically supports the policy,
has continued it. "As a result," says President
Chapman, "the management personnel generally
shared rather well in our profitable years and suffered through our less profitable years."
Another management tenet he adheres to is the
need to promote from within. The company cooperates with area colleges by hiring accounting
students on a part -time basis while they're attending school. If the students work out, Zieman makes
a major effort to bring them into the organization
full -time. Currently, two area students are working
in the accounting department at Zieman.

NAA's new
president is a
champion of
small business.

Traveling for NAA
"The bulk of my travel has been with NAA for
the last 15 years," Bob Chapman estimates. One
of the longest trips he ever took was to Sydney,
Australia, to attend the International Accounting
Congress last Fall. "The International Congress
really impressed me with the fact of how common
is the technique and language of accounting," he
observes.
There are great similarities and striking differences. "One of the unfortunate things, which I
realized while in Australia talking to accountants
from other countries, is the dominant position that
governments hold in dictating accounting policy.
Unfortunately, instead of accounting being done
for purposes of better management, it's done to
meet certain legal requirements. I think too often
that becomes the goal of accounting. They lose
sight of the fact that their basic goal is to render
unto —or be a member of— management and only
secondarily to meet the legal or tax requirements."
He believes that the NAA expansion of its
services overseas will do well for the accounting
profession and do well for peace and understanding
throughout the world. "It's our opportunity to
mingle with people with common interests around
the world."
Bob Chapman and his wife, Virginia, live in a
modem, ranch -style house less than ten minutes
away from his office. The house which is located
on a hill in Whittier, President Nixon's hometown,
has a splendid view of the Los Angeles area.
Mrs. Chapman shares Bob's enthusiasm for NAA
activities and people; and their three sons learned
at an early age that their dad's absence on most
Tuesday evenings was because of Los Angeles
Chapter activities.
President Chapman divides his energies between
the community of Whittier and the city of Los
Angeles when he's not assisting in running the
Zieman companies. He has served as president
of the Whittier Lion's Club, and Whittier Area
In -Group Donors, as well as director and vice
president of the Chamber of Commerce, trustee
Continued on page 61
13

NUCLEAR FUEL
ACCOUNTING
The Interest On The Investment Of $40,000,000 For A Nuclear
Fuel Core During Mining, Conversion, Enrichment, And Assembly
Fabrication Would Be Comparable With The Treatment Of Other
Fixed Assets In The Realm Of Plant Accounts

By William L. Ureel
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Accountants employed by the electric utilities
will soon be called upon to perform their accounting services for the new nuclear fueled power
plants. The development of fast breeder reactors
that will be needed to meet our expanding power
needs will present many new problems to the accountant. Since breeder reactors produce more fuel
than they consume when operated, the accounting
implications can only be imagined, especially with
regard to the nuclear fuel that is used in their
operation. At this time, however, few accountants
have even a limited practical experience in nuclear
fuel accounting in the "atomic age."
Atomic power plants are really nothing new;
they have been on the American scene for more
than a decade. The first commercial nuclear power
plant became operational in 1959, and by June 30,
1972, approximately three percent of all power
generated in the United States came from the 25
operable nuclear plants. Today, there are approximately 50 plants being constructed, and 60 more
are planned. This will allow the United States
electric power industry to satisfy the ever - increasing
demand with minimal impact or disruption of the
environment.
During the past ten years, the demand for power
has roughly doubled in our highly industrialized
society. We can, therefore, appreciate some of the
problems faced by the power industry in satisfying
this demand during a period of rapidly rising construction costs, and of great public concern about
air and thermal pollution. The trend to this new
source of electrical energy is also heightened by
the shortage and rising cost of low sulphur coal,
oil, and natural gas which is especially acute in
certain areas of our country. On the other hand,
the demand for nuclear power plants is tempered

by delays in construction schedules and excessively
lengthy licensing procedures.
There Is No Experience or
Precedent for Reference
Until recently, all nuclear fuel was supplied by
the United States Atomic Energy Commission
(AEC) on a lease basis. The accounting, therefore, was much simpler, requiring only a lease expense treatment., Now the utilities are required
to purchase the fuel or to lease it from private
firms. Since the nuclear fuel cycle varies from
three to six years, this will greatly affect the complexity of nuclear fuel accounting. In addition, the
accounting for nuclear fuel will require the solving
of many unique problems. There is virtually no
body of practical experience or precedent for reference. The accountants for the AEC and the
private fuel fabricators do, of course, have some
experience, but it is not in the commercial area
of a utility.
The Fuel Cycle
Before the accounting function can be explained,
a description of the fuel cycle in present -day nuclear plants which use water as a heat transfer
agent is necessary. The nuclear fuel cycle begins
with the mining of the uranium ore. The uranium
ore is then refined and is sent through a chemical
conversion process which both purifies the uranium and prepares it for insertion into the gaseous
diffusion plant. In the diffusion plant, the uranium
is enriched. This simply increases the relative abundance of U.,35 in the uranium fuel. The enriched
uranium is then chemically converted into its final
form, pressed into small pellets, and inserted into
After January 1, 1971, the Uni ted States Atomic Energy Co m mission withdrew from the business of leaning uranium for fuel.
Th e uranium it has on existing lease, howev er, may continue
until J une 30, 1973.
1
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long tubes of zirconium or stainless steel. A fuel
assembly consists of a number of these jacketed
uranium -filled rods held together in a fixed lattice
arrangement. The finished assemblies are shipped
to a plant site where they are placed in the reactor
for use. There, the outer jackets prevent the release
of fission products into the coolant and the lattice
arrangement permits the water to circulate between
the uranium -filled rods so that the heat may be
removed and converted to steam. The steam is
then used to generate electricity in turbines in
the same way that it is done in a coal -fired boiler
generating plant. The fuel as it is used gradually
loses its enrichment as the fissionable uranium is
consumed. What remains of the spent fuel has a
large residual value due to the amount of uranium
remaining and to the plutonium that has been
created during the reaction process. On the average
it is expected that one - quarter to one -third of the
fuel assemblies will be replaced each year during
the annual plant shutdown period. The used fuel
is highly radioactive and must be cooled for four
to six months after removal from the reactor. Then
it is shipped to a chemical processing plant where
the assemblies are dissolved and the uranium and
plutonium are recovered.
The Federal Power Commission
Chart of Accounts
On January 1, 1970, the Federal Power Commission, after a two -year special study of nuclear
fuel accounting, established a system of accounts
which the utilities are to use to account for the
ownership of special nuclear materials. Its stated
purpose is to account for each phase of the fuel
cycle including the salvage value of the spent fuel
assemblies which may be sold, placed in storage,
or reused by the utility in the fabrication of new
fuel assemblies. All power utilities with annual
revenues greater than one million dollars must
follow these regulations.
The account numbers and titles are described
below. Account numbers 120.1 through 120.5 are
utility plant accounts, number 157 is a current
and accrued asset account, and number 518 is an
operation and maintenance expense account. The
sum of all the 120 subaccounts represents the net
book value of all the nuclear fuel a utility has in
its operations except for nuclear materials held
for sale. The rules established for the use of each
of these accounts or subaccounts follow:
AC C O U N T N O . 120.1

Nuclear fuel in process of refinement, conversion,
enrichment, and fabrication
This account is used to accumulate the costs
or investment related to the acquisition of nuclear
fuel assemblies including all processing of the
uranium, fabrication, and shipping costs to the
plant site. The salvage value of any nuclear materials being processed for reuse in fuel assemblies
is also recorded in this account. Exhibit 1 illustrates the estimated costs for the initial fuel loading of a typical 1,000 megawatt light water reactor.
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After all the original charges are recorded and the
fuel assemblies are at the plant site, the total cost
is transferred to another 120 subaccount, depending upon whether the fuel is placed into storage
or directly into the reactor.
AC C O U N T N O . 120.2

"The used fuel
... must be
cooled for four
to six months..."

Nuclear fuel materials and assemblies —stock account
This is an account established to handle various
storage situations. It is to be debited and Account
No. 120.1 is to be credited for the original acquisition cost of the fuel assemblies while they are
waiting to be placed into the reactor or to be held
as spares. Nuclear materials valued at cost (which
are being held by the firm for future use) are
shown in this account. Also recorded in this account is the original cost of partially irradiated
fuel assemblies being held in stock for reinsertion
into a reactor, testing, etc.
AC C O U N T N O . 120.3

Nuclear fuel assemblies in reactor
The initial cost of all the fuel assemblies which
are within the reactor are debited to this account
while either Account No. 120.1 or 120.2 is credited. (A core of a large boiling water reactor contains about 800 fuel assemblies with a value of
approximately $40,000,000. A pressurized water
reactor contains about 200 assemblies with nearly
the same total value.)
AC C O U N T N O . 120.4

Spent nuclear fuel
The original costs of the fuel assemblies removed from the reactor and in the process of
cooling are transferred from Account No. 120.3,
"Nuclear fuel assemblies in reactor," to this account. It takes about four to six months for the
assemblies to cool enough —as far as heat and radio activitv are concerned —to permit shipping and reprocessing. This account is credited and Account
No. 120.5, "Accumulated provision for amortization of nuclear fuel assemblies," is debited with
the original cost of these assemblies after they
have cooled.

Exhibit 1
TYPICAL INVESTMENT IN INITIAL FUEL
LOADING FOR A 1,000 MEGAWATT
NUCLEAR PLANT

Description of item
Uranium ore including refinement
Conversion
Enrichment
Fabrication
Shipping and miscellaneous engineering
Interest during construction
Total investment

Amount
in millions
$13.0
1.8
12.0
11.0
.8
2.0
$40. 6
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depreciation . . . would
be related to
the thermal
"...

energy
produced."

ACCOUNT NO. 120.5

Accumulated provision for amortization of nuclear
fuel assemblies
This account is to be credited and Account
No. 518, "Nuclear fuel expense," (an operating expense account) is to be debited for the amortization
of the net cost of the fuel assemblies used to produce
electrical energy. Net cost is equal to the original
cost, less or plus the expected value of the uranium
and plutonium produced, plus the reprocessing and
shipping costs. This account should also be credited
with the net salvage value of uranium, plutonium,
and other by- products when such items are sold,
transferred or otherwise disposed. It will be easiest
to charge reprocessing costs and credit the value
of these salvage items directly to this account in
all cases. Exhibit 2 illustrates the major factors
related to salvage value of nuclear fuel. In addition,
this account is to be debited with the original
cost of these assemblies after they have cooled
and Account No. 120.4, "Spent nuclear fuel," is
to be credited.
ACCOUNT NO. 157

Nuclear materials held for sale
This account includes the net salvage value of
uranium and other materials held by the company
for sale or other disposition that will not be reused by the company in its operations. Differences
between the values carried in this account and the
amount received at time of sale are to be debited
or credited as appropriate to Account No. 518 at
the time of the sale.
ACCOUNT NO. 518

Nuclear fuel expense
Charges to this expense account are made on
the basis of the net cost of the fuel (original cost
less net salvage value) distributed according to the
thermal energy produced in such periods. Adjustments due to significant changes in the estimated
net salvage values of materials held in Account
No. 157, "Nuclear materials held for sale," and
the amount realized upon the final disposition of
the materials are debited or credited to this account. Significant market price declines of materials

Exhibit 2
TYPICAL SALVAGE VALUE AND
REPROCESSING COSTS FOR A 1,000
MEGAWATT NUCLEAR PLANT
Description of item
Salvage value of uranium
Salvage value of plutonium
Less reprocessing costs
Net salvage value

Amount
in millions
$4.5
7.0
—5.0
$6.5

Note: Nor mal ly onl y one batch is processed at a time;
the dollar values above are for a full fuel loading and are
presented only for illustration.
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held in Account No. 157, "Nuclear materials held
for sale," may be recognized at the time the market
decline occurs. If the change in market value occurs when the nuclear fuel is in the reactor, the
decline is to be amortized over the remaining life
of the fuel. (No details are given as to how market
increases are to be recorded. Most likely they should
be recorded through adjustments to the amortization rate over the remaining life of the fuel.)
The Effects of Nuclear Accounting
The following are some of the significant impacts which this accounting system for nuclear
fuel will have upon the utility industry in the
United States. It does, of course, affect the balance
sheet of the firm, but it also affects the firm's
financial posture in other ways. For instance, fixed
assets possessed by a utility are a good secure base
for a loan or bond issue. Financing through leasing
is also a possibility for some of the utilities, and
many investors are showing an interest in this
area. Since the accounting treatment of nuclear
fuel is not entirely clear, one of the most significant effects may be to treat the nuclear fuel as
a fixed asset. This permits the firm to include a
substantial investment in its rate base.
Some of the practical problems which the accountant will have to cope with, as we envision
them, are listed below. First, obtaining sound
values or dollar amounts for the estimated salvageable uranium and the plutonium by- product will
be extremely difficult. One reason is that the economic laws of supply and demand have not had
an opportunity to exert themselves on these elements as yet. In addition, the extent to which
plutonium will be used as a nuclear fuel and its
relative value is not entirely clear. The prospect
of utilizing plutonium as a nuclear fuel is bright,
but this source of fuel is just now undergoing development and testing. The disposition of radioactive waste materials could also have quite an
effect on operations. Aggressive environmentalist activity in this area could add considerably to the
cost. At the present time, various methods are being
studied. The burial of solidified wastes in natural
salt deposits is one method receiving serious consideration.
Since they are to be treated as fixed assets, the
depreciation of the nuclear fuel assemblies would
not be handled on a time basis as is customary
with most fixed assets (i.e., straight line, sum of
the years digits, etc.) but would be related to the
thermal energy produced. In calculating the quantity of thermal energy produced in a given period,
the nuclear fuel specialist will be confronted with
many variables such as the electrical energy produced, plant efficiency, plant design, fuel specifications, and the location of the assemblies within
the reactor. The management of nuclear fuel is a
new career specialty for physicists which requires
the use of complex computer programs to obtain
maximum utilization of the fuel. Some of the
typical computer programs required are as follows:
Continued on page 24
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FORECAST DISCLOSURE
The First Reaction To A Disclosure Law Would Probably Be An
Aggregation Of Conservative Forecasts — Followed By A More Realistic
Attitude Once Experience With Forecast Disclosure Is Gained

By Charles H. Mott

were found on the average to be accurate within
approximately five percents whereas forecasts prepared externally varied as much as 35 percent.*

Whether or not to disclose sales and profit forecasts is a controversial topic among managers,
financial executives, accountants and investment The Flow of Investment Funds
analysts. Arguments for forecast disclosure include
Disclosure of sales and profit forecasts, through
such factors as the reduction of the uncertainty providing information about the future, would
which is inherent in the investment decision, the facilitate the flow of investment funds to the
positive effect disclosure would have upon the flow more profitable firms. If the flow of funds responds
of investment funds, the addition of a means with to market forces, it would benefit the efficient firms
which to measure management effectiveness, the which would have more investment funds availreduction of management's legal liability, and the able to them than the inefficient firms. In other
increase of price stability within the securities mar- words, the effect upon less profitable firms would
kets. On the other hand, the most potent argu- be to raise their cost of funds. Available evidence,
ment against disclosure is the potential release of however, indicates that the lack of forecasts, or
confidential information to competitors. Addi- inaccurate forecast information, does lead to an
tionally, there is concern that disclosure will in- inefficient flow of investment funds, and that less
fluence management's approach to planning for the profitable firms do benefit from this lack of reliable
future, and there are doubts about the verifiability forecast information.a
of forecasts. Each of these arguments is examined
A Measure of Management Effectiveness
for the purpose of identifying the material issues.
Planning distinguishes a successful firm from an
Investment Decisions and Uncertainty
unsuccessful one. Disclosure of sales and profit
Whenever investment decisions are being con- forecasts would reveal the extent of management
sidered, additional knowledge about the future planning, and when compared tp actual results,
will reduce uncertainty. At the moment, most in- would measure the effectiveness of that planning.
vestment decisions are made without that knowl- For stockholders, disclosure of forecasts and actuals
edge. Therefore, disclosure of forecasts would be would provide a means for measuring the degree
useful to investors since it would tend to reduce to which management performs this important
uncertainty. However, some investors do have fore- function. However, knowing that its forecasts are
casts available to them. These forecasts have usually subject to public scrutiny, management may be
been prepared by either professional forecasting tempted to construct self- fulfilling forecasts. Beservices or security analysts. The difficulty is that cause of potential criticism and legal liability,
these external forecasts are prepared with incom- it would develop a reluctance to take risks and
plete data. They are usually prepared from pub- would provide conservative forecasts. The fact
lished historical information without benefit of that management has to publicly account for varisignificant details which are available to management., There is evidence that these externally pre- ' ,ioseph S. Mascia, "Corporate Earnings Predictions," The
Analysts Journal, July /August 1969.
pared forecasts are less accurate than internal Financial
Y
Gale T . Newell, "Revisions of Reported Quarterly Earnings,"
The
Journal
01 Business, July 1971.
forecasts. External forecasts, prepared from annual
' "Sales Forecasting: Is 5% Error Good Enough ?" Sales Man.
historical data, have been found to be less accurate agement, December 15, 1967.
than internally prepared forecasts which included s Ibid.
E. A. Lowe and R. W. Shaw, "Accuracy Of Short -Term Business Forecasting: An Analysis Of A Firm's Sales Budgeting,"
annual plus first - quarter results.2 Internal forecasts Journal
OJ Industrial Economics, July 1970.
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there is
little evidence
that disclosure
would be a
real threat."
"...

ations between the forecast and actual results would
induce it to modify its forecasting methodology.
It would try to maintain a position of satisfactorily_
explaining any variations.
There are, however, forces which would encourage management to follow an opposite course.
The competition for funds would encourage management to make realistic forecasts. A desire for
growth would encourage a more optimistic approach to forecasting. In addition, if management's
forecasts were continually self - fulfilling, they would
be subject to question as to why. The desire to
keep the price of an organization's stock relatively
high in the securities market supports the need
for aggressive forecasts.
The Reduction of Liability
The present Securities and Exchange Commis ion guidelines require fall and simultaneous disclosure of corporate financial information. However, current management disclosure practices do
not always conform to the guidelines.6 Often, forecast information is released to small informal groups
which is, of course, unethical and illegal., There
is a belief that current disclosure practices developed from necessity and, therefore, facilitate the
cfl-icient functioning of the securities market. Consequently, a legal requirement for full disclosure
would have to both protect management from
liability and make forecast information available
to all who wish to use it.
However, there are those who believe that public
disclosure of financial information will result in
an increase in management's potential legal liability, especially if actual results vary significantly
from forecasts. There are as vet no accepted standards which would define the difference between
an inability to project accurately and the intentional publication of misleading projections. The
standards that management considers acceptable
may not be acceptable to an investor; and if, in
addition, forecasts are revised frequently, the result
will be confusion about what the limits of man agenment's legal liability are. The number of liability
suits filed against accounting firms and managements, even under current reporting practices, has
multiplied in recent years.g Disclosure could, therefore, mean an increase in liability suits if forecasts
varied significantly from actual results. However,
the forecasts would have to be verified by audit,
and they would have to be more than a dream on
management's part. They would have to also include a definition of the extent of management's
responsibility and the period covered by the forecast. The rules would have to allow for the adjustment of forecasts as circumstances change.
Security Price Stability
There is empirical evidence developed from research in the United Kingdom that the greater
the amount of information available to investors,
the more stable the price pattern for securities.9
The tendency toward stability of security prices
would, it seems, be more advantageous to small
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investors who do not have access to all relevant
information. Because of the wide ownership of
stock by small investors, it would seem to be in
the interest of management to reduce the fluctuations in security prices.
The Competitive Disadvantages
One argument against disclosure is that the disclosure of forecast information will be particularly
beneficial to a firm's competitors. Competitors can
use forecasts and corroborating information to discover a firm's underlying strategies. By using computer techniques to work from a forecast backward to the strategies behind the forecast, they
could then develop counterstrategies and prevent
the fine from accomplishing its objectives.
Although some managers do fear that competitors can work from a forecast to their underlying strategies, there is little evidence that disclosure
would be a real threat. With the complicated
product markets serviced by most firms, it is
doubtful that a competitor could afford the expenditure necessary to reconstruct a forecast, even
if every assumption were disclosed. In addition,
the information that is disclosed could be limited
to the broad areas underlying the forecast, which
would make it very difficult for a competitor to.
discover what the corporate strategies are. Even if
lie did discover what these strategies are, he would
have to be capable of constructing and implementing countervailing strategies.
Forecast Verifiability
Iii the United Kingdom, accountants insist that
it is necessary for them to perform audits of forecast data." American accountants, on the other
hand, have limited experience with forecast audits.
Most American accountants disagree about the
role they should play in forecast verification, and
some financial executives believe the accountant
is ill- equipped and unable to verify forecasts." In
addition, there are doubts as to what the liability
of the accountant is if he does comment upon forecast information. Because of these doubts, the
American Institute of Certified Public Accountants
forbids its members to express an opinion about
forecasts.'
Conclusion
The arguments for and against forecast disclosure are not irreconcilable. The advantages to
competitors may not be very great, and anv increase
in the potential legal liability of management
because of forecast disclosure would be at least
Continued on page 28
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A FINANCIAL
PROJECTION PLAN

By Michael R. Tyran
Every organization, whether large or small, must
plan for the future in order to provide an organized
approach and direction for its future activities. Basically, the same criteria, in varying degrees, are considered in achieving an organization's objectives, no
matter what form the organization takes. It may be
a proprietorship, partnership, or corporation; retail
or wholesale; commercial or government business
oriented; producer of goods or a provider of varied
service functions. In essence, a projected plan establishes the guidelines for achieving specific goals and
objectives of the organization. It represents the
culmination of data manipulation and involves historical experience and evaluation as well as the
judgment and direction of management and others
concerned relative to the organization's participating role in the future business environment. In the
evaluation, internal and external economic influences must definitely be considered in order to reflect reasonable and realistic assumptions of the
future.
An Overview
Exhibit 1 presents an aggregate view of the
plan requirements in terms of the basic input needs
and end results relative to specific data and report
summaries. Contract and sales order data are projected as being firm or potential. They are segregated as to the type of commitment —cost plus
fixed fee, fixed price, commercial, etc. This is
important because each type of sales agreement
has its own characteristics in the detailed data development process. For instance, cost -plus contracts
involve a projection of costs with fee application to
obtain sales; whereas, in fixed price contracts, sales
are negoiated with a projected fee rate. Total costs
are developed by dividing the sales price by 100
percent and adding the fee percentage. Commercial
sales, on the other hand, are based on priced
product delivery units or price of services to be
rendered. Other types of commitments have their
MANAGEMENT ACCOUNTING /JULY 1973

unique and special characteristics for data development.
There are various input needs which are appropriate for the end objectives specified. The plan of
developing data involves both the gross data (sales,
costs, and profits) as well as the detailed "grass
roots" buildup in terms of manpower, elements of
cost (labor, material, overhead), and other associated expense and income. To develop the necessary
summary schedules, beginning of the period balances
must also be incorporated into the financial plan.
Upon analysis of the data developed, it may be
necessary to make basic changes to some of the
parameters. To be an effective tool, the forecast
plan must be continually appraised and updated.
Contractual Agreement Cycle
In the development of a financial plan, consideration should be given to the processing cycle
which provides the data and their flow through the
forecast development organization and structure. Exhibit 2 provides the basic sequence of events to be
considered in an actual planning cycle.
Price is the primary consideration in both firm
or potential business. The price established is based
on reasonable costs and profits, taking into consideration the competitive market. It is also the criterion
for establishing backlog balances which result from
negotiations and performance, deliveries, etc.
Each process shown in Exhibit 2 must be analvzed and evaluated in depth in order to develop
the appropriate logic required in a financial forecast
plan. Each succeeding step in the cycle is dependent upon the prior data generated for its input
needs to achieve the composite whole. Each phase
of the overall activity must follow sequentially in
order to effectively develop an integrated and consistent financial data flow from basic input to the
ultimate projection summary levels.
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Basically, The Same Criteria, In Varying Degrees, Are Considered
In Achieving An Organization's Objectives, No Matter What
Form The Organization Takes
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Elements of Cost
The basic data in a financial forecast plan include the development of projected manpower
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"... management may
establish
manp o wer
goals..."

needs and the elements of cost. In some instances,
executive management may establish manpowet
goals and an indirect to direct ratio as the basic
criteria for the projection process. The direct manpower is associated with the type of effort to be
performed on both the firm and anticipated business. Projected work hours are priced in order to
determine the indirect labor dollars which become
a part of the overhead budget. Projected overhead
expense and rates should be carefully scrutinized
in order to maintain a competitive cost position.

Direct material and other direct costs are developed by the operating organizations, which base
their forecasts on past experience of product needs.
They are developed from design drawings indicating
quantity and type of materials to be used on standard or new products by individual part, subassemblv, assembly, etc. Standard product requirements,
however, pose little problem since experience is a
good guide as to reasonable quantities, price and
delivery dates. The material forecasts are then forwarded to a material planning and control group.

Exhibit 1
FINANCIAL PLAN OVERVIEW
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Exhibit 2
CONTRACTUAL AGREEMENT CYCLE
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Its task is to evaluate and finalize the need, determine inventory availability and initiate the request for purchase which it forwards to the purchasing organization.

ways the problem of time - phasing future cash disbursements and amounts.

Material projections are the most difficult costs
to develop because of varying delivery lead times
and product design and price changes. In some instances, one of the more correlative factors that
can be used in material projections is a rate per
direct labor hour or even a percent of total cost of
sales. This, of course, can be best ascertained
through historical experience and statistical technique applications. However projected, there is a]-

On certain government contracts (although not
necessarily restricted thereto), billings, sales, and
collections are based on factory deliveries and
acceptance. The development of data projections
then becomes more involved. Scheduling and planning must be more precise in order to more effectively and realistically project accurate bases for
financial data development.
As shown on Exhibit 3, a negotiated factory de-

Factory Depot Deliveries and Acceptance

"The develop ment of data
projections
then becomes
more involved."

Exhibit 3
FACTORY DEPOT DELIVERIES AND ACCEPTANCE
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Exhibit 4
CUSTOMER BILLINGS AND COLLECTIONS
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"Commercial
customer
collections are
generally the
simplest to
project."

livery billing percentage of the sales price is applied
to the unit sales price in order to determine the
delivery price per unit. This value multiplied by the
number of units delivered determines the amount
that can be billed to the customer. After the units
delivered have been tested and accepted, the balance
of the total sales price can be billed. The acceptance process may sometimes take days, weeks'or
even months. The collection lag parameter for projection purposes is based primarily on past experience of the product(s) involved. When a depot
acceptance billing is, made, the transaction then
represents a sales value on the books. Constant
monitoring of schedule deliveries and acceptance is
a necessity in order to project intelligently the billing, collections and sales invol ;ed.
Progress Payments /Liquidations
In organizations doing business with the Government the activity concerned with progress payments
and liquidations is very important and requires
many computations to achieve sound projections.
Projected sales amounts by period are liquidated,
based on a definitized and negotiated percent application. This value is then compared to progress payment collection to determine the extent of sales
liquidation. The difference between the two limits
represents the balance in progress payments to be
collected. To this value also is added the decrement
balance. The decrement balance is obtained by subtracting cumulative sales from cumulative billings
to determine the additional amount of potential
progress payments to be included in its total balance.
Customer Billings and Collections
There are various types of invoicing and collection procedures that can be used, but the most
involved are those concerned with government busi-

ness billings. As shown in Exhibit 4, progress payments represent partial reimbursement. The Government generally allows 80 percent of the cost
incurred to be billed. The actual limit possible requires complex computations and will not be discussed here. In order to determine collections, the
current billing is time - lagged (generally 50 percent)
and combined with the prior period lagged amount
for a composite total. The balance of the collection
is predicated on completion of the contract requirements. When delivery occurs, net invoicing
is calculated by subtracting the liquidation limitation from the billed sales values. Similarly, in the
case of progress payments computation, lag factors
are applied to obtain the delivery collections. The
current period's billing lag represents an accounts
receivable balance value.
In cost type contracts, the billing is based on cost
incurrence plus a negotiated fee (less disallowance
factor) . The billing is lagged ( time span between
reimbursement and invoicing) based on past experience in order to project the anticipated cash
collections. A three -week cycle is generally a good
guide. The unbilled /uncollected costs on this type
contract represent an unreimbursed expenditure receivable.
Commercial customer collections are generally the
simplest to project. When a customer is invoiced
for a product delivery or a service performed, the
time cycle of cash receipt- falls generally within a
30 -day time span for the total amount of the invoice. The lag, based on experience, is readily determinable except in unique situations where partial
payments are involved or other criteria govern.
Cash Flow Analysis and Investment
There are various methods employed to develop
a projected cash flow schedule and the net invest-

Exhibit 5
CASH FLOW ANALYSIS AND INVESTMENT
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ment balance. The method(s) used are largely dependent upon the organization concerned and its
needs. One procedure used is illustrated in Exhibit
5. The projected incurred costs are deducted from
the anticipated combined cash receipts and interdivision sales credits to derive pretax funds generated (used). Capital expenditures less depreciation
represents an increase to the property account and
is offset by a cash disbursement and /or creation of
a liability denoting funds used. Accounts payable
and prepaid expense changes would represent either
an increase or decrease to the assets and /or investment account dependent upon the character of the
transaction. As indicated in the exhibit, the net
investment value is the result of the beginning investment balance plus or minus the following: pretax profit (loss), cash deficit (surplus), corporate
office debits /credits and the net of the interdivision
transactions.
A computerized cash flow and investment system
offers the advantages of varied approaches to the
projection process from the detailed data and allows
for a more comprehensive review of information
results, compatibility and the most representative
alternative for incorporation into the plan.

Financial Plan Revisions
Exhibit 7 illustrates the effect of changes made to
basic data premises or decisions. Each revision results in a "chain reaction" adjustment process
throughout the financial plan structure. Sales price
or volume affects product cost, profits or both which
in turn require adjustment to cash flow, receivables,
payables and investment. Changes in cost, delivery
or performance require revision of sales value for
the projected periods' delivery schedules, inventories, etc. Progress payment and funding criteria
affect cash and receivables. Profit rate adjustments
affect sales, costs or both. Manpower changes can
necessitate a change in facilities, thus influencing
cash flow, capital assets and liabilities.
Continued on page 28
Exhibit 6
FINANCIAL PLAN REPORTING
CONTRACTUAL
AGREEMENTS

1iFGlAL1

Financial Plan Reporting
Exhibit 6 provides an overview of the major reports generated by the forecast plan. The agreements shown can represent any type of requirement; for example, the blocks labeled "special"
could be commercial, foreign, consulting, support,
etc. The cash flow analysis represents the results
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division account development is a summary scbedtile which reflects the development of the net investment value taking into consideration the transactions involved in interdivision activity— purchased
products and services or sales. The projections on
the balance sheet reflect the summary of the consolidated details from subsidiary schedules. In a
corporate controlled division cash position, the balance projected is a minimum "token" value. The
receivables, progress payments and inventory balances result from contract detail buildup. Capital
assets and depreciation are separately computed and
based on anticipated expenditures plus beginning
balance. Prepaid expenses are predicated on historical
experience. Liabilities are projected on the basis
of lagged purchases, accrued salaries /wages and
other miscellaneous items. The ending investment
balance is the result of a beginning balance plus or
minus profit or loss and also reflects interdivision
activity in terms of debits and credits. The consolidated profit (,loss) statement represents a consolidation of the detail and /or can be derived separately in aggregate by applying a gross margin or
fee percent to total costs and adding this result to
the costs to obtain the sales value. Sales are also
determined by multiplying units delivered by an
established price per unit. In the case of performance effort associated with time expended, the
income represents the number of hours worked
times labor burden rate per hour plus profit.
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NUCLEAR FUEL ACCOUNTING
Continued from page 16
1. Spectrum calculation and cross - section averaging
2. Diffusion theory calculation of power distribution
3. Depletion and buildup of heavy isotopes
4. Transport theory calculation of neutron distribution
5. Thermal- hydraulics
6. Fuel element behavior
7. Reactor and system transient analysis
The accountant will, of course, require technical
assistance to obtain the information he needs to
make his monthly amortization charge to fuel expense. The accountant handling the accounting for
nuclear fuel should understand the basics of the
use of this fuel so that he may apply the general
rule of reasonableness and correlate his records with
actual events.
Selection of Unit to Record Costs
An area in which the accountant plays a major
role is the selection of the unit to be used to record
costs and to be used as a basis for amortization calculations, accounting entries, and records. Should
this unit of record be a core, one complete plant
loading of fuel, a batch, or an individual assembly?
The core loading may be too large a unit of record
because all of the fuel will not be replaced at one
time. Usually, only one - fourth to one -third of a
core is replaced at a time. On the other hand, a
batch, or an assembly, does not present this problem and would work satisfactorily as a basis for accounting. A "batch" of fuel is a group of assemblies which are inserted into the core at the same
time and are removed from the core at the same
time. This method would keep the details down to
the bare minimum for average plant operations,
and the average unit cost and amortization could
be calculated in the event it was necessary to remove a fuel assembly for testing.
However, accounting records kept on a per -assembly basis may actually be the best course of
action. For one thing, they would be more accurate
whenever exceptions to the normal one -third or
one - fourth batch were made. The physicist, for his
purposes, will also require that his computer programs be operated on a per - assembly basis, and all
the accounting information could be contained in
these same programs. Thus, the accounting cost
would not be increased except in the allocation of
some common bills such as freight and insurance
charges. The input of cost factors into the computer programs would then be the responsibility of
the accountant. These would include, for example,
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cost accumulation, the rates used to determine the
interest on construction, and changes in the net
salvage value due to variations in the market price.
Treatment of Fuel as a Fixed Asset
The interest costs, or carrying charges, related to
the investment in nuclear fuel during the different
phases of fabrication, initial testing of the core during its use, cooling and storage have not yet been
completely defined. The interest on the investment
of $40,000,000 for a nuclear fuel core during mining, conversion, enrichment, and assembly fabrication would be comparable with the treatment of
other fixed assets in the realm of plant accounts.
For the first core, the split between "interest during construction" and normal carrying charges
would most likely be made on the commercial
power date. This is the date usually noted by
utilities. However, should the carrying charge also
be computed and capitalized for the period when a
batch of fuel is spent in low- power- testing, cooling,
and reprocessing phases of the nuclear fuel cycle?
It is probably more reasonable that carrying charges
during these operating phases of the fuel cycle are
not capitalized, since the utility now has an opportunity to earn a reasonable return on its fuel
investment. During periods of low -power testing,
cooling, and fuel reprocessing, the utility will have
some funds, probably in excess of $ 5,000,000 in
active' assets. However, unless interest expense is
recorded by the utility in some manner such as a
reprocessing cost, the utility will not be compensated for this investment.
The audit aspects are interesting to explore since,
due to the radiation hazard of nuclear fuel assemblies, a visual examination or a physical inventory
is not practical. Therefore, the records required by
the Atomic Energy Commission related to the
purchase, movement or sale of nuclear material
must be used by the auditor to verify the physical
presence or location of the fuel. However, the
amortization, especially the related net salvage
values, will be difficult to verify until experience is
gained throughout the utility industry.
Conclusion
It is important that the accountant, to reflect the
financial aspects of a transaction properly, have a
working knowledge of the nuclear fueled operation.
To obtain it, he will require time— approximately
five to ten years —to allow for practical experience
on all phases of the nuclear fuel cycle. In the meantime, discussions and rulings will be needed before
we find a uniform method of handling this form
of accounting in all its phases.
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ORGANIZATIONAL
BEHAVIOR AND
THE MANAGEMENT
ACCOUNTANT
If The Accountant Would Also Integrate Into His System
Feedbacks Of Exemplary Performance, He Could Contribute
Greatly To The Maintenance Of High Aspiration Levels

By Clarence R. Pittman
The "business organization," in which a person
spends a major part of his life and to which he
contributes a major part of his talent, has a history
and reputation of being either neutral or negative
toward its members striving to achieve individual
goals. There has been, however, a recent trend in
business to cast off this cloak of impersonality
through the use of greatly improved benefit plans.
Business has realized that high employee morale
and good employee - employer relations are valuable
assets to any firm and that benefit programs are
contributing factors in attaining them. Surely no
one would argue that benefit plans are at least some
help in improving employee attitudes toward a
firm, but these inducements are not a direct result
of the employee's daily work performance. If the
organization is to succeed in influencing member
attitudes and behavior it must concentrate on the
individual's work and interaction within the firm.
Many people, and among them many accountants, fail to realize the importance of behavioral
aspects and their relationship to the management
accountant. Not only does accounting affect behavior of business members on one side of the
coin; it is affected by behavior of business members
on the other side of the coin.
The Effect of Management Accounting
On Behavior
Behavior is not a new word to the accountant.
An accountant spends much of his time looking at
cost behavior and studying a firm's past performance in an effort to predict the future. He is continually examining behavior, but organizational behavior as such is new to the accounting field and
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adds a new dimension to the considerations of the
management accountant. Briefly stated, organizational behavior can be defined as individuals working within an organization (group) for the achievement of both personal and organizational goals.
How then does this concern the accountant?
THE GOALS OF THE ACCOUNTANT

Accounting by its very nature (budgeting, stan- C. R. PITTMAN
dard costs, etc.) apportions the resources available is a Staff Accountant
for use by the various segments of the firm and for Haskins and
thus limits the amount of resources available for Sells, Raleigh, N.C.
Mr. Pittman holds a
use in attaining any given goal. By goal, we do not B.S. degree in
necessarily mean a certain level of production, Accounting from the
though this definition usually comes to mind first. University of North
A goal can be any number of hopeful outcomes. Carolina —
Chapel Hill.
Because goals are so diverse and cannot be measured
in concrete terms they have been neglected by
accountants over the years. Accountants have con- This article was
centrated on one goal, net income, and have tended submitted through the
Raleigh- Durham
to avoid many others.
Chapter.
A major accounting premise is that in order to
reduce the costs of the entire organization the
costs incurred at the various lower levels of the
firm must be reduced. To do this the accountant
tries to pinpoint the person responsible for specific
costs. His investigation leads him downward in a
steplike manner as shown in Exhibit 1.
Ultimately the accountant will identify an individual at the bottom of the steps, be he a manager, supervisor, or perhaps a key worker, who will
be held responsible for the resources he expends.
Suppose this individual wants to be the best worker
in the plant but needs certain resources to do so.
The accountant, by holding him responsible for
these resources, is imposing a type of informal threat
on him which might conflict with his goals.
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"Conflicts may
arise among
these groups."

THE GOALS OF INDIVIDUALS

THE LEVEL OF ASPIRATION

Group theorists have shown that individuals
several levels removed from top management associate their goals in a reverse manner from accountants. The accountant, as shown in Exhibit 1, perceives his position as necessary for the success of
the organization's goals, and thus these goals are
held most important to him (excluding his personal goals). On the other hand, the individual
worker holds personal goals most highly. The
worker's first consideration is his safety and security
while at a higher level of satisfaction his need for
self- actualization becomes paramount. It is the
self - actualization goals of the individual that the
accountant threatens by pinpointing costs and holding individuals responsible for these costs.
The individual may not feel justified having his
personal goals threatened to help accountants
achieve organizational goals. (This statement does
not contain the traditional view that organizational
goals do not matter to the worker. Rather, it states
that relative to other goals, organizational goals are
held less highly.) This position is easily understood.
Organizational goals arc the goals derived by the
dominant group in the organization —top management. Logically, from Exhibit 1, as the individual
or group with which the individual associates most
closely moves farther down the steps from top management it will hold organizational goals less highly.
Again, the accountant and the person or persons
responsible for incurring the costs may have different goal emphases.
Group conflict is not limited solely to strife between top management and lower groups. Resource
allocation may result in group conflict at the same
level. This group rivalry is a major pernicious effect
of an improperly handled budget preparation. Frequently budget requests exceed resources, which
means some groups get their requests and others
do not. Conflicts may arise among these groups.

As implied earlier, some management accountants
view their function as one of minimizing costs in
order to achieve organizational goals, while other
accountants view accounting as a system for providing meaningful information for whatever purpose desired. Information is traditionally viewed by the
accountant as flowing from cost centers to accounting to top management, but information also flows
in the opposite direction. This feedback from top
management down to lower levels is usually related
to management's control function and influences
personal aspirations.
Aspiration is the desire to achieve and to better
oneself or one's performance, and its consideration
is perhaps more important to a firm than consideration of personal goals. This ranking is because aspiration is centered around one's performance and
is somewhat removed from one's goals. Aspiration
is strengthened by success and weakened by failure.
It would be to the organization's advantage if the
accountant could help all its members succeed in
their efforts, but actually the accountant may contribute to their failure.
There are many reasons why an individual or
group may not reach its level of aspiration, one of
which goes back to the budget. If a group sets its
aspiration levels above the possibility of attainment
with the resources allocated to it by the budget, the
group may become frustrated and eventually lower
or lose its aspirations. If this abatement happens,
not only will the aspiration level of production not
be reached, but production may even drop below
the budgeted level. The accounting system will detect this failure and the management accountant
will relay it to top management. Management will
request an explanation and this negative feedback
will cause aspiration levels to drop even lower.
Conversely, had the particular group in question
been operating efficiently it is unlikely that any

Exhibit 1
GOAL EMPHASES OF ACCOUNTANTS AND WORKERS
Accountant's Goal Emphasis

High

I
Personal

Lower Level W orker's Goal Emphasis

We have seen that accounting can affect group
and personal behavior, but group and personal behavior may in turn have some effect on accounting.
As stated earlier, modern management theory is
beginning to view good employee relations as an
asset. This statement is a bit misleading. Actually
good employee relations can best be described as
an avoidance of unnecessary costs. These relations
are of great concern to the accountant since he is
continually examining costs and cost behavior.
In examining cost behavior, the accountant likes
to be able to explain costs in terms of one independent variable. Often it may turn out that the
independent variable chosen by the accountant is
not a good indicator of cost behavior. This failure
may be due to many random factors, one of which
may be the phenomenon displayed in Exhibit 2.
This situation is not isolated to a single department. It may have adverse effects on many departments and in tarn a large effect on accounting considerations of costs. Let us take a hypothetical case
of a company containing Departments A and B
shown in Exhibit 2. Department A transfers goods
in process to Department B for completion. As
shown in Exhibit 2, not only could the impact of a
managerial decision that affects behavior affect the
department or group upon which it is imposed (Department A), but it may have adverse effects on
other departments ( Department B) directly associated with that department.
A final consideration deals with the area of learning. Accountants, in explaining cost behavior, examine the effect of learning on cost. Seldom, however, does the accountant consider what conditions
affect learning. Organizational researchers have
proven that a person with a low level of aspiration
or one who is highly frustrated is a slow leamer. By
examining the two learning curves in Exhibit 3,
we can see how this process will affect costs.

Exhibit 2
INTERDEPARTMENTAL EFFECTS
OF BEHAVIOR
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The Effect of Behavior on
Management Accounting

tion of resources, many goal conflicts can be
avoided. The actual method of participative budgeting employed must be shaped individually by
each firm to fit the nature of that firm. It is only
the outcome of effective budgeting that must be
universal. An effective budget will leave as large a
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feedback would have reached them and thus there
would have been very little to encourage them to
higher aspiration levels. One can see that not only
was the accountant an accomplice (through the
budgeting process), he was the detective (in compiling the unfavorable information) and the arresting officer (by calling the performance to top
management's attention) in a process that may
have destroyed someone's aspirations.
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Eliminating the Problem
The accountant is not defenseless against these
behavioral factors. Just as he was able to contribute
to their development, he is able to contribute to
their elimination. Ineffective resource allocation is
a major contributor to goal conflicts, group conflicts, and decline in aspiration levels; effective resource allocation can help solve these problems.
Participative budgeting is gaining considerable
advocates as an approach to more effective resource
allocation. By allowing individuals and groups from
all levels of the organization a voice in the allocaMANAGEMENT ACCOUNTING/JULY 1973
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" ... if the
accountant
neglects them
they will show
up later in
dollars and
cents."

number of people as possible within the firm feeling
that they have been dealt with fairly and feeling
that the budget will not jeopardize their position.
Even an effective budget, however, is likely to
have some adverse effects on aspiration regardless of
how many goal conflicts it helps to prevent. The
management accountant can counter this situation
through effective use of the information system.
Knowledge of successful results is essential if aspiration levels are to be kept high. Feedback to the
accountant usually means furnishing information
regarding unfavorable performance within the firm.
If the accountant would also integrate into his system feedback of exemplary performance he could

contribute greatly to the maintenance of high aspiration levels.

Conclusion
The accountant of the past has blinded himself
by focusing on those things that are concrete in
nature and measurable in dollars and cents. He has
become addicted to accepted procedures. The accountant of today and of the future needs to break
this habit of focusing entirely on concrete items of
costs. There are not as yet direct measuring sticks
for costs related to behavior, goals, and aspirations,
but if the accountant neglects them they will show
up later in dollars and cents.
❑

FORECAST DISCLOSURE
Continued from page 18
partially offset by the flow of investment funds as
a result of the increase in information available to
investors. The effect upon planning would thus
be governed by the organization's need for funds
and its experience with disclosures.
From a humanistic point of view, the objection
to disclosure may simply be an expression of fear
of criticism should the forecast not be met.
Some of the features of disclosure that are the
most objectionable could be overcome through
proper legislation. For example, a disclosure law
could (a) describe the extent and frequency with
which forecasts are to be disclosed; (b) define
management responsibility, such as if a forecast is
prepared in a reasonable manner, consistent with

past practice and with assumptions which are
reasonably determined, investors cannot base a liability suit upon such a forecast; (c) require that
forecasts be audited; (d) either leave the degree
of disclosure to the discretion of management or
limit the assumptions disclosed to the most general
within prescribed minimum limits; (e) specify that
forecasts, rather than being presented in single
amounts, be presented as ranges with probability
estimates attached to each range; and (f) dictate
intervals for compulsory re- forecasts and publication of changes.
The first reaction to a disclosure law would probably be an aggregation of conservative forecasts.
However, as firms gain experience with forecast
disclosure, they would presumably adopt a more
realistic attitude toward forecasting.
❑

A FINANCIAL PROJECTION PLAN
Continued from page 23

Conclusion
As shown on the exhibit, the basic changes are
eventually reflected in the financial summary schedules and statistics. To achieve a solid financial plan
projection, the summaries must reflect the "backup"
detail. If data compatability is lacking, budget comparisons and informative analyses cannot be made
and management loses an effective tool for evaluating progress of operations and control.
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The effectiveness of a decisive financial plan cannot be emphasized enough, since the organization's
success can only be confirmed by measuring future
performance and progress against the planned objectives. During the process of the plan development, resolution, and implementation, considerable
detail must be prepared. Therefore, a computerized
financial plan, although not an absolute must, does
have some distinct advantages. For example, as
actuals become available, they are compared to the
projected data and variances are derived for evaluation and action.
❑
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FOREIGN CURRENCY
EXPOSURE CONTROL
By Retyping A Single Line Of Information, A Tax Rate May Be Changed,
A Sales Forecast Altered, A Dividend Pay -Out Modified Or Any Other Item
Of Dat a Changed
By Eugene Rossitch and Jack M. Meckler

5. The calculation of the short -term funds needed
in each subsidiary for each period based on the
operating projections for that subsidiary (The
acquisition of these funds may be allocated

Over the past 20 years, more than 100 currencies
have been devalued or revalued once, and over 75
percent have been devalued at least twice. Because
among any or all of the currencies in which the
of this fluctuation of exchange rates, many corporacompany operates.)
tions have suffered net unrealized foreign exchange
The plan was developed for use with a timelosses amounting to millions of dollars, while others
sharing computer. The manager enters his data,
have registered substantial gains.
runs the program, and receives the printed report
Multiplan
in a matter of minutes while seated at a terminal
Operating in many currencies, under many tax
laws, and often with complex corporate structures,
the international financial manager becomes the
recipient of much information. He must somehow
tie together this vast array of financial information
to enable him to see the total corporate financial
impact of changes in any one subsidiary's financial
position. To assist him in aggregating and analyzing
financial information, Wachovia Bank & Trust
Company, N.A. has developed a plan for the multinational projection of assets, liabilities, and net
worth—�Multiplan.t The plan combines balance
sheet and income statement data for a base period
with projections of that data and other data such as
corporate structure, interest rates, and tax rates to
produce the following:
1. Pro forma balance sheets and income statements
for all subsidiaries and the parent company (unconsolidated) for up to six periods ( Periods may
be either quarters or years.)
2. A report of currency position (asset exposure)
expected in these periods in each currency for
each subsidiary and for the corporation as � a
whole
3. A tax and dividend report for each subsidiary
based on income, dividend policy, income and
withholding taxes, corporate structure, and "less
developed country corporation" status
4. The calculation of the total tax credit which will
be available to the parent corporation based on
the Foreign Tax Credit provisions
I M U L T I P L A N is the ser vice m a r k of W a c h o via Ba n k & Tr u s t
Co . , N . A .
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k ey boa rd. T h e pro gr a m ca n b e ru n from a n y p o i n t

where there is access to a telephone. Assumptions
may be changed, data re- entered, and new results
obtained within minutes.
By retyping a single line of information, a tax
rate may be changed, a sales forecast altered, a dividend pay -out modified or any other item of data
changed. Its effect on corporate profits can then be
examined with all other things equal or in combination with other desired changes.

E. ROSSITCH
Piedmont Chapter
1964, is
Vice President
Manager
of Operations
of International
Departments,
Wachovia Bank &
Trust Company, N.A.,
Winston - Salem, N.C.
Mr. Rossitch is a
graduate of the
University of Havana,
Havana, Cuba,
with a degree
in accounting.

Financial Forecasting Program
A financial forecasting program starts with a
base period balance sheet and income statement.
Each account in these financial statements is then
projected for several periods. Projected figures may
be arrived at by an external forecasting system,
management judgment, history, past relationship to
other accounts, or by a combination of s ome or
all of these methods. These individual account values are combined by computer with the tax rates,
interest rates, and dividend pay -out ratios to produce pro forma statements. Since each account is
projected independently, it is unlikely that the
pro forma statement will balance initially. An excess of assets over liabilities results in a need for
funds which the program considers a short -term
funds need. An excess of liabilities over assets generates a funds surplus, available for short -term investment. This surplus, or deficit, balances the balance sheet.
This plan goes one step beyond the usual financial forecasting system by allowing each asset and
liability account to be denominated in terms of the
currencies in which these accounts are actually held.

J. M. MECKLER
is Assistant Vice
President and
Manager of
Management Sciences,
Wachovia Bank &
Trust Company, N.A.,
Winston - Salem, N.C.
Mr. Meckler received
a B.S. degree from the
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Exhibit 1
CHART OF ACCOUNTS AND PROJECTION CODES

Chart of Accounts
Account
number

Account
name

Projection
codes

100
110
120
130
140
150
160
170

Sales -less sales to affiliates
Sales - affiliates (inc. fees & royalties)
Cost of goods sold
Operating expenses
Depreciation expense
Interest expense
Interest income
Other income

1, 2, 8, 9
1, 2, 8, 9
1, 2, 4, 5, 8
1, 2, 4, 5, 8
1, 2, 4, 5, 8, 11
1, 2
1, 2
1,2

200
210
220
230
240
250
260

Pre -tax earnings
Taxes
Net income
Dividends
Interest rate on funds needed
Funds needed currency allocation
W ithholding rate on dividends paid

6
3
6
2, 10
3
3
3

300
310
320
330
340
350
360
370
380

Cash
Accounts receivable /N.R.
Affiliates -A /R, N /R, advances
Inventory
Other current assets
Land, plant, equipment
Depreciation reserve
Long -term advances to affiliates
Other long -term assets

1, 2,
1, 2,
1, 2,
1, 2,
1, 2
7
6
1, 2
1,2

4,
4,
4,
4,

400
410
420
430
440
450
460
470

A /P, N/P
Affiliates -A /P, N /P, other C.L.
Other current liabilities
Short-term debt
Short-term debt - affiliates
Long -term debt
Long -term debt - affiliates
Other liabilities

1, 2,
1, 2,
1, 2
1, 2,
1, 2,
7
7
1.2

4, 5, 8
4, 5, 8

5,
5,
5,
5,

8
8
8
8

4, 5, 8
4, 5, 8

Projection Codes
Code
1

The value entered in the base period will be carried forward for each
projected period.

2

A value must be entered for each period projected.

3

A percentage rate is entered for each period. For inc ome tax rates it is
the effective annual tax rate. For interest rates on funds needed, it is
the periodic rate. If t he periods are quarters, the rate would be the effective rate for the quarter rather than the annual rate. T his code is also
used to distribute total funds needed among various currencies.

4

The ratio entered for each period represents a percentage of sales in the
same currency as the account being forecast. For balance sheet items,
the percentage will be appli ed t o a probable yearly sales figure (not t o
quarterly sales figures). For accounts on the Profit and Loss Statement,
the percentage will be applied to periodic sales figures regardless of
whether the period represents a quarter or an entire year.

5

The ratio enter ed for each period represents a percentage of total sales
in all currencies, both to affiliates and non - affiliates, and is applied in
the same manner as a code 4.

6

Base period only is required. Projected periods will be computer calculated.
Currency amount is entered for base period. In the projected periods,
only increases or decreases in the account will be shown. Decrements
will be indicated as a negative number. A zero entry indicates no change
from the previous period.

7
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Description

8

Ratios for each period are percentages of the amount in the currency of
account (the reporting currency of a subsidiary). To use t his code, the
currency of account must have been entered as a currency amount.

9

This is a growth rate representing a compound growth rate with the
base period entry as base.

10

This code is a percentage of net income during each projected period.
Its primary use is to project dividends.

11

A ratio represents a percentage of net fixed assets during the previous
period. The ratio is entered for the fi r s t period only and remains constant for all projected periods. Its primary use is in approximating
depreciation expense.

It keeps track of each subsidiary's asset and liability
position in each currency. Each account may be
expressed in any or all of up to nine currencies. If
the cash holdings of a subsidiary are spread over
four currencies, then the cash account is made up
of four distinct entries. Since companies (and even
accountants) differ on their definition of foreign
currency exposure, management may choose one of
three definitions. By consolidating currency exposure across all subsidiaries, management can see that
a negative lira exposure in the French subsidiary
offsets a positive lira exposure in the Italian subsidiary to obviate the need and expense of hedging
against a lira devaluation. Because these exposure
reports are based upon pro forma figures, they, too,
are pro forma, making them valuable tools for
planning future currency transactions to avoid losses
due to currency devaluations or lost opportunities
to gain from changes in currency values.
It is possible, also, to describe the effects on profits and taxes of the complex interrelationships
which exist within the subsidiary network of the
multinational firm by analyzing the effect of dividend remittances from the lowest tier subsidiary up
through the intermediate owners to the parent company and to determine the parent's available tax
credit for taxes paid by each subsidiary in its respective country. These pro forma calculations are
a means of testing the effect of future changes in
dividend policy or of anticipated tax law changes.
CORPORATE DATA INPUTS

The corporate data inputs include identification
of the following:
The currencies to be used (presently limited to
nine, including U.S. dollars),
All subsidiaries and the parent company,
The owner and percent ownership of each subsidiary,
Anv "less developed country corporations" (required for tax credit calculations), and
The method by which the company desires to
define net asset exposure. The options available:
a. Current assets less current liabilities
b. Current assets excluding inventory less current liabilities
c. Total assets less total liabilities
SUBSIDIARY DATA INPUTS

The term subsidiary includes the unconsolidated
Parent company. The data for each subsidiary are
developed independently and are stored in separate
data files to facilitate changes which may be desired
in anv one subsidiary. Since reports from foreign
subsidiaries are usually received already translated,
all entries are made in terms of U.S. dollars. Data
for each subsidiary include the following:
1. Identification of the subsidiary,
Z. Base period values in each currency for each of
the accounts listed in the Chart of Accounts
(see Exhibit 1),
3. The method chosen for projecting future values
of each account in each currencv, and
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4. Tax and interest rates for the subsidiary.
Example
A subsidiary's cash may be held in several currencies such as:
Currency 1
Currency 2
Currenev 3
Currency 4

U.S. dollars
DMarks
French francs
Argentine pesos

$1,000
$1,500
$ 500
$1,000

There would be four entries required to describe
this cash account (see Exhibit 2) . Each of these
cash sub- accounts can then be projected by any
projection code. For instance, cash held in Currency 1 may be expected to be ten percent of sales
in Currency 1. Cash in Currency 2 is expected to
remain constant at the base quarter value and the
levels of cash in Currencies 3 and 4 will be estimated and these values entered for each quarter.
The tax, interest, and allocation rates required
are specifically:
1. The effective annual income tax rate to which
that subsidiary will be subject in each period
2. The effective withholding tax rate to which
dividend remittances by that subsidiary will be
subject in each period

3. The percent of total funds needed which is desired to be allocated to each currency in each
period
4. The periodic interest rate in each currency expected to be paid for such borrowings in each
period

This article was
submitted through the
Piedmont Winston Salem Chapter.

Each subsidiary is processed individually starting
at the lowest tier in the structure and proceeding
up the chain of ownership to the parent company.
At each level, the following interactions take place:
1. There is a remittance of dividends based upon
total dividends paid, percent ownership, and
taxes withheld.
2. There is an accumulation of tax credits for foreign taxes "deemed paid" based upon the foreign tax credit provisions of the Internal 'Revenue
Code.
For each subsidiary, a number of reports are
produced for the base period and for up to six
projected periods (see Exhibits 3, 4, 5 and 6). The
sample reports shown are for a base quarter and
six projected quarters. Exhibit 3 is an Exposure
Report which indicates the following:
1. Exposed assets, liabilities, and net exposure in

Exhibit 2
SUBSIDIARY No. 22 ACCOUNT PROJECTIONS
Acct,,curr
301
302
303
304

Proj code
4
1
2
2

Base
1,000
1,500
500
1,000

Per 1
.10

Per 2
.10

Per 3
.10

Per 4
.10

Per 5
.10

Per 6
.10

550
1,000

620
1,025

650
1,030

630
1,030

605
1,055

620
1,045

Exhibit 3
SUBSIDIARY NO. 22 EXPOSURE REPORT
Currency 1
Assets
Liabilities
Net exposure

Base
550
1,000
-450

Per 1
550
1,413
-863

Per 2
550
1,949
-1,399

Per 3
550
2,116
-1,566

Per 4
550
2,510
-1,960

Per 5
550
3,684
-3,134

Per 6
550
4,760
-4,210

Currency 2
Assets
Liabilities
Net exposure

12,300
800
11,500

12,470
1,433
11,037

13,310
2,122
11, 188

13,700
1,516
12,184

13,780
912
12,868

14,400
1,316
13,084

14,900
310
14,590

Currency 3
Assets
Liabilities
Net exposure

700
450
250

1,012
763
249

1,013
1,099
-86

1,130
891
239

919
815
104

825
1,021
-196

1,080
754
326

Currency 4
Assets
Liabilities
Net exposure

450
750
-300

500
957
-457

400
1,124
-724

500
1,158
-658

400
992
-592

500
1,198
-698

400
952
-552

Total dividends received
Pre -tax earnings
Income taxes paid
W ithholding taxes paid
Net after tax income
Taxes deemed paid
Dividends paid

0
1,200
480
0
720
0
0

2,278
4,281
1,712
456
2,113
752
1,268

2,273
4,446
1,779
455
2,213
750
1,328

2,264
5,221
2,088
453
2,680
747
1,608

2,249
4,399
1,760
450
2,190
742
1,314

2,235
3,582
1,433
447
1,702
738
1,021

2,221
4,595
1,838
444
2,313
733
1,388
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"The effects of
currency
changes are
relatively easy
to assess."

each currency in which that subsidiary operates
based on the desired definition of exposure
2. An income, dividend, and tax summary which
includes the effects of dividends remitted and
taxes deemed paid up to that level in the
corporate structure
Exhibit 4 is the pro forma Balance Sheet for the
base period and six projected periods. Included in
the balance sheet is the calculation of funds needed
for the period. The user has previously indicated in
which currencies these funds would be procured
and what interest rate would be paid for their use.
The funds are treated as short -term debt and are
included in the exposure calculation. The interest
for these funds is computed and included in the
interest gxpense account on the pro forma Income
Statement shown in Exhibit 5. The balance sheet
and income statement can thereby show the effects
of covering an exposed position by local borrowing
in that currency.
The unconsolidated parent company reports are
the same as those just described for each subsidiary.
In addition, however, a Consolidated Exposure
Report (Exhibit 6) is produced for each currency.
The report shows total exposed assets, liabilities,
and net exposure for all subsidiaries and the parent
company in each currency for each period. The
manager can look at this one report and see the net

exposed position expected in each currency for
the worldwide corporate network.
One additional figure which is reported is the
total tax credit available to the U.S. parent corporation. The tax credit is computed in accordance
with the Foreign Tax Credit regulations and specifically Section 902 which extends the FTC provisions to taxes paid by foreign subsidiaries (deemed
paid or indirect credit). The tax credit calculation
does not include provisions for such things as subpart F income, calculation of tax credit limitations,
nor minimum distributions.
Effects of Changes in Currency
The effects of changes in currency values are
relativelv easy to assess. We just showed an expected net DMark ( Currency 2) exposure of
$10,871 in the first period. If the DMark is revalued by ten percent, then the foreign exchange
gain to the company is $1,087. A negative exposure
of $457 in Argentine pesos (Currency 4) is expected in period 1. Therefore, a ten percent peso
devaluation would result in a gain of $45.70 to the
company. If a currency devaluation is anticipated in
the near future, the manager can see what loss or
gain lie may incur and then compare the loss to
the expense of hedging against that devaluation.
The funds - needed calculation is an important
item which can help the financial manager assess

Exhibit 4
SUBSIDIARY No. 22 BALANCE SHEET
Cash
Accounts rec. /N.R.
Affiliates -A /R, N /R, advances
Inventory
Other current assets

Base
1,000
2,000
0
11, 000
0

Per 1
1,212
2,400
0
10,920
0

Per 2
1,013
2,850
0
11,410
0

Per 3
1,330
3,000
0
11,550
0

Per 4
1,069
2,750
0
11,830
0

Per 5
1,175
2,850
0
12,250
0

Per 6
1,130
3,200
0
12,600
0

Total current assets

14,000

14, 532

15,273

15,880

15,649

16,275

16,930

Land, plant, equipment
Depreciation reserve
Net f ixed assets
Long-term advances to affil.
Other long -term assets

20, 000
8,000
12,000
0
3,000

21, 000
8,120
12,880
0
3,000

23,000
8,249
14,751
0
3,000

23, 000
8,396
14,604
0
3,000

24, 000
8,542
15, 458
0
3,000

26,000
8,697
17,303
0
3,000

26, 000
8,870
17,130
0
3,000

Total assets

29, 000

30, 412

33,024

33, 484

34,107

36, 578

37, 060

A /P, N/P
Affil.-Al/P, N /P, other C.L.
Other current liabilities
Short-term debt
Short -term debt -affil.
Funds needed

1,500
0
1,000
500
0
0

1,600
0
1,350
550
0
1,067

1,750
0
1,800
500
0
2,244

1,800
0
2,525
525
0
831

2,000
0
3,275
530
0
-577

1,950
0
4, 153
525
0
232

2,150
0
6,106
500
0
-1,980

Total current liabilities

3,000

4,567

6,294

5,681

5,228

7,219

6,776

500
0
500

0
0
0

0
0
0

0
0
0

0
0
200

0
0
0

0
0
0

4,000

4,567

6,294

5,681

5,428

7,219

6,776

Stock, surplus, reserves
Retained earnings

22, 000
3,000

22, 000
3,845

22, 000
4,730

22,000
5,802

22, 000
6,678

22, 000
7,359

22, 000
8,284

Net worth

25, 000

25,845

26, 730

27,802

28, 678

29, 359

30, 284

29, 000

30, 412

33, 024

33,484

34, 107

36,578

37, 060

11,000

9,965

8,979

10,199

10,421

9, 056

10,154

Long -term debt
Long -term debt -affil.
Other liabilities

Total net worth
W orking capital
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C
NATIONAL ASSOCIATION OF ACCOUNTANTS
CONTINUING EDUCATION PROGRAM

"THE CHIEF INSTRUMENT
WE HAVE DEVISED
TO FURTHER THE IDEAL
OF INDIVIDUAL FULFILLMENT
IS CONTINUING EDUCATION°
John W. Gardner

CO NT INUI NG EDUCATION
Modern management information systems for planning,
control and decision making are based on methods, techniques and concepts unheard of a few years ago. Accounting
and finance managers and executives who lead the way in
implementing modern management information systems can
look forward to expanding their historic role as information
specialists, increasing their contribution to the management
process and extending their influence on the management
team.
To lead the way, however, requires continuous study and
training. It requires opportunities for discussing current developments and exchanging ideas, experiences and practice.
In effect, it requires a comprehensive program of continuing
education.

To help you meet these requirements, NAA offers this program of continuing education Courses. We hope it serves
you as a cornerstone of competence ... and as a catalyst for
change.
W HAT IS A COURSE?
NAA Courses provide detailed classroom instruction in basic
fundamentals and applications. Unless specifically indicated,
prior training_ or background in the topic is not a prerequisite.
Professional staff for lectures and problem solving sessions,
advance assignments and limited enrollment assure participants of a thorough understanding of underlying concepts
and practical applications.
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COURSES

D evel opi ng a nd U s i n g S t a nd ar d C os t s . . . . . . . . . . .

NEW YORK
Sept. 10 -14
New York
Sheraton

CINCINNATI
Sept. 24 -28
Netherlands
Hilton

Mon./ T ue.

Mon. /T ue.

Mon./ T ue.

Mon. /T ue.

Mon. /T ue.

Wed./Thu. /Fri.

Wed./Thu. /Fri.

Wed. /Thu. /Fri.

Thu. /Fri.

Thu. /Fri.

Thu. /Fri.

Thu. /Fri.

Fl exi ble Budget i ng & Per f or m anc e R epor ti ng . .. . .

Wed. /Thu. /Fri.

Wed. /Thu. /Fri.

D i r ec t C os t i ng & C o nt r i b ut i on Ac c ou nt i ng . . . . . . .

Thu. /Fri.

Thu. /Fri.

E f f e c t i ve C a s h Ma n a g e m e n t . . . . . . . . . . . . . . . . . . .

Mon. /Tue.

Ec onom i c Eval uat i on of C apit al Expendi t ures .. . . .

Sheraton
Chicago

LOS ANGELS;
Dec. 3-7
Beverly
Hilton

Mon. /Tue.
Thu. /Fri.

I n v e n t o r y Ma n a g e m e n t a n d C o n t r o l . . . . . . . . . . . . .
Accou nting for Fore ign O perat ions .... ..... ....

CHICAGO
Nov. 12 -16

Mon. /Tue.

Mon. /Tue,

Cos ts for Dec is ion Making ....................
Accounting Information f or Pricing —
Poli ci es and Deci si ons .....................

BOSTON
Oct. 15 -19
Parker
House

Mon./Tue.

Mon. /Tue.

Thu. /Fri.

Ma n a g e m e n t A c c o u n t i n g f o r B a n k s . . . . . . . . . . . . .
Management Accounting for Executives
and Managers ...........................
Ma n a ge m e n t A c c ou n t i n g f or H o s p i t al s . . . . . . . . . . .

Mon

Management Accounting for
In s u r a n c e Co m p a n i e s .. . . . . . . . . .. . . . . . . . . .

Mon. /T ue.

Human Resource Management
and Accounting . . . . . . . . .

......

...

Thu. /Fri.

...

Managing by Objectives for
T he F inanc ial Manager ................... .
Planning, Programming, Budgeting for Local
G o ver n m e n t s & N o n pr o f i t In s t i t u t i o ns . . . . . . . .

Mon./Tue.

Mon. /Tue.
Thu. /Fri.

Thu. /Fri

Fundamentals of Management Information
Sys tem s Des i gn ..........................

Mon. /Tue.

Data Processing — Concepts and Techniques
fo r Ma na g er s .. .. . .. .. .. . .. .. .. .. . .. .. .. .

Mon. /Tue. /Wed.

C o m p u t e r s a n d I n t e r n a l C on t r o l . . . . . . . . . . . . . . .

Thu. /Fri.

Mon. /Tue. /Wed

Management Science for Budgeting
and Profit Planning .......................

Mon. /Tue.

Li near Progr amm ing: Acc ounti ng Appli c at ions . .. .

Thu. /Fri,

Statistical Sampling for
Acc ountants and Auditors .................

W ed. /Thu.'Fri.

-� Y

Behavioral Science Implications
for Management Ac counting

Thu. /Fri.

Comm uni cat ions and R epor t W ri t ing . .. .

W eddThu. /Fri.

Marketing Fundamentals for the
Ma na ge m en t A c c ou n ta nt . . .. .. . .. .. . .. .. .

T hu. i F n,

Wed. /Thu. /Fri.

i
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i

t
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SAN ANTONIO
Jan. 21 -25
Palacio
Del Rio

ATLANTA
Feb. 11 -15
Sheraton
Biltmore

CLEVELAND
Mar. 11 -15
Sheraton
Hopkins

Mon. /Tue.

Mon. /Tue.

Wed. /Thu. /Fri.

Wed. /Thu. /Fri.

Thu. /Fri.

Thu. /Fri.

NEW YORK
Mar. 25 -29

SAN FRANCISCO CHICAGO
Apr. 22 -26
May 13 -17

ROCHESTER
June 3.7

New Yor k

Sheraton

Sheraton
Palace

The
Mar r iot t

Flagship
Rochester

Mon. /Tue.

Mon. /Tue.

Mon. /Tue.

Mon . j u e.

Mon. /Tue.

Wed. /Thu. /Fri.

Wed./Thu. /Fri.

Wed. /Thu. /Fri.

Wed. /Thu. /Fri.

Wed. /Thu. /Fri

Thu. /Fri.
Mon.,Tue.

Thu. /Fri.
Mon. /Tue.

Mon./Tue.

Mon./Tue.

I&W

Mon. /T ue.

Mon. /T ue.
Thu. /Fri.

Thu. /Fri.

Thu. /Fri.

Mon

Mon.iTue.
Thu. /Fri.

Thu. /Fri.

Thu. /Fri.

n./T u e .
Mon./Tue.
Mon. /Tue.

Mon. /T ue.
Thu. /Fri.

Mon./Tue.
Thu. /Fri.
Mon, /Tue.
Mon. /Tue. /Wed.

Thu. /Fri.
Mon. /Tue.

Mon. /Tue. /Wed.

Thu. /Fri.
Mon. /Tue. /Wed,

Mon. Tue. /Wed.
Thu. /Fri.

Mon./Tue
Thu. /Fri.
Wed. /Thu. /Fri.
Thu. /Fri.
Wed. /Thu. /Fri.
Thu. /Fri.

Thu. /Fri.

Thu. /Fri.

REGISTRATION INFORMATION
To register for any of the Courses described in this

F

folder, fill out and return one of the registration
forms below together with your check to:

FEES

2 Day Courses

NATIONAL ASSOCIATION OF ACCOUNTANTS
919 THIRD AVENUE
NEW YORK, N.Y. 10022
ATT: CEP REGISTRAR
Call (212) 759 -3444

$200

3 Day Courses
$300
The fee for NAA Courses includes daily luncheons,
refreshments, comprehensive workbooks and
technical materials.

SUBSTITUTIONS, CANCELLATIONS, REFUNDS

HOTEL ACCOMMODATIONS

All registrations will be confirmed by the Registrar in
the order received. You may substitute another

NAA does not arrange for hotel accommodations.
However, the hotel at which your Course is offered
will hold a limited number of rooms for registrants up
to two weeks before your meeting starts. Please
contact the hotel directly for accommodations. You
may make your reservation by using the hotel
reservation and rate card which you will receive

individual for your registration up to the first
morning session.
Full refunds will be made on cancellations received
earlier than one week prior to the start of the
program.
Registrations cancelled later than one week prior to
the start of the program are subject to a cancellation
charge of $30.

with your confirmation.

No refunds will be made on cancellations received
less than twenty -four hours prior to the start of
the program.

REGISTRATION FORMS
Please register me for the following Courses:
Print or type complete name of
Name

each Course

Title

Division, Plant or Office
Street Address

Dates

Location

Fee

I
I
I

Company
City

State

Zip Code

2.

Firm's Principal Product or Service

3.

Business Phone No.
NAA Member (Chapter)
(Account No.)

4,

3

Please send me NAA membership information

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - Please register me for the following Courses:
Print or type complete name of
Name

eac h C our s e

Title

Division, Plant or Office
Street Address

Dates

Location

- - 1

Fee

Company
City

State

Zip Code

2.

3

3'

S—

4.

$

Firm's Principal Product or Service

Business Phone No.

I

NAA Member (Chapter)
(Account No.)
Please send me NAA membership information

the expense of hedging. First, run the program
without assigning any source for funds needed nor
any interest rate for such borrowings. Then, determine from the first series of reports where assets
are exposed in unstable currencies. Next, rerun the
program and borrow the funds needed in the exposed currencies using the appropriate interest rates
for those borrowings. The interest expense will
automatically be calculated and will show the cost
of hedging through local borrowings. This can then
be compared with the original expected loss on devaluation. Of course there are legal requirements
and a host of qualitative factors which enter into
such a decision. This, as any other financial model,
is a management aid rather than a surrogate decision- maker.

Conclusion

"The interest

The financial model plays a very important part
in international financial planning for two major
reasons. First, there is the relatively unsettled international monetary situation of the past few years
which shows no sign of abating, and secondly, there
is the financial manager's increased knowledge of
financial alternatives for the multinational firm.
The former makes it imperative to have a tool
which can quickly test the effects of sudden
monetary, legal, or policy changes. The latter makes
it impossible, without a model like "Multiplan,"
to explore the effects of all the alternatives which
the financial manager now has at his disposal in
order for him to make an informed decision.
❑

expense
will automatically be
calculated..."

Exhibit 5
SUBSIDIARY No. 22 INCOME STATEMENT
Base
15,000
0
12,000

Per 1
15,600
0
11,700

Per 2
16,300
0
12,225

Per 3
16,500
0
11,550

Per 4
16,900
0
12,675

Per 5
17,500
0
14,000

Per 6
18,000
0
13, 500

Gross profit

3,000

3,900

4,075

4,950

4,225

3,500

4,500

Operating expenses
Depreciation expense

2,000
100

1,872
120

1,956
129

1,980
148

2,028
146

2,100
155

2,160
173

Operating profit

900

1,908

1,990

2,822

2,051

1,245

2,167

Interest expense
Interest income
Other income
Gains from forward exchange
Loss from forward exchange
Dividends received from affil.

0
0
300
0
0
0

205
0
300
0
0
2,278

117
0
300
0
0
2,273

165
0
300
0
0
2,264

201
0
300
0
0
2,249

199
0
300
0
0
2,235

93
0
300
0
0
2,221

1,200
480
0

4, 281
1,712
456

4,446
1,779
455

5,221
2,088
453

4,399
1,760
450

3,582
1,433
447

4,595
1,838
444

720

2,113

2,213

2,680

2,190

1,702

2,313

Sales -less sales to affil.
Sales- affiliates
Cost of goods sold

Pre-tax earnings
Taxes
W ithheld from dividends rec
Net income

Exhibit 6
CONSOLIDATED EXPOSURE REPORT
Currency 1
Assets
Liabilities
Net exposure

Base
30, 700
8,600
22, 100

Per 1
30, 700
7,389
23,311

Per 2
30, 700
6,219
24, 481

Per 3
30, 700
4,898
25,802

Per 4
30, 700
3,878
26,822

Per 5
30, 700
3,714
26, 986

Per 6
30,700
3,229
27,471

Currency 2
Assets
Liabilities
Net exposure

12, 300
800
11,500

12, 470
1,599
10,871

13,310
2,453
10,857

13, 700
2,514
11,186

13,780
2,579
11, 201

14,400
3,653
10,747

14,900
3,320
11,580

Currency 3
Assets
Liabilities
Net exposure

700
450
250

1,012
796
216

1,013
1,165
-152

1,130
1,091
39

919
1,148
-229

825
1,489
-664

1,080
1,356
-276

Currency 4
Assets
Liabilities
Net exposure

450
750
-300

500
957
-457

400
1,124
-724

500
1,158
-658

400
992
-592

500
1,198
-698

400
952
-552

0

1,093

1,117

1,231

1,105

978

1,129

Total tax credits
available to U.S. parent
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FINANCIAL EVALUATION
OF LABOR CONTRACTS
Accountants And Financial Specialists Should Be First - String
Members Of The Collective Bargaining Team; No Company Can
Afford To Have Them Sitting On The Sidelines

By Michael H. Granof

I.
M. H. GRANOF

Austin Chapter
(Ann Arbor 1970), is
Assistant Professor of
Accounting at The
University of Texas at
Austin. Dr. Granof
holds an A.B. degree
in Economics from
Hamilton College, an
M.B.A. degree in
Accounting from
Columbia University,
and a Ph.D. degree in
Accounting from ehe
University of
Michigan.

This article was
submitted through
the Austin Chapter.
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The essence of cost control is knowledge. To control expenditures for labor, management must know
what those expenditures are and how they affect
profits. When bargaining with unions, management
must know —or be able to estimate —the effect on
corporate profits of any proposed change in its
labor contract before accepting or rejecting such a
change.
But preparations for collective bargaining are
often carried out in the isolation of labor or industrial relations departments. A study of the means
by which several major corporations evaluate the
financial consequences of labor contract proposals
suggests that, perhaps as a result, many firms fail
to perform the analyses essential for effective control of labor costs at the bargaining table. Financial
executives and management accountants frequently
consider collective bargaining outside of their
realm and, as a result, neglect to make the contributions to the analysis of contract proposals for
which they are so well suited.
This neglect is unfortunate for all management
can exert considerable influence on labor costs. The
cost of labor depends not only on the overall size
of the compensation package but on its component
parts as well. A union might well be indifferent between two alternative contract changes; the two
might have identical utility to its members. Yet
the effect of the two alternatives on corporate profits might be entirely different. To the extent that
management is free to select between the alternatives, it can exercise an important control function
over labor costs.
To shed light on how corporations analyze the
financial consequences of contract changes, managers responsible for contract evaluation at 11 corporations were interviewed. The interviews were
conducted with officers in accounting and finance
as well as in industrial relations —in all cases with
executives closely involved in making decisions
which relate to contract bargaining. Each of the

corporations visited was among the "Fortune 500"
or equivalent, and nine of the 11 were among the
largest 100 of the "Fortune 500." A variety of industries was represented in the study: aerospace,
airlines, autos, chemicals, rubber, and steel, among
others. Because of their size, it is likely that the
companies, while perhaps more sophisticated in
their analyses of contract proposals, were representative of the "typical" U.S. company.
Computing Labor Costs
The study revealed that although corporations
exert considerable effort in determining the costs of
proposed changes in their labor agreements —many
compute costs to four decimal places —such effort
is often misdirected. The majority of the corporations studied compute costs in terms of cents per
hour. That is, they divide the total direct cost of a
particular provision by either the average number
of productive hours during each year of the previous contract or by a standard number of hours —
e.g., 2,000 hours times the number of employees.
Alternatively some fines express the cost of a
change in compensation as a percentage of total
payroll. But the expressions of both cents per hour
and percentage increases are often seriously inadequate. They have little relevance for corporate
decision making and can provide only the most
general, and possibly misleading, guidance for labor
negotiators. They are deficient in at least two
respects:
1. The cost calculations are past rather than future
oriented. Firms, for example, assume that the
amount of labor used and the mix of rates at
which labor was compensated in the past will
suffice as guides to the future. They base their
computations on historical as opposed to projected levels of operations.
2. The analytical techniques consider only the
direct ramifications of contract changes. They
emphasize the cost of such changes instead of
their effect on profits. The firms pay insufficient
MA N A G E M E N T AC CO U NTING / J UL Y 1973

attention to relationships among labor costs,
volume, product mix, and capital investments
and disregard their abilities to minimize, by
modifying previously formulated corporate plans,
the financial consequences of increases in compensation.
Two examples of how firms compute the cost of
specific contract provisions may illustrate the deficiencies.
VACATION COSTS

The first example relates to changes in compensated time -off. To compute the cost of an increase in the number of days of vacation, the most
widely followed procedure is to multiply the firm's
estimate of the number of additional vacation
hours to be granted by appropriate base -wage rates.
The second most common procedure is a variation
of the first: the firms first compute the average cost
of a vacation hour by dividing the total amount
charged to the vacation pay account in the previous
year by the number of vacation hours for which the
company paid. The average hourly cost is then
multiplied by the anticipated number of additional
vacation hours to obtain the total cost of the contract change.
But have the firms computed the "real" cost of
additional vacation hours? They have not. Consider
several possible situations faced at various times
by the firms studied:
1. Additional vacation time will have no impact on
production volume; the workers on vacation will
not be replaced. There may be sufficient slack
within a work crew so, for short periods of
time, production will not suffer if the crew is
short - handed. The cost to the company of granting additional days of vacation is, therefore, near
zero.
2. In order to fulfill production requirements, the
company will require either nonvacationing employees to work overtime or vacationing employees to recoup "lost" time by working overtime prior to or after their vacations. In either
case, the cost to the company will not be the
vacation pay; it will be the overtime pay.
3. In order to fulfill production requirements the
company will hire additional personnel either
on a temporary or a permanent basis. Although
temporary workers may be paid at the union
scale, the effective compensation costs may be
considerably less than for the regular employees.
The temporary employees may be unable to take
advantage of fringe benefits. On the other hand
the reduced compensation costs may be offset by
the costs of hiring the substitutes, placing them
on the payroll, and then removing them from
the payroll. Again, the traditional cents per
hour or percentage computation may seriously
misrepresent the real cost of additional days of
vacation.
4. The company is operating at maximum capacity
and, because of special skill requirements, will
be unable to hire additional workers. An increase
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in the number of vacation days will result in a
decline in production. The cost to the company is, therefore, the variable profit on the
goods that it would have been able to produce
had it not granted the additional days of vacation.
OVERTIME COSTS

The second example involves changes in compensation at premium rates. To compute the
costs of changes in provisions relating to overtime pav, shift - differentials and compensation during periods of lay -off, almost all firms assume
that the number of hours for which each benefit
was paid in previous years will remain the same in
future years. The assumption is a convenient one.
But will it lead to calculations that enable negotiators to effectively control labor costs? Not necessarily.
Managers of most firms pay considerable attention to the problem of determining optimum
levels of employment. They are continually faced
with decisions as to whether to hire additional
workers or to request that current employees work
overtime, whether to recall laid -off workers or work
on an overtime basis, or whether to add additional
shifts or extend existing shifts. In estimating the
financial impact of contract changes, a firm must,
therefore, take into account not only its anticipated
production volume but also its plans for fulfilling
that volume. Often, the contract changes will not
be sufficiently significant to have an impact on
scheduling. But the possibility that it might should
at least be recognized.
The experience of one company visited demonstrates the importance of considering the amount
of overtime to be worked during the life of a
contract. The company acceded to a union demand
to compute vacation pay as a percentage of gross
base pay rather than as a percentage of base pay.
The companv's use of overtime increased substantially both during the life of the contract and in
subsequent years, and as a result, the cost of paid
vacations increased far more than the company had
anticipated. The director of industrial relations
cited this contract change as a major error that he
had made —one that he possibly could have avoided
had he explicitly considered the use of overtime
that the firm's planned production volume would
require.

"The temporary
employees may
be unable to
take advantage
of fringe
benefits."

Evaluating Economic Variables
In evaluating the impact on profits of new contracts taken as a whole, firms disregard the relationships between labor costs and economic variables
such as volume, prices, product mix, and capital
investment. They neglect to take into account revisions in the variables that were previously planned
and that might be made as a result of changes in
the contract itself.
PRODUCTION VOLUME AND PRICES

Both selling prices and production volume are
likely to be functions of labor costs. Hence, the
impact on profits of a new labor contract will not
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"Potential price
changes deserve more
than cursory
attention."

only be from changes in direct wages but from
accompanying changes in prices and volume as well.
On the most obvious level, if the production
volume of a firm increases, its total labor costs
will almost always increase. And a firm often
responds to increases in wage rates by increasing
prices. But relationships among prices, volume, and
labor costs are seldom so simple; they are often not
readily discernable and may sometimes appear contradictory. When a firm increases wages, per -unit
labor costs will generally increase. The firm may
attempt to maintain previous gross margins by
increasing prices, but customers may respond to
price increases by reducing their demand for the
firm's products.
The severity of customer reaction will depend,
of course, on the characteristics of demand: the
greater its elasticity, the more pronounced will be
the response to price changes. Hence, the firm may
have to reduce production volume, and if possible,
it will reduce the amount of labor employed. Thus,
as a result of a new contract, per -unit labor costs
and prices may increase, but total labor costs and
sales revenues may decline. The problem that the
firm faces in assessing the effect of a proposed contract is that of determining the direction and magnitude of such changes in both overall and per -unit
costs and revenues.
Of the 11 firms at which
interviews were conducted, only one firm expressly
considers projected volume in determining the
financial impact of contract changes. In some firms,
senior executives receive periodic reports of long range corporate plans. In evaluating the wage offers
that their firms can afford, they may subjectively
take into account forecasts of volume. And some
officials who compute contract costs on the basis of
historical labor requirements compare planned volume with past volume to make certain there are no
substantial differences between the two. But in
only one firm do analysts actually compute the
dollar cost of contract changes using projected,
rather than historical, production volume.
Officials interviewed gave several reasons why
they do not expressly take into account planned
volume. The most common explanation was that
estimates of future volume are too subjective to be
incorporated into cost estimates. Yet the same subjective estimates form the basis of plans in other
functional areas. Decisions involving plant expansion and modernization, introduction of new products, and management of working capital are necessarily founded upon projections of production volume. Another explanation was even less creditable.
Several industrial relations managers indicated that
their objective in bargaining is to minimize the
cents -per -hour cost of a settlement and that they
give only peripheral regard to the overall effects on
profits. ;Nev apparently perceive little relationship
between decisions made in their own department
and those made in the rest of the corporation. A
third group of managers maintained that in their
industries (e.g., chemicals, glass, and oil) there is
little relationship between production volume and
PRODUCTION vOLUNIE.
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labor man -hours employed; they therefore assume
labor costs to be fixed. Such a condition would indeed minimize the need to consider potential shifts
in volume. But discussions with the executives
suggested that the assumptions are more the product
of tradition than of careful study of available corporate data.
Not a single firm specifically includes in its
analysis price adjustments that it would make in
response to increases in labor costs even though
many of the firms follow announcements of contract
settlements with those of price increases. As with
production volume, several managers defended their
omission on the grounds that projection of price
increases cannot be made with sufficient precision
to justify the additional analysis. But again they admitted that such estimates are made and used by
other corporate departments, and all professed to
keeping prices in mind at the bargaining table.
Potential price changes deserve more than cursory attention. For increases in different benefits
can have varying effects on a firm's price structure.
A major meat packer, for example, faces competition from a number of small concerns, some of
whom are either not unionized or are represented by
independent unions. Should the firm increase direct
wages, its smaller competitors would, in all probability, follow its lead and raise wages of their own
employees. But were the firm to increase fringe
benefits, the competitors would be much less likely
to do the same. Thus, direct wage increases may be
expected to stand a much greater chance than
fringe benefit increases of being passed on to the
consumer in the form of higher prices.
PR I C E S .

Product Mix
A firm might be able to minimize the adverse
effect on profits of a wage increase by changing its
product mix. If a firm produces more than one
product, it is improbable that a contract settlement will cause the labor costs of each of several
products to increase by equal proportions relative
to other costs. The ratios of labor to materials
and labor to capital are likely to be different. An
increase in wages might, therefore, make some products comparatively less profitable than it would
make others. To maximize profits, assuming constraints on available resources, the firm would have
to shift productive resources from the relatively less
profitable to the relatively more profitable products,
and it might have to change the size and skill composition of its work force.
Consider, for example, the case of a firm that
produces one product that accounts for a large
percentage of its sales revenues and several miscellaneous products. Any wage increase it negotiates
is usually matched by other firms in its primary
industry. But its competitors for its miscellaneous
products are, as in a previous example, small enterprises, many of which are not unionized and pay
considerably lower wages. The firm is often able
to increase prices on its major products but not on
its minor ones. The minor ones, therefore, decline
in profitability and occasionally must be abandoned.
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As with prices, industrial relations executives are
usually cognizant of possible adjustments to product
mix and, when necessary, threaten their union
counterparts with plant closings. But should not
those executives who make decisions relating to
collective bargaining be aware of the magnitude of
any wage increase that the firm is willing to withstand before abandoning a product and any plans
that the firm has for closing plants regardless of
the outcome of negotiations?
One top -level negotiator offered this example of
why lie finds it essential to be advised of possible
plant closings: in negotiating job security provisions
his firm is sometimes able to trade off increases in
benefits for workers who have been laid off with
those for employees who are on a "short" workweek. If he is aware of pending plant closings, he
can attempt to shift union demands from increases
in the former benefits to increases in the latter.
CAPITAL INVESTMENTS

The financial outcomes of contract changes are
functions of both the size and skill composition of
a firm's labor force. To determine the ultimate influence of wage increases on profits, the firm must,
therefore, be aware of any anticipated changes
in plant and equipment and of opportunities to reduce the burden of higher labor costs by substituting capital for labor.
Of the I1 firms studied, only two take into
account planned changes in plant and equipment.
One firm bases all cost calculations on estimated
production volume and forecasts required labor hours only after making allowance for planned
capital expansion. For example, if the firm plans
to shift a portion of its operations from an old plant
to a new one which will require less labor per unit
than the old, then costs of contract changes are
determined using the estimated number of labor hours at the new plant rather than the old one.
The other firm, an airline, cannot avoid paying
attention to the planned introduction of new equipment since the wages of pilots depend on the type
of equipment flown, and if new equipment is to be
introduced during the period covered by the new
contract, appropriate rates must be negotiated. Surprisingly, however, once the rate for a new aircraft
has been agreed upon, the firm assumes, when
negotiating subsequent contracts, that the composition of its fleet will remain unchanged.
Not one company visited, according to officials
responsible for contract analysis, reevaluates capital
expenditure proposals to determine if previously
rejected projects should now be accepted. In a few
firms, however, industrial relations departments are
periodically called upon to provide the department
in charge of capital budgeting estimates of future
trends in wage rates. Executives interviewed maintained that the difference between their projections
and the actual wage rates negotiated would seldom
be sufficiently material to cause a project to shift
from the "accept" to the "reject" column.
Using Available Data
The perspective of some firms in preparing for
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and conducting labor negotiations is considerably
broader than that of others. For convenience, firms
can be classified according to the data that they use
to evaluate contract proposals. There are Type A
firms that use primarily demographic data but
make little use of either accounting or other financial
data; Type B firms that use primarily demographic
and accounting data but make little use of other
financial data; and Type C firms that use all three
kinds of data. Demographic data are used to describe the vital statistics of an employee population, e.g., number of employees and distribution
of ages, sexes, number of dependents, rates of pay,
and years of service. Accounting data are used to
describe information that can usually be obtained
from payroll records, e.g., amounts paid in direct
wages, overtime premiums, military leave pay, vacation pay, holiday pay, etc. Other financial data are
used to describe internal economic data that are
not directly related to payroll costs. It would include information, such as past or estimated future
revenues, production volume, product mix, and
nonlabor costs, that is normally found in a corporate budget or profit report.

" If he is aware
"'If
of plant
closings, he can
attempt to shift
union
demands..."'

TYPE A FIRMS

Those firms that use primarily demographic data
are the narrowest in their perspective. Industrial
relations officers of each of the firms that use primarily demographic data indicated that, except to
the extent that they usually attempt to negotiate
the contract with the lowest direct cent per hour or
percentage increase, thev give no consideration to
the impact of the contract on the profits of the
firm. They emphasized that, in their views, bargaining is a subjective process, and they minimized
the importance of accurate estimates of costs. They
stressed the importance in contract evaluation of
general economic data, information on settlements
reached by other companies in their own or related
industries, and assessments of employee attitudes.
All the companies that use primarily demographic
data estimate the costs of contract changes, but
they do so in a manner that requires the use of
little or no accounting data. That is, they do not
take into account the historical behavior of labor
costs. They do not consider, for example, the
amount of overtime used, the number of workers
who receive additional pay in lieu of vacation time,
or the actual amounts paid for time not worked.
They might, therefore, compute the cost of an
additional holiday by simply multiplying the number of employees times the number of work hours
in a day times the average hourly rate of pay —regardless of the number of men who usually work
on a holiday, the amount of production that will
be lost because of the holiday, and the manner in
which the lost production will be recovered.
TYPE B FIRMS

In firms in the middle category—those that use
both demographic and accounting data —the industrial relations departments receive periodic reports which indicate both the total labor costs and
their distribution among the various payroll acc41

"...

representatives of the

accounting or
finance departments are
members of the
negotiating
team..."

counts. In these companies, as well as in several of
the companies which also make use of additional
financial data, the reports serve as the basis for
determining the cost of proposed contract changes.
The reports are prepared on a monthly, quarterly,
or semiannual basis and are usually submitted by
each plant or division in the company. Typically,
they indicate the number of hourly employees, the
number of hours worked, the number of hours paid
for, and the distribution, by account, of the payroll
costs.
In those companies which use both demographic
and accounting data the costs of contract changes
are computed strictly on a historical basis. That is,
the costs are figured on the implicit assumption
that the levels of operations, relative mixes of
straight -time and overtime hours, and other variables will remain constant. For example, in evaluating the cost of an additional holiday, such firms,
unlike those which use only demographic data,
would, as a starting point in their analyses, examine
the amounts charged to holiday pay accounts in
prior years and might take into account the amounts
of production lost on previous holidays and how
such lost production was recovered.
TYPE C FIRMS

In the firms with the broadest perspective —those
which make use of financial data in addition to
demographic and accounting data — managers responsible for evaluating contract proposals receive
copies of corporate operational reports and explicitly
consider them in making contract decisions. In all
but one firm, however, contract costs are still based
primarily on the use of labor in past periods. The
managers interviewed indicated that unless the reports show substantial differences between projected
use of labor and historical use of labor, they use
the historical data. But they said that although
they do not use the financial data in their calculations, the data provide them with additional guidance. One negotiator, for example, remarked that
if the corporate profit plan indicates that profits in
the first year of the contract will be relatively low,
lie will attempt to delay a major portion of a*wage
increase until the later years. Another said that in
determining how much of an increase a particular
division can afford, he pays particular attention to
the expected ratio of labor costs to value of product
manufactured.
One firm is exceptional. All costs are computed
using expected volume ( "estimated planning volume") over the life of the contract. The amount
and detail of the data used by this company are
substantially greater than those used by any of the
other firms studied. The "estimated planning volume" serves as the foundation for all company
plans and budgets. It indicates the anticipated production volume (by product and model), the number of labor hours needed, and the expected level
of employment. All estimates are broken down by
month and by plant, and changes in product mix
and labor - capital mix are explicitly given consideration. Thus, in this company, the computation of
the cost of an additional holiday takes into account
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the actual production planned for that particular
day and the options available for making up the lost
production.
Consideration is given in this firm to indirect
effects of contract changes that might easily be
overlooked by most other firms. A financial analyst
recalled, for example, that a union proposal to grant
additional year -end holidays had corporate income
tax implications that were not readily apparent. Under the proposal, employees would have holidays
from December 24th through January 1st. But
company policy requires that an employee must report for work on his last scheduled workday before
the holiday and his first after the holiday in order
to be eligible for holiday pay. Internal Revenue
regulations, however, prescribe that in order for a
firm to deduct accrued holiday pay as an expense,
its employees must have satisfied all conditions of
eligibility for holiday pay. Under the proposal, employees would not have met the eligibility requirements for pay for any of the holidays until at least
January 2nd, the first working day after the holiday.
Thus, the company would have been unable to deduct any of the holiday pay until the end of the
year in which the employees return to work. Previously, several workdays were scheduled between
Christmas and New Year's Day so that at least a
portion of the holiday pay was deductible in the
earlier year. Since a tax deduction delayed is, in
effect, a tax increase, there would have been an
additional cost to scheduling the new holidays at
year end as opposed to any other time of the year.
Responsibility for Contract Evaluation
. Significantly, there is a distinct correlation between the kinds of data used, and hence the scope
of analysis, and the departments that examine contract proposals. In those firms that use only demographic data, the entire process of contract review
tends to be confined to industrial relations departments. In each of the companies that use all three
types of data, finance or accounting departments
perform a substantial portion of the financial analysis. And interestingly, in each of the firms that
use all three types of data (and only in those firms)
representatives of the accounting or finance departments are members of the negotiating team and
participants in main -table bargaining.
In those firms in which preparation for collective
bargaining is limited to the industrial relations departments, executives responsible for preparation
are sometimes shortsighted to an extreme. One
director of industrial relations, for example, refuses to allow the finance or accounting departments to do analytical work for his department,
even though he admits that their contributions
might be valuable. His reason: he does not want
the union representatives to know which of their
demands are being given serious consideration by
the company; once members of other departments
know which proposals are being "costed- out," the
probability of breaches in security is increased.
At the other end of the spectrum, in the one
exceptional firm previously referred to —which apContinued on page 45
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COMPUTING
INVENTORY R.O.I.
If Maximization Of R.O.1. Is To Be The Criterion, Then One
Should Project The Profit, Investment, And R.O.I. Under Differing
Schemes And Adopt The Scheme Which Produces The Desired R.O.I.

By Albert G. Carter
In the publishing business, inventory and accounts
receivable represent nearly 90 percent of assets with
inventory at approximately 58 percent. Our investment is therefore quite variable in the short run.
When management focus centered on Return On
Investment (R.O.I.) as the criterion for financial
performance, we became more appreciative of the
importance of efficient management of inventory.
Previously, we had been making inventory purchase decisions based on gross profit considerations
and /or one year's marketing requirements. The rule
of thumb was to purchase a one -year supply of a
manufactured product for inventory, providing the
cost per unit yielded a satisfactory gross profit. If
the gross was not adequate, the quantity was increased to the point where the unit cost yielded an
acceptable margin. Since our product is custom made, the cost varies with the production run, although not in direct proportion, because there are
certain fixed set -up and run -in production costs.

Use of E.O.Q.
On researching the literature on inventory management, we found the emphasis was on Economic
Order Quantity (E.O.Q.) and timing of purchases.
We ran the E.O.Q. approach parallel with our then
current practices and found many instances where
our practices produced results materially different
from those computed using the appropriate E.O.Q.
formula. It became evident to use that the E.O.Q.
would not produce consistent R.O.I. results.
For example, the E.O.Q.' on a book having a
fixed set -up cost of $500, variable unit cost of $0.20,
annual usage of 10,000 units, and carrying costs of
12 percent would be 20,400 units or a little over
two years' supply. The average inventory over the
two -year period would be approximately 10,000
1

E.O.Q.

V IC
2ASAS

_

where:
A = Annual Usage
S _ Orde ri ng Cost
I = Carrying Cost
C = Unit Cost
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units at a unit cost of $0.225 each [($500/20,400)
+ $0.201, or $2,250 average inventory investment.
Had we applied our one -year supply rule of thumb
the unit cost would have been $0.25 each [($500/
10,000) + $0.201 and average inventory investment of $1,250 (5,000 units X $0.25). R.O.I.
would be calculated as shown in Exhibit 1.
This example illustrates that E.O.Q. does not
operate to maximize R.O.I. consistently. At a unit
selling price of $0.80, it would produce a 19.4
percent return as against only 18.0 percent for the
purchase of 10,000 units. If the selling price were
$1.00, the E.O.Q. quantiq would generate only
31.5 percent R.O.I. as against 33.0 percent for the
10,000 unit quantity. The difference in result is
due to the fact that in the above approach the
margin of profit and investment in receivables are
considered in the evaluation. These items are
ignored in the E.O.Q. formula.

A Formalized Method

It
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The result to date in dealing with this problem
of making purchases in the light of R.O.I. conditions is embodied in the Inventory Purchase
Analysis format presented in Exhibit 2.
THE FORMAT

The format formalizes, routinizes, and makes for
uniform presentation of the R.O.I. result. It reveals many interesting conditions such as the need
for excessive quantity purchases in order to achieve
an acceptable R.O.I. Excessive purchases, however,
increase the risk of obsolescence. The decision to
buy mav, nevertheless, be necessitated by other than
purely financial considerations and a less than optimum purchase may be effected. This would be
done, however, by design rather than by inadvertance.
Generally, if the inventory turnover, accounts receivable turnover, and profit margin elements are
right for our business, a peaking of R.O.I. will be
found at some quantity level representing a short run marketing supply. This is the indication we
look for in guiding our purchase decisions. It is
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by purchasing within this peaking area that we expect to achieve better inventory management and
R.O.I.
This formalized procedure also provides management useful data on price- cost - volume and investment turnover. The effect on unit cost, average inventory, operating profit, and R.O.I. is illustrated

on the format, which utilizes the "what happens
if" approach. Where previously there was a simplistic focus on gross profit, there is currently a
broader appreciation of all R.O.I. factors. The
mechanics of utilizing the format shown in Exhibit 2 follow.
THE PROCEDURE

Net Operating Profit:
At selling price of $1.00
20, 400
10,000
$0.225
$0. 250
0.600
0. 600
0.175
0.150
$1,750.00
$1,500.00

$

At selling price of $0.80
Units purchased
20, 400
10,000
Cost each
$0.225
$0. 250
Expenses (60 percent of sales)
0.480
0.480
N.O.P. each
0.095
0.070
Total N.O.P.
$950.00
700. 00
(N.O.P. each x 10M units)
Total Investment:

10,000 units at
selling price of $1.00
$10,000

10,000 units at
selling price of $0.80
$8,000

Gross revenue

Investment in accounts
receivable (25 percent of sales)
Investment in other assets
(8 percent of sales)

$ 2,500

$2, 000

Investment before inventory

640

800

$2, 640

$ 3,300

Inventory addition:
Average invent ory if 20,400
units are purchased

$2, 250

$ 2,250

Total investment

$4, 890

$ 5,550

Average inventory if 10,000
units are purchased

$1, 250

$ 1,250

Total investment

$3, 890

$ 4, 550

R.O.I.:
At selling price
of $1.00

At selling price
of $0.80
Proposed purchase
quantities
N.O.P.
Investment
R.0.1.

20,400
$ 950
$4, 890
19. 4%

10,000
$ 700
$3, 890
18. 0%

10,000
$1,500
$4, 550
33 . 0 %

20, 400
$1,750
$5, 550
31 . 5 %

Quantity
units
50,000
25,000
25,000

Exhibit 2
INVENTORY PURCHASE ANALYSIS
Sales forecast:
1st Year 20 M
Net selling price
Less: Royalties
Operating expense
Other

2nd Year 18 M

3rd Year 15M
$1.05

$0.05
0.50
0.55
$0. 50

Amount available for manufacturing cost and N.O.P.
Total fixed cost $2,000 Unit variable cost $0.25

Fixed cost each

$0. 10

$0. 053

Total cost each

$0. 35

$0. 303
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$

3,000

$

5,600

$19, 950

$0.15

N.O.P. each
Yearly N.O.P.

3,500

$21, 000

$11,500

$0.038
$0.288
$15, 264

$0.21

$0. 197
3, 740

7,150

$18,670

$

Yearly gross revenue

7, 000

$

Average inventory

$

Total investment

53M
3

38M
2

$

20M
1

$

Possible purchase quantity
Years of supply

3,730

N.O.P. percentage

14.3

18.7

20.0

R.O.I. percentage

28.6

30.7

28.0

Price
each
$0.29
0.33

Total
cost
$14,500
8,250
$

Exhibit 1
INVENTORY R.O.I. FOR TWO BUYING CONDITIONS

The marketing manager enters the sales forecast,
net selling price, and royalty rate. Normal operating
expenses include marketing, operations, and editorial expenses. Unless there are extenuating circumstances in regard to the particular product, the
normal operating expenses are computed by applying the budgeted operating expense percentage to
the net selling price. The assumption here is that
the product under consideration will not materially
alter our overall operating expenses and should
carry its share of operating costs as the situation
would appear on the profit and loss statement
(P & L) . In a sense, this stage of the procedure represents a small part of the P & L except for the cost
of goods sold and net operating profit. The final
figure, or amount available for cost of goods and
N.O.P., is the starting point for the rest of the
procedure.
The fixed and variable costs present problems
since suppliers are reluctant to disclose the set -up
cost and the variable cost being charged. To compute these costs, we secure quotes on at least two
quantity levels based on estimates of the probable
minimum and maximum order quantities. The
quotes must be based on the use of identical production facilities or the calculated set -up cost may
not be valid. Once quotes are received, to approximate the built -in set -up cost and variable production
cost, we proceed as follows:

6,250

The difference in total cost above is a significant
figure in that it represents the additional cost for
the additional units; i.e., we are being charged
$6,250 for 25,000 additional units. This is substantially the variable cost being charged. Dividing
$6,250 by 25,000 units gives us a variable cost of
$0.25. Fixed cost can be calculated by determining
total variable cost and subtracting it from total cost.
The possible purchase quantities are generally
based on a supply of one, two, or three years. This
determination is subject to judgment.
Fixed cost each equals total fixed cost divided by
purchase quantity; total cost each equals unit variable cost plus fixed cost each; and total investment
equals possible purchase quantity times total cost
each.
To discern average inventory, it is assumed that
sales take place uniformly over the year. The final
result in terms of R.O.I. comparisons at different
levels of purchases is valid so long as the approach
to average inventory is consistent. In the case of a
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one -year supply, use 50 percent. Where sales are
expected to vary, the average inventory for the purpose at hand can be computed as follows:
Possible purchase quantity
(Three years' supply)
1st year sales forecast

Units Average units
53,000
43,000
20,000

Balance at end of 1st year
2nd year sales forecast

33,000
18,000

Balance at end of 2nd year
3rd year sales forecast

15,000
15,000

7,500

0

74,500

Balance

24,000

Average unit inventory is 74,500 units divided by
three years or 24,834 units and average dollar inventory is 24,834 units times total cost per unit
($0.288) or $7,150.
Yearly gross revenue is found by multiplying net
selling price times possible purchase quantity.
N.O.P. each is the amount available for manufacturing cost and N.O.P. minus total cost each.
Yearly N.O.P. equals N.O.P. each times possible
purchase quantity. N.O.P. percent is the average
N.O.P. divided by average yearly gross revenue.
R.O.I. is the critical number. The variations in
this number due to the different purchasing quantities will guide management decisions as to quantity to purchase. We compute this number as fol-

lows. Analysis of our investment budget as related
to sales is:
Accounts receivable
All other assets

25 percent
8 percent

Total

33 percent

"R.O.I. is

the critical
number."

Therefore, the accounts receivable and other asset
investment the product in question must bear is 33
percent of net sales. To this result is added the
average inventory, which then gives us the total
investment charged to this product. The R.O.I.
percent is then yearly N.O.P. divided by total investment.

Conclusion
A real conflict exists between purchasing for inventory in the most economic quantities and gearing purchases to maximize R.O.I. If maximization
of R.O.I. is to be the criterion, then one should
project the profit, investment, and R.O.I. under
differing purchase schemes for each product and
adopt the scheme which produces the desired
R.O.I. or be advised that the desired R.O.I. is not
attainable by that product. The sum of the parts
equals the whole and vice versa; so if this procedure
is followed for each product, the overall results
should be beneficial.

FINANCIAL EVALUATION OF LABOR CONTRACTS
Continued from page 42
pears to have a far deeper understanding of the
ramifications of collective bargaining —the finance
department has in- charge responsibility for evaluating the financial consequences of contract proposals.
From the "theoretical" standpoint there can be no
doubt that contract proposals must be evaluated
within the context of overall corporate operations
and that the examination must be oriented toward
the future rather than the past. This one firm demonstrates that it is feasible for firms to do so.

Conclusion
Effective preparation for collective bargaining
necessitates the involvement of departments engaged in a wide range of corporate activities. Re-
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gardless of which department has primary responsibility for collective bargaining, information and
analytical assistance must be solicited from functional areas throughout the firm. Comprehensive
evaluation of contract proposals can be accomplished
with a minimum of additional costs. In all firms
studied the necessary data are currently compiled
and can readily be made available to executives responsible for contract examination. No basic changes
in accounting or other information systems would
be required.
Contract evaluation is too important to be left
entirely to industrial relations departments. Accountants and financial specialists should be first string members of the collective bargaining team;
no company can afford to have them sitting on the
sidelines.
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RESPONSIBILITY CENTERS
The Budgeted Standards For Each Item To Be Measured Must Be
Accepted By Each Division; And Once Accepted, These Standards
Become The Criteria For Divisional Performance Evaluation

By Shu S. Liao
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In the past 30 years, the rapid expansion of the
size of business firms has resulted in a reappraisal
of the roles of the top level and lower levels of
management. Top management now realizes that
it can direct and motivate lower levels of management more effectively by means of decentralization
and delegation. During this period, responsibility
accounting has evolved as the accounting correlate
of motivation theory. The essence of responsibility
accounting is the accumulation of costs and revenues according to areas of responsibility. These
areas of responsibility are then defined by the creation of profit centers, a set of semiautonomous
subunits whose performances are measured by their
contributions to the earnings of the company.
Since the manager of each profit center is held
responsible for the effect that his decisions will
have on profits, it is presumed that he is motivated
to make the decisions that will create the maximum
profit.
The profit center system as a concept sounds
reasonable, and it appears to be an ideal solution
to the problems created by growth and complexity.
The implementation of the system, however, is not
without obstacles. For example, a business firm is
something different from the sum of its individual
subunits. The subtle relationships between these
subunits preclude such addition. There are certain conditions, then, to be met before one can
divide the business firm into independent profit
centers.
Divisibility of Overall Goals
The overall objective(s) of the business firm
must be such as to be easily broken down into sub objectives. Assigning the goals to subunits is a
necessary condition for successful decentralization., This assigning process requires that the overall goal be separable to a certain degree. If the
overall goal cannot be broken down into subgoals,
then it may be that the operations of some subunits are dependent upon those of other subunits.
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Accordingly, if there is any difficulty in breaking
the profit goal successfully into many profit sub goals, it tells us that cost centers (a set of subunits
created for the purpose of cost control decentralization) rather than profit centers should be created
as far as divisional performance evaluation is con cerned.2
Independence of Divisional Operations
If we want to realize any benefit from the profit
center system, substanial independence of divisional
operations is necessary. However, independence or
decentralization, to a certain extent, means specialization. And, if the benefits of specialization are
less than the cost of independent planning, then
it would be more efficient not to decentralize at
all. Let us assume for the moment that the organizational goal is to maximize profits. Then it is
necessary that the sum of the individual profits
produced by these independent profit centers must
be greater than the value that would be generated
by a centralized operation. The independence is,
of course, in relative terms. The profit centers are
still integral parts of the business entity. If independence is carried to an extreme, it would destroy
the very idea of the business firm as a totality. However, if the savings resulting from shorter channels
of information transmission, and the benefits from
decisions made at lower levels based on "on -thespot" knowledge, can offset the additional costs,
then the establishment of profit centers is justified.
Profit as an Index of Profit Center Performance
The name "profit center" itself implies that the
performance of these independent units is to be
measured principally, if not solely, by their profit
contributions. Under a profit center system, a divisional manager is delegated profit responsibility
and given operational independence in the hope
Se e Ze n o n S. Za n n e t o s , " O n th e Th e o r y of Div is io n a l S t r u c tu r e s : S o m e As p e ct s of Ce n t r a liz a t io n a n d De c e n t r a liz a t io n of
C o n t r o l an d De c is io n M a k i n g , " Ma n a g e m e n t Sc ie n c e , D e c e m b e r
1965.
F o r th e d ist in ct io n b et we en a pro fit ce n t e r an d a co st ce n t er ,
see W ill ia m L . F e r r a r a , " R e s p o n s ib ilit y Ac c o u n t in g an d th e
C o n t r i b u t io n A p p r o a c h , " N A A Bu lle t i n , D e c e m b e r 1963.
MA N A G E M E N T AC C O UN TI N G / J UL Y 1 9 7 3

Mark-Off of Profit Center Boundaries
The profit center is organized so that its profit
contribution can be the main guide to the evaluation of divisional performance and the main guide
by which the division manager makes his critical
decisions. Hence a profit center is set up only when
it has independent access to outside sources and
markets. To make a profit center system achieve
its desired results of motivating and measuring performance, service activities must be segregated from
profit centers. These activities which cannot be
organized on a profit responsibility basis are called
service centers to distinguish them from profit
centers.
The boundary between profit centers should be
marked off in such a way as to minimize the necessity for corporate allocation of costs and revenues,
since intracompany pricing is necessarily arbitrary
and often controversial. The ideal situation is one
in which the profit centers are self- contained, i.e., a
center's operations come closest in scope and depth
to those of separate independent companies. Unfortunately, these ideal conditions are often unattainable, and intracompany transfer pricing is inevitable.
Sound Intracompany Transfer Prices
Competitive transfer prices negotiated in arm's
length bargaining by profit center managers is an
underlying requisite for effectively motivating them.
So long as divisional profit is to be used as a basis
for appraisal of profit center management, it is of
paramount importance that factors affecting divisional costs and revenues should be well within the
profit center manager's control.
Since profit centers must have substantial independence in operations, transfer price negotiation
presumably will not suboptinlize the interests of
the company as a whole. When the independence
requirement is not satisfied, however, transfer price
arbitration by the central staff is necessary in some
cases in order to preserve the interests of the company. Under these circumstances, the profit center
system is not desirable unless all parties involved
are satisfied with the arbitration. The more central
control, the less reliable divisional profits will be as
a means of evaluating profit center performance.
The real essence of the decentralized profit center
system is motivation. It would be difficult to reap
the benefit of motivating divisional managers if
they are not allowed substantial control over revenues and costs.
MANAGEMENT ACCOUNTING /JULY 1973

How successful a profit center is, of cdisrse, depends on the degree to which the division achieves
what the central management expects of it. Hence
the views of corporate chief executive officers on
goals and decision criteria actually determine how
the profit centers are evaluated. A recent survey indicates that influence on the company's profits occupies the undisputed top position as the most important factor in major policy decisions 8 The size
of a business firm does not appear to have a significant bearing on the position. Large - company executives as well as small - company executives are in
substantial agreement that profit making is the
most important goal of their companies.
Profit making, however, is a rather vague goal.
What profits should be used to measure managerial
success? Is a manager judged more successful because he is the one who makes the largest profit
in absolute dollars? In that case, it is open to the
criticism that it fails to take into account the efficiency in capital utilization.

,

.

Views of Corporate Chief Executive Officers

".

that he will be motivated to optimize profits. Naturally, he is supposed to be evaluated on his ability
to earn a maximum profit for the company. Given
two managers running fairly similar businesses, the
manager judged more successful will be the one
who makes the larger profit.
To many accountants, this requirement probably
comes as no surprise. Making a profit, however, is a
rather vague objective. The term "profit" means
different things to different people. Prudent readers might ask: "What profit should be used for
performance evaluation ?"

profit

centers must
have substantial independence ..."

Rate of Return as a Measure of Performance
Another method that is generally used to measure managerial success is the rate of return. But,
when it comes to the calculation of the rate of return, another controversy arises. The immediate
question is: Return on what? Previous NAA studies
revealed that return on stockholders' equity, return
on total assets, and return on total sales were the
bases found in current practice.4 The most important of these, as indicated by the survey, was return on stockholders' equity. However, the size of
the business firm does play a significant role in
affecting managerial judgment of the importance
of these three yardsticks. The larger the firm, the
more important is return on stockholders' equity
whereas small firms tend to emphasize return on
total sales. The importance of return on total assets,
however, seems to remain fairly stable despite the
size of the firm.5 Another finding was that smaller
firms are more likely to set a sales goal first in profit
budget planning. For the large firms, the trend
seems to be the reverse. An unstable rate of return
could explain why the budgets of smaller firms have
to be more dependent on sales goals than do the
budgets of larger firms. Thus, the obvious stress on
sales in profit planning might account for the finding that the rate of return on sales is generally emphasized by the small firms in evaluating company
performance.
Once a profit budget is adopted, it becomes a
basis for evaluating profit center performance. Naturally, divisional managers tend to be conservative
' T h e su r vey was b ased o n 191 q u e s tio n n air e s co m p le t e d by
co r p o r a t io n c h ief e x e c u t iv e o f fic e r s r a n d o m ly sele cted f r o m Poor's

Register of Corporations, Directors and Executives.

Se e N A A Bulle tin, F e b r u a r y 1962, Ac c o u n t in g Pr a c t ic e R e p o r t
N o . 14, Experience wi th Return on Capital to Apprais e M a n agement Pertorm anc e. Also see N A A Re s e ar c h R e p o r t N o . 35,
Return on Capital as a Guide to Managerial Decisions, De c em ber 1969.
5 A st u d y sp o n s o re d b y F in a n c ia l Ex e cu t iv e s R e s e a r c h F o u n d a t io n
sugge sted th at th e ra te of re t u r n o n to t al assets sh o u ld b e used
f o r p e r f o r m a n c e ev a lu a t io n . Th is re c o m m e n d a t io n , h o we v er , wa s
th e o r e t ic a l ra t h e r th an e m p ir ic a l. Se e D a v id So lo m o n s , Div is ional
Performanc e: Mea s u re m e nt an d Co nt ro l, R ic h a r d D . Ir w in , In c . ,
Ho m ewo o d , III ., Ch ap ter V.
4
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the seriousness of
profit

"...

variances
is frequently
understated."

in budgeting so that their performance would look
better against their budgets. If profit center managers have their say, however, suboptimization
might be the result. If, on the other hand, central
management insists on a predetermined rate of return, there would be no motivational benefit.
Hands -Off Policy
Once a profit center's budget is accepted, it becomes the basis for performance evaluation. Central management would not interfere with profit
center operations until divisional performance is
found to be far off the pace. However, this hands off policy creates another type of problem. Earnings can be kept up for some periods while the
business is being "milked" by cutting down on
some key expenditures or by manipulating accounts.
Even if audits are conducted periodically, central
management may get the true facts too late to take
remedial action.
Profit center managers in many cases do not
want to be embarrassed by the interference of top
management. A natural tendency is to try to keep
top management out of the division until, hopefully, the divisional manager can straighten out any
adverse situations. For this reason, the seriousness
of profit variances is frequently understated.
Long -Term Profit
The true goal of the large business firm is, of
course, long -term profit optimization. The survey
indicates that large firms tend to emphasize the return on stockholders' equity which represents the
long -term commitment of capital. If the executives in large firms can plan their profit budget by
setting a profit goal first and then determine necessary sales volumes, as indicated by the survey, it is
obvious that the profit they have in mind is a stable
return on a long -term basis.e
Long -tern profits, however, seem difficult to define and measure. It was pointed out earlier that
profits can be kept up or down for some periods at
the expense of future earnings. Therefore, it is
highly questionable whether a company can break
down its long -term profit goal into subgoals and
properly measure divisional performance if the
profit figure can be manipulated.
" An earlie r e mpir ical s t udy confir ms this ob s erv ati on. S e e A . D . H .
K aplan, J. D. Dirlam, and R.F . Lanziol lotti, Pricing in Big
Business, A Case Approach, Th e Brookings Institute, Was hing ton,

D. C., 1958.
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Multiple Yardsticks for
Performance Measurement
The need to measure managerial performance on
a long -run basis is aggravated by the fact that some
managers might undercut long -run profits to cover
poor performance which would then permanently
affect long -run profits. Since the primary function
of accounting is to reflect the facts as they exist,
the urgent need is to develop a measurement system that would prevent divisional managers from
hiding poor performance so that central management can control and coordinate profit center operations on a timely basis.
An alternative method of measuring managerial
perfonmance on a long -run basis is to use multiple
yardsticks for evaluation. Market position, research
and development, productivity and employee morale
are the probable areas that will reveal the early
signs of long -run profitability. The accounting reports using key economic yardsticks as well as
profit figures to measure performance of the profit
center managers should give a better picture of
managerial performance on a long -run basis.
It would probably be more appropriate to call
the decentralized system a "responsibility center
system" rather than a "profit center system," since
the dollar profit figure is no longer the sole criterion
for evaluation. The responsibility center system
would also have the added advantage of being applicable to service centers as well.
Conclusion
Long -term profits seems to be the main goal of
most chief executives, yet there is no single measure that can reflect managerial success in optimizing long -run profit. Profit information transmitted
to top management is likely to be somewhat distorted and delayed. The urgent need is to report
to top management the facts as they exist in responsibility centers so that divisional performance
can be properly measured. The items to be reported
and evaluated might vary from company to company, depending on the nature and goal of a firm.
Each item may be weighted according to central
management's goal structure. The budgeted standards for each item to be measured must be accepted by each division, and once accepted, these
standards become the criteria for divisional perfornmance evaluation.
❑
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ACCOUNTING FOR
LONG -TERM NOTES
When The Terms Of An Agreement Specify That The Amounts
Of Interest Accrued During A Particular Period Need Not Be
Paid Until Some Future Period, It Is Necessary To Separately
Recognize The Present Value Of Such Amounts As Receivable
At The Present Time

By Stephen L. Meyers
Opinions of the Accounting Principles Board are,
by design, concerned primarily with the form and
content of published financial statements, and they
typically ignore practical problems associated with
the recording and accumulation of necessary information. This orientation can create problems for
corporate accountants when an opinion requires disclosure of information that is not generated by the
accounting procedures commonly used by the reporting entities. A case in point, to which this
article is directed, is the manner of accounting for
interest as required by APB Opinion No. 21, "Interest on Receivables and Payables."
The Opinion requires that the premiums or
discounts on notes be amortized as interest over
the life of the notes "in such a way as to result
in a constant rate of interest when applied to the
amount outstanding at the beginning of any given
period. "' In the case of most notes, the use of the
"interest" method of premium or discount amortization, while less familiar and more complex than
the straight -line method, presents no particularly
difficult problems. In some cases, however, especially where the substance of the transaction differs
significantly from the form, troublesome questions
exist concerning the best means of determining and
recording periodic interest on notes. The following
hypothetical transaction will be used to illustrate
the nature of the problem and an approach to its
solution. While the problem will be discussed from
the viewpoint of the payee, the same principles apply to the accounting problems of the maker of
long -term debt instruments.
Description of the Transaction
The XYZ Company has agreed to sell a piece
of property that has a book value of $30,000 for
five $10,000 notes, one due at the end of each of
five years.2 Each note bears simple interest at the
annual rate of 10 percent, payable when the notes
MA N A G E M E N T AC CO UN TIN G /J UL Y 1973

are due. Because the company could discount the
notes immediately at a rate of six percent, the appropriate measure of the value received from the
sale of the property is the present value of the deferred payments discounted at six percent. As
shown in Exhibit 1, this amounts to $54,271, and
the transaction might be recorded by the following
journal entry which separates the face amount and
premium on the note as they must be reported according to Opinion 21:
Transaction
Notes receivable
Premium on notes receivable
Land (book value)
Gain on sale of land

Dr
$50,000
4,271

Cr

$30,000
24,271

Accounting for Periodic Interest
If we assume that the sale of land occurred on
the last day of the XYZ Company's fiscal year, the
need to compute the amount of interest earned
arises for the first time when the first $10,000 note
is collected along with $1,000 interest on that note.
The amount of interest earned, according to the
"interest" method prescribed by Opinion 21, is
determined by multiplying the book value of the
notes by the effective rate of interest; thus, the
XYZ Company should record interest earned in the
amount of $3,256 (.06 X $54,271).
The journal entry required at the time the payment is received involves a debit to Cash in the
amount of $11,000; a credit to Interest earned in
the amount of $3,256; a credit to Notes receivable,
to recognize the collection of one $10,000 note, for
$10,000; and net debits to other accounts in the
amount of $2,256. The nature of these other net
debits is the object of the present inquiry.
In the usual situation where a premium on notes

+D►
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' Opinion 21, paragraph 16, AICP A, Aug us t, 1971.
2 Th e transaction is based on a problem (no. 17 -12) in Walter B.
Meigs, Charles E. Johns on, and Tho mas F' Keller Advanced
Acco unting , McGraw -Hill Publishing Co . , pp. 609 -616.
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receivable exists, the periodic interest receipts will
exceed the amount of interest earned, and the difference between the amount received and the
amount earned is credited to the Premium account.
Because of the significant difference, in the present
circumstances, between the substance and form of
the agreement, the amount received at the end of
the first vear ($11,000) is less than the amount
earned ($13,256). We are forced either to increase
the amount of the premium or debit the difference
between the amount earned and the amount received to some other account(s). Since one aspect

Exhibit 1
PRESENT VALUE OF NOTES
Year
Principal
1
$10, 000
2
10,000
3
10,000
4
10,000
5
10,000
Total present value

Interest
$1,000
2,000
3,000
4,000
5,000

P.V. of $1
@6%
$.9434
.8900
.8396
.7921
.7473

Total
$11, 000
12,000
13, 000
14,000
15,000

Total
P.V.
$10, 377
10,680
10,915
11,089
11,210
$54,271

Exhibit 2
COMPUTATIONS OF INTEREST
Interest
received

P.V. of
accrued
interest*

623

$1,000

0

Note 2
Year
Year
Year

$10, 680
11,321

$

641
679

$

0
2,000

$

Note 3
Year 0
Year
Year 2
Year

$10,915
11,570
12,264

$

655
694
736

$

0
0
3,000

Note 4
Year 0
Year
Year 2
Year 3
Year

$11, 089
11,754
12,460
13,208

$

665
706
748
792

$

Note 5
Year 0
Year
Year 2
Year 3
Year
Year 5

$11, 210
11, 882
12,595
13,350
14, 151

$

672
713
755
801
849

$

$

$10, 377

$

Note 1
Year
Year 1

Premium
amortized

$

Beginning
Interest
carrying
earned
(6% of C V)
value

Ending
carrying
value

377

$10, 377
0

943
(943)

$

302
378

$10,680
11, 321
0

$

890
996
(1,886)

$

235
302
378

$10,915
11,570
12,264
0

0
0
0
4,000

$

$

175
234
302
378

$11, 089
11,754
12,460
13,208
0

0
0
0
0
5,000

$

$

120
174
236
302
378

$11, 210
11, 882
12,595
13,350
14, 151
0

840
940
1,050
(2,830)

792
887
991
1,103
(3,773)

An Evaluation of the Procedures

Annual
summary
Year 0
Year
Year 2
Year
Year
Year

$54,271
46,527
37,319
26,558
14,151

$3,256
2,792
2,239
1,593
849

$1, 000
2,000
3,000
4,000
5,000

$3,465
1,880
155
(1,727)
(3,773)

$1,209
1,088
916
680
378

$54, 271
46,527
37, 319
26, 558
14, 151
0

• T his figure includes the present value of $1,000 per note per year discounted
at six percent fr om t he date it w il l be received, plus interest at si x per cent on
the beginning balance in the accrued interest account.
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of the problem clearly involves interest which has
been earned but not received, it is tempting to
simply debit Interest receivable for $2,256, but this
procedure would not result in the amortization of
premium contemplated by Opinion 21. At least
that portion of the original premium that was related to the note that is now being collected should
be written off currently. In order to determine the
appropriate amount, it is useful to consider each of
the five notes separately.
The last column of Exhibit 1 reflects the contribution of each of the five notes to the total original
value of $54,271. The present value of the note,
including interest, due at the end of the first year
is $10,377. It is clear that at least $377 of the
original premium should be written off when the
note is collected. The uncollected interest that
should be recognized consists of amounts accrued
on the other four notes which have not been collected, and the appropriate amounts to be recorded
as Interest receivable and amortization of premium
can be determined by considering each note separately. The computations are shown in Exhibit 2.
In each vear, the interest earned on each note
is equal to six percent of its beginning carrying
value. According to the nominal terms of the agreement, interest accrues at the annual rate of 10 percent of the face amount at the end of each year,
although it is not paid until the noted are due. If,
for example, the amount accrued at the end of
Year 1 on Note 2 were collected at the end of Year
1, the excess of the amount collected over the
amount earned would be recorded as premium
amortization. Since the accrued interest will not be
collected until the end of Year 2, the amount receivable should be recorded at its present value at
six percent, and the premium amortization is then
measured by the excess of this present value over
the amounts earned.
Similar computations are made for each note at
the end of each year, with the amount of premium
amortized each year equal to the difference between
the present value of the amounts accrued and the
amounts earned. The carrying value of the notes
at the end of each year, for the purpose of computing interest for the following year, is the sum
of the face value, the unamortized premium, and
the interest receivable.' Total amounts earned, received, and accrued at the end of each year on all
notes, along with the amount of premium amortized, are shown in the Annual summary at the
bottom of Exhibit 2. These amounts are the basis
for the journal entries presented in Exhibit 3.
The entries presented in Exhibit 3 are designed
to generate the information necessary to satisfy the
reporting requirements of Opinion 21. The basic
' I n the partic ular situation described here, where the nom inal
am ount earned on each note each year is $1,010 and where the
amounts are due at the end of each of the next ( 5 - n ) years,
where n is the c urre nt year, it would be possible to determ ine the
present value of the total receivable on all unpaid notes more
direc tly as t he pres ent va lue of an an nuity of 11,0 00 per year. The
procedure described i n Exh ib it 2 is mathem atic ally equivalent but
more general i n that i t could be applied i n circumstances where
the notes had different fac e values .
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The Underlying Problem:
Substance vs. Form
The accounting problems associated with the
implementation of Opinion 21 can be traced to the
effort on the part of the APB to reach an acceptable compromise between substance and form. If
form were allowed to prevail exclusively, no premium would be recognized, and annual interest income would be equal to the amounts collected. If
economic substance were emphasized to the exclusion of form, the premium and face amount could
be combined into a single amount receivable, and
each annual collection would be considered to consist of interest, in the amount earned during the
year, and reduction of the total amount receivable
equal to the excess of the amount collected over the
amount earned. Under either of these extreme
positions, the necessary journal entries would be
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straightforward. In the present circumstances, problems result from the effort to satisfy two sets of inconsistent criteria in a single entry.

Concluding Observations
The primary objective of this article has been to
illustrate the kinds of computations and entries that
are useful when generating the information required
for reporting purposes by APB Opinion 21 and to
identify the need to compromise between inconsistent alternatives.
El

Exhibit 3
ANNUAL JOURNAL ENTRIES
Date
Last day of:
Year 1
Cash
Interest receivable
Premium on notes
receivable
Interest earned
Notes receivable
Year

Year

Year

11,000
3,465
1,209
3,256
10,000

Cash
Interest receivable
Premium on notes
receivable
Interest earned
Notes receivable

12,000
1,880

Cash
Interest receivable
Premium on notes
receivable
Interest earned
Notes receivable

13,000
155

Cash
Interest receivable*
Premium on notes
receivable
Interest earned
Notes receivable

14,000

1,088
2,792
10,000

916
2,239
10,000
1,727
680
1,593
10,000

Year 5

•

point of the discussion is the need, in applying the
interest method of premium (or discount) amortization, to recognize that the amount of cash received for interest in a particular period is not
necessarily equal to the sum of the amount earned
and the amount of premium to be amortized during
the period. When the terms of an agreement specify that the amounts of interest accrued during a
particular period need not be paid until some future period, it is necessary to separately recognize
the present value of such amounts as receivable at
the present time.
While the particular circumstances described
above result in amounts of interest accrued but not
paid in the early years that are clearly material, the
same problem can arise in less significant amounts
where, for example, interest is paid in equal
amounts each year although the amount of principal outstanding is less at the end of each year.
Where the amounts are not truly material, little
harm can result from failure to separate interest
receivable from unamortized premium. Nevertheless, the principle involved in the foregoing discussion is applicable in circumstances much less extreme than those described above.

Cash
15,000
Interest receivable*
3,773
Premium on notes
receivable
378
849
Interest earned
Notes receivable
10,000
See years 4 and 5 of Annual summary in Exhibit 2.
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PITFALLS OF DISC
Although The Original Idea Behind The DISC, In Addition To
Promoting Exports And Counter - Balancing International Trade
Deficits, Was To Encourage Exports And To Provide Incentives
To Small Corporations In Particular, It Has Not Worked Out That Way
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The Revenue Bill of 1971 (Public Law 92 -178)
added to the Internal Revenue Code (1954)
Sections 991 through 997 which provide for the
establishment of a corporate entity known as
Domestic International Sales Corporation (DISC).
This DISC legislation has been both ballyhooed
and criticized, and more myth than fact has been
spawned in its wake. Although the original idea
behind the DISC, in addition to promoting exports and counter - balancing international trade
deficits, was to encourage exports and to provide
incentives to small corporations in particular; it
has not worked out that way. The primary purpose
of this presentation is not further to decry it, but,
by delineating the edges of the ice, to provide a
rational basis for determining where on the ice to
skate, or whether to skate at all.
Basically, a DISC is a corporation established
under the laws of any state or of the District of
Columbia, with a nominal capital of $2,500. To it
can be safely transferred, by way of sale and resale
or commission, 50 percent of the export earnings
- of its principals, against which the DISC can take
a tax deferral on 50 percent of its net income or
fopr percent of its sales.,
Tax Deferral
Assuming the before -tax profits of a DISC to be
$200,000, one half of this sum, or $100,000, will
be subject to the tax deferral treatment. It is thus
clear that $100,000 will be immediately subject to
tax. What is not quite so apparent is that of the
$100,000 subject to the tax deferral treatment, only
one half of the tax thereon will be deferred. The
other half must be treated as a dividend received by
the DISC's parent, where it will be taxable at the
full corporate rate. By the time we get to the bottom line, only the tax on $50,000 of the $200,000
in DISC income is, in fact, deferred. This means,
that at the 48- percent rate, we have a deferred

payment of $24,000 in tax. The total tax bill is
thus $72,000, instead of $96,000. Considering that
most companies have to sell several million dollars'
worth of goods before the net before -tax profits can
amount to $200,000, the company representative
of our example will not be unsubstantial in size.
Accounting and Reporting
While a DISC itself is not subject to taxation, its
taxable income will be determined as if it were a
standard domestic corporation. By establishing a tax
year for the DISC which ends a month after the
tax year of the parent, one can temporarily defer,
for eleven months, payment of the tax on that
portion of the DISC's income which is not subject
to tax deferral.
Accounting problems arise, however, when it
comes to choosing an appropriate method of handling the DISC's accounts. Such choice should
not result in the creation of a "material distortion
of income" between the DISC and other members
of the group, personal or corporate, to which it
belongs. This problem becomes acute when the
DISC transacts business with several related parties
who use, among themselves, accrual and cash methods of reporting their respective incomes.
The Accounting Principles Board, nevertheless,
stepped into at least part of the breach. It declared
that the incorne statements and balance sheets of
DISC shareholders need not reflect an accrual or
charge for the deferred tax liability from a DISC,
so long as there is no present intention to disqualify
the corporation as a DISC, or to distribute the
deferred income to the shareholders. While this
ruling is a boon for DISC shareholders, it puts a
rather onerous responsibility upon the shoulders of
the accountants who must audit and certify the
reporting of the DISC and its related shareholders'
income statements.
If profit is more than eight percent of sales, it is generally best
to use the 50/50 rule; if profit is less than eight percent of sales,
the four percent of receipts alternative offers the better yield.

I
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Corporate Requirements
There are a number of basic problems resulting
from the election to become a DISC. However,
these problems are procedural in nature, and careful
planning can avoid most of them.
A less perceptible problem, and thus more liable
to become a trap for the unwary, results from the
minimum capitalization requirement. The regulations proposed by the Internal Revenue Service indicate that the $2,500 capital requirement must be
met on each day succeeding the date of election to
become a DISC, which apparently necessitates a
daily valuation of DISC assets in order to ensure
compliance.
Taxpayers are warned also to avoid the use of
oblique means of debt funding of their DISC subsidiaries. Such means, while having the virtue of
permitting the shareholder the flexibility of either
calling up or obscuring the debt, also run the risk
of having such debt constitute a second class of
stock, thus disqualifying the corporation as a DISC.
This does not, of course, mean that shareholder
loans are not possible. They are, but they must be
clearly designated as such or qualify as a debt for
tax purposes as if a corporation were not a DISC.
In short, a written instrument, such as a promissory
note, to pay a sum certain at a designated maturity
date would clearly alleviate this problem. It is
worthwhile to note, that not only must the corporation elect DISC status, but that the shareholders
must also consent to such election. Likewise, a
corporation must qualify each year as a DISC, and
failure to qualify for five successive years will result
in permanent disqualification of the corporation for
DISC status.
Other Taxes
While the DISC itself will be exempt from all
federal income taxes, it will remain subject to withholding, FICA and excise taxes, including the appreciation of stock or securities transferred to
foreign corporations as capital contributions or paid
in surplus in the amount of 271/ 2 percent.
DISC's are also subject to corporate tax in many
states, but only four states have amended laws
specifically recognizing the federally created DISC
for tax purposes (Connecticut, Delaware, Florida
and New York). Even in these four states, taxation
of the DISC varies radically, and the taxation of the
DISC in the state in which it will be formed and
operate must be considered early and form a part
of the planning and structuring of the DISC's
operations.
Gross Receipts Test
The pitfalls do not disappear, however, after the
DISC has been structured and formed. The most
crucial tests for the DISC are yet to come. At least
95 percent of the total receipts of the DISC,
whether from sales, rentals, interest or gain and
whether or not such income would otherwise be
exempt from tax, is included within the term "gross
receipts." Even where the DISC receives a commission, its gross receipts will be considered to be
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the sales price or gross rental or other fee amount
received in respect of the transaction.
The test is simply that 95 percent of the gross
receipts of the DISC in any taxable year must be
"qualified export receipts." What constitutes qualified export receipts is set out in the Code, but
basically it includes receipts from the export sales
of the "export property," which is property
produced, grown or extracted in the United States
by a person other than the DISC. (It is for this
reason that a DISC cannot manufacture, grow or
extract the property it exports.) It also includes
receipts from the sale of services or assets or leasing
of export property or "qualified export assets," and
certain dividends received from related "foreign export corporations." Because the quoted items are
specifically defined in the Code, and that which
constitutes "qualified export receipts" is strictly
delimited by the language of the Code, strict compliance with the Code requirements is, of course,
a must. The five - percent leeway extended by the
Code does not permit a wide margin of error.
One of the most difficult problems has been the
qualification of certain items as "export property"
because they contain imported content; i.e., in order to qualify, at least 50 percent (by fair market
value) of the export price of the item must
represent content indigenous to the United States.
Likewise, the re- export of certain used property has
created problems, but these have been resolved for
the most part in favor of the exporter provided that
the property had been used in the United States
and was not being re- exported.
Receipts are also subject to disqualification if the
ultimate use for the export property is in the
United States or subsidized by or for the use of the
United States. Special care should also be taken
when the DISC is not the actual exporter of the
property, for if the buyer is related to the DISC,
disqualification of those receipts in the hands of the
DISC will follow and could result in the DISC itself being disqualified.

" . . . a corpo-

ration must
qualify each
year..."

Assets Test
At least 95 percent of the total assets of a DISC,
calculated at the end of the taxable year, must be
"qualified export assets." As noted above, qualified
export assets may be any property (generally inventory) manufactured, grown, or extracted in the
United States by a person other than the DISC and
sold, rented or otherwise used or consumed outside
of the United States. The test is made by taking the
adjusted basis of each asset and comparing it with
the adjusted basis of the qualified export assets.
Specifically excluded from the qualified assets are
those manufactured by the DISC, i.e., those to
which the value added by the DISC is 20 percent
or more of the cost of the finished product.
Producers' Loans
From its "accumulated DISC income," that is,
that income which was subject to tax deferral, the
DISC may make loans to any United States
producer of export property, including its parent or
shareholders. The loan must be designated as such,
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"The interest
upon such
obligations
will be a
qualified
export
receipt . . .

evidenced by a note with a fixed maturity date of
not more than five vears. However, a major problem
exists in meeting the assets test where policing the
"producers' loans" made by the DISC is required
in order to ensure the maintenance of the loan as a
"qualified export receipt."
There are also two other problems or limitations.
Under the first limitation, a borrower may have
outstanding by way of producers' loans no more
than the amount of its export - related assets at the
beginning of the taxable year. The determination
of this limitation is accomplished by multiplying
the U.S. asset base by the percentage of total
receipts attributable to sales of export property.
Thus, Company A with an adjusted basis of
$500,000 in U.S. assets, of which all of the receipts
are attributable to sales of export property, will be
permitted to borrow up to $500,000 in producers'
loans. On the other hand, Company B with $1,000,000 in assets, only 50 percent of which, or
$500,000, are considered U.S. assets, and only 50
percent of the total output of which is produced
in the United States, would have a ceiling of
$250,000 on outstanding producers' loans.
The second limitation is that the loan qualifies
only to the extent that the borrower increases his
investment in export - related inventory, plant or
R & D expenditures in the United States in the
year in which the loan is made. Thus, a sufficient
amount to cover normal depreciation on such a
loan must also be invested by the borrower during
such year and there is still a risk of disqualification
if fire, flood or other unforeseen "acts of God"
should destroy part or all of the borrower's U.S.
inventory, plant or facilities during such loan year.
There is yet another pitfall in that at maturity,
before the loan may be renewed or extended, the
same tests must be met and another increase in
the investment, corresponding to the producers'
loan, must be made in the year of such extension
period. It is clear that the reinvestment requirement
at the time of renewal would negate effectively the
ability of many borrowers to renew existing loans.
Long -Term Debt Obligations
There is a curious gap, however, in the statute
which extends qualified export asset treatment to
obligations arising from the sale of assets, other
than inventory, provided only that such assets were
qualified export assets in the hands of the DISC.
Thus, by selling such assets in exchange for longterm debt obligations, the DISC will be receiving
qualified export assets in the form of obligations.
The interest upon such obligations will be a
qualified export receipt, and the whole transaction
will be treated more favorably than if the DISC
had made a producers' loan. This means that the
obligor would not be subject to the requirement on
the borrower of producers' loans and could convert what had been qualified export assets in the
hands of the DISC to assets which would no longer
qualify in the hands of the purchaser — obligor
without affecting the underlying obligation in the
hands of the DISC. At the same time, the shareholders of the DISC would receive a windfall in
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the form of a tax deferral of 50 percent on the
interest income earned by the DISC. Contrasted
to the interest on producers' loans, which is fully
taxable in the hands of the DISC's shareholders,
this appears to be a highly fortuitous opening in the
DISC legislation which neither the Congress nor
the Commissioner has evidenced any desire to foreclose. It should also be noted that this type of
obligation would not be affected by other foreign
investment by the DISC or its related companies, a
limitation to which producers' loans are, of course,
subjected.
Related Foreign Export Corporations
DISC's may own stock in three types of foreign
corporations. These are:
1. Foreign international sales corporations (FISC)
2. Foreign real estate holding companies, 50 percent of the voting stock of which is owned and
controlled by the DISC, and the sole function of
which is to hold real property employed by the
DISC
3. Foreign corporations which are not controlled
foreign corporations (CFC's), i.e., less than ten
percent of which is owned by the DISC, its
shareholders and related companies, in which a
DISC is required to invest in order to assist its
export transactions
The pitfall in this avenue of the operations of
the DISC results from the literal wording of the
Code, IRC Section 993(e) (1) (b) and (c). For
example, one of the qualifications for the FISC is
that 95 percent of its gross receipts consist of
qualified export receipts, including receipts from
the sale of "export property." Since the Code defines "export property" as inventory held for sale
or rental "by, or to, a DISC," such inventory in the
hands of the FISC would not constitute export
property for either of the 95- percent tests imposed
on a FISC. It is apparent that FISC's are being
used, but it is assumed that they are operating on
a commission basis which would obviate the problems since the FISC would then be selling inventory
held "by a DISC."
While the commission basis of sales relieves the
FISC of this pitfall created by the Code, it creates
an external pitfall resulting from passage of title
hazards which were apparently not contemplated
by the drafters of the statute. If the FISC is merely
a commission agent, it is not involved in the passage of title from the DISC or other U.S. exporter
to the purchaser in the foreign country. If, then,
title does not pass from the U.S. exporter until
arrival, "ex- ship's tackle port of entry," in such
foreign country, the DISC or U.S. exporter could
be subjected to tax in such foreign country on the
profit attributable to such sales. Specific examples
of this sort of treatment can be found in sales to
the Philippines and India in particular.
Distributions to Meet Qualifications
If in a particular year a DISC fails to qualify, it
can make qualifying distributions to its shareholdM A N A G E M E N T AC C OU N TIN G / J U L Y 1973

ers in order to maintain its status. However, a
provision is made for failure to meet the test or to
make the distribution on a timely basis if good
cause can be shown. Finally, it should be noted in
passing, that the amount to be distributed is the
fair market value of all nonqualifying assets and /or
taxable income attributable to nonqualifying receipts, depending on whether one or both of the
qualifying tests were failed.
Miscellaneous Provisions
While a DISC can only be incorporated in one
of the States of the United States or the District of
Columbia, U.S. territories and possessions being
specifically excluded by the Statute, exports to U.S.
territories and possessions do not qualify as export
receipts.
Corporate shareholders of the DISC have no
dividend received deduction in respect of accumulated DISC income and the DISC is treated as a
foreign corporation for purposes of the foreign tax
credit. This .means that the shareholder of the

DISC becomes entitled to any foreign tax credit,
but strict limitations are imposed upon the deemed
portion of such credit and the per- country limitation must be used in a manner so that all dividends
received from all DISC's are to be treated as
received from one country. Note also that a DISC
or former DISC may not be included within the
consolidated returns of its corporate group since
a consolidated return would effectively eliminate
any tax of the deemed and actual distributions from
the DISC.

" . . . the share-

holder of the
DISC becomes
entitled to any
foreign tax
credit..."

Conclusion
This article is intended to alert readers to the
pitfalls and disadvantages of DISC, not necessarily
to discourage their plans to employ a DISC and its
related foreign entities in their export operations.
It is based upon the philosophy that it is better to
advise prospective users how to avoid having a
"ruptured DISC" than how to cure or live with it.
Obviously, anything that has great advantages also
has its share of risks.
❑

LETTERS
Continued from page 8

Wanted: More Meaningful Jargon

Feasibility Study Would Have Cost Less

I would like to compliment Mr. Thomas A. Sabol on his
excellent article, "Purchasing a Computer," in the October
1972 issue of MANACENIENT ACCOUNTING. He indicated, and
I agree, that accountants should be aware of problems associated with the purchase and installation of a computer.
It doesn't surprise me that 51 of the small companies involved in the article's survey neglected to conduct a feasibility
study prior to the purchase and installation of a computer.
However, I suspect that, in the majority of instances, it would
have cost them less to conduct a feasibility study than to solve
the problems that probably arose as a result of not having a
study.
Mr. Sabol also points out the problems that may occur when
an accounting firm takes charge of directing computer operations. I believe that most accounting firms, except the largest,
lack the expertise to perform this function as well as a consulting firm specializing in this area. However, the CPA should
be involved in preinstallation reviews so that he may evaluate
the proposed systems and determine that they provide for the
necessary accounting and processing controls.
Oak Park, Mich.
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Timothy P. O'Hara
Detroit Chapter

I read with interest Mr. A. J. Betley's article, "Contribution Pricing," March 1973, in which he describes a tool
which is apparently of great help to his company. I was
unhappy, however, to discover that he used jargon in such
a way that it doesn't mean the same thing to me as it does
to him. If he had not had the foresight to define his terms
I would have been frustrated in trying to understand hie
message.
It is not important what differences Mr. Betley and I have
in defining terms. What is unfortunate is that the Controller of a respected company and the partner of a C.P.A.
firm do not define certain cost accounting terms in the same
way.
What is wrong? According to a very informal and limited survey I have made among some of my friends in the
medical and legal professions, the jargons of their professions seem to me to be more precise. Does anyone share
my view that cost accounting jargon often is as much a
hindrance as a help to effective professional communications?
R. L. Bomblatus
Ernst & Ernst
Minneapolis, Minn.

55

FINANCE

'o

The accountants'
Itwl I costy
$1e0 0 o rei thi* s
reprint from
•

•

BfisinessWeek,

If the new board fizzles,
the rules will be
set by government edict

Thi s week , t he seven member s of t he
new Financial Accounting Stand ards
Board went on display before 1,300 of
their former colleagues and clients in
accounting, industry, and government.
Also on hand for t h e d i n n e r a t New
York's Waldorf - Astoria were the 27
representatives from the academic,
business, b a n k i n g, legal, and Wall
Street communities who will advise
FASB.

Busi ness Wee k is right! If w e d o n ot a c t n ow t o p r o p e r l y s e t
a cc ou n t i n g s t a n d a r d s t h e r e is n o d o u b t t h a t G ov e r n m e n t wi l l d o i t
for u s . T h is wi l l a ffect t h e wa y you d o b u s i n e s s . . . w h e t h e r you are
s e l f e mp l oye d o r h e l p i n g t o d i r e c t " b i g b u s i n e s s . "

WE NEED YOUR SUPPORT AS MUCH AS
W E NEED YOUR CONTRIBUTION.
A b u s i n e s s ca r d cl i p p e d t o you r con t r i b u t i on — a s l i t t l e a s on e
d ol l a r — me a n s we ca n a d d you r n a me t o t h e gr ow i n g l i s t of
con ce r n e d c i t i ze n s fr o m t h e p r i v a t e s e ct or t h a t b e l i e ve a cc ou n t i n g
p r a ct i ce r e gu l a t i on s s h o u l d b e c r e a t e d f r o m a b r oa d s p e ct r u m of
b u s i n e s s , r a t h e r t h a n fr o m go ve r n m e n t 's vi e wp o i n t . E ve n i f
o u r c o m p a n y h a s a l r e a d y c o n t r i b u t e d t h r o u g h AIC P A, F E I o r F AF ,
Y
P Y
Y
9
yo u r p e r s o n a l s u p p or t ist r u l y i m p o r t a n t .
Mail ou r co n t r i b u t i o n a n d b u s i n e s s c a r d t o t h e Na t i on a l As s o ci a t i o n
y
of Ac c ou n t a n t s , 9 1 9 T h i r d Ave n u e , Ne w Y o r k , N. Y . 1 0 0 2 2 .
M a k e yo u r c h e c k p a ya b l e t o t h e F i n a n c i a l Acc o u n t i n g F o u n d a t i o n .

The public display marks the beginning of the FAS B's reign. It also marks
the first time that the accounting rule making process has been brou ght out
from under the total domination of the
nation's certified public accountants.
But privately, financial executives
recognize that the FASB may be the last
chance to avoid government control of
accounting. The Securities & Exchange
Commission has the ultimate authority
for set ti ng accounting standards. In
the past, the SEC has delegated this
task to the accounting profession. After well - publicized accounting failures
of the late 1960s —the quarrels over real
estate accounting, leasing, and accounting for investment tax credits —
there is growing sentiment to take
th a t a u t h or i t y a wa y fr om t h e p r iva t e
sector. If the FASB flubs its job, accounting rules in the future almost certainly will be set by government edict.
Marshall S. Armstrong, the FA S B's
first chairman, is well aware of the
th re at h an gi ng over h im. Th es e days
h e i s r u n n i n g f a s t t o ge t t h e board's
initial organizational problems out of
the way so that it can ge t down to
wrestling with critical accounting issues. A major criticism of the Accounting Principles Board, the CPA group
that until now has made the rules, was
that it took far too long to reach a decision.
Broader-based. To correct that, the FASB
has been installed as a full -time, well paid, and independent group of seven
to replace 18 part -time participants
who received their compensation from
their parent CPA firms. Only four of the
seven FASB members need be CP As , and
outsiders have a voice in their y 27tion, as well as on the advisory 27member council, the board's key sound ing board.
When we think about issues, there
must be public thinking about issues,"
Armstrong insists. "Without public inF I NANCE

involves accounting in the oil and gas
industry. The debate centers on how to
treat exploration expenses. The dominant international oil companies as a
rule immediately write off the cost of
unsuccessful drilling efforts. But more
companies, including most of the
smaller ones, use a "full -cost accounting" method to capitalize such costs
and write them off over a number of
years.
Earnings can be quite different from
year to year, alt hough per haps not in
the long run, d e p e n d i n g on which
method is chosen. And the recent batch
of proposed disclosure rules by the SEC

last chance
volvement, the FASB will not be successful," says Armstrong, 58, the forme r h ea d of Geo. S. Olive & Co., an
Indianapolis -based accounting firm.
The F A S B and the advisory council
will meet at least quarterly. Among
other things, the council will review
any interpretations or clarifications of
existing accounting rules that the F A S B
might make. Outsiders also- will be
asked to sit on special task forces that
the F A S B means to create to delve into
specific accounting issues. And Armstr ong in ten ds to e x pa nd gr e at ly th e
procedures that the A P B adopted late in
life. The board will hold public hearings
on opinions that it is considering. It
will see that drafts of proposed accounting rule changes are circulated
for public comment before final vote.
Four of the FA S B members, including
Armstrong, already are on board at the
FASB's offices in High Ridge, a sprawling, ultramodern industrial park outside Stamford, Conn. These include
John W. Queenan, 67; Donald J. Kirk,
40; and Walter P. Schuetze, also 40, all
of wh om we re pa r tn er s i n Big Eight
CP A firms.
Arthur L. Litke, 50, now chief of the
Federal Power Commission's Office of
Accounting & Finance, and Robert T.
Sprouse, 51, now professor of accounting at Stanford University's Graduate
School of Business, will join the FA S B
early next week. The seventh member,
Robert E. Mays, 61, controller of Exxon
Corp., is expected to begin his board
dut ie s b y Jul y 1. In ex ch ange for a nnual salaries of $100,000 (Armstrong
receives $125,000 as chairman), FA S B
members are required to sever all ties
with their existing organizations. They
are limited to two five -year terms.
Right now, Armstrong is doing a
number of things to get the new organization off the ground:
■ He is working out the delicate transition of power from the APB, an arm of
the American Institute of Certified
Public Accountants, to the FASB, which
is appointed by the Financial Accounting Foundation, a new and independent body that represents business, accounting, the academic world, and Wall
Street.
■ He is assembling administrative, research, and technical staffs. The annual
budget for F A S B operations is projected
at more than $3- million, providing a
staff of 65 to 70 persons.
■ He is establishing working relationships with other bodies that influence
accounting principles, including the
SEC. He also has met with the head of
the newly formed Cost Accounting

No overnight solutions.
An early - warning system to
nip abuses in the bud

Armstrong: ''Without public involvement,
the FASB will not be successful."
Standards Board , se t up by Congress
last year to develop uniform standards
for government contracts. Its rules will
affect FA S B positions.
The FASB will decide by mid -April
ju st whi ch of t he myri ad of p re ss in g
accounting issues it will tackle first. In
Armstrong's words, the F A S B has "a
full pipeline" of topics to be considered.
Hot Issues. For i nstan ce, t here is the
matter of financial reporting by diversified companies. The SEC already requires that its annual 10-K reports
from corporations with major unrelated product lines show the sales and
earnings for each broad business activity. But accountants have not come up
with rules in this area, so companies do
not have to break down their figures in
annual reports to shareholders.
The F A S B also will have to come up
with gui de lin es on how ga i n s and
losses from foreign currency translations are to be treated —a key issue
for 1973 in light of the recent U. S. dollar devaluation and the present floating exchange rates.
A ruling on marketable securities is
also long overdue. Many accounting observers have urged that such assets be
carried at current market value rather
than at acquisition cost, as manv companies now list them on their balance
sheets. A P B att empts t o d ea l wit h t he
issue were abandoned amid a storm of
controversy.
One of the most emotion -laden issues

has added fuel to the imbroglio by suggesting that companies using full -costing should also show what their earnings would be under the alternative
accounting method.
Treatment of leases. The SEC also has
asked the new board to take a look at
the whole question of leases —and to decide if this popular kind of "off- the -balance- sheet" financing should be capitalized and carried on the balance
sheet. The potential company liabilities
on leases can be enormous, particularly
among airlines and large retail chains
that lease rather than own much of
their equipment or facilities.
The FASB's timetable on this issue
will hinge on what the A P B does in the
next few weeks on a leasing proposal it
is considering. That proposal would require companies only to spell out lease
obligations in much greater detail. But
if i t p as s es , Arms tr ong s a ys th at th e
disclosures would enable the F A S B to
ga uge t he e ffe ct of p u tt in g leases on
the balance sheet before it tackles the
technical issues. If the A P B takes no action, however, the new board will be
prodded to undertake its own research
study at an early date.
Picking up speed. As a former A P B member, Armstrong is sensitive but realistic about criticism that the F A S B may
be as slow moving as the A P B — particularly in its first year. "Don't expect us
to solve marketable securities and oil
and gas accounting overnight," he cautions. But he is confident that, once the
full -time FA SB and its large research
and technical staffs get rolling, "you
can expect more speed from the effort."
Armstrong also is working on an
early - warning system, perhaps using
the advisory council and the FASB's
technical staff, to keep the board apprised of immediate problem areas on a
day -to -day basis. That way, he says,
the FA SB may be able to nip abuses in
the bud before they blossom into full grown controversies.
■
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Books

FOR THE MANAGEMENT ACCOUNTANT

ACCOUNTING: SOCIALLY RESPONSIBLE
AND SOCIALLY RELEVANT
Richard G. J. Vangermeersch, Editor

A short book, by the former Administrative Vice- President of
the American Institute of CPAs, that introduces prospective
students of accounting to such relevant topics as the end uses
of accounting and its relation to economic and social problems.

Harper & Row Publishers, 10 E. 53 St., New York, N.Y. 10022,
1973, 363 pp., paperbound, $5.95.
The editor hopes that this collection of articles will show how
the accounting profession has responded to new social responsibilities, both in external and internal reporting. The selections
are oriented to the first -year student of accounting.

ACCOUNTING FOR THE TRAVEL AGENT
An Approach to Effective Management
Donald L. Madden
The University Press of Kentucky, Lexington, Ky. 40506, 1972,
183 pp., clothbound, $11.00.
A product of research sponsored by the Institute of Certified
Travel Agents, this book provides a proposed uniform system
of account classifications for large and small travel agencies. It
includes also an explanation of the basic concepts of accounting and the structure of financial statements.

COST ACCOUNTING
Principles and Practice
Eighth Edition
John J. W. Neuner
Richard D. Irwin, Inc., 1818 Ridge Rd., Homewood, Ill. 60430,
1973, 840 pp., clothbound, $15.95.
This new edition of a well known text provides for the updating of cost accounting principles and procedures to present
conditions. Considerable reorganization of material, particularly
in Part I, is intended to clarify the subject and improve its
teachability.
CREDIT MANUAL OF COMMERCIAL LAWS, 1973

ACCOUNTING TRENDS & TECHNIQUES
Twenty -Sixth Edition
American Institute of Certified Public Accountants, 666 Fifth
Ave., New York, N.Y. 10019,1972, 382 pp., paperbound, $27.50,
Members $22.00.
This annual edition provides a study of the accounting aspects
of financial reports of 600 industrial companies to their stockholders.

UNACCOUNTABLE ACCOUNTING
Abraham J. Briloff
Harper & Row, Publishers, Inc., 10 E. 53rd St., New York,
N.Y. 10022, 1972,365 pp., clothbound, $9.50.
This book provides a review of the underlying body of accounting theory as a basis for the author's questioning the practices
followed by more than a score of major companies. Mr. Briloff
also discusses the conflicts of interest that currently plague the
accounting profession. He concludes with his own proposals
for reform.

BUSINESS COST-BENEFIT ANALYSIS
R. F. J. Dewhurst
McGraw -Hill Book Co., 1221 Ave. of the Americas, New York,
N.Y. 10020, 1972, 288 pp., clothbound, $18.00.
The author's main aim has been to place money values on
benefits which have hitherto been thought unquantifiable.
This way, both costs and benefits can be expressed in money
terms so that a straight and meaningful comparison of all factors can be made.

Robert D. Goodwin, Lester Nelson and George Kohlik, Editors
National Association of Credit Management, 475 Park Ave.
South, New York, N.Y. 10016, 1972, 866 pp., clothbound,
$18.75.
An authoritative reference source for information on new and
existing Federal and State laws and regulations that have an
impact on the functions of credit management and allied fields
of business activity. It has provided a valuable service to credit
executives for 65 years.
GETTING ACQUAINTED WITH ACCOUNTING
John L. Carey
Houghton Mifflin Co., Education Div., 110 Tremont St.,
Boston, Mass. 02107, 1973, 156 pp., paperbound, $3.50.
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ACCOUNTING IN BUSINESS DECISIONS
Theory, Method, and Use
Third Edition
Homer A. Black, John E. Champion and Gibbes U. Miller
Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1973, 741 pp.,
clothbound, $1350.
A major revision providing a more sophisticated series of illustrative cases, this edition incorporates changes in the sequence
of chapters and the depth of coverage. The relationship of
accounting to basic economic objectives is spelled out more
clearly, and the edition has been upgraded to reflect recent
pronouncements of the major professional bodies in accounting.
MANAGEMENT ACCOUNTING /JULY 1973

Robert F. Garland

Ronald J. Huefner

Gary A. Luoma

Top Scorers On CMA Exam
Three men r eceived me dals and 10 othe rs we re awarded
certificates for their high scores on the first Certificate in
Management Accounting examination. Robert Beyer
Medal winners (the three top scorers) are Robert F. Garland, St. Paul, Minn., gold; Ronald J. Huefner, Lancaster, N.Y., silver; and Gary A. Luoma, Clarkston, Ga.,
bronze.
Recipients of Certificates of Distinguished Performance are Dennis R. Beresford, Shaker Heights, Ohio;
Da vi d W. Ha rvey, Ne w Orl ea ns , La. ; He nr y J . Ki er na n
Jr., New Rochelle, N.Y.; Alfred M. King, Milwaukee,
Wis. ; Brad ley G. Lewis, Sche necta dy, N.Y.; Willi am E.
Menke, Columbus, Ind.; Louis W. Petro, Royal Oak,
Mich.; Mi tch el H. Ra i bor n J r. , Ba ton Rou ge , La .; Ka r l
E. Reichardt, Columbia, S.C.; Myles S. Stern, Southfield, Mich.
Robert F. Garland, 38, is an assistant vice president of
Burlington Northern Inc., St. Paul, Minn. He received a
B.B.A. degree from the University of Minnesota and
completed the Harvard Business School program for
management development.
A me mbe r of NAA's St. Paul Chapter, he has had several articles published in Management Accounting. He
also is a member of the Assn. of American Railroads, accounting division.
Mr. Garland is married and has one child.

Just a reminder for the 1973 CMA examination:
Part
Part
Part
Par t
Part

1
2
3
4
5

Wednesday
Thursday
Thursday
Friday
Friday

December
December
December
December
December

It will be offered at these locations:
Atlanta
Dallas
Birmingham
Denver
Detroit
Boston
Buffalo
Hartford
Charlotte
Los Angeles
Chicago
Miami
Cincinnati
Milwaukee
Minneapolis
Cleveland
Nashville
MA N A G EM E N T AC CO UN TIN G /J UL Y 1973

5
6
6
7
7

1:30
8:30
1:30
8 :3 0
1:3 0

to 5:00
to 12:00
to 5:00
t o 12:00
t o 5:00

New Orleans
New York
Omaha
Pittsburgh
San Francisco
Seattle
St. Louis
Washington

Ronald J. Huefner, 32, is associate professor of accounting and management science at the State University of
New York at Buffalo. He received a B.A. degree from
Canisius College and M.B.A. and Ph.D. degrees from
Cornell University.
A CPA, he is a member of the American Accounting
Assn., AICPA, Institute of Management Sciences, New
York State Society of CPA's, American Economic Assn.
and the Western Finance Assn. He has written articles for
Management Accounting and several other publications.
Dr. Huefner is single.
Gary A. Luoma, 37, is associate professor of accounting
at Emory University and a faculty resident at Arthur
Andersen & Co., Atlanta office. He received a B.S. degree
from Northern Michigan University, an M. A. degree from
Western Michigan University and a D.B.A. degree from
Washington University.
An active NAA member, he is incoming president of
the Atlanta North Chapter. Dr. Luoma is an NAA author
and has developed accounting courses for many organizations. He is a member of the American Accounting Assn.,
American Institute for Decision Sciences and Planning
Executives Institute.
Dr. Luoma is married and has four children.

One must be a member of the Institute to be eligible for
the CMA program. Applications for membership should be
filed no later than Aug. 1, 1973, for the December 1973
exam.
Application for the examination, indicating the parts of the
examination to be taken, should be filed by Sept. 1, 1973.
For additional program information, write:
Dr. James Bulloch, Director
Institute of Management Accounting
919 Third Avenue
New York, N.Y. 10022
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INSTITUTE ACHIEVES
SOLID PROGRESS
DURING FIRST YEAR
Reviewing The Initial Phases Of The New Institute Of Management
Accounting, Its Director Notes Substantial Gains Since Inception

By Dr. James Bulloch
Director, IMA

This outline was further detailed by the preparation of a reading list divided according to examination parts. (The list is available to CMA exam
The Board of Directors of the National Association candidates.) The examination also indicates the
of Accountants established, in January 1972, the type of knowledge the Board believes relevant to
Institute of Management Accounting to implement management accounting. (Questions and unofficial
the Certificate in Management Accounting program. answers to the exam appeared in MANAGEMENT
This program was designed to:
ACCOUNTING over the past five months.)
DR. BULLOCH
The objective of fostering higher educational
1. Establish management accounting as a recog- standards is promoted by the Board's requiring a
nized profession
college degree or evidence of academic ability
2. Identify the role of the management accountant equivalent to that of a degree holder for a person's
3. Identify the underlying body of knowledge of admission to the CNIA program. The requirement
management accounting and outline a course of 90 hours of continuing education in each three of study by which such knowledge can be gained year period to maintain the CNIA, once earned,
4. Foster higher educational standards in the field further reinforces the attainment of this objective.
of management accounting
An individual's knowledge and competence in
5. Assist employers, educators and students by es- management accounting is measured objectively
tablishing an objective measure of an individual's by the CMA examination and the requirement
knowledge and competence in the field of man- that a certificate holder must pass a five -part examination and have two years of full -time, conagement accounting
tinuous experience at a level in which significant
This is a report on the Institute's activities to- judgments employing the principles of manageward achieving the above objectives. Objective one ment accounting are made regularly.
will be achieved when all the others have been
The first CNIA examination is history, but there
reached and have caused accountants and others has been much interest in the examination results.
to recognize the management accountant. The The June issue Of MANAGEMENT ACCOUNTING
major activities of this first year have focused on listed the 61 candidates who passed all five parts
of the examination. Fifty -four accountants within
the latter three objectives.
The Board of Regents (the policy board of the that group have satisfied the experience requireIMA) has begun to define the underlying body ment and have become the first holders of the
of knowledge. The five parts of the examination Certificate in Management Accounting.
outline this knowledge.
Nature of First CMA Exam Candidates
Part 1 Economics and Business Finance
Part 2 Organization and Behavior, Including Ethical Considerations
Part 3 Public Reporting Standards, Auditing and
Taxes
Part 4 Periodic Reporting for Internal and External Purposes
Part 5 Decision Analysis, Including Modeling and
Information Systems
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More than 500 accountants applied to the
Institute of Management Accounting during July,
August and September 1972. Most satisfied the
program's entrance requirements and were authorized to take the examination. Some candidates,
because of work commitments or other reasons,
delayed their examinations until 1973. The final
count was 410 taking two or more examination
parts. Most candidates took all five parts.
MA N A G E M E N T AC C O UN TING / J U L Y 1973

The candidates came from all segments of the
accounting profession: managerial, teaching, and
public accounting. They are profiled in Table 1.
Table 1
Summary Profile of the
December 1972 CMA Candidates
Average age
Average number of years
since last degree
Per cent of candidates offering:
Undergraduate degrees
Advanced degrees
Foreign degrees
Other credentials

37
8
47
48
2
3

As mentioned previously, 61 candidates passed
all five parts of the examination. In addition to
these 61, many others passed one to four parts.
The description of the candidates who passed one•
half or more of parts they took appears in Table 2.
Table 2
Summary Profile of
Candidates Passing 50 %
or More of the Parts Elected
Average age
Average number of years
since last degree
Per cent of candidates offering:
Undergraduate degrees
Advanced degrees
Foreign degrees
Other credentials

36
7
34
62
1
3

Performance on the Examination
The official answers were prepared by professionals in the fields represented on the examination.
All possible answers were recognized in developing
the official solution. The scoring on each question
was determined in accordance with the depth of
knowledge expected on each examination part (a
reduced level of specialized knowledge on parts
1, 2, and 3 and a high level of specialized knowledge on parts 4 and 5) . The scoring keys were
tested against a sample of exam papers to ensure
the candidates interpreted the questions in the

same manner as the answer preparers. The papers
were graded by professionals in the several fields
in accordance with the official scoring schedules.
A random sample of papers was graded by a second
grader to make sure they were being graded correctly. In addition to this review, all papers close
to the required passing grade of 70 were reviewed
carefully to determine if they were passing papers.
This quality control review and the careful review
of marginal papers assures the candidates their
papers were graded fairly and carefully.
The candidates' performances varied on each part,
but the average number passing a part was just
under 50 %. The data contained in Table 3 detail
the candidates' experience on the first CMA examination.

410 applicants
took two or
more examination parts.

Table 3
Success Rates on the 1972
CMA Examination
Per cent Passing
Examination Part
Part 1 Economics and Business
Finance
56
Part 2 Organization and
Behavior, Including
Ethical Considerations
51
Part 3 Public Reporting
Standards, Auditing and
40
Taxes
Part 4 Periodic Reporting for
Internal and External
56
Purposes
Part 5 Decision Analysis,
Including Modeling and
Information Systems
44
Weighted average for the entire
examination
All five parts in one sitting

50
21

The Board of Regents congratulates the first
CMA candidates on their performance. Their experience and educational backgrounds correspond
to the objectives established for the CMA program.
The Board looks forward to an equally good group
of candidates and similar results on the 1973 examination to be given in 25 cities December 5,
6, and 7, 1973.

BOB CHAPMAN: HIS HOBBY IS NAA
Continued from page 13
of the library, and president of the board of Trustees of the United Methodist Church. He is currently an advisory- director of the National Bank
of Whittier.
He also holds memberships in the Los Angeles
Zoo Association and the Town Hall of Los Angeles.
His major contribution to a Los Angeles organizaMANAGEMENT ACCOUNTING /JULY 1973

tion, of course, has been his affiliation with the
L.A. Chapter, which gave him a standing ovation
when his nomination was first announced.
Los Angelenos, who comprise one of the most
active and enthusiastic chapters in the Association,
were happy to see an alumnus as NAA president.
If he is true to the California style —as they expect
he will be —he'll bring a little extra special "Western verve" to the Presidency of the National Association of Accountants during 1973 -74.
61

NAA TAKES
CEP COURSES
TO ORGANIZATION SITE
The Association Adds A New Dimension To Its Educational Effort
With In -House Program Which Aims To Present Continuing
Education Program (CEP) Courses On Organizational Site,
Saving Time And Money

For several years, in various major cities, the National Association of Accountants has been presenting a series of accounting and financial courses in
its Continuing Education Program for the benefit
of NAA members and others. During 1972 -73,
NAA added a new dimension to its educational
effort by conducting CEP courses right on the site
of business, government, and nonprofit institutions.
This new program, which supplements and extends
the on -going Continuing Education Program, is designed to snake it easier and more economical for
organizations to bring the latest advances in accounting and financial techniques to their managers
and executives.
As described by Hugh M. Scott, manager of the
CEP Department, the program is restricted to a
minimum of ten individuals and not more than
20 participants in order to realize the full benefits
of instruction and discussion. It is offered on an
"in- house" basis, saving the organization costs of
travel, hotels and meals that it would normally
spend to send its people to a CEP course in a
major city.
Locations for the program held thus far have
ranged from Georgia to Alaska. A two -day course,
"Management Accounting for Executives and Managers," was held in Savannah, Ga., for managers at
Savannah Foods & Industries, Inc., with A. Kenneth Benson, NAA project manager, as instructor.
It was offered for four separate groups of managers and executives. Photographs on these pages
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were taken at the last session which was held in
May.
Two courses, "Data Processing— Concepts and
Techniques for Managers" and "Fundamentals of
Management Information Systems Design," were
held in Anchorage, Alaska, for the Anchorage
Borough School District. The instructor at the two
courses, Gordon E. Louvau, is supervisor, corporate
and supply systems, with Safeway Stores, Inc., and
associate professor of business administration at
John F. Kennedy University in Martinez, Calif.
"Developing and Using Standard Costs" was
presented in May for Weverhauser Corp., in Hot
Springs, Ark. Dr. Germain B. Boer, associate professor of accounting, College of Business Administration, Oklahoma State Universitv, Stillwater,
Okla., and a former project manager at NAA, was
the instructor. Dr. Boer also presented a course on
"Management Accounting for Hospitals" in June
for the Health Insurance Bureau of the Social Security Administration.
The format of the courses is essentially the same
as in the CEP program. Study materials are mailed
in advance to participants. Case studies are used
and discussion encouraged at each session. Restricted attendance enables the instructor to relate
more effectively to participants and makes more
time available for clarifying lecture points.
The courses are geared to financial, accounting
and nonaccounting personnel. For example, "Management Accounting for Executives and Managers"
M A N A G E M E N T AC C O UN TING / J U L Y 1973
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An aerial view of Savannah Sugar Refinery, division of
Savannah Foods & Industries, Inc., which sponsored NAA in -house course.
—aimed toward nonaccounting managers— illustrates how relevant cost information can be used in
decision making activities in marketing, production
and other areas. Other courses are presented primarily for the benefit of those employed in accounting, financial and data processing departments.
Response to the in -house program has been very
good, says Hugh Scott. Evaluation sheets, which are
distributed at each course, contain comments like
"informative and valuable," "well presented by an
expert in his field," "one of the best organized sessions I have ever attended" and "I have gained a
gr e a t d e a l . . . . "
For the Association's educational staff, it's another medium through which the latest developments in the accounting discipline can be passed
on. Th e fact that the Association is offering to
bring the courses right to the site of the organization has helped to expand the potential of CEP in
reaching those in need of the knowledge. And that,
of course, is a primary objective of the Association.
E3

Usi n g a blac kb oar d, Ken Bens on, NAA

project manager, illustrates a point in the
lecture. Course is designed to illustrate
how cost accounting information can be
used by other operating departments in
their decision making.

Participants in NAA in -house course on "Management
Accounting for Executives and Managers" focus attention
on Instructor A. Kenneth Benson. Course was held in a
building just a few miles away from their corporation,
Savannah Foods & Industries, Inc., Savannah, Ga.
MANAGEMENT ACCOUNTING /JULY 1973
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New Products/Services
Badge Recorder System
A new badge recorder system eliminates
time cards and their handling and provides automatic input to the computer.
The payroll system is primarily intended for use in firms which have
computer facilities and employ several
hundred employees. Request form
B -121 -1 from Cincinnati Time Recorder Co., 1733 Central Ave., Cincinnati, Ohio 45214.

XEROX COLOR COPIER produces a color copy on ordinary, unsensitized paper
or transparency material in 33 seconds for the first copy and 18 seconds each for
additional copies. Prices for Xerox 6500 range from 7 112 cents to 18 cents per
copy. Call R. L. Stearns, Xerox, Rochester, N.Y. (716) 546 -4500.

Low Cost, Desk -Size
Computer System Offered
Q1 Corporation has introduced a desk size data processing system specially designed for such operations as order
entry, inventory, receivables, payables,
general ledger, invoicing, payroll, sales
reporting, taxes and tariffs. System includes both typewriter -style and ten -key
keyboard, an electronic display for
checking inputs or instant answers from
the computer and a printer for hard copy paper output. Write Q1 Corporation, 4 West 16th St., New York, N.Y.
10011.
Infonational Markets New Version
Of Fixed Asset Accounting System
Version II of a software package called
the Fixed Asset Accounting System has
been announced by Infonational. Designed to assist the user in taking full
advantage of the Asset Depreciation
Range System (ADR) and the Class
Life System, the program maintains
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separate records for tax and corporate
record keeping purposes. Infonational,
Inc., 620 "C" St., San Diego, Calif.
92101.

MESSAGE ALERT is a battery- operated
message signal device. When a written
reminder is inserted into device, it activates a flashing red light. Dorisco Specialty Products, P.O. Box 5633, Buena
Park, Calif. 90622.
IF Y O U WRITE T O A
MANUFACT URER, SAY YO U SAW IT
IN M ANAG EM ENT AC C O UNT I NG

CLASSIC 2000 calculator performs
chain and mixed calculations, has 16digit calculating capacity with 8 -digit
display results and decimal. Measures
10'/2' x 5 314" x 2'14". Weight: 2'12 lbs.
Garrett Comtronics, John P. Burke &
Associates, Box 1639, La Jolla, Calif.
99037.

MELCOR 370 pocket calculator has
pressure sensitive keyboard. Also features credit balance, four function constant, floating decimal, and automatic
battery life extender. Measures 5' / 8 " x
3" x 3/4" and weighs 02 ozs. Melcor
Electronics Corp., 1750 New Highway,
Farmingdale, N.Y. 11735.
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mation files including a General Ledger
Master File, a Job Cost Master File
and a Vendor Master File. T h e Accounts Payable Subsystem increases the
capacity of the package which can produce up to 48 separate reports. Th e
system is operational on IBM 360's and

370's. Unicorn Systems Co., 3807 Wilshire Blvd., Los Angeles, Calif. 90010.

1
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EXPEDITER SYSTEM, M o d e l 1500, c ombines elec tros tatic mas termak ing w i t h

offset duplicating. Designed to produce copies on bond paper stock, in any
color and in various sizes and weights at hourly spe ed of 9,0 00 impressions.
Process is completely automatic from insertion of masters to printout of the
last copy. A. B. Dick Co., 5700 West Touhy Ave., Chicago, Ill. 60648.
specially designed forms for collecting
data and plotting the break -even graph.

What -If, Inc., 3661 Grand Ave., Oakland, Calif. 94610.
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III PRINTER with 8 -digit c apac i ty p er -

Accounting Control System
Produces Up to 48 Reports
The Management Accounting Package
offered by Unicorn Systems provides
complete management control for major independent accounting and infor-

forms four arithmetic processes and
has a constant calculation function. Includes battery level indicator, paper
advance key and permanent rechargeable batteries. Measures 93/4" x 41/2" x
2112". lain /ones International, 6428
N.E. Expressway, Norcross, Ga. 30071.

SAVIN 900 WORD MASTER connects
to any standard IBM 13" or 15" Selectric typewriter. It records, inserts, deletes, skips, and prints out, automatically, typed information at speeds of
up to 186 words per minute. Buffer
memory permits secretary to insert
copy without having to retype any previously- recorded characters or lines.
Capable of erasing its own magnetic
tape. Savin Business Machines, Columbus Ave., Valhalla, N.Y. 10595.
Depreciation Tables, Break -Even Kit
Two accounting and business aids help
businessmen to calculate depreciation
and break -even point. Depreciation tables provide, in percentage form, current
year depreciation, accumulated depreciation and remaining depreciation,
using straight line, double declining
and sum -of- the - years- digits methods for
all asset lives of three through 50 years.
Break -even kit includes how- to -do -it
booklet, a unique slope calculator and
MANAGEMENT ACCOUNTING /JULY 1973

NCR CENTURY 251 is a multiprogramming computer designed for on -line applications, providing capabilities of Century 300 without requiring the 300's additional power, speed and memory capacity. NCR, Dayton, Ohio 45409.
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Chapter/ Member News
Promotions and New Positions

Phoenix Publishes Member Articles in Booklet
Accounting articles written by members
often end up in a publishing limbo
if they are not published in MANAGE-

should contact Miss Ann B. Fleming,
301 West Indian School Rd., Phoenix,
Ariz. 85013.

M E N T ACCOU N T I N G. B u t P h o e n i x C h a p -

ter believes it has an obligation to
do all it can to make such educational
materials available to the chapter membership. That is why the chapter published in 1972 -73 a handsome, paperbound collection of articles written by
members.
The 64 -page booklet, called Accounting Profiles, includes articles by nine
authors. One author, Steven C. Johnson, had his article on "A Working
Accounting System for an Electric Utilities Joint Venture" published in the
April 1973 I s s u e o f M AN AG E M E N T ACCO UNTING .

"T h e reaction to the booklet has
been fantastic," says Miss Ann B. Fleming, 1972 -73 manuscripts director. The
authors of the articles were honored
at the chapter's April meeting. Each
was presented a copy of the collection,
as well as a Certificate of Merit from
the chapter.
Some of the other copies were sent
to NAA directors who commended the
chapter for its initiative.
The chapter printed 1,000 copies of
the collection and distributed one copy
to each member. Other copies were
distributed to schools of higher education in the Phoenix area. The balance
of the copies the chapter would like
to sell for $3 each.
It cost the chapter $225 to produce
the publication, according to Miss Fleming. This cost, however, does not incl u d e

the

t i m e sp e n t by

the ma n u -

scripts committee in editing and making
up the publication. She estimates that
the committee met for two hours every
month from the beginning of the year
through January for editing. Each member was given a copy of every manuscript to evaluate and edit; some members also had private sessions with the
authors.
Publication of the booklet created
a lot of interest in the manuscript
activity, Miss Fleming noted. She says
the chapter has enough articles in the
bank for another publication if the
chapter board decides to publish a
second volume.
Any member who is interested in
obtaining a copy of the publication
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Emeritus Life Associates
The de signation of Emeritus Life Associate
is made available to retired members who
have ha d 20 y ea rs o f ac tive service , or ten
years of active service including five years
a s a n elected natio nal or chapte r officer or
director. Th ose so designated are relieved
from payment of annual dues. T h e intent
of this provision of the By -Laws is to recognize th e d ebt wh ich th e Asso cia tio n o wes to
members o f lon g stan din g.

Hartford.
Muskegon.
G L A D Y S A . B E N A L L A C K , Baltimore.
W I L B E R T J . B E R L O , North Central
Ohio.
L. A. BUSBY, Dallas.
H E L E N L . C A M P B E L L , Kansas City.
DAVID R. ANDER SON,
W I L B UR F. AUBURN,

Los Angeles.
Chattanooga.

V I N C E N T J. CA SS ON E,
J. S. CONNER,

Rochester.
F. A. GIBBONS, New York.
W I L L I A M F . H A S S E E , Evansville.

TH OM AS A . DORAN,

Kansas City.

GRANT H . HENNING,

H. KUHN, New Haven, past
president.
J O H N L A N D S B E R G , New York.
L A U R E N C E D. LUEY, New York, past
president.
MALCOLM
E. MARSH, Chicago, past
president.
D A N I E L D . M C L E A N , Columbia, past
president.
H J A L M A R E . M E Y E R , Chicago.
H O W A R D R . M I L L E R , Los Angeles.
L O W E L L A . M I L L E R , Waterloo -Cedar
Falls.
J O H N L . M O N E T A , Philadelphia.
GEORGE

Philadelphia.
H. U. MUMMA, Lancaster, past presi-

C. AT WE LL MOORE ,

dent.
FLORE N CE S . M Y E R S,

Baltimore.

RUSSELL W . PADGETT,

Oakland County.
Indianapolis, past

ORVILLE W .

P ETE R S ,

president.
JOHN

M.

RAY M ON D ,

Massachusetts

North Shore.
PHI LI P• M . SM I T H,

Jamestown - Warren.

TH O M A S C . SNYDER ,
WILLIAM

W .

Columbus.
San Diego, past

STONE,

president.
W. D. STOWE, Pennsylvania Northeast,
past president.
E L M E R J . S W A R T Z , Canton, past president.
H I L L A R D A . T E R W I L L E G E R , Bridgeport.
E D G A R U . W A L L I C K , Lancaster.
H A R R I S O N W . W I L D E R , Detroit.
R I C H A R D E . Z A R T M A N , Lancaster.

M I SS

AN N

V.

Bo st on ,

RI C CH I O,

has

been appointed controller of Computek,
Inc.

.

.

.

RO B E R T

B.

POLLACK

was

elected assistant controller of Bolt
Beranek and Newman, Inc.
S. J. G U A D A GN A,

Brooklyn, is now president of Rudor Litho, Inc.
PHIL E. HUSTON, Central Arkansas, has
been promoted to controller at M. M.
Cohn Co.
ALEXANDER A .

U RB AN , Central Carolina, has been promoted to assistant
comptroller at Kerr Industries, Inc.
DANIEL D .

HEARL,

Charleston, is now
office manager and controller, Intemational Paper Co.'s Flakeboard Plant.
JAM ES

S . D U N H A M , Cincinnati, has
been named treasurer and elected to
the board of directors of Pollution Control, Inc.... J. E. HALEY is now controller of Hoeltge, Inc. . . . CARL J.
WURTz has been appointed divisional
administrative vice president of Swedlow, Inc.
LE SLI E E . W I L E S , Cleveland, was promoted to president of Brush Wellman,

SO UT HE RN
OP P OR T UN ITIE S
W e ar e r e c r u i t i n g m anagem ent - oriented

Accounting, Financial and EDP personnel for the rapidly growing Southern
Market. Immediate career opportunities
for Controllers, Planning Manager, Asst.
Treasurer, Financial Analysts, Acctg.
Managers, Cost Accountants, Auditors,
Gen. Accts., Systems Analysts, Programmer /Analyst, DP Managers and others.
Salaries to $25,000.

• CONFIDENTIAL SERVICE
Yo u r p r e s e n t p o s i t i o n w ill i n n o w a y b e
je o p a r d i z e d. W e h a ve h a d o v e r 1 2 y e a r s
exp e r ie n c e i n t h e p l a c e m e n t o f pr of es s i o na l pe r s o nn e l .

9 OUR FEES ARE PAID BY
MANAGEMENT
Please send your resume with current
salary, or write for our Professional
Resume Kit, or call COLLECT (803)
779.3520 at any time.

CHARLES EDWARDS, CEC, Mgr.
Accounting Division

0
MM ' . V g p W d

E ' MMr wr e t f NV k

Where New Futures Begin
Box J -2000, Columbia, S.C. 29201
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RALPH L. MEYER, Des Moines, has
joined San Diego Gas and Electric Co.,
as financial vice president.... DAVID G.
WALKER has been named vice president
of finance and treasurer of Heritage
Communication, Inc.
KENNETH E. BERMAN, Detroit, is now
vice president, finance, and treasurer of
Heil- Quaker Corp.
CARMINE L. SPINELLI, Essex County,
has been appointed corporate controller,
Virginia Oak Tanners, Inc... R O B E R T
PETERSON was named assistant Vice
president, sales, Eastern Radio Corp.
BERNARD D. STRITTMATTER, JR., Illinois Northeast, was named controller,
corporate administration division, Abbott Labs.

hattan Bank.... J. J. LEsKo has been
appointed controller for Delafield
Childs, Inc. . . . DAVID C. WEBSTER
has been elected to the newly created
post of vice president - finance, Schweppes U.S.A., Ltd.
ROBERT

J. HALL, North Penn, has been
appointed controller of Philadelphia
Newspapers, Inc.
JAMES TOPOOHER, Oklahoma City, has
been promoted to vice president of
Oklahoma Brick Corp.
RUSSELL H. HOULIHAN, Orange Coast
California, was named to the newly
created position of director of finance,
Silicon General, Inc.
DON W. BALDWIN, Peninsula -Palo Alto,
was recently appointed controller for
Optics Technology.
J. D. KOVALCHEK, Pennsylvania Northeast, has joined Sprague & Henwood as
controller.
LUTHER

G. LEONARD, Piedmont Greensboro, has been promoted to controller of First Mortgage Insurance Co.
WILES
Cleveland

BERMAN
Detroit

JAMES R. GRIFFITHS, Jacksonville, has
been elected vice president of Barnett Winston Co.
DAVID M. YOUNG, Joplin Tri- State, was
promoted to treasurer of Tamko Asphalt Products, Inc.
ALBERT A. TYSEN, Kalamazoo, has
joined Otto Kihm Tire Co., as controller.
JACK F. GROVES, Kokomo Area, was
named vice president of Kokomo Gas
& Fuel Co.
LARRY

L. ZIEGLER, Lancaster, has been
appointed controller of Kunzler & Co.
DONALD CARON, Massachusetts Pia
neer Valley, has been appointed divisional controller of Parsons Paper....
FRANCIS DONOVAN is now corporate
controller of Deerfield Specialty Paper
Co.
VERNON W. K R U E G E R , Milwaukee, was
elected treasurer and assistant secretary
of Ampco Metal, Inc.
ALLAN O. JOHNSON, Minneapolis Viking, has been elected vice president,
finance, Van Dusen Air, Inc.
PETER STROHECKER, Mohawk Valley,
was named vice president of M. E.
Hand Securities.
H O R A C E M. ALBERGO, New York, was
named associate controller, Chase ManMANAGEMENT ACCOUNTING /JULY 1973

JOSEPH BORKOWSKI, Pittsburgh, has
been elected vice president- finance of
the Heppenstall and Midvale- Heppenstall Companies.... R. H. MITCHELL
has been named vice president and
controller of PPG Industries.
GEORGE

C. SAXER, Providence, was
elected assistant treasurer of Union
Wadding Co.
R O B E R T E. BRITTLE, Richmond, was recently promoted to vice president and
treasurer of Richmond Hotels, Inc....
E. DURWOOD G R I Z Z A R D has joined
Brenco, Inc., as controller.... C. F.
WILKERSON has joined Woodson Bend
Resort, Inc., Louisville, Ky., as controller.
KENNETH E. G U E B E R T , St. Louis, has
been elected president of Banquet
Foods Corp., a subsidiary of RCA
Corp. . . . JOHN H. POELKER was recently elected mayor of St. Louis.

PLAN NOW
ATTEND THE
10th ANNUAL
HAWAII TAX
INSTITUTE
October 7-12, 1973
Princess Kaiulani Hotel
in Honolulu
Attending this important Tax Institute
can give you a valuable insight into
the 1973 tax reforms and tax planning
as applied to business as well as
estate planning.
Speakers will include:
Frank B. Appleman, Attorney, Weeks,
Bird & App lem a n, Fort W o r t h ;
Jacquin D. Bierman, Attorney, London, Buttenweiser & Chalif, New York;
Richard Freling, Attorney, Jenkins,
Spradley & Gilcrist, Dallas; Gordon
Henderson, Attorney, Barrett, Smith,
Shapiro & Simon, New York; James
O. Hewitt, Attorney, Hewitt & Shaw,
San Diego; Martin D. Ginsburg, Attorney, Weil, Gotshall & Manges, New
York; Jack S. Levin, Attorney, Kirkland & Ellis, Chicago; Walter A.
Turner, Jr., C.P.A., Touche Ross &
Company, Honolulu; George D. Webster, Attorney, Marmet & Webster,
Washington, D.C.; Laurence Woodworth, Wa shington, D.C.; Milton
Young, Attorney, Young, Kaplin &
Edelstein, New York.
A package tour for registrants will
include: round trip tour basing air
fare on point of depa rture, aloha lei
greeting on arrival, transfers from and
to airport, aloha cocktail party, hotel
accomodations for 7 nights at the
Princess Kaiulani Hotel, registration
fee, attendance at all professional
sessions, annual banquet and luncheons, gratuities and taxes.
For full information write...

ROBERT

HINSHAW, San Francisco, has
been appointed division controller of
the Paperboard and Packaging Div.,
Fibreboard Corp.

RAY O. LEATHERMAN, Santa Barbara Ventura Counties, was named treasurer
of Sloan Technology Corp.
CONNIE K. BLEIL, Seattle, was named
vice president, Edmark Corp. . . .
GEORGE
HANCOCK is now manager, major projects, Puget Sound Power &
Light Co.... M. HARVEY SEGALL IS
controller, InterSystems Industries, Inc.

AWAII
AX
5
NSTITUTE

Min

n

Inc. He is a chapter past president.

Chaminade College
of Honolulu
3140 Waialae Ave.
Inolulu, Hawaii 96816
67

Professional Development

Time Off

of the
Management Accountant
September 24 -28, 19 7 3
At the University of South Carolina
A must for Accountants who plan to
pursue the Certificate in Management
Accounting (CMA) and desirable for
accounting managers, educators, and
executives interested in growth and
prestige of the accounting function.
Program consists of five one -day
courses covering:
Course I:
Managerial Economics
and Business Finance
Course II: Organization and Behavior, Including Ethical Considerations
Course III: Public Reporting Standards, Auditing and
Taxes
Course IV: Periodic Reporting for
Internal And External
Purposes
Course V: Decision Analysis, Including Modeling and
Information Systems
For brochures and information write or
call:
The Management Center
College of Business Administration
University of South Carolina
Columbia, S. C. 29208
Telephone (803-777.2231)

"The controller is figuring out what the annual forecast should be."

In Vino, Veritas?
DONALD R. UPDEGRAFF, Shreveport,
was named vice president, First National Bank. ... WILLIAM H. SNOW,
past chapter president, was elected vice
president and controller, Southwestern
Electric Power Co.
FRANK P. RAUCH, South Jersey, is now
controller of the Willson Group of
Exide Power Systems Division, Inc....
HAZEL A. WALLACE was promoted to
assistant treasurer at Whitesell .Construction, Inc.
ROBER-r G. WALDEN, Southwest Los
Angeles, was recently promoted to vice
president and controller for Electronic
Memories & Magnetics Corp.
RAY J. DALY, West Bergen- Passaic
County, has been promoted to manager
of financial accounting at Lockheed
Electronics.... R. B. MARCHESE is now
controller of Xcel Corp.
JOHN MAR-FIN, Western Wayne, has
been appointed controller of W. T.
Simmons Mfg. Co.
DENNIS GLASER, Wichita, was named
controller at Jack P. DeBoer Associates.
RONALD R. ENGLISH, Worcester Area,
was appointed credit manager, Norton
Company.
68

One of the great, legendary communications systems is not listed on
any stock exchange like the giant
AT &T. The reason: it is an unorganized, informal network known
throughout the business world as
"the grapevine." Often denigrated
and satirized, the system, nevertheless, persists and now comes a
management professor who says what
many business men and women
knew all along. Between 90% and
95% of the information on an organization's grapevine is accurate, according to an estimate by Keith
Davis, a management professor at
Arizona State University. One survey
he cites shows that most employees
could be expected to learn more
about an organization change via
the grapevine than by any other
method. He recommends that management feed the underground network with reliable information during a time of drastic change and
prevent rumors from creating an
unsettling atmosphere.

Management Going
to the Dogs?
Are you a "Hi -Dog" or a "Lo- Dog "?
Sociologists rate people who tend to
reject new information high on the
dogmatism scale while those who
are receptive to new concepts, new
ideas, and new modes of behavior
are rated low on the dogmatism scale.
Two professors recently surveyed,
dogmatically, a group of college students and compared the results to
a similar survey of the top management team of a midwestern bank.
Surprisingly, the banker group scored
significantly less on the scale than
the college sample, according to a
surnmary of the article ( "The Truth
About Old Dogs and New Tricks:
A Study of Dogmatism ") in the
April 1973 issue of Management Review. If the studv is to be believed,
it seems that this group of bankers,
at least, was more willing to assimilate new information than the students. Perhaps it's time to revise
the old saw that "You can't teach
an old dog.. .."
❑
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ONT
' BLOWIT.
READTHISBOOK.

I

If you've been handed the job of screening
automated accounting systems, this new
booklet will help.
It will take you, item by item,through the
hundreds of different features you'll be looking for. And it allows you to determine your
requirements and compare them to the various proprietary systems available to you.
Send the coupon now and get this free
booklet. It could save you a lot of grief.
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FREE

Infonational, Inc.
1119 Sixth Avenue, San Diego, CA 92101
Dear Infonational: As one who does not care to blow things,
I'd welcome a free copy of your "Evaluation Guide..."
NAME

INFONATIONAL

TITLE
COMPANY
ADDRESS

1119 Sixth Avenue
San Diego, California 92101
Telephone (714) 238 -6344
London, England 01- 686 -3661
Wellington, New Zealand 44 -152

CITY
STATE

ZIP

� � � � i-M-1

TELEPHONE

! Ito

THEPERFECTFIT

if you're looking to hire...
or, if you're looking for a new position...
It's important to both the employer and the employee that the right selection be made.
At ROBERT HALF you can be assured of personalized care; confidential service;
and an intelligent approach to your serious problem.
At ROBERT HALF, you're dealing with the largest source specializing
exclusively in the placement of FINANCIAL and DATA PROCESSING personnel.
... more compe ten t people .
... more good positi ons
... no need to compromise when you can find the perfect fit at ROBERT HALF.
World's Largest Financial & EDP
Per s onn el Spe c i a li s ts. Of f i c es :

s10St.
12 WA
18161474 - 4583

A L L E N TO W N
Hotel Tr ay lor Bui ldi ng
12151 439.1506

C L E V E L A ND
1367 E. 6th St,
12161 621.0670

L ONG I S L A ND
420 Jer i cho Tur npi ke
Jer icho,
(516) 822 - 8080

ATL A NTA
3379 Peachtr ee Road N E.
(404) 233 -2416

DALLAS
20 0 1 B r y a n To w .
t214174 2- 9171

LO S AN GE LE S
3600 W i lshi re Blvd.
(213) 381. 7974

B A L TI M O R E
The Quadr angle - Cr oss Keys
1301) 323 -7770

D E NV E R
1612 C ourt Place
(303) 244 -2925

MEM PH I S
12 S. Mai n St.
1901 ) 5 238 950

BO S TO N
140 Federal St.
(617) 423. 6440

D E TR O I T
670 Honey well C anter ,
Southf i eld
1313) 354.1535

MI A M I
1190 N. E. 163 St.
Nor th Mi eml Beac h
130 5) 9 4) 06 84

C H A R L O T TE
4801 E. I rttf apendance Blvd.
17041 635.3370

HA R T F O R D
111 Pearl St.
1203) 278 -7170

MI L W A UK E E
633 W est W isc onsm Ave.
141 4) 27 193 80

CHI C A GO
333 N. Mbhi gan Ave.
(3121 78 2 8 9 3 0

H O U S TO N
1200 C entr al Nat'l. Bank Bldg.
1713) 226.0056

MI N N E A P O L I S
!i 0 South 8 St.
16121 336.8636

C I N C I N N A TI
606 Terr ac e Hi lton

I ND I A NA P OL I S
9 North I llinois St .

NE W A RK
1180 Ray m ond Blvd.

1613) 621.7711

13171 636 -5441

1201) 623 -3661

NEW

Ave
( 21 2) 98 6. 13 00
OM A H A
7101 Mar c y Road
3978107
OR
O
RA
A N GE , C A L .
57141 8 3 h Mai n St.
17141 8354103
PH I L A D E L P H I A
2 Penn C enter Plaza
( 2 1 5 1 5 68 4 5 8 0

PH O E N I X
1517 D el W ebb TowneHOUse
16 0 21 2 79 1 68 8
PI TTS B U R G H
Gateway Tower s
(412) 471. 5946
POR TLA ND , OR E.
610 S. W . Alder St.
15031 2 229778
PR O VI D EN C E
400 Turks Head Bldg.
14011
00
ST. LO U I S
7733 For sy th Blvd.
C lay ton

13141 7274535

.i;

SAND FRANC I SC O
gA N) 434 - 1900
675 Nor th Fi r st
0 St.
S TA M F O R D
111 Prospect St.
12031 3 254158
W ASH I NG TON , D . C .
7311)
6 W i 4 -185 Ave. N. W .
(30, ) 654 -1860
W I L M I N G TO N ,
1102 W est St.
43021652- 3244

LONDON EC 2, England
17 Finsbury Squar e
01. 638. 4394
TORO NTO. C an ada
15 Tor onto St.
1416) 868 -1314
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