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Now3mucan ttake a client
from bankruptcy to riches
without changing yu Pen.
This Bic 4 -color pen has to be the easiest way anyone
ever thought of to take someone from out of the red and into
the black.
And, if you press two more buttons, you can use it to
write anything else you can think of in blue or green.
The price of this little marvel, in medium or fine points,
is $1.19. And for our 2 -color pen is 69 .
imir
Which will hardly drive you into Chapter XI.
P nor
Available wherever Bic pens are sold.
Circle 1 on inquiry ca rd.
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2. Institute notifies
candidate of acceptance when educat i on al credentials
and references are
received.

CAIA
THERE ARE SEVEN
STEPS FROM THE
TIME A CANDIDATE
DECIDES HE IS
INTERESTED IN THE
PROGRAM TO BEING
AWARDED THE
CERTIFICATE IN
MANAGEMENT j

3. T he Insti t ut e
member next applies to sit for the
examination, specif ying parts to be
taken a nd city locat i o n . Appl ica t ion
deadline is September 1 for the December 1974 examinations.

6. Institute notifies
c a n d i d a t e of examination resu lts in
March 1975.

7 . C e r t i fi c a t e in
Managem ent Acc o u n t i n g :hen
awarded to candidates who have
passed all five parts
a n d have fulfilled
the requirement of
at least two years of
ap p r o p r i a t e m a n a ge -

men t ac c ou nting
experience.

A d

1 . C a n d i d a t e applies for membership in the Institute
of Management Acc o u n t i n g . He arranges for proof of
educational attainment and character
references to be sent
the Institute. Deadline is August 1 for
the December 1974
exa m.

4. Ins titute sends
candidate authorization letters for req u e st e d exa mination pa rts and exact
address in selected
city where examination will be held.
Notification around
November 1.

ACCOUNTING.

Circle 2 on inquiry card.

5. Candidate sits
for examination on
December 4, 5 or 6,
depending on number of parts taken.

No t e t h a t the
candidate initiates the action in
steps 1, 3 and 5.
The Institute has
the responsibility
f o r the ot her
f our.
(For information
contact:
IMA, City Center
Bu i l d i n g , An n
Arbor, Michigan
48108.)
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"Every day, in every way, the large corporation looks more and
more like a species of dinosaur on its lumbering way to
ext inction."
For those of us who are businessmen and who believe that
business in the free enterprise system has brought us the most
affluent society in the world, this is a shocking statement. When
Irving Kristol, professor of Urban Values, at New York University,
wrote it in the Wall Street Journal, his intention was to shock,
to wake t he business community up.
He states what to most of us is a truism: the cultural
environment is hostile to business and businessmen. Mr. Kristol
goes on to say that corporate executives are just about the only
class of people which a television drama will feel free to cast as
pure villains.
It is obvious that we as businessmen have seriously neglected
our responsibilities to communicate to the public what business
is all about: Why our system thrives on profits. Why the private
enterprise system fosters incentives —based on rational self
interest —which ultimately lead to products, services and ideas
that benefit all.
For many years management accountants have focused their
attention and energies on their jobs, developing techniques and
procedures which have led to bett er corporate management,
increased savings, and better investments. Now it is time we paid
attention to what is going on in the economic milieu which
surrounds us, the environment in which we conduct our
businesses.
Working through our chapters, we can make our voices heard
in the local community. By speaking out to students and
supporting organizations like Junior Achievement we can help
get the business story out. We are uniquely situated in the
corporation to communicate what business is all about.
We owe it to ourselves and to our communities to explain the
crucial role that business plays in the economy and in the
well -being of everyone. The corporation does not have to
stumble dinosaur -like to its grave. With help it can adapt to a
changing society.

ROBERT CHAPMAN
President, 1973 -74
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MANAGEMENT ACCOUNTING IN A DEVELOPING COUNTRY
Daniel G. Dorian
A Peace Corps Advisor in management accounting expresses his views about the
approach to be followed in introducing information systems in developing countries.
He suggests that accountants can help both the people of developing countries by
promoting better economic conditions and also their own companies by providing
profitable new sources of production and marketing opportunities.
By

Cover:
Kuala Lumpur,
Malaysia —a growing
economy in need of
the latest management
accounting techniques.
Seepage 15.
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EFFECTS OF LEARNING ON COST PROJECTIONS
Edwin A. Bump
Although the learning phenomenon has been recognized in many industries, the cost
projection techniques typically employed do not consider its impact. To improve the
estimates of these costs, consideration should be given to the effects of learning on
labor usage. A case study in this article illustrates the impact of learning on costs by
using comparative cash -flow analyses.
By
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ACCOUNTING FOR FUTURE LOSSES
John V. van Pelt, III
A two -time, Lybrand Gold Medal winner speaks out on a subject which is to be
considered by the Financial Accounting Standards Board. He decided to express his
thoughts on the question of future losses even before a public hearing was held,
since it never hurts to be in the forefront in expressing opinions.
By

30

PROPOSED BUDGET - AUDITING STANDARDS
By

Donald James
In this article, the author deals with the application of generally accepted auditing
standards to financial forecasts. Where necessary, the author shows how the current
standards can be revised to accommodate the audit of forecasted statements as well as
historical statements.

33

HUMAN RESOURCE ACCOUNTING: A CRITICAL EVALUATION
By Roger Jauch and Michael Skigen
The authors review several proposals for performing human resource accounting and
find them wanting. They conclude that while the concept of human resource
accounting may have some theoretical value for financial statement presentations, its
practical applications are extremely confined.
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LEASES AND THE RELEVANT APB OPINIONS
By Martin F. Towles
Because leasing is a major financing technique, the use of which is likely to increase,
accountants with smaller companies will eventually have to become involved. In this
article, the author cites the relevant APB Opinions and offers several examples where
they would apply.

MANAGEMENT ACCOUNTING /MAY 1974

M AY 1974

42

LEASING: COST MEASUREMENT AND DISCLOSURE
By James B. Henry

Leasing is a popular means of providing the services of capital goods to economic
organizations. With the expansion of leasing, the problem of cost measurement and
disclosure have also expanded. This article examines the problem. The author suggests
an improved method for comparing the cost of a financial lease with a debt purchase
agreement and proposes a solution to the disclosure problem.
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NAA committee submits position paper at first public hearing of the Financial
Accounting Standards Board.
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the International Executive Service Corps.
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One of the by- products of the 10th International Congress of Accountants meeting in Sydney, Australia, in October 1972, was the
formation of a body whose stated objective is to develop international accounting standards for financial reports to investors and the
general public. Last year, representatives from nine countries, including the United States, met in London and agreed to form an International Accounting Standards Committee (IASCJ to recommend
basic accounting standards which would command international
acceptance.
The first fruits of the Committee's labors have been published in
the form of two publications. One is a "Commentary on the Statements of International Accounting Standards" and the other is an
exposure draft for a "Proposed Statement" on "Disclosure of Accounting Policies."
It is a necessary and praiseworthy task that the IASC is embarked
upon but one fraught with frustration and potential failure for those
who forget the experience of the recent past. The only representative
of U.S. accountants on the Committee is the American Institute of
CPAs. On the other hand, the representation from the United Kingdom a nd Ireland includes six organizations and one of them, significantly, is not composed of certified auditors but cost and
management accountants.
It seems curious, indeed, that the U.S. with about a million accountants is represented by only one organization whose membership of approximately 100,000 is oriented toward the audit function.
The experience of the Accounting Principles Board should be instructive to the IASC. The Board was criticized for making rules without allowing sufficient input and participation from those whom the
rules would primarily affect. As a result, the Board failed to achieve
unanimity on a number of principles and found itself bogged down
in one controversy after another. To its credit, the Financial Accounting Standards Board has corrected this shortcoming. Its organizational by -laws and working procedures encourage representation
from interested accounting bodies and broad input during the
entire course of the standard - making process.
If the IASC ignores the responsibility to consult with interested
groups at all stages and to permit broad -based participation, it may
find itself unable to achieve basic consensus for its standards, lack of
which could spell the difference between success and failure of its
objectives.
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Howmuchtime
do you spend in your business
accounting for it?
A direct proposal from ASP:
We'llprocess your payroll,
accounts payable and receivable,
general ledger /financial reports—
_,
anyor allof them.
The coupon below will bring you
FREE booklets that tell you just how
we do it ... and have been for 25 years.
They spell out how we operate and
wha t benefits you'll r eceive. 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, rent or install any equipment —we have our
own. And with ADP you're never
asked to sign a contract. There's no
place to hide in our business: either
we do better or out we go. Perhaps
this is why we've grown to serve
25,000 customer firms, have regional
computer centers in 28 major cities
and are listed on the New York Stock
Exchange.

• • • • • • • CLIP AND MAIL THIS COUPON FOR YOUR FREE BOOKLETS. • • • • • • • • • • •
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AUTOMATIC DATA PROCESSING
• Dept. M-8, 405 Route 3
Clifton, New Jersey 07015
(201) 472 -2222

•
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Name

•

Title

• Gentlemen:

Firm

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.
Accounts Receivable
General Ledger/
Accounts Pa able
Financial Reports
Payroll Preparation

City
State

Zip Code

•

•

Address

Visit us at the 1974 Accounting Show, May 12 -14, New York Hilton.
Circle 3 on inquiry card.
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Letters

TO THE EDITOR

Direct Costing and the IRS
The September 29, 1973, edition of the Federal Register included Rules and Regulations promulgated by the Internal
Revenue Service governing the allocation of indirect costs to
inventories. (These Regulations are codified at 26CFR, section 1.471 -11, and are effective during taxable years beginning
after December 31, 1973.) It is regrettable that the IRS chose
to label the allocation practices it finds acceptable as "the full
absorption method of inventory costing," since the revision to
the tax code in essence allows taxpayers to follow either (a) the
basic absorption cost model or (b) the direct cost model. (Emphasis added.)
In substance, the regulations provide that fixed indirect production costs may be allocated to inventoried costs, or may be
treated as period costs, depending upon the practice followed by
the taxpayer for financial reporting purposes. The regulations
clearly preclude the "prime cost" method of accounting for inventoried costs and taxable income.
The misfortune is not in the loss of "prime costing "; rather,
by describing acceptable practices as "the `full absorption' meth•
od of inventory costing," the IRS has left the taxpayer with
the impression that direct costing is no longer acceptable. It is
necessary to reflect upon the substantive regulations at some
length before this impression is overcome.
The IRS appears to be displaying a manifest preference for
absorption costing practices over the direct cost model. This
appearance will be disappointing to anyone who recognizes that
the direct cost method produces theoretically more sound data
for management decision - making purposes than does the absorption model, because the data produced by direct costing
more nearly approximates marginal cost information.
It is hoped the direct cost model will not lose any of its
proponents because the preamble to section 1.471 -11 fails to
adequately describe the regulations codified therein.
B. R. Williams
Director of Manuscripts
Washington Tri- Cities Chapter

I presume the reason that this has not been pursued in the
past is that the men do not want to get involved with the
"Women's Liberation Movement." I, personally, don't think
that this should be of real concern, as I trulv believe that most
of the experienced women in accounting are in this profession
because they enjoy it; but each one also likes the little fringe
benefits of being a woman, wife or mother as well.
Mrs. Rene Simon
President /Elkhart Area Chapter
Elkhart, Ind.
He Injects Insidious Pap
I write as a member of NAA about the article in this month's
issue (November 1973) on "Oil and Gas Taxation" by Donald
A. Calhoun.
The entire article deals with the income tax treatment of the
special income and expense features of the oil and gas industry.
It would be assumed, then, the final two paragraphs headed by
the word "Conclusion" would sum up what the author had
said in his text. Instead, Mr. Calhoun offers his judgment about
the benefits to the "public" from "... percentage depletion and
related provisions of the income tax laws."
To Mr. Calhoun, I sav that this is fraudulent writing: Without an iota of argument or proof he. injects his insidious pap
into a purported technical paper. I could not find anywhere
in his presentation the words "tax shelter," although almost
every writer on the topic describes this tax benefit as such. And
that is what it has been considered for a long time now —a
special benefit to "special interests."
You are at fault, too. You should not have permitted our
journal to be used as a forum for an apologist of tax shelters.
Shelters shift the tax burden off the oil people onto the rest of
us. If you would like to prove that the shelters benefit all
America, then get someone to present the facts to us boldly and
fairly.
Bernard L. Klein
New York Chapter

Richland, Wash.
Beacon, N.Y.
Women in Accounting
After reading President Robert Chapman's perspective on
"Women in Accounting" in the November 1973 issue of
MANAGEMENT ACCOUNTING (and being one of the women
officers he mentioned), I thank him for giving me this opportunity to express my views on women that have engaged in accounting as their chosen professions.
Most of those serving on an NAA Board of Directors realize
the problems in securing new members, and in retaining old
ones. We have found it especially difficult in our area to recruit
enough interested new male members to maintain our membership quota. We are now concentrating on the qualified women
in our community that have not been previously approached.
If our National Directors would recommend known women
accountants to their respective Membership Directors, as suggested by President Chapman, this probably would help the
NAA membership growth at local levels, as well as nationally.

FASB: The Prerequisite Standard
May I suggest that support for the Financial Accounting
Standards Board must be earned rather than taken for granted
—or are opinions contrary to NAA "national policy" not welcome? Certainly there is not much doubt that its predecessor,
the Accounting Principles Board, was not exactly successful.
Perhaps the answer lies partly in the failure to establish a policy
relative to the duties, responsibilities and standards of the
management accountant.
Pronouncements of desired reporting of accounting information will only be as effective as the standards of conduct
of those responsible for generating such information. Since
such responsibility lies in the realm of management accounting,
the need for an acceptable and adhered to code of conduct for
management accountants is a prerequisite standard to the success of the FASB. Such a code, as well as procedures relative
M A N A G E M E N T A C C O U N TIN G / M A Y 1 9 7 4

to its enforcement, could well be the
most significant contribution that NAA
could make to its members, the
FAS13 and the investment public in
general.
This matter is a most complicated one,
for it not only involves the development
of desired standards of conduct, but also
the problems of effective enforcement
and —most important— effective protection of those who at times would have
to weigh the effects of code adherence to
job security and /or advancement. The
FAS13 can earn substantial support by addressing itself to this prerequisite.

DOLLARVALUE,
SALES AND WAREHOUSE I
ACTIVITY INVENTORIED

S. Herbert Rubin
Rochester Chapter
Rochester, N.Y.
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Accounting, Sales,
Warehousing and Purchasing all benefit
wh en management replaces an obsolete
mechanical card system
Inv with I
Inventory data is
is always current and available at the touch of a
button.

The INVENT RON
• Automatically prints out current total
dollar inventory value
• Reduces error rate because additions
subtractions, and changes are per•
formed automatically
• Updates and accesses inventor information 25 times faster than with
mechanical card posting
Automatically records "Sales to date"
Saves time lost in locating out -of -file
records
Prints out current status of all inventory items automatically
Permits lower inventory levels by reducing extra margin factors normally
required to ensure adequate inventory
Is easily operated by nontechnical
personnel
p
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VIDEOSYSTEMSCORPORATION
1300 N. CRESCENT BLVD., PENNSAUKEN, N.J. 08110
Phone: 16091 665.6688
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Write or call for more
information on these
and other benefits
which INVENTRON can
bring to you and your
client company's particular procedures and
problems.
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Customs Drawback —
How Much Does the Claim Cost?
The article, "Customs Drawback" by
John W. Giltinan in the April 1973
issue Of XIANAGEMENT ACCOUNTING, was
very well presented with emphasis placed
on accuracy and timely reporting.
It is my opinion that the costs involved
in the documentation and filing of
claims is a very important factor and the
following question should be asked: Is it
feasible to have company personnel compile all reports and claims, or would it be
less costly to engage outside service agencies on a commission basis? After this
question has been answered, every effort
should be made to control costs for compiling required information.
As an employee of a major automobile company, and having had considerable experience in compiling data for
the net weights of domestic fabricated
sheet metal parts (same kind and quality) that are exported, I would like to
highlight the importance of controlling
the costs to maintain adequate records.
Communications from corporate management must be directed to all responsible
parties to maintain records on a current
basis. Guidelines should be published to
inform all parties of the need for specific
information and accuracy of the same.
In our company, we create a weight
record card in our cost accounting department for all parts fabricated from
sheet or coil steel at the time the part is
released by the engineering department.
We route the request for net weights to
the quality control department where
they have established a procedure for
weighing all new parts as soon as avail
Continued on page 47

i

Instantly
Continually
Automatically
Accurately

Circle 4 on inquiry card.
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What color is a tycoon?
■ It is no surprise that the vast majority
of the nation's business owners are white
. . . like the illustration. The circumstances of history have combined to exclude a good share of our minority group
members from business ownership. In
fact, while minorities make up some
seventeen per cent of our populace, they
own and operate less than four per cent
of the country's businesses.
It is not our role to debate all of the
conditions that led to this imbalance. But
it is our job to do something about it . . .
namely to assist qualified minority group
members to participate in the free enterprise system.
You can help us if you are a successful
business person who would be willing to
share your experience with others who
hope to make it as you have. And perhaps
you would be well advised to explore the
very tangible financial incentives and advantages available today to any company
that is willing to launch a minority owned
or operated subsidiary.
Obviously, the color of any given tycoon is not nearly as important as the
qualities that led him to the top. But it is
important that all of our people have every
chance to share in the rich rewards for
initiative possible in this country.
NAA now has an advisory program,

the purpose of which is to make the minority businessman aware of his financial
management needs and to get him started
in the right direction.
NAA does not do the detail work. Carrying out of advice must be accomplished
by competent employees or qualified professionals. NAA advisors withdraw once
the business is successfully under way.
The problem is, there are still a lot of
areas, where help is needed, not now
being served by an NAA Chapter SocioEconomic Committee.
If you'd like to start one —or otherwise
help out — contact:
■ Your local Chapter President
■ HERBERT P. TINNING, Manager
Socio- Economic Programs
National Association of Accountants
919 Third Avenue
New York, N.Y. 10022
(212) 759 -3444 or 371 -9124
Participation is not limited to NAA
members. Anyone who would like to join
the NAA Socio- Economic Program is also
invited to contact us.
Th i s P ro g r a m i s f u nd e d b y
Of f i c e o f Mi no ri t y Bu s i ne s s En t e r pr i s e ,
U. S . D e p a rt me n t o f C o mme r c e , W a s hi n g t o n , D

Circle 5 on inquiry card.
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One plus one equals one
No, this is not the new math, or a misprint. This equation sums
up the new, versatile NCR 18 -31 —an electronic adding machine and printing calculator combined into one efficient
package.
Every business needs an electronic adding machine, and
frequently needs an electronic printing calculator. Because
both machines are not needed continually, most businesses
simply make do with one or the other. Errors are made, time
is lost, and so are profits.
The versatility of the new NCR 18 -31 has bridged this gap.
The right side of the keyboard operates the fast, 10 -key electronic adding machine. The left side operates the high -speed
printing calculator, complete with floating in /fixed out decimals.
Both with an easy -to -read two color printed tape on which every
item is listed. You're actually getting two machines in one. So
you see, the equation "one plus one equals one" makes sense:
one adding machine plus one printing calculator equals the
new NCR 18 -31.
For further proof of this equation, we offer additional features like floating in /fixed out decimals, direct accumulation of
products and quotients, automatic exponent and constant calculation, automatic round off, six decimal places and a percent
key. The NCR 18 -31 is manufactured in the United States, with
MOS /LSI circuitry and is UL approved. Its full one year warranty is backed by NCR, known throughout the world for quality
business machines and systems.
For more information or a demonstration, call your local
NCR Office or NCR Office Products dealer. Or, if you prefer
write to Office Products Division, NCR, Dayton, Ohio 45479.

10130
Complete Computer Systems

Circle 6 on inquiry card.
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Demand, and Salaries, Remain High for Accounting Graduates
Approximately 32,400 students are expected to graduate in accounting in 1974, an increase of
1 7 % over last year, according to the fourth annual survey by the American Institute of CPAs.
Although the number of accounting graduates is increasing, the AICPA says that the profession's annual growth rate of 10% can accommodate this increase. Accounting graduates will
find attractive offers waiting for them when they enter the business world, according to the
latest Robert Half survey of prevailing financial starting salaries. The personnel agency chain
reports that starting salaries for accountants and financial executives are at all -time record
highs. Some highlights of the study: salary range for corporate controllers at companies with
a volume of $50 -$250 million was $28- $48,000, an 8.6% increase over 1973; corporate tax
managers at companies with an annual volume of $50 million or less: $20,000 - $25,000,a 9.6%
gain; for senior internal accountants at medium -size firms, starting salaries fell in the $13,500- $16,500 range, a 3.4% increase. 1974 financial salaries averaged out at 3.3% over last year,
somewhat less than the 5.5% Federal guidelines. The survey is based on a comprehensive analysis of thousands of position requests received by the Robert Half organization.
What's a College Degree Worth? Oh, About $280,000.
Men with a college degree can expect to receive about three - quarters of a million dollars in
income during their lifetimes, the Census Bureau reports. Compiled by the Social and Economic
Statistics Administration, a report showed that the estimated lifetime income of men from age
18 to death with four or more years of college was $758,000 in 1972; those with only a high
school diploma can expect to receive only about $479,000.
101 Applicants Complete All Five Parts of CMA Examination
Some 101 applicants successfully completed all five parts of the examination for the
Certificate in Management Accounting held last December, according to Dr. James Bulloch,
director of the Institute of Management Accounting. The names of those who completed the
second CMA examination will be published in the June issue.
Financial Accounting Foundation Meets Goal on Funds for FASB
The Financial Accounting Foundation, which has the task of raising funds for the operations of
the Financial Accounting Standards Board, issued its first public report and said that the targeted
$3.5 million in contributions for 1973 had been exceeded. Total contributions of $3,759,000
were received for the period through December 31, 1973.The trustees said they were "pleased
with the generous financial support received thus far from members of the five sponsoring
organizations [which includes NAA1." They point out, however, that a more permanent fundraising procedure "which will spread the cost equitably over the various segments of the
financial community" still must be developed. Budget of the Foundation for the first full year,
ending May 31, 1974,was $2,944,000.
Second Jerusalem Conference on Accountancy Will Be Held Oct. 28 -31
The Second Jerusalem Conference on Accountancy, sponsored by the Institute of Certified
Public Accountants in Israel, will be held in Jerusalem, Oct. 28 -31.The theme of the conference
is "Critical Problems of External Financial Reporting." Further information may be obtained
from Z. Grupe[, president, Institute of CPAs in Israel, P.O.B. 29281,Tel -Aviv, Israel.
National Cash Register Company Becomes NCR
Reflecting the smaller contribution of cash registers to the total business today, National Cash
Register Company has changed its name to NCR, formalizing what its products, advertising,
and other promotional and corporate material have reflected for years.
Impact of Inflation Should Be Reported as Supplemental Information Say CPAs
The impact of inflation on business and industry should be reflected as supplemental information in annual reports to stockholders, the AICPA said in a "statement of position" to the FASB
which held hearings last month on "Reporting the Effects of General Price -Level Changes in
Financial Statements."
14
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MANAGEMENT
ACCOUNTING IN A
DEVELOPING COUNTRY
If 1 had said that 1 was emigrating to Tahiti to paint nudes my
colleagues would have found it easier to understand.

By Daniel G. Dorian
In 1969 I joined the Peace Corps and agreed to
serve as an accounting advisor to the Government
of Malaysia. My experience in that role convinced
me that accountants can make a significant contribution toward advancing social and economic
conditions in developing countries. I am equally
convinced that accountants as a group are not yet
meeting the challenge of world poverty, at home
or abroad., If this seems to be an unkind or
exaggerated statement, consider the last time you
saw an article dealing with the economic development of disadvantaged groups in an accounting
publication. They exist but they are very rare.
I will not comment further on the domestic
scene. The topic I wish to attack is the problem of
assisting economic development overseas. It appears to me that there are two reasons why our
collective contribution to this problem has been so
meager. First, nobody asked, so why bother. Second, we did not know how to help. When I
decided to join the Peace Corps, my decision was
greeted with amazement by my fellow accountants.
Accountants do not do that sort of thing. If I had
said that I was emigrating to Tahiti to paint nudes
my colleagues would have found it easier to
understand.
Our Companies Also Benefit
I do not suggest that all accountants immediately
rush to join the Peace Corps. I do suggest that those
that do not can still make significant contributions.
One has only to go to any large department store
and closely examine the origin of various goods,
especially textiles and electronics, to see that our
economy extends around the world and into the
developing countries. The shirt made in Korea, the
radio from Singapore, the television set from Taiwan
or Mexico have all become a part of our daily lives.
As time progresses more American businesses will
have direct or indirect contact with the developing
MA N A G E M E N T AC CO UN TING / MA Y 1974

countries. Will accountants be prepared for and
promote this interaction or will they function as a
conservative force discouraging ventures into these
new and therefore less understood areas of the
world? I would like to suggest that if accountants
are prepared for the contact, we will help both the
people of the developing countries by promoting
better economic conditions and also our companies
by providing profitable new sources of production
and marketing opportunities.
Potential Contacts Are Virtually Endless
Accountants can come into contact with developing countries in various ways. The total immersion
route, which I followed, is rare but will become less
so in the future. As American business expands
overseas, there will be an ever- increasing need for
accountants who are willing and able to adapt modern accounting techniques to the needs of overseas
facilities. Accountants who are not transferred overseas for extended periods may be called upon to
make short visits. It is also possible that they may
be required to evaluate information generated overseas, to make suggestions for improvement, or to
modify American techniques so management can
cope with problems in overseas facilities. The list of
potential contacts arising from an ever- shrinking
economic world is virtually endless. Accountants
must start considering now how they will deal with
this interaction.
There seems to be an inbred belief among many
people that assisting in economic development is a
charitable operation limited to sending supplies during famines or contributing to UNICEF on Halloween. Assisting in the creation of mutually profitable
economic relationships with developing countries
would seem to me to be a more meaningful activity
which fulfills the overall goals of socio- economic development. As Robert Beyer, former NAA President,
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to get a cycle of information - request, information production, information -use, and information improvement started, regardless of how inefficient
the process may be at the beginning. I would suggest that this intermediate goal is a key to successfully introducing management accounting in a developing country.

Four Interrelated Characteristics

The author (right) and a fellow accounting
volunteer discussing serious problems of systems
design —how to improve on chopsticks.
said, "Our [NAA] image has . . . been greatly
enhanced by the success of the Socio- Economic
Program ..."2
My experiences in dealing with accounting in
developing countries are limited to government accounting in only one country. However, I would
like to encourage others with similar experiences to
write about them and thereby expand the meager
literature which exists in the field. I strongly support President Chapman's view that NAA activities
should expand overseas.3 I would encourage all accountants to be aware of the opportunities for our
companies and our profession in this work of the
future.

The Goal
Management accounting is often considered to
be relatively free of formal constraints. Whatever
works in a particular situation, according to the
goals of the managers involved, is acceptable practice. There are, however, subtle constraints when
one attempts to apply management accounting
techniques to a developing country if the assumptions made are based on an advanced economv.
Normal assumptions which are valid in an advanced
economy cannot be taken for granted, those who
would apply even the most commonly accepted
techniques in less developed economies must walk
with great care.
The goal is not to institute a particular management accounting system but rather to begin a
process where managers will ask for, get, use, and
then improve a viable management accounting system. The problem is not to improve a particular
system but to get one started.
A management accounting system in an advanced
economy has as its primary function the improvement of decision- making through the use of better
information. Whatever system fulfills this goal best
is usually the best system to use. In long -range
terms the same goal probably applies to the role of
management accounting in developing countries;
however, a more important short -term goal, necessary for the achievement of the long -term goal, is
16

In order to clarify the complexity of the deceptively simple problem of starting an information
cycle, I have focused on four interrelated characteristics: simplicity, salability, training features, and
adaptation to individuals. Each characteristic is
closely tied to the others, and represent not four
subjects, but four aspects of one subject — getting
started.
SIMPLICITY

This criterion can be stated: "A simple, easy -tounderstand system is better than a more theoretically correct system if it can encourage use."
A simple system is better since it will not overload
the available staff. Complicated systems, no matter
what their theoretical advantages, suffer from two
faults in a developing country. First, they may be
confusing to managers currently inexperienced in
the use of any kind of management accounting
system, and second, they may severely strain the
existing pool of human resources. The first factor
will tend to discourage a manager's use of the system, as well as to make him wary of accounting
systems in general. If he does attempt to use the
system, it will be with limited understanding.
This could be dangerous because any mistakes that
result will be blamed on the new system. An overly
complex system will tend to give a bad name to all
accounting systems and will tend to postpone the
creation of an information cycle which could eventually lead to a more advanced system. The second
disadvantage is more serious than the first since
it tends to cause major errors in the process of
making reports which eliminate the complex system's sole justification, that it gives better information.
The price paid for simplicity is a reduction in
precision. In an advanced economv, the dimension
of simplicity in a system can be substantially
ignored. If a new system can improve information
for decision- making, the fact that it requires computers and highly- trained staff to implement it will
not be a serious flaw (assuming of course that the
information is worth the cost involved) . The dimension of simplicity is, therefore, not important
in this environment. When such a theoretical base
is brought to a developing country, the lack of
simplicity will become all important. A system
which cannot physically be run in a developing
country is useless no matter what its theoretical
merits.
Robert Beyer, "Summing Up," Management Accounting, June
1973, P. 1.
"Bob Chapman: His Hobby is NAA," Management Accounting,
July 1973, p. 13.
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If one is not specifically conscious of the simplicity dimension, due to a lack of training or
experience, then even the systems one designs
expressly for the developing country may have the
same flaws as imported systems. When one approaches an information problem with theories
from an advanced economy, trying to get the most
accurate information possible, one will arrive at
a system suited to the economy one came from,
not the economy one is working in.
One should not draw the conclusion that simplicity is in itself a sufficient characteristic for a
good management accounting system. It is rather a
characteristic which must be taken very seriously
by anyone attempting to design a system for use
in a developing country. The system must be
advanced enough to produce useful information
but not so complex as to be non - operational in the
environment in which it is to work.
Simplicity must be stressed as an essential dimension of management accounting, requiring specific and concentrated evaluation as a separate
issue. The failure to give this dimension serious
evaluation when working in a developing country
will tend to make one's contributions counterproductive.
SALABILITY

A system which is salable to the local staff, even
when it includes compromises, may be preferable
to a system which is believed to provide more com-

plete information. The problem of salability has to
do with the difference between a system as viewed
by the advisor and a system as viewed by the local
manager. In an advanced economy these differences are not extensive and the negotiations which
go on between the accountant and the manager
can easily be viewed as improving the system. In a
developing country, the manager often has little
experience with management accounting and his
desires may appear to be counter-productive. One
can either insist that the manager is not capable of
judging what he needs, which is counter-productive,
or one can attempt to incorporate as many of his
suggestions as possible.
An example of a possible compromise involves
the question of rounding off. In the United States
it is common practice in management accounting
to round off to what are assumed to be significant
digits. One is unlikely to find a figure like
$7,865,564.98 in a usable management accounting
report. In a developing country, accounting may be
viewed by local management as an exact art, and
rounding off may be misinterpreted. To make a
system salable, it may be necessary to compromise
by rounding at a level other than the one which
seems advisable under normal practice in an advanced economy. This will sacrifice quality. Reports
may be more time-consuming to prepare, hence less
prompt and more costly. They will be harder to
read quickly for informational purposes and they
will give a false aura of accuracy. Such compromises
must be viewed not as faults in the system but
rather as a cost of making the manager gain confiMANAGEMENT ACCOUNTING /MAY 1974

dence in his ability to deal with the new methods.
The participation of a manager may appear to be
detrimental to the system in the short run, but it
should be beneficial in the long run. In any case,
if the manager actually gets to the point where he
begins using the system, he will probably make the
needed improvements himself at a later date.
One must be careful in what compromises to
make and where to attempt to hold the line. Some
compromises will severely cripple the system and
should be avoided. In the negotiations during implementation, one should attempt to compromise
on little things as often as possible in order to gain
cooperation and participation from the manager
and support staff. This is needed to make it their
system. If one compromises readily on many small
items, a strong stand on a major item will probably
not be too difficult to sustain. If everything is important, nothing is important. If only an occasional
item is viewed as crucial, cooperation is more likely
and the process of give-and -take can continue. The
goal is to make it their system, though without
losing the outside input where it is needed.
The goal of this process is not to get acceptance
on the best possible system, which would most
likely be the goal in an advanced economy; but
rather, the goal is to get acceptance on an adequate
system which includes as much involvement as
possible on the part of the staff which is to use the
system. The long-term goal of getting a process of
management accounting use started becomes more
important than getting the best possible system in
use immediately. In any case, an excellent system in
advanced-economy terms which fails to draw the
support of those who are supposed to use it will
probably never function as intended.
As in the case of simplicity, salability is not often
dealt with as a specific characteristic of management accounting systems in advanced economies.
The reason for this is that management accounting
as a concept has already been sold. In an advanced
economy one is usually dealing in improvements
rather than an original sale of a system. In a developing country one may be selling a strange instrument indeed which may appear to have no great

"To make a
system salable,
it may be
necessary to
compromise

",�

Kuala Lumpur, Capital of Malaysia —
they, too, have tall buildings.
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judgment
and experience
will have to be
brought into
play in each
instance."
"...
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value. After all, the manager and his colleagues have
gotten along quite well for years without one. In
terms of a management accounting system, then,
the original sale should be made largely on the
basis of what will sell, rather than what should sell,
with a view to selling the improvements later.
TRAINING FEATURES

A management accounting system which helps
to train or provide experience to its users is more
valuable than one which does not. To a large extent the feature of simplicity is valuable because
the users will better understand how it works and
learn about the system. The feature of salability is
also valuable in this respect. To watch one's own
system succeed brings confidence; to understand its
limitations will bring a desire for improvements. On
the other hand, a learning process dealing with a
system which is not one's own is not likely to bring
the interest and commitment necessary for effective
training. A system which confuses or does not
interest its users cannot provide adequate training
features and may therefore be undesirable.
Training features in a management accounting
system can often be incorporated by leaving a system partially unfinished, so as to encourage others
to finish it. In terms of an advanced economy,
this would be a serious failure to complete a job,
but an advanced economy is not so concerned with
the training process since it has formal institutions
in relative abundance to deal with training. The
problem of what is, in effect, on- the -job training is
not often dealt with as a part of management accounting because in an advanced economy it is
rightfully not a function of information systems. In
a developing country, if one bears in mind the goal
of starting an information cycle rather than installing a single completed system, then one can see
how training features may well be the most important function of a new management accounting
system.
As with the characteristics of simplicity and
salability, training is not something one can tack
on as an afterthought. It must be built into the
thinking of the systems designer from the start.
Also, as in the case of simplicity and salability,
training is a factor to consider but not one which
can be dealt with in absolute terms. The simplest
of training systems is no system at all, under the
theory of "they'll learn it best if they do it all
themselves." However, there is some point where
assistance is needed to get the process started, and
there is some point where it should be stopped to
allow learning to occur.
The questions of "where to stop ?" "how much
simplicity is too much ?" "how many compromises
are too many ?" and "where to make the trade -off
on training effects and good systems design ?" are
not the kinds which can be dealt with easily. This
writer can only suggest that judgment and experience will have to be brought into play in each
instance. The point I wish to make is that a tradeoff should occur. Training should be a prime consideration.

ADAPTATION TO INDIVIDUALS

It may be of some advantage to design a system
while at the same time considering the specific talents and weaknesses of the individuals who will use
it. This would indicate a system designed for one
manager who is able to deal with it as opposed to
a system designed for the average manager.
In an advanced economy, personnel policies combined with the relative abundance of trained manpower tend to ensure that lividuals filling a particular position will ha% most of the desired
skills. This is not to sav that there will not be
variations in skill levels between managers but
rather that in comparison to a developing country,
the skill levels will be much more uniform. As a
result, management accounting in an advanced
economy is geared to the job at hand and not to the
individuals who will perform the job. The introduction of a new system will often result in the
hiring of individuals to fit the system.
In a developing country, the shortage of trained
manpower, as well as different personnel policies,
will manifest themselves as variations in the quality
of managers and support personnel. This will be
especially true with regard to any skills having to do
with management accounting since it was probably
not considered a requirement for the job when the
managers were hired. Unfortunatelv, if one gears
the system to an average manager, one will lose
the gains which would be possible with managers
who are better able to deal with new systems. For
example, one will often meet managers whose
abilities far exceed those of the average manager.
It would be a shame to design a system for such
a manager which was geared to the average level.
The setting up of an advanced system in a division able to handle it will not only provide that
division with a better system but it may provide
other divisions with a goal or sense of direction.
This form of uneven development allows one to
minimize or maximize the use of simplicity, salability, and training features as fits the division and
individuals involved, thereby reducing to a minimum the necessary costs of implementation in
terms of sacrifices from the best short -term information system possible.
There are two problems to be faced when tailoring a system to the specific individuals who will
use it. First, the personnel may change. An effective
manager may be replaced by one with less skills, or
a particular clerk able to handle the necessary computations may be promoted and replaced by another
who is not as competent. Second, individual tailoring is a time - consuming process in that one must
spend a great deal of time getting to know the individuals involved. A combination of these problems could easily wipe out or at least minimize the
value of many months of work.
In spite of these difficulties, the benefits to be
gained by individual tailoring of systems are great
enough that one should seriously consider this approach where staff in key positions are expected to
remain long enough for the system to begin func.
Continued on page 24
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EFFECTS OF LEARNING
ON COST PROJECTIONS
Unfavorable variances will be expected for labor and variable
factory overhead for all units prior to the 60th unit, and favorable
variances would be expected for production in excess of 60 units.
Such variances, if unanticipated, could lead to investigation costs,
revision of plans, and other costly managerial reactions.

By Edwin A. Bump
The problem of projecting costs affects the management of most business entities. Accurate predictions
of the amounts and the timing of cost incurrence
are essential to provide a basis for informed decision making. The need for accurate predictions is particularly acute for new product evaluation decisions
since the quality of these decisions determines the
long -run profitability of the firm. Yet, by the very
nature of these decisions, the amount and quality
of available data are extremely limited.
With the importance attached to cost projections
in product evaluation decisions, it is not surprising
that a number of methods have been developed and
are in regular use to provide these data.' Within
the context of cost projection techniques, the purpose of this article is to discuss the effects of learning theory, to illustrate its potential for use in product evaluation decisions, and to review the related
financial planning and cost control aspects of such
decisions.
Cost Projections
Most cost projections are based on some derived
average cost per unit. By its very nature, an average
presumes some level of production. If some form of
learning is present (although possibly undefined),
use of this constant average cost underestimates the
actual unit costs in the early stages of production
and overestimates the actual unit costs in the later
stages. If the N units used in deriving the average
cost are actually produced, the unit errors in estimation balance to zero. This effect is illustrated in
Exhibit I in the Areas A and N. If N = 200, the
areas of over and underestimation (A' and A) are
equal. If N ± Y units are actually produced, aggregate over or under estimation occurs since these
areas are not equal. In addition, a constant, standard, or average cost does not facilitate control if
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particular unit costs can realistically be expected
at levels more or less than this amount.
One of the problems with using an average value
(regardless of its ability to forecast accurately average costs) is in its inability to consider the timing
dimensions of expected costs. The timing of cost
incurrence is very crucial to capital budgeting and
financial planning. In making new product evaluation decisions, the application of time (or learning based) cost predictions can affect planning and
control functions. In the area of planning, such
cost predictions appear useful in deciding whether
or not to produce and in coordinating financial re.
source requirements. These costs are also useful as
a base for product cost control decisions.
The Planning Function
The desirability of producing a new product is
generally cast in a capital budgeting format for
evaluation. It begins when an idea for a product
is discussed. At that time, guesstimates of the relevant data inputs are made and are applied in a loose
evaluative format to eliminate from further consideration any obviously undesirable or infeasible products. The remaining product proposals are then
evaluated in terms of the desirability of continued
development to obtain better data. After a series
of these informal evaluations, a conscious effort
is made to evaluate market potential, sales pricing,
costs and other relevant decision - making parameters.
Engineering and product design groups are likely to
determine production means and methods and establish design specifications. Quite probably a prototype or two is completed and market reactions are
sought. With the data and subjective opinions
obtained from these efforts, an evaluation occurs
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Probably the most common techniques of cost pro ection are based
on engineering standards and recent experience. he first is commonly used in job shops and in construction. The second appears
frequently in mass production industries. Another approach to cost
estimation considers data from similar products or operations and
adjusts it for anticipated changes and contingencies.
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"The focus is
on the worker.
As he works,
he learns."

to determine whether or not to manufacture the
product. At this point, the learning curve may be
useful in projecting costs and capacity to produce.
Although the learning phenomenon has been
recognized in many industries, the cost projection
techniques typically employed do not consider its
impact.= Instead, cost projections for purposes of
capital budgeting and cost control are usually based
on assumptions of constant unit c o s t s . 3 To improve

the estimates of these costs, consideration should
be given to the effects of learning on labor usage.
In addition, the use of learning curves should facilitate cost control, permit improved estimates of attainable production levels, and allow for better financial planning.
The Learning Curve
A learning curve describes the observed improvement in operations as these operations are repeated.'
The basis supporting the theory of learning is quite
simple. The focus is on the worker. As he works,
he learns. The more often he repeats an operation,
the more efficient he becomes. This increase in
efficiency results in a reduction of the labor input
per unit of product. These rather commonplace
observations were transformed into a useful concept
when it was discovered that the rate of improvement is regular enough to be predictable and included entire operations as well as the more common focus on direct labor hours and costs.°
Intensive stud y revealed that whenever the total
quantity of units produced doubled, the cumulative
average hours of labor input declined by a constant
percentage — approximately 20 percent in the aircraft industry. "Because this rate of improvement
seemed to prevail so consistently, it was concluded
that the aircraft industry's rate of learning was
approximately 80 percent . . ." 6 Th e 8 0 percent
learning rate means that if the first unit produced
requires 100 hours, the "cumulative average" time
for producing a total of two units should be 80
hours per unit (80% of 100) and the cumulative

96 hours [ (160 + 96) _ 4 = 641. It is important
to clearly maintain a distinction between "cumulative average" and "marginal" production times.
The phenomenon of learning discussed above can
be expressed mathematically as:

Y = aXb
where:
Y = The average number of hours per unit required
to produce a total of X units
a = The number of hours required to produce the
first unit
X = T h e cumulative number of units to be produced
b = The index of learning, (log of learning rate

log of 2)
To solve for Y, we must first convert the equation to its logarithmic form:
log Y = (log a) + b (log X)
For example, let:
a = 100 hours for the first unit
X = 4 un its

b = log .80 1log 2 = —.3219
Then
log Y = log 100 + (— .3219) log 4
Y = 64
If the total time, T, to produce X units is desired, both sides of the above formula are multiplied
by X to yield:
T= YX= aXlb +tl

average time to produce a total of four units should
be 64 hours per unit. A cumulative average time
of 80 hours for two units implies that the second

If the approximate time required to produce any
specific unit, N, is desired, the formula is adapted
as follows:

I n ad dit io n to the air c r a f t industry an d o t h e r businesses h av in g
high labor inp uts, studies in dic at e I e ar n in q facto rs in p a rt s assem bly, the m a n u f ac t u r e of subc om p one nts, to p ro d u ctio n fr o m p r o cessing units of a refinery , in m a int e n an c e o p e ra tio n s in th e e lec tr ic industry , in steel pro du ction an d o t h e rs. s e e fo r e x a m p le :
Win fr e d B. Hir s c hm a n n , " Pro fit F r o m Th e Learningg C u r e , "
Harvard Business R e v i e w, J a n u a ry-Fe b r ua r y 1964; R . W . Co n way
a n d A. Schu ltz J r . , " T h e Ma n u f a c t u ri ng Pro cess F u n c t io n " T h e
Journal of In� ut tnal Engincsring January-February 195 §; and
N. Baloff " S t a r t u p s in M a c h in e -Int en sive Pr o d u ct io n Sy st em s, "
ou rn al of Indu strial En gin ee r in g , J a n u a r y 1966.
Th e e x
ted value ( single d o lla r a m o u n t ) of co st ap p ea r s mo st
fre qu en tly,
4 T . P . Wr igh t is gener ally cr e d it e d with th e d e v elo p m e n t of th e
theory of le ar n in g cur ves based o n h is a t t e m p t s to m ea su re m a n u .
facturing progress in the airplane industry although others have
refined a n d ad de d to th e theory. W r igh t fo cused o n d ir ec t lab o r
hours a n d the redu ctions in lab o r tim e p e r u n it as wo rk er s ga in ed
ex pe rien ce . As the cu m ula tive nu m be r of p lan es p r o d u c ed in crea sed , un it costs we re red uc ed an d m o r e p lan es co u ld b e p r o duc ed with the sam e work force a n d facilities. F u r t h e r , it was
fou nd th at this " le a r n in g process " re pe a te d it self wh en e ve r a n e w
type of airplane was put into production and the pattern of
le ar n in g oc cu rr ed with con sid era ble re gu la rity . F o r a discu ssion ,
see Co nw ay an d S c h ult z , o p . Ci t .
s F ra n k J Andreas " T h e Le az n in g C u rve as a Pr o d u ct io n To o l , "
Harvard Business i i eu i s m, J a n u a r y -Fe b r ua r y 1954.
e Ibid.' p. W

U= (b +1)aNb

7

l

' I{ the learning rate is less than 100 percent, b will be negative
and if great er t han 1W p e r c e n t i t will 1 e p o sitive ( n eg ative le ar n ing).
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unit required a "marginal" 60 hours for its production [( 10 0 + 60 ) =2 = 8 0]. Si mi la rl y, a cumulative average of 64 hours for four units implies the
marginal time required for the last two units of

where U is the approximate time for the Nth unit
and (b + 1 ) is a conversion factor. Values for b
and (b + 1) are listed in Exhibit 2.
A graphic portrayal is useful in visualizing learning curve relationships. Exhibits 3 and 4 depict 80
percent learning curves on arithmetic and logarithmic coordinate scales, respectively, for the hypothetical data described above. While the hyperbola
in Exhibit 3 appears complex due to the arithmetic
scales, its conversion to the logarithmic form results
in a linear transformation (upper curve in Exhibit
4). This linearity is an important quality. It facilitates testing for learning behavior, it is useful for
estimating the rate of learning, and it is an indication of the reliability of the learning parameter.
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In addition to the plot in Exhibit 4 of the cumulative average labor hours required for all units
produced up to any particular point, the time for
the Nth unit is also plotted. It is represented by
the lower line and it approximates the labor hours
required for any particular unit. The upper and lower lines are parallel except for the first few units
produced.

variable factory overhead (100 percent of direct
labor), $500; variable selling and administration
(10 percent of sales price), $350. In addition to
these costs, other fixed operating costs are estimated at $15,000 per year.
Exhibit 1
AVERAGE AND MARGINAL COST CURVES

The Causal Factors
Despite the original focus and subsequent emphasis on the increase in labor productivity in learning, the patterns of learning are not inherently
limited to labor paced operations. Baloff indicates
that the "... learning phenomenon has been empirically verified in a number of product and process
startups in several different forms of mechanized
or automated manufacture." s Conway and Schultz,
on the other hand, suggest the adaptation efforts
of engineers and supervisory personnel (may)
greatly overshadow the effect of direct labor learning of a fixed task in producing the overall gains
in productivity that are experienced.9 They argue,
in effect, that the performance of various supportive
activities, such as improved work methods, tooling
and design, and other similar support endeavors by
indirect labor accounts for the major gains in labor
productivity.
In the literal sense, the distinction between the
effect of learning by workers and the effect of whole

series of other factors which contribute to productivity is necessary to explain the causes of the learning phenomenon observed in machine paced industries. It is well to recognize that the individual
factors may sometimes be in opposition and sometimes in harmony, and that the separation of these
factors is next to impossible.10 This may cause the
actual data to appear as blips and be distributed
around the theoretical curve. In line with this reasoning, technological progress may also be said
to represent a form of learning.
Case Study
The B & PA Manufacturing Company is about
to make a production decision on new blidgets.
The data gathered indicate that the product has a
cumulative expected demand of 200 units over a
five -year period at a unit sales price of $3,500. The
annual sales distribution is expected to be 25, 40,
60, 40, and 35 units per year for the respective five
years. The program would require an immediate
investment of $100,000 in equipment having a five year expected life and no salvage value. To be acceptable, the B & PA Company requires a minimum
15 percent rate of return." Based on engineering
studies for 200 units of production, the following
average variable costs were estimated: direct material, $1,000; direct labor ($5 per hour), $500;
IN
" The Learning Curve
Curve--Some
ome Con troversial Issues,"
ournal of Industrial Economics, July 1966, P. 277.

J

Co n w a y a n d S c h u lt z , O p . C i t .
" A n d r e . , O p . Ci t . , p . 89; se e a ls o Co n wa y an d S c h ult z , O p . Ci t . ,

li To42. avoid unnecessary complexities, the effects of taxes are
ignored.
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Exhibit 2
LEARNING RATE FACTORS
Learning
rate
70%
71%
72%
73%
74%

75%
76%
77%
78%
79%
80%
81%
82%

Learning
rate

(b)

(b + 1)

-.5146
-.4942
-.4739
-.4541
-.4345
- .4150
-.3959
-.3771
-.3585
-.3401
-.3219
-.3041
-.2863

.4854
.5058
.5261
.5459
.5655

83%
84%
85%
86%
87%

.5850

88%

.6041
.6229
.6415
.6599
.6781
.6959
.7137

89%
90%
91%
92%
93%

94%
95%

(b)

(b + 1)

-.2688
-.2516
-.2345
-.2176
-.2009
- .1845
-.1681
-.1520
-.1361
-.1204
-.1047
-.0892
-.0740

.7312
.7484
.7655
.7824
.7991

.8155
.8319
.8480
.8639
.8796
.8953
.9108
.9260

b = l og of l e arni ng r at e / l og 2
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Exhibit 3
LEARNING CURVE ON
ARITHMETIC COORDINATES
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Exhibit 4
LEARNING CURVE ON
LOGARITHMIC COORDINATES

j
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log Y = (log a) + b (log X)
log 440.3 = log a + (— .3219) log 2
a = 550.4
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From studies of the development and production
of other similar products, the Company has determined that an 80 percent learning rate is applicable
to labor and variable factory overhead .12 The 100

hour average labor time was derived by considering
this learning factor and the 880.6 hours of labor
required to produce the two prototypes.
CASH -FLOW ANALYSIS

Using the predicted average costs detailed above,
the production decision is evaluated by using typical
capital budgeting techniques. Annual cash flows

from production and sale of X units equal $3,50OX j
— $2,350Xj — $15,000 for the jth year (where
j = 1, 2, 3, 4, and 5). By comparing the present
value of these cash flows at a 15 percent annual
discount rate to the investment requirement of
$100,000, the production decision may be made.
Exhibit 5 summarizes the necessary computations.
The net present value in favor of production equals
$1,181.
A more meaningful casli -flow analysis would include the time related learning -based costs. The use
of learning -based costs requires a calculation of the
expected labor times to produce each of the annual
demands. We begin with the data on the average
production time for the first two units which are
used to derive the approximate time to complete
22

the first unit (the a value). The a value is then
used to derive cumulative average production times,
Y, to meet cumulative demands. These cumulative
average times are multiplied by the cumulative demand to yield cumulative time requirements. The
difference between cumulative times is the marginal
production time required to meet annual demand.
The computations for the first two years' demands
will illustrate this procedure.
To calculate the time implied for the first unit,
we proceed as follows. We know the total time to
produce the first two units is 880.6 hours and the
cumulative average hour per unit Y = 880.6,/2 =
440.3 hours. We also know that b = —.3219 for
the 80 percent learning rate. By using the logarithmic form of the equation: Y = aX1, we can solve
for a.

To calculate the cumulative average time required
for the first 25 units, we set a = 550.4, Xl = 25,
b = — .3219, and solving, Y = 195.3 average hours
per unit. Multiplying by 25 units indicates that the
cumulative time to produce the first 25 units is
4,882 hours.
To calculate the cumulative average time required
for the first 65 units (years 1 and 2 total demand),
we set a = 550.4, X2 = 65, b = — .3219, and
solving, Y = 143.6 average hours per unit. Multiplying by 65 gives cumulative time for the first 65
units of 9,334 hours; of which 4,882 were required
for the first 25 units. Thus, the marginal time to
produce the second year's demand of 40 units is
4,452 hours.
The analysis would continue in the above manner to derive the annual marginal production times.
These values are summarized in Exhibit 6 (Column
2) as a part of the revised analysis of the production decision. While the decision format remains
the same as shown in Exhibit 5, the timing of the
cost inputs changes. The annual cash flow now

equals $3,50OX j — $1,350X j — $IOLT j — $15,0 0 0 ( w h e r e L T i s th e ma r g in a l la bor ti m e r eq u i r e d

to meet demand of X units in period j = 1, 2, 3, 4
and 5) .13 Exhibit 6 summarizes the required computations and indicates a net present value of a
negative $6,850.
The difference between the net present values
in the two analyses is $8,031. This difference is
strictly due to alterations in the timing of cost incurrence. As indicated by this example, improved
cost projection using a learning function can have
a significant effect on decisions. If the learning
rate had been 90 percent, the difference between
the two net present values would have been $3,410
and the analysis using learning -based cost predictions would still yield a negative net present value.
11 No d istin ctio n of p r e v s . d u rin g_ p ro d u ctio n facto rs is m a d e to
keep th e illu stra tio n fa ir ly s im p le . Fo r d iscu ssio n o f th is d ist in c tio n ,
see Conw ay and Schultz, Op. Cit ., pp. 41 -42.
1' Th e
illu stra tio n assu mes th e le ar n in g r a t e ap p lies to var iab le
factory overhead as well as direct labor.
M A N A G E M E N T AC C OU N TIN G / MA Y 1974

IMPLICATIONS FOR FINANCIAL PLANNING

Based on the data from Exhibit 6 and the assumptions preceding its preparation, the product
does not appear to meet the criteria for production.
If the product is accepted for production (as was
indicated by the original analysis in Exhibit 5), the
planning for financial resources and manpower requirements may present some problems. The differences in annual cash flows indicate a difference
of $23,820 in the first year alone [$13,750 - ($10,070).]. This represents an unexpected financial
drain on the firm that must be satisfied since the
product will not generate positive cash flows until
sometime during the second year.
If manpower planning for the first year is based
on 2,500 direct labor hours (100 average hours
times 25 units of demand), the firm will be understaffed. The learning -based estimate of labor requirements to produce the first 25 units is 4,882
hours. Meeting expected demands may thus require
additional staffing and overtime. Such crisis production with its concomitant disruptive impacts might
be avoided and a smooth flow of production facilitated with the learning -based projections.
THE CONTROL FUNCTION

will

Learning -based cost projections can also have
an effect on the control function. In the above
case studv, the expected labor hours, labor cost
not be
and variable overhead costs per unit

attained until approximately the 60th unit is produced. This is determined for the example by using
the formula U = (b + 1) aN1 where U = 100;
(b + 1) = .6781; a = 550.4 and b = - .3219
and then solving for N. Each unit produced prior
to the 60th will require more than 100 labor hours.
Each unit produced after the 60th will require less
than 100 labor hours. This effect in terms of labor
cost is illustrated in Exhibit 1 by the average labor
cost per unit at 200 units and the marginal cost
per unit lines. Unfavorable variances will be expected for labor and variable factory overhead for
all units prior to the 60th unit, and favorable variances would be expected for production in excess
of 60 units. Such variances, if unanticipated, could
lead to investigation costs, revision of plans, and
other costly managerial reactions.

"Learning based cost
projections can
also have an
effect on the
control
function."

BEHAVIORAL IMPLICATIONS

The behavioral implications of constant cost projections or standards are worthy of mention. For
example, an expectation of favorable variances is
indicated for units produced after the 60th unit.
Emphasis is placed on "expected" since there may
be a tendency for workers who have met the standard to become complacent and hence reduce or
negate further improvement. While it is not the
purpose of this article to discuss the behavioral
implications of standards on employee performance,
it is well to recognize that incentive for further

Exhibit 5
PRODUCTION ANALYSIS WITH CONSTANT AVERAGE
COSTS AND 15 PERCENT RATE OF RETURN
(2)

(3)

(4)

(5)

Year

Product
demand

Total
contribution
margin*

Fixed
costs

Net
cash flow
(2) -(3)

Discount
factor
15%

(6)
Discounted
net cash
flow
(4) x (5)

1
2
3
4
5

25
40
60
40
35

Investment
$28,750
46,000
69,000
46,000
40,250

$15,000
15,000
15,000
15,000
15,000

$(100,000)
13,750
31,000
54,000
31,000
25,250

1.0000
.8696
.7561
.6575
.5718
.4972

$(100,000)
11,957
23,439
35,505
17,726
12,554

Net present value

$

(1)

1,181

•$3,500 revenue - $2,350 variable costs

Exhibit 6
PRODUCTION ANALYSIS WITH LEARNING -BASED
COSTS AND 15 PERCENT RATE OF RETURN

4,882
4,452
5,204
3,018
2,444

Investment
$ 87,500
140,000
210,000
140,000
122,500

$48,820
44,520
52,040
30,180
24,440

(6)

(5)
Other costs
$15, 000+
($1,350)(1)

$48,750
69,000
96,000
69,000
62,250

(3)

Discount
factor
15%

(8)
Discounted
cash
flow
(7) X (6)

1.0000
.8696
.7561
.6575
.5718
.4972

$(100 000)
(8,757)
20,022
40,739
23,341
17,805

(7)

Net cash
flow
(4)
(5)

$(100,000)
(10,070)
26,480
61,960
40,820
35,810

Net present value
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1

$

25
40
60
40
35

Revenues
(1) X $3,500

(4)
Labor and
var. factory
overhead cost
(2) X $10

+

1
2
3
4
5

(3)

-

Year

Product
demand

(2)
Marginal
labor
hours
required

(1)

(6,850)
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"Problems in

improvement may well be lacking and hence the
100 hour cumulative average time per unit for
200 units may never be attained.14

estimating
costs affect Conclusion
most
managerial
decisions."

Problems in estimating costs affect most managerial decisions. This article has considered learning curve theory as a basis for projecting costs and
illustrated how its use may permit more accurate
cost predictions. Its potential effects on managerial
planning and control decisions are enormous.
The potential for improving cost projections and
11

-

rya

For a basic reference to the behavioral aspects of control
tems, see William J. Bruns, Jr. and Dom T. DeCoster, edt.,
Accounting and Its Behavioral Implications, McGraw -Hill Book
Company, New York, N. Y., 1969.

the decisions emanating from these projections has
been demonstrated within the format of a capital
budgeting evaluation involving a new product. The
illustrative case indicated that the refinements in
cost prediction (particularly in the timing of cost
incurrence) from using learning -based costs could
be significant. Even though the aggregate cost projections are equal under constant average and
learning -based costs, the timing of incurrence of
cost components is improved.
In addition to the differences between production
decisions resulting from average versus learning based costs, learning -based costs provide potentially
better data for purposes of financial planning, work
scheduling and cost control.
❑

MANAGEMENT ACCOUNTING IN A DEVELOPING COUNTRY
Continued from page 18
tioning smoothly. Once a system is working, it may
continue to function despite the departure of key
personnel needed to get it started.

Conclusion
A significant problem for an advisor or manager
in a developing country is that virtually all available literature on management accounting is geared
to the resources and the needs of an advanced economy. In order to achieve his goal of a good information system, the designer must first consider a
development process, a subject rarely covered in the
Ibid.

existing literature. This process with regard to management accounting can be achieved through the
use of management accounting systems designed
with characteristics like: (1) simplicity, (2) salability, (3) training features, and (4) adaptation
to individuals consciously considered. If the advanced nations are serious about teaching modern
management accounting techniques in the developing countries, then they must also deal with the
problem of adapting what they have created to the
needs and resources of others with dissimilar resources. This task was well stated by NAA's current
President, Robert Chapman, ... .. the NAA expansion of its services overseas will do well for the accounting profession and do well for peace and un❑
derstanding throughout the world." 4

NOTICE OF PUBLIC HEARING
The Financial Accounting Standards Board will
hold public hearings on the subject of Accounting
for Future Losses at the Americana Hotel, FiftySecond Street and Seventh Avenue, New York
City, beginning on Monday, May 13, 1974 at 9:30
a.m. and will be continued the following day. A
Discussion Memorandum setting forth and analyzing issues associated with the agenda project

24

has been prepared and is available upon request in
reasonable quantities without charge from:
Director of Administration
File Reference 1006
Financial Accounting Standards Board
High Ridge Park
Stamford, Connecticut 06905
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ACCOUNTING
FOR FUTURE LOSSES
It is somewhat like the political system in the United States —
all too often, only a small proportion of the electorate votes,
but everyone complains about our elected officials.

By John V. van Pelt, III
The Financial Accounting Standards Board established an initial program calling for work on seven
technical projects, with the possible development
of new standards in the related areas. One of these
projects covered accruing for future losses. As defined by the Board, future losses were to cover such
matters as catastrophe reserves of property and
casualty underwriters, self - insurance reserves and
reserves for losses on foreign operations. However,
because the scope of the project was determined to
be somewhat limited, in that some enterprises were
accruing for other kinds of potential losses, it was
redesigned to deal with those types of losses where
there is an inconsistency in handling between companies. 1 These losses range from attempts to guess
at and provide for future events, which might or
might not occur, to the more commonly accepted
practice of accounting for such situations at the
time of their occurrence, or even of deferring the
costs involved to subsequent periods. Provisions for
discounts and bad debts, losses on long -term construction contracts, and product warranty expenses
which are relatively uniform were excluded from the
project. The Board also specifically excluded provisions for losses on the discontinuance of segments
of a business and losses arising from devaluation or
revaluation of foreign currencies. The former topic
was covered by Paragraphs 13 to 18 of APB Opinion
No. 30, 2 and the latter is included in a separate
project of the Board.
Rules of Procedure
The Board operates under "Rules of Procedure"
when issuing statements of Financial Accounting
Standards and other communications. 3 The Rules
provide that in situations where existing data are
inadequate to permit making an informed decision,
the Board will hold public hearings. The basis of
the public hearings will generally be covered in a
discussion memorandum prepared by a task force
assigned to the particular project. The rules also
MANAGEMENT ACCOUNTING /MAY 1974

specify that written comments and position papers
may be submitted prior to the hearings together
with outlines of oral presentations.
Need for Involvement
On matters where the ultimate answer may not
be clearly outlined, it seems obvious that the interested members of the public must become involved
if the Board is to function successfully. The time
for involvement should precede the completion of
public hearings, so that all viewpoints may be properly appraised in the development of the exposure
draft relating to the project. Once the Board has
voted upon and accepted the positions which serve
to comprise the exposure draft, it is probable that
only the most compelling arguments or unwarranted
pressures can bring about changes in the Board's
opinion. Furthermore, changes made under such
conditions are usually in the nature of compromises
and will fall far short of achieving a desirable operating medium.
When the hearings are scheduled, industry
groups, guided by companies that are heavily involved in the particular areas, will be in the picture
with position papers and oral presentations. Additionally, they will pressure their independent public
accountants to present papers supporting their
views. Unfortunately, these groups will support
positions not necessarily designed to provide for informative reporting, but more likely intended to
preserve an element of flexibility in controlling
trends of earnings between years.
In any discussion of the type which will result
in the development of an accounting standard,
there is no doubt that the affected industries will
be heard. In fact, during the initial research period,
staff groups assigned by the Board to the study of
the dimensions of the project will contact the in-
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It was clear that the project should not relate to types of losses
that occur in a clearly measurable pattern and which are subject to
a form of evaluation with a reasonable degree of accuracy.
APB Opinion No. 30, Reporting the Results of Operations,
AICPA, New York, N. Y., June 1973.
I
These rules were adopted effective March 29, 1973 by the Board
of Trustees of the Financial Accounting Foundation.
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"Here was an
opportunity to
get areas of
discontent on
the agenda of
the new
Board . . . "
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dustries involved. They will request data and back- the forefront in expressing opinions, before the esground materials to support and justify the mech- tablishments whose financial statements may be
anisms used by the particular entities that provide affected by a particular matter have managed to
the information. Thus, industry practices and their steamroller all potential dissenting views, this writer
rationalizations will be thoroughly documented. decided to express his thoughts on the question of
However, we must not overlook the fact that many future losses even before the scheduled public hearof those who determine the accounting practices of ings are held.
corporations and many of those engaged in the practice of public accounting feel that any treatment Accounting Practices
which has not been specifically outlawed is perforce
Accounting practices are the mechanisms deacceptable. As an example, consider the nit - picking signed to achieve the objectives of reporting results
approach to all presently issued Opinions of the of operations. In selecting proper accounting pracAccounting Principles Board and the hunting for tices, it is essential to separate, in one's thinking,
loopholes in wording with the ultimate goal in the management motivation from the essential need
mind of showing a smooth earnings trend, regard- to reflect within a period the operating results
less of actual events that may occur in a particular pertaining to that period. Underlying the accountperiod. To the extent that smoothing of earnings ing practices are certain basic conventions.
can create an image of continued growth, it may
The matching convention is universally accepted
be possible to improve credit relationships and to as a fundamental precept though a desire to reach
inflate the value of equity securities to be used in a particular result may often lead to rationalization
lieu of other forms of compensation or as considera- of what constitutes a proper matching. In essence,
tion in acquisitions.
this is the source of the problem in defining acIf we recognize that those with an axe to grind counting rules for future losses.
will be directly involved in all phases of the initial
Another convention is conservatism, though
development of the exposure draft, it is incumbent many learned professionals and educators are atupon all who are interested in the development of tacking this pillar upon which past accounting
sound financial reporting to become equally in- principles were built. Superficially, it would appear
volved. While the investor as such may not be that conservatism, which led to the principle that
competent to make contributions, surely the analyst one does not anticipate gains, would be the keywho serves as the source of investor knowledge stone to support the antithesis of that principle
should make a contribution. Also, representatives of which would result in anticipating losses. However,
the academic world, government, and public ac- it is essential that this convention be explored in
counting should become involved as well.
order to obtain a proper basis for judging the extent
To emphasize the difficulties inherent in getting to which it is proper to permit conservatism to
an adequate response from the public, it is only anticipate losses which are related to and arise out
necessary to look at the results of a request by the of events occurring in an operating period as opFASB for an expression of views on the need for posed to being pure surmises as to what may take
interpretation, amendment, or replacement of exist- place in the future, regardless of current actions.
ing pronouncements on financial accounting and
Most managements adopt financial policies
reporting that were issued by its predecessor, the which will provide or retain cash funds to withstand
Accounting Principles Board. This request was the fiscal impact of future losses. While the segregamade to financial executives, analysts, accountants, tion of funds, which should be reflected in the
and other interested parties. The total responses ap- company's statement of financial condition, is one
proximated 100, which ranged from individual com- approach, it is also possible to purchase catastrophe
ments to major position papers. It would appear to insurance to cover substantially all possible incibe inconceivable that only 100 individuals or firms dents which may occur. Again, in dealing with forhave either complaints about presently existing eign exchange, companies can arrange their affairs
Opinions of the Accounting Principles Board or so as to minimize risks by limiting exposure in areas
feel that such Opinions require interpretation. 4 where currencies are in potential danger of devalFurthermore, while there has been no task force uation, or by concentrating investments in curestablished to date to deal with accounting for rencies which indicate a probability of upward rebusiness combinations, this was the most frequently valuation. In some instances, a company may have
cited area in the comment letters. Inevitably, such to adopt abnormal protective measures that will
evidence of interest in this subject and restiveness minimize potential losses to an extent greater than
with existing rules will lead to the assignment of a any of its competitors. For example, a company
task force with the portfolio designed to bring this originally situated in those parts of California subtroublesome matter to rest. Here was an oppor- ject to earthquakes could move its plant. A comtunity to get areas of discontent on the agenda of pany with a plant located on the Susquehanna River
the new Board, and yet there was a comparatively could build a dike around the entire plant many
minor response from the public. It is somewhat feet higher than any flood stage in history. The
like the political system in the United States —all ' Marshall Armstrong, Chairman of the Financial Accounting
too often, only a small proportion of the electorate Standards Board, has indicated that the comment letters will serve
as a basis for one or more interpretations to be issued by the
votes, but everyone complains about our elected Board. Since this article was written, the FASB has announced the
formation of a task force to deal with the subject of business comofficials. Recognizing that it never hurts to be in binations.
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extent to which management may be successful in
minimizing losses through the use of such strategic
moves should be reflected in the results of the company's operations and the cost involved in minimizing the losses would be includable in the operation of each period to which the costs apply.
INSURANCE COMPANIES

Insurance companies, in certain instances, provide periodically for catastrophes, as opposed to
normal losses. A catastrophe has been defined by
the Insurance Service Office (ISO), a national
organization established by the property and liability insurance industry, as a particular occurrence
that will produce multiple claims of $1,000,000 in
losses under insurance policies covering damage to
property. Individual companies modify the ISO
definition to suit their needs for accounting purposes, including lines other than property lines
covered by ISO, and using amounts less than
$1,000,000. Obviously, catastrophe losses exclude
coverages added to others through reinsurance. The
periodic provision is made either as a charge to
income with a reserve being created (carried outside the equity section of the balance sheet) , or by
means of deferring portions of the premium. Actual
losses or portions thereof are then charged to the
reserve, or the deferred premium is credited to reserve at the time of the loss. Generally, each company uses a predetermined formula to arrive at the
periodic charges, revenue deferrals, and reserve balances, but the formulae vary from company to
company. Usually, if losses exceed the balance in
the reserve or the amount of deferred premium, the
excess is absorbed in income in the current period.
When a reserve reaches a predetermined point no
further provision is made until future events reduce
the balance.
SELF- INSURANCE

Practically all companies (other than insurance
carriers) self- insure to some degree, since most
policies written have low end exclusion, and there
are quite often upward limits of certain types of
coverage that managements feel are not economical.
In some cases, companies feel it is economical to
self- insure larger segments of the risk than is a normal practice for the average corporation. Self -insurance for the bulk of workmen's compensation
and public liability is fairly common, and larger
corporations will wittingly self- insure for damage to
their own property and will not carry business interruption insurance. While it is generally accepted
that self - insurers for workmen's compensation and
public liability provide periodically for claims in
advance of their incidence, the carryover of reserve
balances from period to period is normally related
to unsettled claims that have arisen within prior
years. However, some self - insurers also provide reserves for losses on their own property, providing
periodically on a basis that outside coverage would
have cost or on a basis related to the company's past
loss experience. The accumulated reserves are carried outside of the equity section.
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OTHER FUTURE LOSSES

Some companies accrue for other future losses.
In certain cases, managements provide estimated
amounts to cover future losses from expropriation
by foreign governments. Charges are made to income and credited to reserves carried outside of the
equity section. Provisions for possible assessments
for additional taxes and losses on pending or threatened litigation are two more examples. Another
practice has been to include as an extraordinary loss
write -downs of assets which are still to be continued
in operation or provisions for future rehabilitation
or plant relocation which would otherwise be burdens on future operating periods. This last category
of items was not adequately covered by APB Opinion No. 30, but an examination of the extraordinary
charges reflected in the financial statements of some
companies in recent years suggests some attempt to
relieve earnings for the future by eliminating depreciation or other costs without the benefit of a
quasi - reorganization. 5

" . .. tw o
important
factors are
timing and
contingencies."

Accounting Theory
The theoretical factors which might be governing
in the various situations enumerated above are not
the same in each instance. However, two important
factors are timing and contingencies.
TIMING

One theoretical factor concerns the point in time
at which liabilities arise. This is specifically related
to provisions for additional taxes and /or losses on
pending or threatened litigation. Is the liability
established at the time of the original transaction
which gave rise to the tax deficiency or the threatened legal action, though the ultimate amount
may not be determinable until later? If so, and if
the existence of liability is the determining factor,
the problem would be one of estimating. It might
also be argued that to obtain a proper matching of
costs, the original estimate should include allowances for interest and legal fees involved in reaching an ultimate settlement, since these elements are
regularly factors that are considered in reaching
compromises.
A second category of theory deals with timing in
the recognition of losses. APB Statement No. 4
contains several references which relate to this matter: 9
Paragraph 154 states "Important classes' of
expenses are ...expenses from non - reciprocal
transfers and casualties (for example, taxes,
fires, and theft)."
" Should it be permissible to write -down assets which are losers
because of high fixed charges but which currently generate cash on
an out -of- pocket basis? Allied Chemical Corporation's 1968 Annual
Report reflects a net extraordinary charge of $23,026,000 of which
$17,300,000 relates to write -downs of ammonia and oil facilities.
Olin Corporation's 1970 Annual Report reflects a charge of $10,277,000 arising principally from the write -down of certain manufacturing facilities to recognize permanent loss of utility. Maremont
Corporation's 196i3 Annual Report reflects as extraordinary charge
of x4,600,000 to reduce assets of its automotive parts rebuilding
business and certain goodwill items to estimated realizable value.
(A footnote indicates the company had not adopted any plan for
reorganization or sale of the business.)
I APB Statement No. 4, Basic Concepts and Accounting Principles
Underlying Financial Statement of Business Enterprises, AICPA,
New York, N. Y., October 1970.
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"Accounting
theoretically
records the
ultimate gain
or loss which
an enterprise
achieves
throughout its
life."

Paragraph 161 states ". . . costs are recognized as expenses in the period incurred or in
which a loss is discerned."
Paragraph 35 states "Financial accounting and
financial statements are primarily historical in
that information about events that have taken
place provides the basic data of financial accounting and financial statements."
CONTINGENCIES

Accounting Research Bulletin No. 50 in Paragraph 1 defines a contingency as: 7
"... an existing condition, situation or set of
circumstances, involving a considerable degree of uncertainty, which may, through a
related future event, result in the acquisition
or loss of an asset, or the incurrence or
avoidance of a liability, usually with the concurrence of a gain or loss."
In Paragraph 2 it relates to contingencies which
"... are those in which the outcome is not
sufficiently predictable to permit recording in
the accounts, but in which there is a reasonable possibility of an outcome which might
materially affect financial position or results
of operations."
The criteria for distinguishing contingencies from
recognizable expenses or losses are covered in
Paragraph 3:
"Other contingencies may exist where the
outcome is reasonably foreseeable, such as
probable tax assessments which will not be
contested, or anticipated losses from uncollectible receivables. Contingencies of this type
which are expected to result in losses should
be reflected in the accounts." (Emphasis
added.)
Chapter 6 of Accounting Research Bulletin No.
43 also covers an important aspect of this subject
in Paragraph 7: 8
. . reserves . . . created . . . for general
undetermined contingencies, or ... without
regard to any specific loss reasonably related
to the operations of the current period, or
... in amounts not determined on the basis
of any reasonable estimates of costs or losses
are of such a nature that charges or credits
relating to such reserves should not enter
into the determination of net income."
Paragraph 4 further clarifies the matter
"... it is desirable to provide, by charges in
the income statement, properly classified, for
all foreseeable costs and losses applicable
against current revenues, to the extent that
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they can be measured and allocated to fiscal
periods with reasonable approximation."
Arguments Pro and Con
There can be no consistency of practice in the
accounting treatment for future losses without a
clearly defined policy. For example, nine companies of the 125 member companies of the
American Insurance Association reported they were
using catastrophe reserve accounting. A study by
the Research Department of the American Institute
of Certified Public Accountants covering 1969 financial statements revealed only 30 instances in
which companies identified self- insurance reserves
in their financial statements. And, the 1972 issue
of Accounting Trends and Techniques disclosed 27
instances where companies carried reserves for losses
on foreign operations. 9
The primary argument used by those who favor
anticipating losses can be expressed in terms of the
desirability to stabilize periodic income. As an
adjunct to this argument, it has been contended
that stabilization is equitable in that each generation of shareholders shares equally in the rewards
and risks of investment.
The second argument most generally put forward
contends that anticipation of major losses is but an
extension of the matching process. Corporate operations are continuing, and it is reasonable to
assume that over an extended period the entity will
experience major losses and that failure to recognize these losses ratably over the entire life will tend
to overstate income during the periods in which
they do not occur.
A third argument put forward on behalf of self insurers and those insurers who provide for catastrophes, is that by accruing in advance, the results of
operations more closely parallel the results obtained
by those who purchase casualty insurance or who
reinsure against catastrophes.
Other arguments relate to the need for conservatism and the consistency of treatment, in situations such as self - insurance, with the handling of
bad debts.
The arguments against advance recognition contend that income equalization is not a reflection of
true conditions since the losses occur randomly and
operating results for a given period should not reflect
arbitrary amounts for future events which are unpredictable as to both timing and amount. Furthermore, no liability exists to justify advance reflection.
A major argument also deals with the arbitrary
nature of the provision, which may provide management with improper mechanisms to regulate
earnings flow.
What Are the Results of Operations?
Accounting theoretically records the ultimate gain
or loss which an enterprise achieves throughout its
Accounting Research Bulletin No. 30, Contingencies, AICPA,
New York, N. Y., October 1958.
Accounting Research Bulletin No. 43, Restatement and Revision of Accounting Research Bulletins, AICPA, New York,
N. Y., June 1953.
9 Accountin
Trends and Techniques, 1972 Edition, AICPA, New
York, N. Y.
7
9
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life. The problem was simple in olden times when each accounting period of the event giving rise to
accounting reflected the owners' position for a the loss, is not reasonably determinable or if the
voyage. However, the modern corporate entity has amount of the loss cannot be measured in advance
an indefinite existence and the ownership changes. with any significant degree of accuracy, the loss
It is essential that we obtain periodic readings as to should not be anticipated.
This condition would rule out such events as
progress, to provide a test of management percatastrophes and expropriation losses until the
formance and to facilitate transfers of ownership.
It is a plain fact of business life that economic occurrence of the event. In certain instances there
conditions are not the same during each fiscal may be sufficient exposure to permit the assumption
period. Customers change, price levels rise and fall that casualties which are self- insured will occur
and public attitudes vary, altering the climate in within each fiscal period, and past experience can
which business is done. The results of operations establish a continuing formula to determine the
should reflect within each period how well the man- size of the income charge.
Provisions for income taxes involve appraisals of
agement operated under existing conditions.
Management of a publicly owned company is all sorts of conditions which are rarely resolved at
under considerable constraint to make as good a the end of the fiscal period for which the provision
showing as possible in terms of the price of the is made. The ultimate settlement of the issues, as
company's shares. Investors place great store in the was suggested earlier, represents an element of
projection into the future of past performance. If a compromise, weighing the costs of deferring ulticompany can show a record of earnings improve- mate payment of deficiencies and the costs of litigament without any retrogression, its stock will gen- tion. Under the circumstances, it is not an idle
erally command a higher price earnings multiple thought that the provision should be adequate to
than the company that reflects an irregular progres- cover not only the tax liability, but also interest
sion. Management will recognize this and do any- assessments and possibly any counsel fees directly
related to the settlement.
thing it can to foster a smooth upward curve.
Major legal actions, the impact of rulings under
The management objective of a smooth earnings
rise creates an irresistible pressure to minimize the environmental protection laws, adverse Price Comimpact of events that might create variations in mission actions and strikes should be accounted for
operating results that would reflect drops in earn- on an occurrence basis.
If property is to be continued in use, it should
ings. However, this motivation also tends to cover
up variations in results that are directly due to not be written -down arbitrarily to relieve future
operations of original cost.
events that take place within a fiscal period.
Conservatism should not be used as an excuse
If a company puts itself into a risk situation and
takes no precautions to minimize the impact of the for destroying the integrity of the results of operapotential catastrophe, expropriation or other event, tions. Furthermore, investor judgments should be
it seems reasonable that the period in which the predicated upon a true history of events, and if the
catastrophe takes place should reflect the loss from impacts of the events are hidden, investor judgthe event. If a company suffers a strike by its em- ments cannot help but be distorted. Obviously, if a
ployees, the period in which the strike occurs carries company operates in a manner that provokes risk,
the burdens of lost production and extra protection, e.g., in unstable countries, in areas subject to flood,
even though management may consider that the or sets prices improperly, such factors should be
costs of the strike are worthwhile in terms of the disclosed by footnote.
long -time benefits to be gained in the ultimate contract settlement. Similarly, a company may elect to Conclusion
As a final word, all those with legitimate interests
insure against an occurrence and burden prior earnings with the cost. Another company may assume in the results of corporate operations should make
the risk. The management decision of the latter their thoughts known on matters of this nature.
company should result in higher earnings in the The managements of businesses and their trade
prior periods, but if the catastrophe occurs, the associations are always under extreme pressure to
operating results of the latter period should then produce results, and they will make appearances in
support of a position that will enable them to proreflect the impact of that event.
duce tailored operating results. If there is a quesProposed Solutions
tion as to the benefits derived by the investing
It would seem that preserving the integrity of the public and other non - management oriented groups
results of operations is the all- important considera- from tailored results, it is incumbent upon the pubtion in determining which losses should be antici- lic to make its position clear, or to bear the consepated. If the likelihood of the occurrence, within quences in silence.
❑
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"The problem
was simple in
olden times
when
accounting
reflected the
owners'
position for a
voyage."
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PROPOSED
BUDGET - AUDITING
STANDARDS
The two main points of information in the audit of the forecast,
budget system review and accuracy of past projections, can be
relied upon in approximately the same way as the audit of
internal control in present historical statement audits.

By Donald James
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If the audits of projected reports are to be given
equal status with audits of historical statements,
then these budget- auditing standards must be followed to create some comparability between the
forecasts of different companies. Also, the presentation to be audited must include probability estimates along with range estimates and the comparison of present forecasts with past forecasts.
Historical statements are needed to give the investor
an extra dimension of introspection as to the
accuracy of the forecast. As many assumptions as
possible must be made on the basis of standard techniques or standard forecast data in order to permit
comparability.
Forecasted statements must also be presented to
coincide with historical statements. Any major uncertainties should be noted, the material deviations
between the previous year's forecast and actual results must be explained, major forecasting techniques should be disclosed, and all major assumptions and backup data should be shown.
In addition to the bases on which forecasts
are prepared, an opinion on the presentation of
the data is also to be considered. The two main
points of information in the audit of the forecast, budget systems review and accuracy of past
projections, can then be relied upon in approximately the same way as the audit of internal
control in present historical statement audits.
In this article we will deal with the application
of generally accepted auditing standards to financial
forecasts.' The ten standards which we are considering represent the basis of external auditing
practice in the United States. Although they do not
deal explicitly with the audit of forecasted statements, the generally accepted auditing standards

could with minor revisions be applied to projected
statements. We will state each of the standards
separately.
First General Standard
The examination is to be performed by a person
or persons having adequate technical training and
proficiency as an auditor.
Revision
The examination is to be performed by a person
or persons having adequate technical training and
proficiency as auditors of projected statements.
The fact that the accountant need not be an
expert in forecasting to audit projected statements
should be assumed. He must, however, have some
rudimentary knowledge of forecasting in general:
statistics and probabilities associated with them,
the economy, and other external influences upon
the forecast. If the accountant lacks this knowledge, he can learn the techniques quickly and
effectively with the help of professional development programs. Learning techniques such as estimating the probability of the outcome of forecasts
and using accepted sources of general economic
indicators should be relatively easy if the standards
are universally taught and accepted.
Second General Standard
In all matters relating to the assignment, an
independence of mental attitude is to be maintained by the auditor or auditors. (No change.)
Estimates on projections should be left for
management to formulate within the bounds of
Statement on Auditing Procedure No. 33 American Institute of
Certified Public Accountants, New York,
1963, pp. 15 -16.
I

k.Y.,
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budgeting principles. The auditor suggests any
changes after the projection is completed and
receives the formal approval of the board of directors for the final product. It is essential that the
investor is protected by an auditor who is independent and impartial when examining the forecasts to be disclosed.
Third General Standard
Due professional care is to be exercised in the
performance of the examination and the preparation of the report. (No change.)
Due care is most important in the case of forecasts. Statements that are based to a large extent
on estimates, assumptions, and personal judgments
need very close scrutiny to assure the reader that
these subjective statements are not manipulations
intended to mislead him.
First Standard of Field Work
The work is to be adequately planned and assistants, if any, are to be properly supervised. (No
change.)
This standard remains the same for projected
statements. Since projection work consumes a great
deal of time, it is necessary for the auditor to
plan his work so that most of it is done before
the year end. This plan of action is, of course,
necessary in order to prevent conflict from arising
with the regular audit.
Second Standard of Field Work
There is to be a proper study and evaluation
of the existing internal control as a basis for reliance thereon and for the determination of the
resultant extent of the tests to which auditing
procedures are to be restricted.
Revision
There is to be a proper study and evaluation
of the existing forecasting or budgeting system
(department) as a basis for reliance thereon and
for the determination of the resultant extent of
the tests to which auditing procedures are to
be restricted.
One of the two most important criteria in
the audit of forecasts is the evaluation of the
budgeting system or department. This is especially
true if it is the first year for the audit of the
forecasts. In this case the auditor reviews the
organization's budgeting function from top to
bottom evaluating the techniques being used, the
assumptions being made, by whom, for what purpose, and from what source information from the
entire organization is assembled in the budget. If
he finds no weaknesses in the system, a large part
of the auditing process is over. This phase works
in the same wav as in the use of internal control
questionnaires. It gives the auditor a feeling for
the total system. Very rarely will we change the
system from one year to the next. Therefore, after
MANAGEMENT ACCOUNTING /MAY 1974

the initial scrutiny and analysis of the planning
system for defects, all that remains for the auditor
to do is to ensure that the makeup of the system
is unchanged, and to test check some processing
of data. A good budgeting system takes some of
the judgment out of the forecast audit and brings
it closer to the more substantial evidence of the
historical audit.
Third Standard of Field Work
Sufficient competent evidential matter is to be
obtained through inspection, observation, inquiries,
and confirmations to afford a reasonable basis for
an opinion regarding the financial statements under
observation.

"One of the
two most
important
criteria in the
audit of
forecasts is the
evaluation of
the budgeting
system or
department."

In auditing forecasts, there is a lack of evidential
matter to be obtained from sources independent of
the client. Most of the evidence is in the form
of internal data generated within the company.
Therefore, extra care and effort are needed to
increase the reliability of the data. It is for this
reason that an intensive study of the system must
be made. This study gives the auditor more assurance when examining particulars throughout the
process if the total system is well designed. Since
there is a lack of reliable external evidence, the
auditor must use his ingenuity in relating this
year's projection with the historical evidence. For
example, an examination of long -term contracts
and their effect on cash flows is important to the
future; a new product coming into the market
can be compared with the success of a product
from another company reaching the same market.
Assumptions by management are a very important
part of the forecasts and the judgment that was
needed to make those assumptions along with
underlying data should be closely scrutinized for
reliability.
First Standard of Reporting
The report shall state whether the financial
statements are presented in accordance with generally accepted principles of accounting.
Revision
The report shall state whether the projected
financial statements are presented in accordance
with generally accepted principles of accounting,
and if the projected statements are based on reasonable assumptions and sound principles of fore casting!
The revision of this standard was necessary to
indicate that principles of forecasting (budgeting)
must be followed by all if the projections are to
be useful. The generally accepted principles of
accounting must still apply to these statements
and any divergence from either these or the forecasting principles would be duly noted as exceptions and properly rectified.
' Dan Miller Guy, "Independent Public Accountant's Responsibility
and Auditing Procedures for Projected Financial Statement,"
Thesis, University of Alabama, 1971, p. 197.
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"... the CPA

must avoid
giving what
would seem to
be a pseudo opinion."

Second Standard of Reporting
The report shall state whether such principles
have been consistently observed in the current
period in relation to the preceding period.
Revision
The report shall state whether the generally
accepted accounting principles employed in the
historical financial statements are consistent with
those used in the projected financial statements.'
A revision has been made in this standard to
emphasize the fact that consistency between the
related historical statements and projected statements is what the auditor strives to achieve. A
comparison between two years' projected statements means nothing, but consistency between
a previous year's historical statements and the present year's projected statements must be shown.
This year's projection will be connected with the
ensuing historical statements and it is imperative
that the two be consistent.
This standard also alludes to the second of
the two most important criteria in the audit of
projected statements which is the examination of
consistency and accuracy of past budgets. It seems
logical that if actual outcomes over a period of
time have been consistently close to their estimates,
and the techniques for setting these forecasts have
remained consistent and acceptable, there is a
strong chance that the next projection will be accurate also. This fact, along with the examination
of the budgetary- forecast system, gives the auditor
an insight into the general state of the forecast
even before detailed audit work begins. Although
these two criteria by themselves are not enough
to base an opinion on, they do increase the
auditor's confidence in the projection.
Third Standard of Reporting
Informative disclosures in the financial statements are to be regarded as reasonably adequate
unless otherwise stated in the report.
Full disclosure is as important in projected statements as it is in historical ones. This can best
be demonstrated by examining the assumptions
management uses to make its forecasts. The underlying assumptions should be disclosed and any
procedures or data that back up these assumptions
should be disclosed for the reader's benefit.
Fourth Standard of Reporting
The report shall either contain an expression
of opinion regarding the financial statements taken
as a whole, or an assertion to the effect that an
opinion cannot be expressed. When an overall
opinion cannot be expressed, the reasons therefore should be stated. In all cases where an auditor's name is associated with financial statements
the report should contain a clear -cut indication
of the character of the auditor's examination, if
any, and the degree of responsibility he is taking.
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It is sufficient to say for now that no change
is necessary in the standard and any type of opinion
could be given on forecasts. It should also be
noted that the audit of the forecasting system
and of past forecasts encompasses a large share
of the audit work. After the initial audit only a
cursory study of these parts should be performed
in succeeding years.
After the audit has been completed the auditor
must give an opinion of some kind on the forecast
according to his findings. In the United Kingdom
the opinion appears as follows:
"We have reviewed the accounting bases
and calculations for the profit forecast (for
which directors are solely responsible) of X
Limited for this period ... set out on pages
. . . of this circular. The forecasts include
results shown by unaudited interim accounts
for the period.... In our opinion, the forecasts, as far as accounting bases and calculations are concerned, have been properly compiled on the footing of the page ... of this
circular and are presented on a basis consistent with the accounting practices normally
adopted by the company." 4
It must be remembered that the English accountant did not carry out an audit on this
material; his examination is better called a review
of the forecast. All he must do is report on the
propriety of the accounting bases and calculations
in deriving the final report. There is no opinion
given on accuracy of the assumptions used in
developing the report and absolutely no responsibility is taken for the accuracy of the assumptions or the forecast as a whole. It is interesting to
note that the English accountants are free to
qualify the report if the forecast does not coincide
with the stated assumptions. However, the effect
on the investor from qualifying the report seems
minute in relation to a qualification of an opinion
of an American CPA.
In the United States, the CPA must avoid
giving what would seem to be a pseudo- opinion.
It would be falsely assuring to the investor who
assumes the auditor is vouching for the integrity
of the basic assumptions. For this reason, the
most difficult time in the development of a useful
opinion on projected statements will be during the
first years that these audits are allowed. The transition to the auditing techniques for forecasts will
probably take a few years to reach a stage where
the CPA feels confident in his examination and
opinion. Because of this uncertainty it is suggested
that for the first several years a weak or exploratory
opinion such as that of the English accountant be
used. After this period a more explicit opinion
could be provided, hopefully giving the auditor
some responsibility for the statements he audits.
Continued on page 36
s Ibid., P. 199.
See "Accountants' Reports on Profit Forecasts," Accountancy,
Institute of Chartered Accountants in England and Wales, June
1970, p. 467.
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HUMAN RESOURCE
ACCOUNTING:
A CRITICAL EVALUATION
It is clear that human resources, by their very nature, simply
cannot be termed assets and therefore should not be capitalized
and placed in the statement of financial position.

By Roger Jauch and Michael Skigen
Numerous reasons have been cited regarding the
need for the development of a workable human resource accounting system. The most cogent summary published so far appeared in "Managing Man
as a Capital Asset," by R. Wright, in which several
specific points were advanced by the author., Management must have: (1) information regarding
costs of personnel turnover, (2) estimates dealing
with the ratio of investment in human resources
to total assets, (3) data for capital budgeting purposes so that rates of return may be more intelligently interpreted, (4) comparisons between
training costs and expected returns, and (5) the
establishment of standard costs and replacement
values thus facilitating manpower planning. All
told, upon first exposure, these constitute a rather
impressive list. Unfortunately, deeper research into
the present state of the art yields most disillusioning
results, primarily because of the problem of reaching a concrete, meaningful figure.

The State of the Art
T o gain a complete picture of the chaos that
presently reigns, the reader need only examine the
multitude of complex methods that various theorists have concocted. Broadly speaking, human resource accounting has been defined as the process of
identifying, measuring, and communicating information about human resources to facilitate effective
management within an organization .2 While no one
denies that employees are a major factor in the
future well -being of a firm, their valuation expressed
in monetary terms is simply unworkable as a result
of two factors. The first factor is the inability of
the accounting profession to develop a meaningful
system of measurement and the second, which is of
much greater theoretical importance, is that huMANAGEMENT ACCOUNTING /MAY 1974

mans simply do not qualify as assets under the usual
definition of the term where assets are defined as
something of value owned by the firm. The primary
objection here is that people are no longer owned.
In professional sports, a player's contract is
owned but he does not have to partake in the sport.
In fact, the enforceability of an employment contract is so tenuous from the company point of view
as to make such contracts valueless. Where there is
no exclusive right there is no assurance of future
benefit. Costs associated with people are therefore
most justifiably expensed, as the length of time the
human asset is under the control of the firm is solely at the discretion of the "asset."
Advocates have countered this contention by asserting that an employee can always be replaced,
thus a firm can be said to have constructive "ownership" of the labor force.9 Yet it i s not th e "labor
force" a firm seeks to value —it is the wealth consumed in order to curry selected members of that
labor force. If any employee is easily replaced,
why bother with the expense of training? It would
seem far simpler to merely offer sufficient compensation to attract the exact individual for a particular task, one who already possesses the required
knowledge and would therefore incur no added cost
for education. This reasoning would lead to the
logical conclusion that there is no stored value and
hence no asset. However, should such a philosophy
become widespread, shortages of qualified people
would swiftly develop while a backlog of unskilled
unemployables would concurrently emerge. Quite
obviously, a depressed supply would cause all to reI R. Wrigght, " Managing Man as a Capital Asset, " Personnel
Journal, A nl 1970.
I R. Lee Brummet, William C. Pyle and Eric G. Flamholtz,
"Accounting for Human Resources, " Michigan Business Review,
March 1968,p. 20.
Ba r u c h Le v a n d Ab a Sc h w a rt z , " O n th e Use of th e Ec o n o m ic
Co n ce p t of H u m a n Ca p it a l in Fin a n c ia l St a t e m e n t s, " The Acco u n tin g R e v i e w, Ja n u ar y 19 7 1 .
'
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"On these
definitional
grounds, all of
the proposed
theories
falter."

vert back to the present arrangement, that of inhouse cultivation. Further, should the concept of
labor force "ownership" be accepted with adequate
salaries being the only essential in securing trained
manpower, we would find ourselves doing nothing
more than is presently done, matching employee
costs (i.e., salary) against current revenues.
Dr. Roger Hermanson extended the definition
of assets to cover what he termed were operational
assets which he defined as "... all scarce resources
operating in an entity that are not owned." 4 His
example was a highly trained sales force. But he
conveniently neglected to include such "operational
assets" as goodwill, geographic location, monopoly,
and political clout. It is obvious that a definition
of assets which attempts to include those things
which cannot be owned, collapses when carried
to its logical extreme. In order to present human
resource values on position statements, a new
definition of assets would have to be developed.
On these definitional grounds, all of the proposed theories falter. But for those who cannot or
will not accede to the fact that humans are simply
not "assets," upon which an even remotely reliable
value can be attached, it will be enlightening to review some of the more illustrious proposals that
the minds of men have hatched.
Current Proposals
CAPITALIZING SALARIES

The first method we considered involves salary
capitalization. As the name suggests a firm merely
capitalizes the salary it pays its employees and assumes that what the employee is doing will be of
some future benefit to the firm and that one can
determine appropriate rates of capitalization —in
many instances completely erroneous presumptions.
But aside from these difficulties there exists an
obstacle in that frequently there is absolutely no
correlation between the salary paid and the actual
value of the employee to the corporation. (How
many would capitalize negative values ?) Consider
the case of senior retired or semi - retired owner managers when the rule is typically: "The boss gets
what the boss wants," regardless of what the boss
is worth. Frequently his compensation is for past
services, not future.
CAPITALIZING THE COST OF ACQUIRING

A second plan envisions capitalizing the cost of
"acquiring" an employee. This plan would require
collecting the costs of recruiting, hiring and training. A precedent for this method exists in professional sports —not so much because the owners
want to capitalize the expenses attached with gaining new players (i.e., bonuses and /or purchase
price) but because IRS (Rev. Rul. 67 -379 and 67380) demands such. Until the issuance of these two
rulings most teams expensed acquisition costs in
the year incurred. For book purposes, many teams
(for example, the Baltimore Orioles) continue to
expense these costs because they feel it is the
more realistic approach. Frequently, the bonus or
premium paid for a player is more dependent on
34

the bargaining capability of his agent than on the
talent of the athlete. Capitalization cannot handle
this type of problem. Similarly with industrial recruiting and training costs, it is difficult to believe
that a direct relationship exists between these costs
and the value of the employee to the firm. Completely overlooked are such valuable resources as
intelligence and loyalty. It is understandable why
these attributes are excluded. Companies cannot
instill the former and find it difficult to invoke the
latter. In most instances a man's intelligence and
reliability are what make him valuable, not the indoctrination attempted by the firm. In addition, as
a man matures and gains experience his abilities
may change— making any relationship between cost
of the "acquisition" and actual worth even more
remote.
CAPITALIZING STARTUP COSTS

Dr. Rensis Likert, a pioneer in the field of human resource accounting, has bequeathed the next
two methods. The first involves writing -up startup
costs. Its basic form is that of the "acquisition cost"
program except that it goes one step further. Likert
would ". . . consider the synergistic components
of cost and time required for members of a firm to
establish effective cooperative working relationships." 5 Since the Accounting Principles Board
had a difficult enough time deciding on an appropriate method of accounting for pooling of interests with respect to business combinations where
concrete costs are available, one can only speculate
on the field day that would result from trying to
devise a method of valuing "synergistic components" of "cooperative working relationships."
BEHAVIORAL VARIABLES APPROACH

The second technique owing its conception to
Dr. Likert has been dubbed the "behavioral variables approach." Its foundations are even more
tenuous than "startup" costing. "Periodic measurements would be made of the key causal and intervening variables for the corporation as a whole.
Statistical variation in leadership stvles, technical
proficiency levels, etc. ( causal variables) , and the
resulting changes in subordinate attitudes, motivations and behavior ( intervening variables) can
establish relationships among such variables. If a
meaningful relationship is established between
changes in causal variables which result in changes
in the intervening variables and these produce
changes in the end result variables such as productivity, innovation, and manpower development,
then trends in earnings can be predicted." 6 Likert
would then take these forecasts and discount them
to find the present value of the human resources.
Our comments on the practicality of this technique
are similar to those we made concerning startup
costs.
4

Roger Hermanson, "Accounting for Human Assets," Occasional
Paper No. 14, Bureau of Mines and Economic Resources, Graduate School of Business, Michigan State University, East Lansing,
Mich., 1964, p. 5.
Rensis Likert, The Human Organization, McGraw -Hill Book
Company, New York, N. Y., 1967, P. 147.

s /6id., p. 150.
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OPPORTUNITY COSTS

A slightly less esoteric proposal was formulated
by Messrs. Hekimian and Jones involving the concept of opportunity cost., Required is a company
with at least two cost centers both desiring the same
man or group of men. What is suggested is that
investment center managers be encouraged to bid
for any scarce employee they desire. The winning
manager then includes the bid price in his investment base. The divisions' benefit is the increased
profit produced by the new employee. Of course,
employees who can be readily secured from the
outside should not be included in the process.
Hekimian and Jones feel that only when employment in one division denies an employee's talent
to another is the employee scarce— therefore a
non - scarce employee must be of little or no value.
This final conclusion is in direct violation of the
opening premise which is that employees in general are assets. Unfortunately, this is the base upon
which the authors build a case in support of human
resource accounting.
This concept of opportunity cost quite simply
ignores ordinary personnel in favor of those with
special capabilities which are in current demand. Of
course, if demand shifts, as it did in the case of
aerospace engineers a few years ago, all the bid
values become worthless as a base upon which to
calculate return on investment similar to any other
inventory obsolescence problem.

performance over the past five years but weighing
the most recent years more heavily. The result obtained is multiplied by the present value of future
wage payments and yields the present value of the
future services of the firm's human assets. Again,
one is confronted with the same sort of non -objective values faced in the other methods and for
essentially the same reason (i.e., labor turnover,
comparability of companies, industry conditions,
etc.).

"As usual the
elusive goal is
to measure an
individual's
value . . . "

GOODW ILL

This plan translates a company's earnings, in
excess of the industry average, into goodwill which
is then allocated to human resources in terms of
the ratio of human assets to total assets. The interesting part is trying to come up with a value
for human resources so that you can compare it
with total resources. What the method does is
blithely ignore the difficulty of determining human
resources in concrete terms and just multiplies an
unachievable ratio by goodwill, which is itself something of an indeterminate value. Further, should
a goodwill figure even be available, without selling
the firm, it is quite likely to be the result of the
existence of other than human resources, such as
geographic location, monopoly, patents, etc. Finally, a small problem may exist in defining the applicable industry.
PERCENTAGE OR RATIO

ECONOMIC VALUE APPROACH

The next attempt is the economic value method.
Here the differences in present and future earnings
of similar firms, in the same business, are compared.
Ostensibly the differences are due to their human
organization. Ignored are the contributions which
capital (non- manpower) makes to earnings. Further
inequalities may result depending upon the nature
of the firm and /or industry (capital versus labor
intensive). Future earnings are then forecast and
discounted to find their present value. A portion of
that is then allocated to human resources based on
their contribution. Now all that need be calculated
is a realistic formula for quantitatively relating the
human resources to future earnings. Again accountants are faced with a difficult task; an objective
discount rate must be arrived at.
PRESENT VALUE METHOD

Dr. Roger Hermanson, cited above, has also developed what he calls the present value method.
Involved is a determination of wage payments over
a five -year period (assuming people stay with you
that long) and then discounting at the rate of return of owned assets in the economy for the most
recent year. This calculation yields the present
value of the future five - years' wage payments based
on this year's return (which may be completely abnormal) . To counter this abnormality argument,
Hermanson would calculate the firm's efficiency
ratio - measure which matches the company's rate of
return in relation to the average for the industry.
The formula he has devised is based on earnings
MANAGEMENT ACCOUNTING/MAY 1974

H. C. Eggers, a South African accountant, has
devised a percentage system of ranking managers."
It attempts to measure the quantitative value of an
individual through the assignment of points to
positions within the command hierarchy. The holders of the position are then ranked from zero to
the maximum number of points relating to their
station, score being dependent upon performance.
After some years, comparison of profit and asset
growth could be made with management point
strength. This technique leads to a problem of rating managers without long track records. Such a
system might, of course, work well for promotions
but has no place when it comes to affixing balance
sheet values.
STOCHASTIC

The final scheme to be reviewed was devised by
Eric Flamholtz.9 His plan represents the apex of
complexity in human resource accounting systems.
The flaws are the same; the only difference is that
the approach is a bit more sophisticated and the
language somewhat more technical. This creation
involves a "stochastic" process which is defined as a
natural system that changes in time in accordance
with the laws of probability. As usual the elusive
goal is to measure an individual's value to an organization, this time via a two -step sequence. First,
I

James S. Hekimian and Curtis H. Jones, "Put People on Your
Balance
Sheet," Harvard Business Review, January- February 1967.
9
H. C. Eggers, "The Evaluation of Human Assets," Management
Accounting' November 1971.
s Eric G. Flamholtz, "A Model for H. R. Valuation: a Stochastic
Process with Service Rewards," The Accounting Review, April
1971•
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"Financial
presentations

statement
based on
human
resources
accounting will
probably be
more
misleading
than helpful."

one estimates the time interval during which the
individual is expected to render services to the
organization and second, some sort of measure (left
rather vague) is taken of the services expected to be
derived from the individual during this interval.
After obtaining the results from step one, the resources- expected -value is multiplied by a discount
factor in order to arrive at the present worth of
expected future services. Some additional mathematical formulas are thrown in; but sadly, the result remains the same. Mr. Flamholtz is kind
enough to destroy his own plan when he points out
its disadvantages: essentially, that (1) performance
measures do not adequately reflect all the major
elements of an individual's value to an organization,
(2) they lnav not even adequately reflect an individual's performance itself and (3) there are a
number of other possible biases or errors which
may contaminate the process of assessing performance.

Conclusion
It is clear that human resources, by their very
nature, simply cannot be termed assets and therefore should not be capitalized and placed on the
statement of financial position. Should one be
clever enough to circumvent this limitation and actually devise a definition which could encompass
human resources, their inclusion in financial statements would still be misleading because there is
no workable manner in which to adequately attach
a realistic dollar value. While the concept of human resource accounting may have some theoretical
value for financial statement presentations, its practical applications are extremely confined. Financial
statement presentations based on human resources
accounting will probably be more misleading than
helpful. However, the concept does have some
very definite promise as a tool for evaluating employees for wage and promotion purposes.
❑

PROPOSED BUDGET - AUDITING STANDARDS
Continued from page 32
By using a probability-range approach along with
the experience gained in auditing forecasts, a more
explicit opinion on the forecast's accuracy might
be given. It is impossible for the CPA to absolutely
guarantee the forecast but the investor, at the very
least, knows that the assumptions have been examined and are considered accurate enough to
develop a forecast, and the investor is the one who
gains greater confidence with this approach.
An example of an opinion to be given after
the transition stage is complete is:
To whom it may concern:
We have examined the projected statements of X Company for December X,
19XX, and the related assumptions underlying these projected statements. Our examination was made in accordance with
budget- auditing standards and procedures,
and accordingly included such tests of the
budgetary system and past budget- forecast
results as considered necessary in the circumstances.
In our opinion, the accompanying statements are presented with an acceptable
probability level in accordance with our examination of the assumptions which appear
reasonable as derived from underlying data
as of December X, 19XX, and expected
operations for the succeeding year. These
statements conform with generally accepted
accounting principles applied on a consistent
" Phillip L. Blumenthal Jr. "The Accountant Looks at His
Client's Future," Journal o/ aceounlancy, January 1972, p. 67.
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basis with current and previous financial
statements and forecasts.
To allow full presentation a few more areas
must be covered. First, any large material variation
from the projected statements to the current actual
financial statements must be analyzed and reasons
listed for this discrepancy. Secondly, the set of
basic assumptions is listed somewhere in the body
of the statement near the forecast. The introduction
of these assumptions might read:
"The following factors have been selected
as basic assumptions to the accompanying
projection, and any deviation from these will
change the results of the projection. Conversely, any changes desired or required in
the projected results will require revised
assumptions." 5
Each important assumption is then listed so
that the reader can see more details and, if he
wants, disagree with the forecast.

Conclusion
Since it is going to take some time to develop
and perfect auditing techniques and standards for
financial forecasts, it is suggested that the auditor
give a report similar to England's for the first
several years which should allow enough time to
perfect these items. This same procedure might
be used for giving opinions on a new firm or firms
which are just beginning to report projected data.
In retrospect it can be said that the investor
is the recipient of a much greater quantity of information to base his decisions upon if projected
statements are presented. It is the auditor's job to
promote increased confidence in the reliability of
forecasts and their components.
❑
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LEASES AND THE
RELEVANT APB OPINIONS
It is certainly reasonable to anticipate that in the near future
disclosure of present values will be required.

Lessees
Leases which merely cover the right to use property in exchange for future rental payments are
nothing more than executory contracts and involve
no accounting problems. Noncancelable leases (or
leases cancelable only upon the occurrence of some
remote contingency), on the other hand, which are
clearly in substance installment purchases of property are expected to meet the accounting requirements of Opinion No. 5. 1 The Opinion provides
that, "The property and the related obligation
should be included as an asset and liability in the
balance sheet if the terms of the lease result in the
creation of a material equity in the property." z The
criteria for determining the accounting treatment of
leases are found in the conditions within, and the
circumstances surrounding, the lease agreement.
The Board decided that any one criterion listed
below will tend to indicate that the lease is in
MANAGEMENT ACCOUNTING /MAY 1974

Conditions contained in the lease:
"a. The initial term is materially less than the
useful life of the property, and the lessee
has the option to renew the lease for the
remaining useful life of the property at
substantially less than the fair rental
value; or
b. The lessee has the right, during or at the
expiration of the lease, to acquire the
property at a price which at the inception
of the lease appears to be substantially
less than the probable fair value of the
property at the time or times of permitted
P
acquisition by the lessee." 3
Circumstances surrounding the lease agreement:
"a. The property was acquired by the lessor
to meet the special needs of the lessee
and will probably be usable only for that
purpose and only by the lessee.
b. The term of the lease corresponds substantially to the estimated useful life of
the property, and the lessee is obligated
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During the last ten years, large financial institutions
and other companies engaged in intensive leasing
activities have developed sophisticated procedures
to accommodate accounting requirements for all
types of leases. Ingenious methods for determining
the desirability of leasing have been developed, and
now management even has access to prefabricated
computer programs that instantly provide feasibility
studies and sensitivity analyses.
Discounted present values are normally elusive to
manv accountants who are indoctrinated in the
historic cost basis of accounting. Thus, many accountants of small and medium -sized enterprises
have not bothered to master the concept unless they
were actually confronted by it. Because leasing is
becoming a major financing technique, the use of
which is likely to increase, accountants with smaller
companies will eventually have to become involved.
In this article we will cite the relevant APB Opinions and offer several examples where they would
apply.

substance a purchase, and should be accounted for
as such:
=

By Martin F. Towles

This article was
sub mitted th ro ugh the
Baltimore Chapter.

i With the issuance of Opinion No. 5 by its Accounting Principles
Board in September 1964, the American Institute of Certified
Public Accountants sanctioned deviation from what formerly were
enerally accepted accounting principles in two major areas. The
pinion decreed that henceforth, in certain lease transactionsf
substance was to be considered more important than legal formality:
assets were to be recorded without passage of title, and discounted present value, rather than historic cost, was to be the
accounting basis for recording the transaction.
From then until now, both within and without the accounting
profession, controversy has raged over the complex issues involved
in accounting for leases. Since the issuance of Opinion No. 5 the
Institute has released three additional Opinions on the subject of
leases, and dissent within the Accounting Principles Board increased with each successive Opinion until, just prior to giving
way to the Financial Accounting Standards Board in June 1973, the
lame -duck Accounting Principles Board published Opinion No. 31,
in which more space was devoted to dissent than to the Opinion
itself. Opinion No. 31 contains a dozen disclosure requirements for
executory lease contracts, plus three recommendations concerning
reporting the present value of such commitments. Topping the
AICPA, and over its objections, the SEC adopted an amendment
to Regulation S -X (Accounting Series Release 147, October 1973),
which actually requires disclosure of present values of leases.
1
aO
I ?pinion No. 5, para. 10.
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"Opinion No. 7
outlines
...
two methods
which are
designed to
accomplish
appropriate
allocation of
such income."

to pay costs such as taxes, insurance, and
maintenance, which are usually considered incidental to ownership.
c. The lessee has guaranteed the obligations
of the lessor with respect to the property
leased.
d. The lessee has treated the lease as a purchase for tax purposes." 4
RELATED PARTIES

The Opinion further states that in cases where,
.. the lessee and lessor are related, leases
should often be treated as purchases even
though they do not meet the criteria set forth
[above] ... if a primary purpose of ownership
of the property by the lessor is to lease it to
the lessee and (1) the lease payments are
pledged to secure the debts of the lessor or
(2) the lessee is able, directly or indirectly,
to control or influence significantly the actions
of the lessor with respect to the lease." 5
SALE AND LEASEBACK

In a sale and leaseback arrangement the criteria
outlined above apply to the agreement covering
the leaseback as though no concurrent sale were
involved. However, the Opinion states that,
"... material gains or losses resulting from
the sale of properties which are the subject
of sale- and - leaseback transactions, together
with the related tax effect, should be amortized over the life of the lease as an adjustment of the rental cost (or, if the leased
property is capitalized, as an adjustment of
depreciation) ." e
ACCOUNTING FOR LEASES AND PURCHASES

Accounting for leases determined to be purchases on the basis of the criteria in Opinion No. 5
requires a departure from the historic cost basis of
accounting. The aggregate payments to the lessor,
reduced to present values by an appropriate discount
factor, should be recorded as the cost of the asset
and a similar amount should be set up to represent
the liability under the lease. The difference between
the aggregate rental payments and the liability set
up on the books represents interest expense that will
be amortized over the period of the payments. Also,
it is appropriate to depreciate the amount capitalized as property over the estimated life of the asset,
rather than over the period of the lease.
EXAMPLE 1

A lease arrangement, fitting the criteria for a
purchase, requires annual rentals of $10,000 over a
six -year period at a time when current interest rates
are 83/4 percent per annum. The first payment of
$10,000 has a present value of 1 and the present
value of the five remaining annual payments of
$10,000 each is $39,150. 7 Therefore, the present
value of the aggregate lease payments is $49,150,
and this amount should be recorded both as the
38

cost of the asset and as the liability for future lease
payments. Since future annual payments of $10,000
will be charged proportionately to interest expense
and to the liability account, the accountant should
prepare a schedule similar to the one shown in
Exhibit 1.
It should be noted that the interest charge is
computed at 83/4 percent on the balance of the
unamortized present value before the concurrent
payment is made. Also, the interest charges shown
are for twelve -month periods, and interest expense
at the end of a fiscal period must be accrued or
deferred in relation to the date of the payment of
the periodic rental.
Lessors
Opinion No. 7 states that the principal accounting problems of lessors concern the allocation of
revenue and expense to the accounting periods covered by the lease, and the Opinion outlines two
methods which are designed to accomplish appropriate allocation of such income. These are the
Financing method and the Operating method
which is the conventional method of accounting for
periodic rent.
Financing Method
"Under the financing method, the excess of
aggregate rentals over the cost (reduced by
estimated residual value at the termination of
the lease) of the leased property is generally
designed to compensate the lessor for the use
of the funds invested. Since this excess is in
the nature of interest, it is recognized as revenue during the term of the lease in decreasing amounts related to the declining balance
of the unrecovered investment or, in other
words, as an approximately level rate of return
on funds not yet recovered." 8
Operating Method
"Under the operating method, aggregate
rentals are reported as revenue over the life of
the lease. The amount of revenue to be recognized in each accounting period will ordinarily
be equivalent to the amount of rent receivable
according to the provisions of the lease unless
distortion of periodic revenue would result,
e.g., when the rentals depart radically from a
straight -line basis without relation to the economic usefulness of the leased property. The
income statement reflects, as expenses, depreciation of the leased property, maintenance
and other related costs, as well as the cost of
anv other services rendered under the provisions of the lease. The amount of these expenses to be recognized in each accounting
period should be determined by methods
which are appropriate in the circumstances

4

Ibid., para. 11.
s Ibid., para. 12.
"Ibi d. para. 21.
' See Appendix.
e Opinion No. 7, para. 5.
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The financing method is generally appropriate
for leases designed to pass all or most of the usual
ownership risks or rewards to the lessee, and to
assure the lessor of, and generally limit him to, a
full recovery of his investment plus a reasonable
return on the use of funds invested. The operating
method is appropriate for companies that retain the
usual risks or rewards of ownership in connection
with their leasing activities.
There are no unusual problems involved in accounting for leases under the operating method.
However, under the financing method the excess of
aggregate rentals over cost must be recognized as
revenue during the term of the lease in decreasing
amounts related to the declining balance of the
unrecovered investment. Therefore, the concept of
discounted present value must be utilized in computing the amount of income to be amortized.
EXAMPLE 2

or similar institutions and those of manufacturers
or dealers. Financial entities usually are satisfied
with reasonable return, in the nature of interest,
based on the cost of the investment. Manufacturers
and dealers, on the other hand, seek to make a
profit on the transaction and to receive interest at
an appropriate rate on the uncollected lease payments. Therefore, in many cases, the lease of a
manufacturer or dealer lessor will be equivalent to a
sale of the property with the sales price collectible
over a period of time. In such cases the gain or loss
on the sale should be recognized currently, and the
interest income inherent in the transaction should
be amortized over the period of the payments on
the lease.
Although the accounting for leases of manufacturer and dealer lessors was covered in Opinion
No. 7, the interpretation and application of the
Opinion raised so many questions that the Board
issued Opinion No. 27 in November 1972. The
intent was to provide more specific criteria to determine when a manufacturer or dealer lessor should
recognize a lease transaction as if it were a sale. The
Opinion provides that,
a

d d which are conventionally used for such
expenses when incurred in activities other
than leasing." 9

A machine that has an expected useful life of
six years cost you $60,000. You want to lease it for
six years at an annual rental that will yield 83/4
percent compounded annually. The six required
payments form an ordinary annuity whose present
value is $60,000. If the payments were to be made
at the end of each year, the formula for computing
the required annual payment would be:

However, since the payments are made at the
beginning of the year, and no interest is allocable
to the first payment, the result found from the
above formula must be divided by 1.0875, or
(1 + i), in order to arrive at the correct required
annual payment. The annual payment in this case
is $12,207, and will amount to $73,244 over the
six - payment period. This will result in interest income of $13,244 ($73,244 — $60,000). The aggregate rental of $73,244 less the unrecovered finance charge of $13,244 should be set up as a
receivable. Since future annual receipts of $12,207
will be charged proportionately to interest income
and to the receivable account the accountant should
prepare a schedule similar to the one shown in
Exhibit 2.
The interest income is computed at 83/4 percent
of the balance of unrecovered cost before the payment is received. The interest income shown above
covers 12 months for each period. Therefore, interest income at the end of each fiscal period must be
accrued or deferred in relation to the date of the
receipt of the periodic rent.
MANUFACTURER AND DEALER LESSORS
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in many
cases, the
lease of a
manufacturer
or dealer
lessor will be
equivalent to a
sale of the
property

..."

"A manufacturer or dealer lessor should account for a lease transaction with an independent lessee as a sale if at the time of entering
into the transaction (a) collectibility of the
payments required from the lessee is reasonably assured, (b) no important uncertainties,
suc h a s . . . [no excessive commitments are
made to the lessee to guarantee performance]
surrounding the amount of costs yet to be
incurred under the lease, and (c) any one of
the following conditions is present:
(i) The lease transfers title to the property
to the lessee by the end of its fixed,
noncancelable term; or
(ii) The lease gives the lessee the option to
obtain title to the property without
cost or at a nominal cost by the end of
the fixed, noncancelable term of the
lease; or
(iii) The leased property, or like property,
is available for sale, and the sum of
(1) the present value of the required
rental payments by the lessee under the
lease during the fixed, noncancelable
term of the lease (excluding any renewal or other option) and (2) any
related investment tax credit retained
by the lessor (if realization of such
credit is assured beyond any reasonable
doubt) is equal to or greater than the
normal selling price or, in the absence
thereof, the fair value (either of which
may be less than cost) of the ]eased
property or like property; or
(iv) The fixed, noncancelable term of the
lease (excluding any renewal option) is
substantially equal to the remaining

R = 60,000 a "
V.0875

In leasing activities there is, generally, a significant difference between the objectives of financial

"...

Y

Ibid., pars. 6.
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"In order to
compute the
present value
of the future

economic life of the property. (This
test cannot be complied with (1) by
estimating an economic life substantially equal to the noncancelable term
if this is unrealistic or (2) if a material contingent residual interest is retained in the property.) " 10
"The sale or assignment by a manufacturer
or dealer to an independent financing institution, [or to a company related to the lessor]
of a lease, or property subject to a lease, that
meets the criteria [set forth above] does not
negate the original determination that the
lease transaction should be accounted for as
a sale. Profit or loss, if anv, on the transaction
with the financing institution should be
recognized at the time of sale or assignment
to the financing institution." 11
Any profit or loss on the transaction with the
related company should be recognized following
the principles of consolidation, or the equity
method of accounting for investments in common
stock, whichever is appropriate.

Exhibit 1
LESSEE'S AMORTIZATION SCHEDULE
Payments applied to
Reduction
Interest
of
expense
liability
10, 000
3,426
6,574
2,850
7, 150
2,225
7,775
1,544
8, 456
805
9,195

Balance of
liability
(unamortized
present value)
39, 150
32,576
25, 426
17, 651
9,195
-

-

Payment
number
1
2
3
4
5
6

Amount
of
payment
10, 000
10, 000
10, 000
10,000
10, 000
10,000

Exhibit 2
LESSOR'S AMORTIZATION SCHEDULE

12, 207
12,207
12, 208
12,207
12,207
12,208

4, 182
3, 479
2,716
1,885
982

12,207
8,025
8, 729
9, 491
10, 322
11, 226

Balance of
unrecovered
cost
(accounts
receivable)
60, 000
47, 793
39,768
31, 039
21, 548
11, 226
-

1
2
3
4
5
6

Amount
of
payment

-

Payment
number

Receipts applied to
Reduction in
Interest
unrecovered
income
cost

Exhibit 3
MAN UFACTURER•LESSOR'S AMORTIZATION SCHEDULE
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6,500
6,500
6,500
6,500
6,500
6,500
6,500
6,500

2,887
2,570
2,227
1,853
1,446
1,004
523

6,500
3,613
3, 930
4, 273
4,647
5,054
5,496
5,977

Balance of
accounts
receivable
39,490
32,990
29, 377
25, 447
21, 174
16, 527
11,473
5,977
-

1
2
3
4
5
6
7
8

Amount
of
payment

-

Payment
number

Receipts applied to
Reduction in
Interest
accounts
income
receivable

In order to compute the present value of the
future payments on the lease a discount factor
must be used. Opinion No. 27 does not provide
any guidance on how to select an appropriate
interest rate to be used in the discount factor but
does refer, by footnote, to Opinion No. 21,
Interest on Receivables and Payables. Opinion No.
21 lists so many considerations that might influence the selection of an appropriate interest
rate that its net effect is simply to confuse the
issue. However, it does contain one statement that
might reasonably be used as a rule of thumb:
. . the rate used for valuation purposes will
normally be at least equal to the rate at which
the debtor can obtain financing of a similar nature
from other sources at the date of the transaction." 1 3
".

payments on
the lease a
discount factor
must be used."

Opinion No. 27 provides that, "When a
lease transaction by a manufacturer or dealer
lessor is recorded as a sale (a) revenue should
be recognized in the period of the sale in an
amount equal to the present value of the
required rental payments, . . . a n d (b) the
cost of the property (not reduced by salvage
or residual value) and the estimated related
future costs (other than interest) should be
charged against income in that period." 1 2

EXAMPLE 3

You are a manufacturer and have constructed a
machine at a cost of $29,617. You have also
entered into a lease agreement, the conditions of
which indicate the transaction to be in substance
a sale. The lease requires eight annual payments
of $6,500 each at a time when the lessee could
have financed the purchase of a similar machine
at an annual interest rate of 83/4 percent.
It is first necessary to compute the present value
of the payments required under the lease. The
first payment has a present value of 1 and the
present value of the seven remaining annual payments of $6,500 each is $32,990. Therefore, the
present value of the aggregate lease payments is
$ 39,490. ( See Exhibit 3.)
The gain on the transaction to be recognized
at the time of the lease is as follows:
Present value of aggregate lease payments
(Accounts receivable)
$39,490
Less: Cost (cost of goods sold)
29,617
Net gain on transaction
$ 9,873
The interest income to be amortized over the
life of the lease, is:
Aggregate lease payments
Less: Present value of aggregate
lease payments

$52,000
39,490
$12,510

10
Opinion No. 27, para. 4.
" Ibid., paraL 11, 15.
1a Ibid., para. 6.
1a
Opinion No. 21, para. 13.

MANAGEMENT ACCOUNTING /MAY 1974

Required Disclosure in Financial Statements

accounting for leases will affect the accounting
treatment of other executory contracts and that
eventually there will be a requirement that all
long -term contracts be capitalized on the basis
of present value, or that the present values thereof
be disclosed as an integral part of the financial
statements.
Appendix
A simple method of finding the present value
of annuities and the present value of amounts at
compound interest is by use of published tables.
Normally, present value annuity tables are designated by the following equations:

. . notes to
the financial
".

Since future annual receipts of $6,500 will be
distributed proportionately to interest income and
to accounts receivable, the accountant should prepare a schedule similar to the one shown in
Exhibit 3.
The interest income is computed at 83/4 percent
on the balance of the unrecovered present value
of future lease payments. As in other cases, the
interest income shown above covers 12 months
for each period. Therefore, interest income at the
end or each fiscal period must be accrued or deferred in relation to the date of the receipt of the
periodic rent.

statement
should disclose
the significant
provisions of
the leasing
transactions."

CAPITALIZED LEASES

NON - CAPITALIZED LEASES

In Opinion No. 31, the Board declared that it
".
believes that financial statements of
lessees should disclose sufficient information
regarding non - capitalized lease commitments
to enable users of the statements to assess
the present and prospective effect of those
commitments upon the financial position, results of operations, and changes in financial
position of the lessee." 1 ;
Accordingly, the Board specified, in detail, the
information concerning total rental expenses,
minimum rental commitments, and other general
data that must be disclosed as an integral part
of the financial statements.
Conclusion
It is certainly reasonable to anticipate that in
the near future disclosure of present values will
be required. It is also reasonable to foresee that
14

Opinion No. 31, para.7.
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n7i

i

The symbol an
% i is read "a angle n at i" and
simply means that for a certain i and n, the value
is found in the table. For example, if i = 8% and
n = 20 interest periods, the present value of its
annuity at $1.00 would be found in the 8%
column, on a line with the 20th period.
Tables of present value are, of course, published
for onlv a limited number of interest rates. However, if the accountant has access to a computer,
lie can, in a matter of minutes, print out tables for
any interest rate he may need.
Computation of the present value of an annuity
can then be performed by the use of a simple
algebraic equation that contains four variables. For
example, the present value of an annuity of 1 per
payment interval for n intervals is given by:
1

A =R

(1 + i ) "
i

In addition to an appropriate description in the
balance sheet of the items capitalized under the
lease arrangement, notes to the financial statements should disclose the significant provisions of
the leasing transactions.

Where:
A = The present value of the annuity
R = The periodic payment of an annuity
i = The rate of interest per interest period
n = The number of payment intervals = the numof interest periods
❑
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LEASING:
COST MEASUREMENT
AND DISCLOSURE

1W

Adequate capitalization and disclosure would improve the
informational flows to investors, creditors, regulatory bodies
and management, and could affect the valuation of the firm.

By James B. Henry
The major objective when measuring a lease proposal is to develop an approach which may be used
to measure the benefits of alternative sources of
financing, such as debt, equity, or internally generated funds. In other words, the method used
to measure lease proposals must be identical and
J. B. HENRY consistent with the method used to measure the
debt and equity proposals. In this article, we will
Columbia Chapter
suggest an accurate present value method to com1972, is an Assistant
pare the cost of a financial lease with a debt purProfessor of Finance
at the University of
chase agreement. t In accomplishing this objective,
South Carolina. Dr.
data is also provided which can be used for disHenry received his
2
closure.
B.B.A. and M.B.A.
degrees from Ohio
University and his
M.S. and Ph.D.
degrees in Accounting
and Finance from
Syracuse University.
This article was
submitted through the
Columbia Chapter.
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Discounted- Cash -Flow Method
Within the context of this article, the discounted -cash -flow method is used to determine that
rate of interest which equates the discounted cash
outflows with the alternative purchase cost. The
procedure is as follows:
1. Reduce the rental payment by identifiable service costs.
2. Calculate the after -tax lease payment. This is
accomplished by taking the figure determined
in step 1, and multiplying it by one minus the
marginal corporate tax rate.
3. Determine the tax benefits which would be enjoyed by the lessee if he owned rather than
leased the assets. This is achieved by multiplying the lessee's depreciation figure by the
marginal tax rate.
4. Add the products obtained in step 2 with those
obtained in step 3.
5. The residual value is assumed to be a final

payment that the lessee would have to pay to
retain the asset.
6. By trial and error and interpolation, find the
rate that will discount to the present value each
year's net cost of leasing, such that the sum
of these discounted costs equals the purchasing
cost of the asset.
This method will provide the analyst with an
after -tax rate of lease financing. However, as currently applied, the method has some obvious weaknesses. First, when making a decision based only
on financial interest costs, the analyst is ignoring
the individual cost of services and fees which may
lead to an alternative decision. For example,
maintenance from an alternative source could lead
to a less expensive proposal. A compensating or
minimum balance requirement which is different
between alternatives will influence the individual
costs. The added flexibility or availability of funds
under one proposal may compensate for the differential in interest rates. Second, different sizes
and terms of outflows can prevent comparisons of
alternative proposals due to the intermingled effects
of tax treatments and the amount of funds provided. Third, to make the leasing proposal comparable, the financial cost of leasing should be
' T h e financial lease may be defined as a contract between the
lessor and lessee where the aggregate rental payments over the
period of the lease exceed the cost of the asset, the agreement is
not cancellable and the life of the contract does not usually exceed 110 to 90 percent of the asset's useful life. It is also assumed
that a present value approach to lease cost measurement is
superior to any of the average measurement procedures available
that i Wore the time value of money
s In une 1973, the Accounting Principles Board issued its final
Opinion, Number 31, titled Disclosure of Lease Commitments by
Lessees. This Opinion gives strong support for more informative
disclosure of long -term non - cancellable lease contracts, referred to
as "financial leases." Although the Opinion does not require
capitalization data, we will suggest a method for obtaining them,
based on the type of desired information outlined in the Opinion.
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If services are provided by the lessor, the cost
of the services are passed on to the lessee. Each
rental payment includes a portion of the lessor's
asset cost, the cost of services and fees, and the
financial charge paid by the lessor if he financed
the capital required to purchase the asset. The
allocation or estimate of asset cost incorporated
into the rental payment may be uniform over the
term of the lease, or it may be large in the early
years and small in the latter years. This allocation
will probably depend on the lessor's depreciation
schedule. The actual distribution of this cost within the rental payments, however, may have some
bearing on the financial charges attached. For example, if the rental payments were structured to
regain the acquisition cost of the asset over 80 percent of its life, with larger sums paid in the early
years than later years, financial charges would
likely be less than they would be if the opposite
situation existed. The risk of default obviously becomes greater the longer the term. The size distribution of the rental payments and the term of
the lease will have some bearing on the financial
interest rate the lessor will add to the contract,
but these factors should not be directly related to
how the lessee would determine his effective rate.
Since the lessee's only alternative is to purchase
the asset, the price he would have to pay in the
market for the asset and other packaging costs,
such as maintenance and insurance, should play a
primary role in determining the effective interest
rate on the financial lease.
Residual Values
In most cases, an asset is completely paid for by
the lessee during the primary lease term, which is
generally 80 percent of the asset's useful life. The
residual value 4 may, therefore, play a major role in
the lessor's determination of his rate of return. It
may be a cost to the lessee which is commonly
neglected, and any value given up by the lessee
I

An assumption is made in this analysis that the purchase price
of the asset can always be determined. This of course, may not
always be the caw. For example, land may 6e available for lease
but not for sale. In most cases of this nature, however, good
estimates can be generated through professional apjmaisals or
comparative pricing of similar assets being sold in the marketplace. Also, packaging costs may vary from year to year. The
analysis may require tat an estimated amount for packaging costs
for each individual year be deducted from each rental payment
over the term of the lease.
' Many financial institutions indicate that since the actual residual
value is not known until the asset's sale, the rate of return cannot
be determined with certainty. Good estimates can be determined,
however, through the use of probabilities and historical trends in
price level changes. The use of probabilities and variance analysis
v determine the expected present value of inflows and the evaluation of risk has been covered quite thoroughly in the literature.
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"in most cases,
an asset is
completely
paid for by the
lessee during
the primary
lease term ..."

Case Study
At this point a case study will be introduced to
explain in somewhat more detail the measurement
procedure suggested. The procedure to be followed
will utilize the effective interest rate method and a
standard cash flow analysis. This will provide
comparability between proposals and solve many
of the problems confronted by the accountant when
attempting to develop a capitalized value for a
]eased asset.
THE XYZ CORPORATION CASE

The XYZ Corporation received two financing
alternatives for a small printing press. The two
proposals are outlined below:
Lease alternative
Term
Down payment
Annual payments
Est. residual value
Cost of capital

5 years
$0
$17,090
$ 6,000
10%

Purchase alternative
Asset cost
Term
Down payment
Annual payments
Est. residual values
Cost of capital

$55,952
5 years
4,136
$14,000
6,000
10%
$

Financial Costs of the Financial Lease

increases the return to the lessor. For this reason,
it should be considered as an additional cost to the
lessee.
Since the total cost of an asset is paid for during
the initial term of the financial lease, the lessee
pays for any residual value that exists at termination. This value is not used by the lessee, but instead is returned to the lessor who may sell or
re -lease the asset. The question then becomes,
"How can the lessee recognize this cost ?" The
answer is quite clear. The lessee, in paying for the
asset in total, probably over 80 percent of its life,
pays for the built -in residual. By equating the net
rental payments (which cover the total cost of the
asset) to the lessee's equivalent purchase price, the
effective interest rate automatically reflects the loss
( residual value) .
The significance of this loss becomes apparent
from a cash flow analysis when the lessee determines the effective rate of interest and the cash
flows generated from a purchase alternative. The
residual will show up as a cash inflow at the time
of sale. Under the purchase alternative, the present
value of this residual will be a reduction from the
present value of the outflows. It is very apparent
that the residual becomes significant only when
comparing the lease alternative directly with a purchase alternative, which is the obvious objective of
this analysis. If the residual is quite small, the
impact under the purchase alternative may not be
significant, but in other cases it may be so large
that its present value overshadows any benefit generated from a financial lease.

$

subtracted from the rental payments, leaving the
unamortized value of the lease rights to be compared with the cash flows attached to a purchase
alternative. Obviously, the interest paid under either
alternative must be compared to the other, but
separation of interest charges will aid the financial
manager in negotiation and also allow the analyst
to compare the net rental payments directly with
the principal payments and depreciation charges
attached to the purchase alternative.
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"The question
of
capitalization
becomes one
of fairness."

The effective interest rates for the lease or purchase loan are determined as follows:

Asset Cost =

Annual
payment
(1 + r)t

+

+

Annual
payment
(1 + r)n

Effective interest rate on lease:
$55,952 = $17,090 +
(1 + r)t

+ $17,090
(1 + r) 5

Solving for r, we get: r = 16%
Effective interest rate oil purchase 10211:5
$55,952 = $4,136 + $14,000 +
(1 + r)t

+ $14,000
(1 + r) 5

Solving for r, we get: r = 10.94%
The interest rate by itself can be used as a
ranking device, but it is not enough. If complete
analysis is to be accomplished, the cash flow after
taxes must also be determined.
METHODOLOGY

The interest is subtracted from the rental payments of the lease and from the debt payments
under the purchase alternative, thus leaving only
the principal payments under either financing proposal. (See Exhibits I and 2.) These outflows are
discounted at the firm's cost of capital to determine the present value of the lease and purchase
proposals before taxes. At this point the methods
change, but only because the tax shields change.
Under the lease proposal the total rental payment is tax deductible. Under the purchase
alternative only interest and depreciation are tax
deductible. Each of these respective tax shields
are determined and capitalized at the firm's cost
of capital (using the same rates used to capitalize
the value of the outflows before taxes) . The
present values of the capitalized tax shields are
then subtracted from the present value of the
capitalized outflows in both cases, leaving the net
present value cost of the lease and debt alternatives. The present value of the interest outflows
must also be included in these cash outflows. In
addition, the present value of the residual under
the purchase alternative is subtracted from its
outflow, since it is assumed that if purchased the
asset would be sold for its book value in five
years.
OBSERVATIONS

The net present value of the lease alternative
is larger than the net present value of the purchase alternative. However, benefits other than
financial charges could very likely outweigh the
differential in costs and result in the lease decision. The point to be considered is that the
method of measurement suggested here provides a
sound financial comparison between projects such

that non - financial benefits and disadvantages can
be weighed against sound and comparable cost differentials when making a decision. If the lease is
chosen by the financial manager, through sound
judgment in addition to objective measurement,
this method provides for the capitalization and
disclosure of the lease for financial reporting purposes.
Disclosure of the Financial Lease
Most supporters of the footnote system of lease
disclosure argue against capitalization by stating
that the capitalization rate may be so subjective
that an arbitrary figure results which may have
little or no relation to the actual reliability of the
firm. They feel that the footnote is adequate for
the junior position of lease obligations, and that
this junior position is primarily based on the
statutory limitation reducing the legal liability of
the lessee when in financial difficulty. This latter
point is based on the fact that the obligation
against the company may be satisfied by one year's
rent in reorganization and three years' rent under
bankruptcy. In addition, the value of the asset is
lost to the lessee under these conditions. Zises
states, for example, that "I cannot see how one
figure on the balance sheet can provide the reader
of financial statements with more valid irlformation than complete and adequate footnotes." In
other words, "The capitalized figure may offer little
reality." T
It is quite clear that the footnote procedure has
not been used to emphasize but rather to deemphasize the financial significance of the lease
within financial statements. Perhaps this line of
thinking is popular due to the de- emphasis of lease
financial burden rather than to an inadequate
methodology. The lack of adequate disclosure may
then result in an unwarranted credit extension for
many firms. In any case, adequate disclosure will
enable investors, creditors and management to
make better decisions. It is thus defensible in its
own right.
The argument for capitalization, on the other
hand, generally refers to the financial lease rather
than the operating lease, and there is no attempt
to persuade the reader to favor the capitalization
of what are typically defined as operating leases.
However, since most fixed assets which are leased
are obtained under financial lease arrangements
rather than operating leases, there is no question
that the proper capitalization and disclosure of
financial leases would greatly improve the financial
statements.
The question of capitalization becomes one of
fairness. Does the accountant recognize the value
of the rights to use an asset, or does he rely only
I is assume d that the asset would be sold for its residual value
at the end of the fifth year. The present value of this inflow will
show up in the cash flow analysis. For tax shelter purposes we
must know the interest paid to finance the projec t.
" It shoul d be pointed out here that some of t he steps used in the
cash flow analysis are not normally necessary, since the total
amount of rent is tax deductible. They were adopted, however,
so that we might provide the data needed for disclosure.
?Alvin Zises, "Disclosure of Long -Term Leases," Journal of
Accountancy, February 1961.
5
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on the strict legal definition of asset ownership? property rights from the lessee's point of view.
The question here is one of interpretation. Re- This requires the lessee to establish the costs he
search Bulletin No. 43, Accounting Principles would incur if he purchased the asset (rather than
Board Opinion No. 5 and AICPA Research Study, using the costs passed on by the lessor). This
Reporting of Leases in Financial Statements," procedure was followed in the cash flow analysis.
make it very clear that capitalization should take For example, the market price in the case study
place only if the lease is of such a nature that in above was $55,952 and represents the economic
substance it appears to be an installment purchase value, or value of the "rights" to use the asset.
of property, although it is legally classified as a Secondly, all packaging costs (insurance, maintelease. However, the similarity of the financial lease nance, property taxes, etc.) other than financial
to a conditional sales agreement is of no real charges must be removed from the rental payconsequence. The more liberal position is that the ments. These packaging costs must represent the
rights to use the asset under a financial lease should price that would be paid by the lessee if he had
also be capitalized. The recognition of the value of in fact purchased the asset (again, not the costs
the rights to use an asset over its useful life is a which the lessor indicates he is passing on to the
more liberal position for the accountant and clearly lessee) . If the charges passed on by the lessor exshows a more valid financial picture of the firm. ceed the costs with which the lessee would be
This approach would also require an evaluation of faced under a purchase alternative, the difference
the significance or materiality of the lease con- must be considered as additional interest. Since
tract. Then, if the contract was considered ma- we are making a "lease versus debt purchase" comterial in size and nature, the second step would en- parison, and since these packaging costs are not
tail the development of a capitalization rate, and included in the price of a purchased asset (its
the third step would involve disclosure.
historical cost base), nor in the interest paid for
John Myers supports this line of reasoning when the use of borrowed funds, the exclusion of such
he states in his research study that "... the func- costs from the lease contract makes comparison
tion of notes should be to supplement (namely, to more accurate. Once the packaging costs have been
give elaborate details on) the items already pre- removed from the rental payments, the residuals
sented in the statements. To the extent that leases or "net rental payments" represent the value of
give rise to property rights, these rights and related the property rights plus financial charges from
liabilities should be measured and incorporated in the lessee's point of view.
the balance sheet." 9
The final step simply requires the determination
The question here concerns that portion of of an interest rate that will equate the stream of
periodic rental payments which constitutes prop- net rental payments with the market price which
erty rights. It is quite obvious that the capitalization the lessee would be willing to pay for the asset
of aggregate rental payments is not correct, since if purchased. (The interest rate in the case study
that would overstate the value of the asset by the above was 16 percent.) This market value should
amount of packaging costs included in the rental be the capitalized value disclosed in the balance
payments, such as maintenance, insurance, and sheet under some caption such as "Rights to the
taxes. These expenses would not normally be use of leased property," and it should be
capitalized under a purchase alternative unless pre- amortized each period by the amount of rights
paid.
used. In addition, the effective rate for financial
charges on each lease agreement should be disSuggested Measurement Methodology
closed.
The procedure for determining the capitalized
value of the lease for disclosure purposes in this Amortization of Lease Property Rights
article differs somewhat from the discounted present
Since the objective is to disclose the financial
value concepts suggested in the literature. Typically, lease property rights within the balance sheet, a
the standard methodology suggests either the method for amortizing the capitalized value must
capitalization of rental payments by an arbitrary be established. If the method suggested above for
rate which the lessee believes to be the approximate value determination is used, the procedure is simply
financial charge in the contract, or the rate at which a matter of amortizing, as rental payments are
the firm can borrow in the debt market. Neither made, both the asset and liability side of the lease
of these methods provides an accurate capitalized value. This amount has been separated from the
value of lease rights. A better procedure would in- rental payment in the cash flow analysis and is
volve the determination of the value which the listed under the caption, "Lease payments less
lessee would place on the asset; in other words, interest." As payments are made, the amount of
what he would pay for the asset in the market the asset rights and the related liability would be
place. With the asset's value to the firm (lessee) written off. The original entry on the asset and
established, the effective interest rate in the lease This adjustment would appear as follows:
contract can be measured.
First, it is necessary to examine the value of the Dr. Rights to use of lease property XXX
s ohn M. Myers Reporting of Leaser in Financial Statements,
A CPA Research Study, 1962.
• Ibid., D. 4.
MANAGEMENT ACCOUNTING /MAY 1974

Cr. Rental obligations under
long -term lease contracts

"... the rights
to use the asset
under a
financial lease
should also be
capitalized."

XXX
45

The periodic adjustment required to amortize the
lease would appear as follows:
Dr. Rent expense -lease property

Dr. Rental obligations under
long -term lease contracts
XXXX
Dr. Interest charges attached to
long -term leases
XXXX
Dr. Maintenance on leased property XX
Dr. Insurance for leased property
XX

XX

Cr. Rights to use of leased
property

XX
Cr. Accrued rent payable

The current portion payable would be listed under
a current liability for lease rental payments with
the remainder carried under long -term lease liabilities. The end -of -year adjustment would include
not onlv the amortization of lease property rights
but also the additional expenses attached to the
lease previously referred to as packaging costs.
This adjustment would appear as follows:

XXXXX

h;ach rental payment would include the amortization of leased property rights plus all the attached
packaging costs. The lease has been separated
into two distinct parts: one representing the allocation of the asset value over the term of the lease
contract to be disclosed in the balance sheet and
the other portion which represents the noncapi-

Exhibit 1
MEASUREMENT PROCEDURE UNDER LEASE ALTERNATIVE

Lease
payment
$17, 090
17,090
17,090
17,090
17,090

Year
1
2
3
4
5

Balance
of
loan
$55,952
47, 814
38, 374
27,424
14,722

Interest
paid at
16%
$8, 952
7,650
6,140
4,388
2,368

Lease payment
Corp,
less interest
tax
capitalized
applied to
Index
at cost of
noninterest
of PV
capital
deductions
at 10%
(10 %)
(50 %)
.9091
$ 7,398
$4,019
.8264
7, 801
4,720
.7513
8,227
5,475
.6830
8,675
6,351
.6209
9, 141
7, 361

Lease
payments
less
interest
$ 8,138
9,440
10,950
12, 702
14,722

$41,242

Totals

Noninterest
deductions
discounted
at 1 0 %
$ 3,699
3, 901
4, 114
4, 338
4,571

Interest
payments
after
taxes
$4, 476
3,825
3,070
2,194
1,184

$20, 623

After tax
interest
at the
cost of
capital
(10 %)
$ 4,069
3,314
2,306
1,499
735
$11,923

$41,242

Present value of lease capitalized at cost of capital
Less: Present value of noninterest principal payments
on lease after taxes capitalized at the cost of capital

20,623
$20, 619

Plus: Interest payments after taxes capitalized at the cost
of capital

11,923
$32, 542

Net present value cost of lease proposal after taxes

Exhibit 2
MEASUREMENT PROCEDURE UNDER PURCHASE ALTERNATIVE

5,669
4,757
3,746
2,624
1,380

Less: Present value of residual capitalized
Net present value of purchase alternative
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corp.
taxes

Interest
after taxes
capitalized
at cost of
capital

Annual
depreciation
(straight
line)

Capitalization value
Depreciation of depreafter taxes ciation tax
50%
shield
-

$

-

$

-

$

-

$

$

-

-

.9091
.8264
.7513
.6830
.6209

2,384.5
2,378.5
1,873
1,312
690

$42, 657

Totals
Present value of debt payments less interest
Less: Present value of depreciation tax shield
Plus: Present value of interest after taxes

Index
of PV
at 1 0%

Interest
after

$

Debt
payment
less interest
4,136
8,331
9,243
10,254
11,376
12,620
$

Interest
paid at
10. 94%
-

Balance
of loan
$55, 952
51,816
43, 485
34, 242
23, 988
12,612

$

$

Year
0
1
2
3
4
5

Debt
payment
including
interest
4,136
14,000
14,000
14,000
14,000
14,000

Debt payment
less interest
capitalized
at cost of
capital
(10 %)
4,136
7,574
7,638
7,703
7,770
7,836

2,577
1,966
1,407
896
428
$7, 274

9,990
9,990
9,990
9,990
9,990

4,995
4,995
4,995
4,995
4,995

4, 541
4,128
3,753
3,412
3,101
$18, 935

$42,657
18,935
$23, 722
7.274
$30, 996
3,725 - * $27,721

$6,000 Salvage value
.6209
$3,725
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talized items such as financial charges, insurance
and maintenance which will appear in the income
statement as periodic expenses.
Conclusion
Opinion No. 31 goes so far as to suggest the use
of present value analysis, grouping of lease commitments in aggregate and by categories such as
aircraft, real estate, truck fleets, and other equipment. These changes and other changes with
regard to data disclosure constitute a forward step
in financial lease disclosure. It is also clear that
these new requirements lend themselves to full
capitalization of the financial lease rather than
the less desirable footnote procedure currently being
used by most companies. Further, the desired adop-

tion of present value analysis for disclosure purposes
will enable the management accountant to generate
the data needed for disclosure when analyzing the
present value of the after tax cost of the lease. The
two problems, disclosure and lease cost measurement, are related. The solution to one (cost
measurement) will provide the needed data to
solve the other (disclosure).
If lease contracts are capitalized, then two things
will be acccomplished: (1) it will increase the
percentage composition of debt to equity, and
(2) it will reflect the similarity between the lease
and debt as a source of funds. Adequate capitalization and disclosure would improve the informational flows to investors, creditors, regulatory bodies
and management.
El

"Adequate
capitalization
and disclosure
would improve
information
flows . . . "

LETTERS
Continued from page 9
able. Since most personnel are aware of this procedure, the costs
involved are minimal. We utilize data center programs to list
all part numbers that generate direct labor in factory departments fabricating steel parts. In this manner, we are able to
accumulate weight data for all parts by car line. In the event
major steel metal sub - assemblies are exported, other than built
up units, we have the ability to compile weights for the various
component parts. Our central purchasing department has
established procedures to identify purchased parts which utilize
imported bulk steel, and vendors are requested to furnish net
weights for the same.
The above established procedures have enabled our firm to
procure all weight data on a current basis. We have been able
to reduce the costs substantially in filing claims, thus improving the net profit results. In addition to this, we have been
able to produce copies of all required documents on a timely
basis and maintain current files in order to reduce the amount
of time required by government auditors in reviewing the
propriety of the claim.
In summary, the amount of drawback funds is important to
your profit position, and everyone involved in the claim process
should ask: "How much does it cost to file the claim ?"
Harley K. Hagen
Past President
Racine - Kenosha Chapter
Kenosha, Wisc.
Close -to- the - Action Budgeting
"Organizational Behavior and the Management Accountant,"
by Clarence R. Pittman, MANAGEMENT ACCOUNTING, July 1973,
brought to mind my own attempts at participative budgeting
and positive reporting.
I have found that "close -to -the- action" budgeting brings accurate budgeting and enthusiastic response to reports. The numbers become those of the responsible party and thus a personal
goal as well as a corporate goal.
From Mr. Pittman's article it is clear that I have been re
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porting (emphasizing) good performance to the wrong party.
Top management needs to know of good performance, but the
performer can benefit best by quick response from accounting
in a positive as well as negative situation.
Th e satisfaction gained from pointing out problems and
seeing them corrected is known by all accountants. However,
the long haul effect of keeping goals and aspirations on target
without major deviation is of far greater benefit to all parties.
Accounting and reporting with the desired resulting behavior in
mind could offer a whole new, and perhaps satisfying, field for
the management accountant.
Phillip C. Buist
Kalamazoo Chapter
Kalamazoo, Mich.

Control Methods for Small Business
Mr. Donald A. Reddington, in his article, "Control Methods
for Small Business," in the September 1973 issue of MANACEAIENT ACCOUNTING, presents an excellent summation of the

changing functions that confront small business managements,
with emphasis on accounting and budgetary control of operations.
Mr. Reddington sets forth what he considers the accountant's
real responsibilities to small business should be:
To determine the most efficient and economical accounting
system for the business;
To generate a budget for measuring current results and future planning;
To prepare timely and appropriate financial analyses that
embody comparisons of past, current and future budgetary
projections; and
To recommend to management steps to improve overall
operations.
In many cases, the accountant's role is envisioned as mainly
that of "maintainer" of financial records for the business. Such
records are required by law to support the profit or loss reported
Continued on page 48
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Continued from page 47
on tax returns submitted to local, state, and federal authorities.
But in these times of change, his role must be expanded. For
example, the owners of small businesses although well versed
in the products or services they promote, often lack the management expertise required to run the business end of the
enterprise. Hence, I am in full agreement with Mr. Reddington
that the accountant must expand his purview beyond the "green
eyeshades" bookkeeper image.
If the accountant is to act as a professional, he must assume
a broader stance. He must recommend actions that will promote
the overall well -being of the business. In so doing, he will also
promote his own career.
This article provides one more indication that the future
for accountants who have the proper perspective is broad indeed. Accountants employed by small business should not only
recommend Mr. Reddington's article to management but also
adhere to the wise counsel and recommendations so clearly
enunciated by him.
Donald J. McCarty
Trenton Chapter
Trenton, N.J.

Billy E. Goetz
Director of Manuscripts
Fort Lauderdale Chapter
Boca Raton, Fla.
The Annual Report

The Healthy Accountant
Ms. Valeska's article, "The Healthy Accountant" in the
November 1973 issue, deserves a note of praise from all accountants. This reader considers her article to be extremely
practical, very logical, and every word conveys a vital message,
particularly to "Mr. Accountant."
This reader particularly appreciated the nine rules for membership in the coronary club and the one -way trip to the mortuary. She described this accountant's, and I am certain many
others', schedules to a tee. Her definition of health, common
sense, potential for healthy living, nutrition and health, breathing and keeping the body tuned up are some of the best down to -earth pointers printed by MANAGEMENT ACCOUNTING. Her
article deserves emphasis, and I call to everyone's attention the
final sentence in her article, "What you are is God's gift to you,
what you do with yourself is your gift to God."
Roscoe D. Perritt
Director of Manuscripts
Fox River Valley Chapter
Park Forest South, Ill.
Thanks for a Fine Article
I applaud the article, "Total Performance Measurement" by
Dr. R. Lee Brummet in the November 1973 issue of MANAGEMENTACCOUNTING.
We are at a fork in the road to the future of accounting, of
private (and of public) enterprise, of management, of civilization, and, perhaps, of life on this planet. Someone must do the
job that Professor Lee Brummet somewhat impressionistically
sketches, and accountants seem best suited to the task. They
have an enormous head start in concepts, in techniques, and in
strategic position. Of course, they will need all the help they
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can get from medicine, psychology, sociology, economics,
statistics, engineering, ecology, and perhaps other related disciplines.
To be sure, the road ahead is long, difficult, hazardous, and
intellectually challenging. Indeed, it is difficult enough that
there would be no disgrace in utter failure; accountants could
take much pride even in partial success. The only really disgraceful total failure would be to refuse the challenge.
The articles In MANAGEMENTACCOUNTING indicate many
people are thinking about it. Still it's a big job. We must
invent better alternatives and develop better data upon which
to found our estimates of consequences. We must also develop
stronger, better directed motivations; more adequate feedback
loops and controls; better ways of implementing the best plans
we can devise. Here, accountants may feel a little safer, on
more familiar ground, devising information systems protected
by checks and balances and by attestation by independent
auditors.
Thanks for a fine article.

I was amused by the article, "The Annual Report," in the
November 1973 issue Of MANAGEMENT ACCOUNTING.
The authors' conclusion is that an understanding of some of
the more important aspects of the communication process will
facilitate improved reports. Yet, in the body of the article, they
demonstrate that they don't understand the communication
process themselves. The authors fail to understand the role of
what they call the "potential investor." They speculate that
annual reports are a poor third in a hierarchy of importance for
decision - making to these people. This ignores the facts of
today's marketplace where the bulk of potential investor dollars
is managed by large institutions.
Well- managed institutions do not depend upon rumor, but
upon sound financial analysis taken from annual reports (especially the 10 -K). Also, while owners represent the "bulk of the
users" of financial statements, lenders, government agencies,
and bond rating companies are significant entities in the communication stream. Management realizes that it is often more
important to please these users than present owners.
The authors state that the intention of the financial statement should be directed toward "affecting the behavior of
present owners." This is true. But it is equally important to
influence potential owners, to keep bidding up a company's
market value. Management's interest in this factor is evidenced
by visits with financial analysts and the promotion of annual
reports to the general public.
Finally, it -has been shown by studies of shareholders' attitudes that they are more interested in capital growth than
capital maintenance. I suspect that management which stresses
capital maintenance and stewardship may find itself facing irate
shareholders at its annual meeting.
Bill Scherr
Illinois Northeast Chapter
Buffalo Grove, Ill.

MANAGEMENT ACCOUNTING /MAY 1974

Books

FOR THE MANAGEMENT ACCOUNTANT

A SELECTED BIBLIOGRAPHY OF APPLIED ETHICS
IN THE PROFESSIONS, 1950 -1970
Daniel L. Gothie

PUBLIC UTILITY ACCOUNTING:
THEORY AND APPLICATION
James E. Suelflow

University Press of Virginia, Charlottesville, Va. 22903, 1973,
176 pp., clothbound, $4.75.

Michigan State University, East Lansing, Mich. 48823, 1973,.
325 pp., clothbound, $9.50.

This book assembles in one place the bibliographical data on
books and articles of the last 20 years in many fields that
focus on ethical implications of human behavior in specific
situations.

The first book on Public Utility Accounting which we have
received since that by Foster & Rodey in 1951, it covers
financial and managerial as well as cost accounting and information systems. Covered also are currently accepted accounting, legal, and economic principles needed by both public
utilities and regulatory commissioners.

RESEARCH ON HUMAN BEHAVIOR
A Systematic Guide to Method
Philip J. Runkel and Joseph E. McGrath
Holt, Rinehart and Winston, Inc., 383 Madison Ave., New
York, N. Y. 10017, 1972, 493 pp., clothbound, $10.95.
This book examines the ways researchers can organize their
experiences about the world of human behavior so as to be
explicit and systematic in reporting their experiences, their conclusions, and their logic to others.

ACCOUNTING GUIDE FOR CONSTRUCTION
CONTRACTORS
Paul D. Lucas
Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1973, 205
pp., clothbound, $21.50.
The author, a CPA, relates generally accepted accounting procedures specifically to the construction industry. He presents
a full range of accounting journals and ledgers needed by most
construction contractors.

MANAGEMENT OF HUMAN RESOURCES
Readings in Personnel Administration —Third Edition

Paul Pigors, Charles A. Myers and F. T. Malm
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N.Y. 10020, 1973, 589 pp., clothbound, $9.95.
In these readings the authors emphasize philosophy and basic
problems and limitations of a long range nature, as well as
criticisms and doubts. The collection covers principal ideas
and key areas.
MANAGING DIVERSITY AND INTERDEPENDENCE
An Organizational Study of Multidivisional Firms
Jay W. Lorsch and Stephen A. Allen III

Division of Research, Harvard Business School, Soldiers Field,
Boston, Mass. 02163, 1973, 265 pp., clothbound, $9.00.
An application of the insights and tools developed in the
behavioral sciences to the practical issues of managing corporate, divisional and interdivisional relationships in multidivisional business enterprises. Based on a field survey of six firms.

PURCHASING MANAGEMENT: SELECTED READINGS
Victor P. Gravereau and Leonard J. Konopa, Editors
Grid, Inc., 4145 North High Street, Columbus, Ohio 43214,
1973, 369 pp., paperbound, $8.50.
This book of readings on purchasing management provides
a reservoir of information that could be useful in company
training programs or as a supplement to textbook material.

INDUSTRIAL SYSTEMS
Planning, Analysis, Control

David D. Bedworth
The Ronald Press Co., 79 Madison Ave., New York, N.Y.
10016, 1973, 504 pp., clothbound, $12.50.
This textbook is designed for courses emphasizing quantitative
techniques in the planning, analysis, and control of industrial
systems. The book is self contained, but the student is expected
to have an introductory background in calculus and statistics.

THE IMPACT OF INFORMATION TECHNOLOGY ON
MANAGEMENT OPERATIONS
William House

1973 -74 DIRECTORY OF OFFICE SALARIES FOR
UNITED STATES AND CANADA
Administrative Management Society, Willow Grove, Pa. 19090,
1973, 39 pp., paperbound, $30.00.

Auerbach Publishers, Inc., 1101 State Road, Princeton, N.J.
08540, 1971, 436 pp., clothbound, $15.00.

This study presents weekly salary rates for representative clerical
and data processing positions based on rates in effect February
2, 1973. It covers 559,438 clerical and data processing employees in the U.S. and Canada.

Author surveys the current developments in information technology and analyzes the impact these developments have on
organizational structures, managerial decision- making and the
planning and control processes.
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COMPUTER - ORIENTED BUSINESS SYSTEMS
Second Edition
Wayne S. Boutell
Prentice -Hall, Inc., Englewood Cliffs, N. J. 07632, 1973, 437
pp., clothbound, $12.95.
This book is a study of the flow of information within a
business firm. It provides a conceptual framework that is independent of hardware details, a discussion of the development
of computers and computer programming, a treatment of programmed decision- making, and coverage of practical applications.

25 additional descriptions of economic and research organizations have been added since the first edition.
THE ECONOMIC AND POLITICAL CONSEQUENCES
OF MULTINATIONAL ENTERPRISE: AN ANTHOLOGY
Raymond Vernon
Division of Research, Harvard Business School, Soldiers Field,
Boston, Mass. 02163, 1972, 236 pp., paperbound, $3.00.
A collection of viewpoints from economists, political scientists,
sociologists, businessmen and government officials spread all
over the globe. It provides a beginning in the development
of an understanding of the implications of the growth of these
organizations.

INFORMATION EVALUATION
Studies in Accounting Research No. 5
Gerald A. Feltham
American Accounting Association, 653 S. Orange Ave., Sarasota, Fla. 33577, 1972, 149 pp., paperbound, $4.00, Members:
$2.00.
Based in large part on the author's doctoral dissertation, the
analysis here does not attempt to evaluate individual components of a proposed information system, but rather, it assumes
existing information and decision systems and provides a framework for evaluating changes in the components of the information system.
ACCOUNTING: AN INFORMATION SYSTEMS
APPROACH
John W. Buckley and Kevin M. Lightner
Dickenson Publishing Co., Inc., 10 Davis Drive, Belmont,
Calif. 94002,1973, 1,308 pp., clothbound, $18.95.
This work contains an introduction to accounting integrating
financial management accounting within the framework of information systems. Considerable emphasis is placed on quantitative analysis.

INTERNATIONAL BUSINESS MANAGEMENT
A Guide to Decision Making
Richard D. Robinson
Holt, Rinehart and Winston, Inc., 383 Madison Ave., New
York, N.Y. 10017, 1973, 686 pp., clothbound, $14.00.
Designed as a complete text in international business management, this volume includes examples of how variables may
influence decision outcomes and a discussion of research findings pertaining to each decision option. It focuses on international management, not international economics.

HOW T O HANDLE CLAIMS AND RETURNS
A Manual for Manufacturers and Retailers
Irwin R. Kissel and Ann Kissel Grun
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N.Y. 10020, 1973, 137 pp., clothbound, $12.95.
Probably the first text concentrating on this subject, it is based
on many years' experience in factoring in the textile industry.
In addition to procedural matters it also covers ICC and FTC
regulations as well as federal laws, transportation rules and regulations, and accepted trade practices.

BASICS OF DIGITAL COMPUTER PROGRAMMING
GIFTS OF SECURITIES OR MONEY TO MINORS
Securities
Industry Association, 20 Broad St., New York, N.Y.
John S. Murphy
10005, 1973, 44 pp., paperbound, $1.00, Members: $0.50.
Hayden Book Co. Inc., 50 Essex St., Rochelle Park, N. J.
This work presents a guide to the handling of custodian ac07662, 1972, 126 pp., paperbound, $3.95.
counts under the various state laws enacted to facilitate such
The authors provide a basic framework for programming by
gifts.
distilling that part of the background which is fundamental
and common to all computers and should be learned as such.

Revised Second Edition

THE McGRAW -HILL DICTIONARY OF MODERN
ECONOMICS
A Handbook of Terms and Organizations — Second Edition
Douglas Greenwald and Associates
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N.Y. 10020, 1973, 792 pp., clothbound, $19.95.
This compact volume provides concise, authoritative explanations of crucial terms and concepts over the entire range of
economics, marketing, and finance. Over 125 definitions and
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ESTATE PLANNER'S PRACTICE AND PROCEDURE
GUIDE
William J. Casey
Institute for Business Planning, Inc., 2 New York Plaza, New
York, N.Y. 10004, 1973, ring- binder, Annual Subscription:
$66.00.
This loose leaf guide provides a how- to -do-it tool that permits
the user to implement estate planning ideas and concepts
garnered from other sources. It provides a useful checklist and
supplements other publications of this organization on the
subject.
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W"MANAGEMENT
ACCOUNTINGFOR
MULTINATIONAL
CORPORATIONS

VOL I and

VOL,.n

These two volumes fill a recognized need by management accountants who are
engaged or interested in multinational activities. These two volumes contain approximately 60 topical articles reprinted from Management Accounting, World,
The International Accountant, Harvard Business Review, Management Controls,
Sloan Management Review, Financial Executive, and other publications. (Over
half of the articles were published originally in Management Accounting.)
Each volume is divided into three major sections. Volume I includes: "Understanding the Differences in Accounting Concepts," "Understanding the Differences
in World Markets " and "Financial and Strategic Planning for Multinational Operations." Volume II includes: "Ta xat ion a nd Ta x Str at egy," "Anal yzin g Sys tems
Problems" and "Reporting and Evaluation of Operations." Volume II also contains
the Index, covering both volumes.

C

VOLUME I:
W hat is a multinational corporation? How
does a major concern actually manage currency exchange risks? W hat effect do fluctuating currencies have on profit margins?
W hat's the accountant's role in selecting
and researching foreign markets? How do
Japanese and Korean accounting systems
differ? You'll find the answer to these and
hundreds of similar questions in Volume I,
which also includes "real life" examples of
accounting methods in the European Economic Community, the Netherlands, U.A.R.
(Egypt), Mexico, the Orient, Italy and USSR!

—
1 2 . 9 5

VOL. I

$

VOL. I I
$12.95

0
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I

VOLUME II:
Looking for an international tax haven?
The pros and eons of a number of such
locations are detailed. Also in this volume,
in addition to the foregoing, you'll f ind articles on international tax management,
transportation and storage, management
information systems, financial statements,
barter ac counting, internal reporting and
consolidation accounting. By ordering Volume II now, in combination with Volume I,
you save more than 10 %.

New
York,Association
N.Y. 10022of Accountants
National
Special
Order
Department
919 Third
Avenue

Enclosed is
Check [ J Purchase Order. PLEASE SEND:
I Management Accounting For Multinational Corporations.
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VOL. II- $12.95

VOL. I &VOL. II- $22.95

BOTH FOR

$22.95
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Dudley E. Browne, left, testifies at FASB public hearing on R & D Costs.

MAP Committee Speaks Out on R & D Costs
The Management Accounting Practices Committee
last March submitted a 22 -page position paper on
Accounting for Research and Development Costs
to the Financial Accounting Standards Board. The
paper is based on several years' study by a special
subcommittee charged with attempting to narrow
the variations in practice.
In a related move, MAP Committee member
Dudley E. Browne, chairman of the R & D Subcommittee, led off the oral presentations at the first
FASB public hearing which was held at New York's
Plaza Hotel on March 15. Mr. Browne delivered
prepared remarks and responded to questioning from
members of the Board.
The NAA position paper relates the historical
development of the subcommittee's work including
acknowledgment of related efforts by members of
other organizations, the objectives underlying the
subcommittee's approach to the problems, and its
assessment of the overall significance of the FASB
agenda project. The subcommittee stresses the importance of continued expenditures for research
and development to maintain the competitive stance
of American industry and the economic health of
our nation. Accounting standards, the paper states,
should harmonize with these objectives.
Most of the issues raised in the discussion memorandum issued by the FASB were discussed in the
position paper, though it had its genesis back in
1971. Aspects of the discussion memorandum not
covered in the MAP paper are expenditures by so
called "developing companies" and costs similar
to research and development.
The major topics explored in MAP's paper are
the definition of which types of items should fall
within the coverage of R & D, how R & D costs
should be accounted for, and what constitutes appropriate disclosure.
The MAP Committee endorsed the National
Science Foundation definition of what constitutes
total research and development costs because of its
conceptual acceptability and its widespread acceptance by industry. Included in the paper is a discussion of specific costs to be included or excluded.
Assuming a retention of the traditional snatching
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concept in accounting, the MAP Committee next
discusses a determination of criteria to be applied in
deciding which costs, if any, ought to be capitalized.
After a detailed analysis of the subject including an
evaluation of other writings on the issue, the committee recommends a series of reasons and presumptions which would justify the expensing of R & D
costs as incurred, the predominant treatment. Only
the absence of these criteria for expensing would
then justify deferral. The committee believes there
should be a strong and underlying presumption that
product development expenses should be expensed
as incurred, subject to rare exception as indicated
by the criteria presented. Those costs which are
deferred should be amortized over the revenue
producing period on the short side of reasonable
alternative possibilities.
A full description of recommended disclosure
practices completes the position paper.
Prior to his retirement, Mr. Browne was senior
vice president of Lockheed Aircraft Corp. He now
serves Lockheed in a consulting capacity. Mr.
Browne's comments at the public hearing on the
NAA position were followed by presentations of
several national public accounting firms, various associations, the federal government, industry, and
private individuals.
In his appearance before the Board, Mr. Browne
also stressed the importance of allowing sufficient
reaction time for response to discussion memoranda
by organizations not having the FASB's "full- effort"
capacity.
Mr. Browne was supported in the MAP Committee R & D project by a subcommittee consisting
of Paul G. Helton from General Motors Corp.;
William F. Miller, The National Cash Register Co.;
Dr. Carl L. Nelson, Columbia University; E. Wesley Porter, E. I. du Pont de Nemours & Co.; Warren S. Prebluda, Merck & Co., Inc.; Sidney D.
Spencer, General Electric Co.; and Fred L. Tepperman, Arthur Young & Co.
A copy of the full NAA position paper on R & D
Costs may be obtained by writing Mr. L. Bisgay,
Manager —MAP Development at the NAA office,
919 Third Ave., New York, N.Y. 10022.
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WANTED: RETIRED
ACCOUNTANTS
Their skills and experiences are still valuable to businesses in
emerging economies abroad, retired NAA members discover.
Thanks to the International executive Service Corps, many
businessmen plunge back into world of industry and commerce.

Retirement is a bleak prospect to many business- conducted within their borders, other countries are
men, still energetic and brimming over with a life- also contributing to its financial support. The U.S.
time of experiences. They may face the monotony Agency for International Development (AID) gives
of endless green golf links, retirement villages, and major financial support to IESC.
the daily question, "What do I do today ?"
It doesn't necessarily have to be that way, How It Works
however.
Corporations invest in plant and equipment to
For hundreds of executives— including some get a return on their investment. IESC invests in
NAA members— retirement has meant an exciting people to achieve its objective — people such as
opportunity to use their expertise in helping oth- Theodore H. Gallier, a charter member of the NAA
ers. That's what retirement has meant to Theodore Charlotte, ( N.C.) Chapter, who retired in 1970.
H. Gallier, Roy H. Townhill and Lyle C. Bollinger.
Mr. Gallier had been assistant controller of The
They were among more than 2,000 executives who Kendall Companv, a textile manufacturer, responhave volunteered in a unique program designed to sible for cost accounting in 12 manufacturing plants.
help businesses abroad by providing them with IESC asked him if he would be willing to help a
American management expertise.
textile company in Rabat, Morocco. He agreed and
The nonprofit organization which conducts this spent three months during 1973 helping the comprogram is called the International Executive Ser- pany to establish standards, methods, cost calculavice Corps (IESC). It was formed in 1964 with the tions, and budget and production controls.
sponsorship and financial support of some of the
Under the program, volunteers receive only transbiggest corporations in America. Its purpose is to portation expenses and an expense account that enhelp the developing nations to achieve economic ables them to live comfortably while engaged in the
independence and self- sustaining growth by apply- project. Wives are encouraged to accompany their
ing the talents of the U.S. business system.
husbands because the organization believes that
Since its establishment, the organization's ac- wives of volunteers can play an important part in
complishments have been impressive. More than the overall objectives of the organization.
3600 projects in 54 countries have been completed
"I can highly recommend it," Mr. Gallier said
by 2155 businessmen, most of whom were retired when he reviewed his experiences in the program.
at the time they undertook a project. IESC esti- He established an accounting system in the commates the value of this volunteer service at $13,- pany which he believes will have significant long 560,000 a price tag that most of the client com- range benefits if the company management supports
panies in the developing countries would not be and follows it up.
able to afford —even if they could find experienced
"My sights were set a little bit too high," he
consultants in their own countries.
recalls. "They had so little to start with." The
One measure of IESC's effectiveness is the fact people he worked with in the company's accounting
that not only do American corporations sponsor its department were enthusiastic about his assistance.
operations, but as the result of successful projects The project was somewhat marred, however, because
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53

"They would
turn out
figures without
delving into
them."

comfortable living quarters for volunteer executives.
Mr. Gallier stayed in a Holiday Inn, believe it or
not, while Mr. Townhill had accommodations in a
four - bedroom house, replete with servants and a
night watchman who slept outside the door.
Language was not a problem, according to Mr.
Gallier. A young college graduate was assigned to
him as an interpreter. Mr. Townhill managed to
make himself understood even though some accounting personnel could not speak English, a language common in Nigeria's business world due to
the British influence.
Down Mexico Way
Accounting expertise is in short supply in many
developing countries in the Western Hemisphere
also. A Mexican manufacturer of washing machines,
clothes dryers and dishwashers, for example, needed
someone to develop a sound cost control program.
IESC's files indicated that NAA Member Lyle C.
Bollinger's experience fitted the specifications for
the job.
Before retirement, Mr. Bollinger had been secretary, treasurer and controller of Ideal Roller &
Mfg. Co. In addition to his knowledge of accounting and cost controls, he had gained personal
experience installing such controls.
In three months at the plant site in Monterrey,
Mexico, he set up a standard cost system which he
believes will help the firm to cut down on paperwork, eliminate many calculations that were necessary in connection with its process cost system, and
IESC Volunteer Roy H. Townhill watches
enable management to have better control of matea negative retoucher at work in press
rials and labor, as well as a check on goods in
shop in Lagos, Nigeria.
process inventory at the end of each month, instead
of the lack of cooperation and support from top of the end of the year when an actual count might
mean large adjustments.
management.
The client company expressed complete satisfacAnother Emeritus Life Associate, Roy H. Town hill, conducted a five -month project for two related tion with the results and subsequently became a
companies in Lagos, Nigeria. A CPA, Mr. Townhill Mexican sponsor of the IESC.
Other NAA members have had similar experiretired in 1969 as controller of the S. K. Wellman
Division of the Abex Corp., a manufacturer of ences on projects of the International Executive
Service Corps. Most volunteers are willing to underfriction materials.
He was assigned to develop a more sophisticated take a second project. In fact, Charles H. Brown,
management accounting system for an accounting vice president— public relations for the organizadepartment shared by a printing press and a pottery tion, says that more than 90 percent of the volunoperation. Essentially, he had to get the staff ac- teers are willing to go again.
Charles H. Ficke, corporate relations director of
countants to take financial responsibility, Mr. Town hill said. "They would turn out figures without IESC, tells of one seemingly tireless volunteer who
delving into them." He attempted to show them has been out on four projects since 1968. With a
how a modern accounting system can be used not background in construction as comptroller, and
only to record but to control and plan operations. then as owner, Lester N. Johnson of Spokane,
He established budget controls for the pottery Wash., was able to give valuable assistance to combusiness and a job cost system for the press, pre- panies in Boliva, Brazil and Nicaragua.
paring a set of manuals which the client could use
IESC does not send volunteers into a strange area
and expect them to sink or swim through their own
after he left.
Problems? "There were so many forms and regu- efforts alone. It has established a strong support
lations that the accounting personnel did not have staff which includes a regional vice president for
time for cost accounting. It was a little frustrating," each part of the world and a resident country
lie admits. The printing press' 1972 annual report, director in countries where the Corps works.
however, was encouraging. It showed that for the
The resident country director and his wife usufirst time the press had made a profit and was ally meet the volunteer and his wife at the airport,
brief them on the country and local conditions and
declaring a dividend.
Cultural impact is something that every volunteer then introduce them to the management of the
has to contend with, even though IESC arranges client company. Periodically, the volunteer meets
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IESC
volunteers:
"...

missionaries,
troubleshooters,
good -will
ambassadors...."

Kenneth M. Montgomery, center, retired senior partner of
Arthur Andersen & Co., advises accountant and managing
director (right) of client company in Bangkok, Thailand.
with the country director to report on the progress
of his project, most of which last three months. At
the end of the three -month period, the volunteer,
country director and the client company manager
get together for an evaluation of the project. The
regional vice president also evaluates the effectiveness of the project.
This year IESC has started more than 700
projects in over 35 countries. The demand for the
management skills of seasoned executives remains
high in those countries which are engaged in the

industrialization of their economies. That is why
the skills and experiences of thousands of retired
businessmen are still needed.
As Frank Pace, Jr., president of IESC, points out:
"IESC's volunteers have been described as missionaries, trouble- shooters, good -will ambassadors,
and they are all of these things to some degree —
but, first and foremost, they are teachers, bringing
to businessmen in the developing countries the
tools of knowledge that hopefully will bring a
richer and fuller life to all of the world's people."

... If You're Interested in IESC
NAA Executive Director William M. Young, Jr.,
was contacted by the International Executive Service Corps earlier this year. The organization was
seeking his help in finding a qualified accounting
executive to take on a specific project overseas.
When he learned more about the IESC and its
work, Mr. Young promised he would do what he
could to help the organization. At the same time,
he realized that this program represented an ideal
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opportunity for the Emeritus Life Associate, and
other, members of NAA. Accordingly, as a service
to members, the Association is making a special
public relations effort to acquaint members with
the opportunity for travel and service offered by the
International Executive Service Corps. If you're
interested in IESC, write or call Russell W. Hardy,
NAA, 919 Third Avenue, New York, N.Y. 10022.
Tel. 212 759-3444.
❑
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For 1974, Detroit is delivering an
International Conference packed with
a lineup of distinguished speakers
and outstanding events you won't
want to miss.
If you have not registered — do
so today, and greet your old
friends at one of NAA's best
conferences ever.
For registration forms or
information, call or write:
National Association of
Accountants
919 Third Avenue
New York, N.Y. 10022
(212) 759 -3444

Annual International
Conference, June 2;

Circle 8 on inquiry card.
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Amual htemational
Conference. June 23-26

DETROIT CONFERENCE
FOCUSES ON
DISCLOSURE, STANDARDS
Top executives from Government, industry, public accounting
and academia will discuss accounting standards and financial
disclosure in the technical program of the NAA Annual
Conference in Detroit, June 23 -26.

"Keeping current" might be the best label for the
technical program scheduled at the 1974 Annual
International Conference in Detroit, June 23 -24,
according to Warren W. Byrne, the Program Chairman for the Conference.
Mr. Byrne, who is president of Byrne & Co., in
Lake Forest, Ill., pointed out that two sessions will
be devoted to an update on the latest actions of the
two standards - setting bodies —the Financial Accounting Standards Board and the Cost Accounting
Standards Board. Another session will feature the
controversial topic of accounting disclosure and
financial forecasts.
William E. Simon, the government administrator
who had the thankless task of wrestling with the oil
crisis, will be the keynote speaker, according to Mr.
Byrne.
The Conference is headquartered at the Sheraton Cadillac Hotel but many of the activities will be
held in Cobo Hall, in the heart of Detroit's Civic
Center. On Monday morning, the opening address
will be delivered by Dick Gariepy, president, Motivation Associates, Inc., of Barre, Mass. Mr. Gariepy
will explain why he believes "Self- Motivation —Key
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to Success" is the path for ambitious executives to
follow.
At about 10:15 a.m., the Annual Meeting of the
Association will be held, with the election of a
president, 12 vice presidents, a treasurer and 50
directors as the main item of business. During the
meeting, a number of awards will also be made.
At the keynote luncheon, William E. Simon,
Secretary of the Treasury- designate and director
of the Federal Energy Office, will discuss the implications of the energy shortage. Mr. Simon coordinated nationwide actions to conserve fuel during
the embargo period earlier this year.
President Robert G. Chapman is the chairman of
this session of the technical program.
During the afternoon session, the work of the
Cost Accounting Standards Board will be examined
from three viewpoints. The subject of the session is
"New Developments —The Cost Accounting Standards Board."
Arthur Schoenhaut, executive secretary of the
CASB, will describe the recent activities of the
Board from the point of view of the agency itself.
The two other speakers are Donald Trawicki,
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Detroit
Conference
features
update on
FASB, CASB.

Part of the assembly process in the Cadillac Motor Car
Division, Detroit. NAA'ers will visit auto plant during
convention.

partner, Touche Ross & Co., New York, N.Y., and
Paul W. Holt, division vice president, Sikorsky Aircraft, Stratford, Conn. Mr. Holt is chairman of the
MAP Subcommittee for Responses to the CASB.
The final session on Monday afternoon will be
devoted to "Financial Counseling for Executives/
Developments in Executive Compensation." The
two speakers are Wallace E. Shrekgast, partner, and
Louis J. Brindisi, Jr., principal, from the firm, Peat,
Marwick, Mitchell & Co., New York, N.Y.
Chairman for the session is George D. Gee,
chairman of the board, ISC Industries, Inc., Kansas
City, Mo. Warren W. Byrne will act as chairman
for the balance of the Monday morning technical
program. He is a past national vice president of the
Association.
FASB —A Progress Report
The subject of the Tuesday morning session is
"FASB Report —One year in Business." Speakers
include Arthur Litke, member of the Financial Accounting Standards Board, Stamford, Conn.; Kenneth P. Johnson, partner, Coopers & Lybrand, New
York, N.Y.; and J.G. Underwood, president of
Harsco Corp., Camp Hill, Pa. A past national president of NAA, Mr. Underwood is currently serving
on the Management Accounting Practices Committee.
The chairman of this session is Robert J. Dona chie, executive vice president of Earth Resources
Co., Dallas, Tex. Mr. Donachie is the current chairman of the MAP Committee.
"Accounting Disclosures and Forecasts in Financial Reporting" is the subject of the second
session Tuesday morning. Speakers are John C.
Burton, chief accountant, Securities and Exchange
Commission, Washington, D.C.; Lee J. Seidler,
professor of accounting, New York University, New
York, N.Y.; Richard Cheney, executive vice presi58

dent, Hill and Knowlton, New York, N.Y., and
Raymond J. Groves, partner, Ernst & Ernst, Cleveland, Ohio.
The chairman of the session is Herbert C. Knortz,
executive vice president and controller, International Telephone and Telegraph Corp., New York,
N.Y. Mr. Knortz is also the chairman, Board of
Regents, Institute of Management Accounting.
A boat excursion to Bob -Lo Island, the Family
Event for the 1974 Conference, is scheduled for
Tuesday afternoon, as described in the April issue
which featured the social events at the Annual
Conference.
Five concurrent programs will be held on
Wednesday morning and in the afternoon. Topics
of the sessions are "The Art of Communication,"
"Capital Expenditures — Planning, Program and
Pay- Out," "Computers —How to Obtain Internal
Control," "Standards and Budgeting for Planning
and Control," and "Recruiting, Training, and Developing the Management Accountant."
"Standards and Budgeting for Planning and Control" will be repeated in the afternoon. The four
other sessions are "Cash Management," "Management By Objectives," "Costs for Decision Making,"
and "Effective Inventory Management."
On the Ladies' Program, a recent innovation offering the ladies the option of attending sessions
featuring speakers on current and useful topics has
been enthusiastically welcomed. The Detroit Conference is no exception. Wives of NAA members
may attend a talk on "Trends in Consumer Education" or "The Art of Communication," or both.
A complete package of Conference registration
materials should be in the hands of every NAA
member this month. If you did not receive conference materials, please write or call the Conference Registrar at NAA in New York. (See ad
on page 56 of this issue.)
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Bring problem.
Will sole.
The Vctor Series 4000 prograffiziNe

T his is the mos t thorou ghly planned Pr ogram ab le C al c u lator on t he m ar ket!
b.
It's one of the world's f as tes t, mos t vers atile
elec t ronic p ri nt ing c al c ul at or s —an d mu c h
more. It c an be p rogr am ed to r em em ber
every s tep of you r ap pl ic at ion!
I
d
Your operator merely ent er s th e data;
the res t is automatic . And er ror - proof
by des ig n.
Its high -s peed printout is matrix c lear— n umbers , letter s and s ymbols .
Elec t ronic al ly qu iet, it d oes n' t id le
between pr i nt in g op er ati on s . C om pac t, too. J us t 15 1/ 2 " x 123/e ".
Vi c t or of f ers f our p rog ramabl e
models . A vai labl e wit h up to 1000
s epar ate c omman d s t eps , 100 s torag e regi s ters and two ac c u m ul at in g
memori es . T h ree m od el s p rovid e a
built -in reader /rec order f or reading
an d pr ep ar ati on of mag neti c c ard s
that s t ore program s teps an d d ata
f or general us e. Subr outin es to
c on s er ve s teps .
All at a pri c e no other pr inti ng p rogramable c an touch —f rom $995 to
$1995.
Bes t of all, Vic t or provides the applic at ion p rograms . E it her f rom our
growing library or c us tom - tailored.
You c an even d o you r own p r ogr ami n g
Vic tor has the i ndus t ry's mos t thorough s ales and s ervic e f or c e, with a
56 -year rec ord of bus ines s mac hine
a. Victor's matrix printer. World's fas tes t. Prints large, clear numbers , letters, sym bols. b. Magnetic
card reader /recorder. Program steps and data are rec orded and read under m achine control. Automatic
leader s hi p .
verification. C. Mode s election. Simple lev er dev ice easily puts m achine into programable, m anual
Put V ic tor 's s ys tem s exp ertis e to procalculate or adding m achine m odes. d. Indicator lights . Prov ide quic k indic ation of im portant operation
du c t i ve work f or you. As k f or a probsteps. e. Programing control. Used only during creation of s teps for new program s. (Other k ey s m ay
lem s ol vin g demon s t ration. J us t c hec k
also be used during program c reation.) I. Arithmetic c ontrol and data entry. Standard k eyboard
the box in the c oupon f or t he s ubj ec t(s )
arrangem ent for use during programable and m anual calculate modes. g. Memory /Data Storage. Provides
of interes t to you and mail . T oday.
direct access to acc um ulating memories and data s torage regis ters during m anual c alculate m ode.

'
'

'
'

'

;

;

;
'

Tell me more.

- - - - - - - - - - -------- ---- - - -- -- Investments. Automate analysis of
investment portfolios. Compare productivity, yield, price, tax -swap. Bonds,
stocks, commodities, treasury bills. Analyze buy /sell situations.
Trend Analysis. Analyze company
costs, sales, profits. Automatically sort,
store and accumulate variable data.
Provides important management tools.
Banking. Useful in virtually every department— trust, real estate, installment,
mortgage, savings. Eliminates manual
and laborious calculations. N o need to
wait for computer answers.
El Inventory. Prepare Inventory calculations. Eliminate peak work -load pertods. Speed Inventory and EOQ reports.
'

-----------------------------------------------------------------------Victor Comptometer Corporation
Payroll. Automate manual payroll
Business Machines Division M A 5 4
system. Eliminate errors, keep on3900 North Rockwell Street
premises and insure on -time preparation.
Chicago, Illinois 60618
Do away with costly double- checking
and rate cards.
Invoicing and Discounts. Automate
unit pricing, chain discounts, extenSend me a brochure on the Series 4000
sions, grand totals, crossfooting. Verify
Programable Calculator and Information on the
outgoing and incoming invoices. Elimisubjects I've checked.
nate discount charts and conversion
factors. Customized to individual needs.
NAME
Consumer Finance. Automate installment loan procedures. Insure APR and
TITLE
add -on interest accuracy. Speed and
decentralize loan preparation. Quote
COMPANY
pre - payments in seconds.
Depreciation. Au t om at e t im eADDRESS
consuming calculations. Just enter a
few variables and machine takes over.
CIS
STATE
ZIP
Calculate any of the common methods:
straight -line, declining balance, sumPHONE NUMBER
of- digits.

I Q
C...___

VICTOR

------------------------------------------------------------------------------------------------Circle 9 on inquiry card.

Chapter/ Member News
H A R R Y E . S A L Z M A N N , R e a d i n g.
RA L P H

A.S C H O E L ,

Se attle .

A.E . S C H W E R T F E G E R , C h i c a g o .
K.8.S I D L E , M o r r i s t o w n .
BE RT E N M . ST RAW, San D i e g o .
H A R O L D V A N N E S S , E s s e x C o u n t y.
ST AN LE Y WAT T S, A kron.
WALT E R F. WHI T NE Y, P rovidence.

Birmingham.
B. Y O D E R , P h i l a d e l p h i a .

ROGE R WI LLI AM S,
WI LLI AM

Promotions and New Positions
FRANK L . B U M P , JR ., B o s t o n , h a s b e e n
e l e c t e d v i c e p r e s i d e n t — f i n a n c e of

BLH

Electro nics , I nc.
me mbe rs

Two Bridgeport

have

been

n a m e d a t C o n s u m e r s P e t r o l e u m . JOSE PH

G.

EV AN w a s a p p o i n t e d

Fed eral en e rgy

p r o gr am c o m p l i a n c e o f f i ce r , an d J OHN LA

Russo,e n e r g y

con se rv at io n m an age r. . . .

HAROLD E . M I L L E R

Syracuse past presidents sat for this shot during 50th
Anniversary meeting last October. Executive Director
William M. Young, Jr., is at left. President Robert
Chapman (standing, fourth from right), and NAA Director
F. Thomas McMahon (third from right) also attended.

T h e designation of Emeritus Life Associate
is made available to retired members wh o
have had 20 years of active service, or ten
years of active service including five years
as an elected national or chapter officer or
director. Tho se so designated are relieved
from payment of annual dues. T h e intent
of this provision of the By -Laws is to recognize the debt which the Association owes to
membe rs o f lo ng stand ing.
HO W A R D L . A R M O U R , S t .

K. AT K I N S O N ,

ST ERLI NG

—USA,

past

ch ap t e r

counti ng

W . HE R R O N , D e s M o i n e s .
K. H E Y L E , K a n s a s C i t y , p a s t

V i ce

mana ge r

of

promot ed

t o ac-

op erat io ns

fo r

FRANK

N.

BI E N , C m i t o n , h a s b e e n p r o -

Po we r
pr e s i -

RAY

Co.

F.

V OGE LPOHL, C e n t r a l

Arkan sas,

was recently ap p o i n t e d business m an a ge r

N E SBI T

R.

HOLL AN D ,

Ro ch e st er,

past

W.

KU E T H E R , M il w au k e e .

AN T HON Y
FRANK

the

JOHN

T. L A N D R Y , C l e v e l a n d .

Louis.

at

University

of

Arkan sas,

Little

Rock.

pre si de nt. S CM S .

M e m be r - at - La r ge
St u art

named

mo te d to e xe cu ti ve v ice pres id en t of Ohi o

dent.

G.

was

Perkin E l m e r Op t i cal G r o u p .

DON ALD
ALV I N

PE T RU CCE LLI

GA R Y J . W E L L E R w a s

WI LLIAM B . HAIN E S , P hi lade l phi a.

N O RM AN

pres ide nt.

M A RI O

S.G E R L A C H , M i l w a u k e e .
W . GI L G E R, D e tr o i t .

LE ROY

c o n t r o l l e r Of

pre s i de nt of t h e Art i c S po rt s S h o p . . . .

CHE S T E R

Emeritus Life Associates

IS n o w

U.S.O p e r a t i o n s f o r D o n - O l i v e r , I n c . . . .

T. L A P E N T A ,

H.

LAPPE RRE , C h i c a g o , h a s b e e n

a p p o i n t e d d i r e c t o r of p l a n n i n g , Pul lm an S t a n d a r d , a d i v i s i o n of P u l l m a n , I n c . . . .

Det roit.

LE E E . S AP P I NGT ON Was n ame d co rp o r at e

S.L A R S O N , N e w Y o r k .

Cameron McLe od Societv.

MISS LA U R A L . L O E F FL E R , S e a t t l e .

controller of T he Grand Union

ALV AH W . BEARSE, Mic h ia n a ; W e s t
B e r ge n - P a s s a i c C o u n t y p a s t p r e s i d e n t ;

JOSEPH LOUTIT,Florida W e s t C e n t r a l .

PAU L PI T ZE R, C i n c i n n a t i , h a s b e e n p r o -

SCMS.

i n g.

MRS.

FE RROL

S.

BE RRY HI LL,

Chatta-

hooche e Vall ey.
DAMON

Roy

W . CARLSON ,
EDWARD W . CART E R,

Pi e dmont -Gre e ns -

Northstar.

CO O PE R , F o r t W o r t h , p a s t

E A RL

WALT E R A. D E WI T Z, M i l wauke e .

P.D O R M S ,

Los

Ange l e s .

H. M O O D Y

Mi n n e ap o l i s

WAGN E R,

be e n

promoted

Cuyahoga
to

Tool Co.

V al l e y,

has

tre as ure r of S u m m i t

D.

M U E LLE RWE I SS,

S agi naw

L . SI M ON S, D e t r o i t , is n o w
at

Manufacturers

V i ce

National

MI CHAE L

E.

was p r o m o t e d

SLOCK,

Eas te rn

Carol i na,

t o cont rol l e r of C a r o l i n a

Enterpris es, Inc.

V al l e y.
M A RY G . M U L CAH E Y , M i d - H u d s o n , p a s t
presi dent.

D ALE

pre sident

B at t le Cr e e k .

M OR RI S, E as t T e nn e s se e .

K.

dent.

CHARLE S

H. L . GE B I K E , B u f f a lo , p a st p r e si d e n t .

pre si de nt . S CM S .

H.

ROSS,H a m p t o n

WAY N E FRI E D FE LD , E rie , i s n o w t h e c o n tro lle r of Jo sep h B . Dah lk emp er

SCMS.

E.P E T T I J O H N , M i n n e a p o l i s V i k i n g .

HAROLD E M E RSON , JR., E r i e , p a s t pr e s i -
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JACK

Bank of De troit .

R. M O O D Y ,

M U RRAY

A. D E V O L , F o r t L a u d e r d a l e .

m o t e d to co ntrol ler, Ha m i l t o n

Pl as t ic C o rp .

Boston.

presi dent.
HE R M A N

Mi nne apol i s Vi k-

E . M cRAN N, S an Gabri el, past pre si-

HE R M A N

W.

McCoy,

W . M E L T ON, I ll owa.
RU BY
C. M I CHAE LSON ,

boro.
LAWSON

T.

dent.

P. B R A D B U R Y , C o l u m b i a .

ROBE RT

SYDNEY

ED M U N D

Co.

Roads, p a s t

JAM ES L . BE AN , F o r t
moted

to

t r o l l e r 's

budget

dire ctor

department,

Co.

W a y n e , was
in

Li ncol n

the

procon-

National
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Life Insurance Co. of Fort Wayne.
JOHN KAmNIIN, Fox River Valley, is now
controller and chief accountant at Precision Twist Drill.
MARVIN HALL, Grand Rapids, is now assistant controller at Kelvinator, Inc... .
GORDON WESHOLSKI was promoted to
vice president and controller at Michigan
National Bank.
ROBERT R. STERLING, Greater Topeka
Area, has been named to the Jesse H.
Jones Chair of Management and Professor of Accounting at Rice University.

SAPPINGTON
Chicago

FIEDERLFIN
New York

Two Illowa members have been named
at Deere & CO. WILLIAM J. TAGTMEIER
is now vice president— finance, and
JOSEPH ENGLAND was named corporate
comptroller.
BRUCE BLOCK, Kalamazoo, is now controller, Litemetal Diecast Plant, Haves Albion Corp.
DONALD L. LUKE, Lake Erie Central, was
promoted to vice president and cashier of
Firelands Community Bank.
HENRY A. MARTINI, Lancaster, 1s now a
partner of Kuntz, Briggs, Fultineer,
Lesher and Siegrist.... HENRY A. MATT
has been appointed a controller, L. M.
Sheaffer Co., Pennfield Corp.'s Egg Division.
STEVEN C. ANDERSON, Madison, has been
elected treasurer of the P D Q Corp.
GERALD F. HUMPHREY, Member -at- Large,
was appointed vice president— finance and
treasurer of Vanier Graphics Corp.
GEORGE HARNEN, Mid- Hudson, is now
assistant vice president at the Marine
Midland Bank of Southeastern New
York.
G. L. FIEDERLEIN, New York, has been
elected vice president, finance and secretary, of R. T. Vanderbilt Co., Inc.
Two Omaha members have been named
at Bishop Clarkson Memorial Hospital.
HERBERT L. KARRER has been promoted
to chief general accountant, and JEFFREY
P. TAYLOR was promoted to chief cost
accountant.
CARL L. CORNSTUBBLE, Ohio Western
Reserve, has been promoted to plant
MANAGEMENT ACCOUNTING /MAY 1974

superintendent of the International Harvester Plant in Ashtabula.
OSCAR Z. HERCS, Peninsula -Palo Alto, has
been elected vice president of Granger
Associates.
CURVIN J. TRONE, JR., Phoenix, has been
named trustee of Westgate - California
Corp. by the U.S. District Court in San
Diego. The firm was placed in reorganization under Chapter 10 of the Bankruptcy
Act.
WARD W. DUNN, JR., Piedmont Winston- Salem, was elected assistant vice
president of Wachovia Bank and Trust,
International Dept. . . . ALTON SPAIN HOUR was named controller for Washington Weaving Co., a wholly -owned subsidiary of The Washington Group, Inc.
DAVID C. MEINERT, Pittsburgh, has been
promoted to director —costs and statistics,
Universal Atlas Cement, Division of U.S.
Steel Corp.
LILLI C. PECK, Racine- Kenosha, 1s now
secretary- treasurer of the North Chicago
Savings and Loan. . . . JACK WRIGHT
was named treasurer of Cassco Co.
ALBERT P. CASTELLO, Reading president,
has joined Kooly Kupp Co., as controller.

SOUTHERN
OPPO RTU NIT IES
We are recruiting management- 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
Your present position will in no way be
jeopardized. We have had over 12 years
experience in the placement of professional personnel.

• OUR FEES ARE PAID BY
MANAGEMENT
Please send your resume with current
salary, or write for our Professional
Resume Kit.

CHARLES EDWARDS, CEC, Mgr.
Accounting Division

Snen
,l

DAVID B. AYRES, JR., national director
from Richmond, has been appointed general auditor of the Federal Reserve Bank
of Richmond.

wodd'r larp

g

A

-11

Emo - I m "t $m ice

Where New Futures Begin
Box J -2000, Columbia, S.C. 29201

Circle 10 on inquiry card.

FACULTY OF BUSINESS
Applications are invited to fill vacancies in Accounting —at all
academic ranks.
Sal ar y Ra ng e: $ 15 ,0 00 - $ 28 , 00 0
Qualifications: minimum — M.B.A., C.A.
Ap p oin t m en t s E f f ec t i ve: J u l y 1 or September 1, 1974
Applications and Resumes: Dr. Stephen G. Peitchinis, Dean,
Faculty of Business, The University of Calgary, Calgary,
Alberta, T2N 1 N4.

Circle 11 on inquiry card.
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Two Rochester members were recently
named at Schlegel Mfg. CO. STEPHEN R.
CARPE N T E R was promoted to assistant
controller with the Industrial Products

Time Off

D i v . . . . PE T E R H . SC H M I E L w a s t r a n s -

ferred to West Germany as controller of
Schlegel G.M.b.H.
E U GE N E E . PAL M E R, St. Louis, has been
named area director of business development, Marshall and Stevens, Inc. . . .
RAY MOND W . SCH OLL E , JR ., was elected
accounting officer of Community Federal
Savings and Loan Assn.... MRS. MAE M.
SIMON has been elected president of
Machinery, Inc.
K E L L Y , Sangamon Valley, has
joined the Dickey -John Corp., as vice
president of finance and administration.
WARREN

South Birmingham,
has been named president of Pollution
Control- Walther, Inc. A past national
NAA vice president, he is currently serving on the Committee on Finance.
ANDY C. DOLL, Tucson, has been promoted to vice president and controller of
Southern Arizona Bank and Trust Co... .
HAROLD E. MANN was promoted to senior
vice president in charge of the corporate
planning division of Southern Arizona
Bank & Trust Co.
J A C K S O N C . R I C H A R D S O N , Washington
Tri- Cities, recently was appointed manager, program finance, for Westinghouse
Hanford Co.
ROBE RT W. ARN OLD ,

i

A
�t

AYRES
ARNOLD
Richmond
So. Birmingham
HAYD EN R . M A RS H, Waterbury,

was
elected secretary- treasurer of Peblo Building, Inc.
EARL D. YouNx, Waukesha Area, is now
controller with Associated Milk Producers, Inc.
R O B E R T A . B A R B E R , Western Wayne,
has been promoted to assistant vice president and auditor of t h e Ban k of Commerce.... PAUL JERMANUS was appointed
division controller for Delcrest Foods,
Inc., a subsidiary of Allied Supermarkets.

E . KOSCIE LNY, West Bergen Passaic County, is now the controller of
Financial Leisure, Inc.
T H E O D O R E S . J E S S E E , West Los Angeles,
is now general accounting manager at
General Telephone Co. of California.
JOSE PH
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"Alford, 1 understand Income and Outgo, but what is Outcome ?"

'Love Making'
Or the Urge to Merge
Proving that business finance does not
have to be taught in a dull manner,
Baruch College, New York City, labels
sub - topics in a graduate course on corporate mergers and acquisitions, "Love
Making" and the "Makin g of Music
Together."
The course, which is being taught
by Meshulum Riklis, chairman of the
board, Rapid- American Corp., highlights such topics as the importance of
finding your prospective merger partner's weakness at a time of weakness,
"family relations," as well as the
"Southern Girl" and the "Schenley
Deal."
Mr. Riklis, who built Rapid- American —one of the largest conglomerates

in the U.S. —earned an MBA at Ohio
University. His master's thesis "Expansion through Financial Management," was in fact the step -by -step
story of how he made Rapid- American
companies grow.

Socialism for $12.95
" 'Profit' is a dirty word only when
you us e i t or whe n you mak e i t. On
the bookshelves right now in many of
our campuses there is a book which
extols a kind of 1984 socialism. It condemns the competitive system and attacks the profit motive. The price of
the book is $12.95."
—Gov. Ronald Reagan, address
before the National Assn. of
Manufacturers.
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ALBERT FARRAR, York, has been elected
vice president of Bowen McLaughlin York Co., a division of Harsco Corp.
In Memoriam
JAMES R. BANKSTON, 39, Detroit, 1967.

A. R. BARRET, Chicago, 1955.
GEORGE D. BORDE, 56, Polk County
Florida,1971.
J. C. CARTS, 79, Columbus, 1929,
Emeritus Life Associate.
PHILIP O. CHANDONNET, 59, Muskegon,
1964.

JAMES A. COFFMAN, 72, Muskegon, 1949.
ELA.
R. C. COUNTS, 68, East Tennessee, 1953.

JOHN E. CUSMA, 67, York, 1956.
KENNETH L. DENHARD, 61, Syracuse, past
National Vice President, 1937. Stuart
Cameron McLeod Society.
ROBERT R. ELLIOTT, 59, Baltimore, 1953.

Past NAA Vice President, 1970 -71. He
was on the Committee on New Chapter

CHARLES H. SANS, JR., 29, Louisville,
1972.

Formation, 1973 -74. SCMS.
FRANK L. HOPKINS, JR., 59, East Ten nessee, past president, 1954. SCMS.
FLOYD E. LIETZ, 54, Wichita, 1967.

ALFRED E. SCHLEF, 48, Miami, 1953.
DAVID P. STAGNARO, JR., 57, Stockton

ROBERT E. LINDEMANN, JR., 40, Los An-

W. S. TossY, 72, Jacksonville, 1958. ELA
GORDON D. TURNER, 50, Milwaukee,
1952.

geles, 1965.

HOWARD I. LOWMAN, 85, Dayton, 1923.
ELA.
COLVILLE MAC DOUGALL, 80, San Diego,
1937. ELA.
H. T. MARREN, 69, Los Angeles, 1947.

NICHOLAS MICKET, 54, Rochester, 1955.
HOWARD R. MOORE 76, Atlanta, 1941.
ELA.
T. NEITZKE, 63, Milwaukee, 1947.
DAVID B. NORDBY, 30, Southern Min nesota, past president, 1967.

L. L. PARKER, 49, Corpus Christi, 1961.
R. L. READ, 56, Niagara, 1968.

M E M O R I A L

E D U C A T I O N

Area, 1969.

R. F. THOMAS, 69, Houston, 1933. ELA.

FRANK J. URES, 61, Jacksonville, 1973.
CLARENCE C. VITO, Muskegon, 1971.
FREDERICK J. VONBERGEN, 55, Lehigh
Valley, 1954.
DAVID D. WATT, 72, Oakland East Bay,
1944. ELA.
MORRIS J. WEINSTEIN, 80, Miami, 1925.

IRVING D. WELLS, 49, Long Island -Nassau, 1955.

JOHN WERTHWEIN, 44, Rockford, 1970.
THOMAS A. WILLIAMS, New Orleans,
1940. ELA.

R U N D

You don't need a special reason to support the
NAA Memorial Education Fund. Any day is the right day to
help further the educational goals of the Association.
Remember the NAA Memorial Education Fund today.
Circle 12 on inquiry card.
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'You Need a Sense of Humor,'
Says Former Peace Corps Accountant

64

a

Getting people to drop these end digits, even up
to the hundredth level, let alone going to thousandths, was a radical, radical thing to do. When
you think about it, taking those end digits away
from someone used to dealing with them is like
removing a security blanket, which even supposedly
advanced economies still hang onto."
Does he think his Peace Corps tour was worthwhile for him and the host country? "I would have
to say enthusiastically, yes," in the first case and
probably yes in the second." Whether or not the
systems he helped to establish were of value is
secondary, he believes, to the more important result
that he and the people he worked with were exposed to different views on techniques in management accounting. The first adaptation to the new
is always the hardest, he says, so the next time
should be easier. Of course, Mr. Dorian learned
from his experience, too.
"Would I urge other accountants to join the
Peace Corps? Sure, if you are crazy enough to try,
you will enjoy it." He says it was not a great hardship. Thanks to the generosity of the U.S. Government, he lived in a large cement house and was
even able to provide free room and board to a
student attending a university.
If nothing else a Peace Corpsmen should have
sense of humor. "That is probably the most important piece of baggage you can carry. The sense of
humor is vital because if you take yourself or the
assignment too seriously, you lose patience and are
going to feel frustrated and become cynical. I
would say developing a sense of humor and patience
has probably been the most significant result of
my being in the Peace Corps."
While he was working in a government office in
Malaysia, a farmer came in and asked for a job.
When Mr. Dorian said he had nothing to do with
giving out jobs, the man asked for a recommendation. That earnest job seeker symbolized for him
the reason for his entire Peace Corps experience.
"What I really want to do is find that guy a job
and what impressed me about Malaysia was that
that man really wanted to work."
If he has anything to do about it, Mr. Dorian
will return to Malaysia and help create jobs. "I am
hoping that within two or three years when I have
built up a base of experience in accounting that I
will be able to go back to Malaysia and make
significant contribution in terms of assisting industry in making a profit, and by making a profit,
creating jobs, and by creating jobs, improving economic opportunities for Malaysians.
a
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The 26- year -old author of "Management Accounting in a Developing Country" (see page 15) had
two goals: to help people and to work as an accountant. He managed to combine both of these
ambitions during a two-year stint with the Peace
Corps in Malaysia.
Elaborating on his Peace Corps experience, the
author, Daniel G. Dorian, said he was assigned as
an accounting advisor to the Auditor General of
Malaysia to help introduce Program and Performance Budgeting (PPB) into that government.
After about a year, he was transferred to the Secretary General of the Ministry of Agriculture and
Lands, where he wound up his tour.
The experience was exhilarating. Mr. Dorian
says, but many of his basic assumptions were
challenged. For example, when he tried to obtain
some computer time from the Treasury Department, he asked the manager how much the system
was used. "Well, we use it about 20 hours," was
the reply.
"I said, `that's not too bad, 20 hours a day; that
will leave us at least four hours a day.' "
"Wait a minute," said the man in charge of the
computer operation, "We use it 20 hours a week."
This revelation was a surprise to Mr. Dorian who
says, "I am used to computer operations that run
five days a week, 18 hours a day at least, if not
more, and some 24 hours a day —six or seven days
a week."
The point he makes is that it did not help the
Malaysians very much to make computer programs
more efficient because they were not using anywhere near the amount of computer time available.
"So doing what is right for the U.S. in U.S. terms,
saving computer time, is not accomplishing much
here."
"The basic argument of my article," he continued, "is that we should get away from the concept of improving things in our terms and get with
the concept of doing something of value in local
terms. We are dealing with a basically different
kind of society and should make different kinds of
assumptions than those applicable to the U.S. or
any developed economy."
Salability is one talent the management accountant needs in a developing country, he says. "It is
very hard to convince somebody who has always
thought of accounting as an accurate, to-the -penny
science to drop a few digits on the end of his
million dollar numbers. It was a challenge even to
convince some people to round off on a budget —
not even an actual accounting statement —a budget.
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NOTICE OF ANNUAL MEETING
Notice is hereby given to all members of the Association that
the Annual Meeting of the National Association of Accountants will be held at the Sheraton - Cadillac Hotel in Detroit,
Michigan, on Monday, June 24, at approximately 10:30 a.m.,
or immediately following the conclusion of the opening session, to receive the report of the Nominating Committee and
to transact such other business as may properly come before
the meeting.
New York
May 1, 1974

William M. Young, Jr.
Executive Director

Nominating Committee Report
To Members of the National Association of Accountants:
The Constitution and By -Laws of the
Association call for the annual election
of 14 officers —the president, 12 vice
presidents, and the treasurer —to serve
a term of one year. It also provides for
the election of 50 directors to serve
two years, their terms to overlap with
50 directors elected the year before,
making a total of 100 members on the
NAA Board of Directors.
Accordingly, the following members
are presented for election to national
offices at the Annual Meeting of the
Association to be held in Detroit,
Michigan, Monday, June 24, 1974.
This report includes nominees for
the Nominating Committee to report

in 1975 who are also elected at the
Annual Meeting.
Each member nominated for an
office has served in many positions, including chapter president. Their service
and commitment to the Association
and its goals have been demonstrated
time and time again. That is why
we proudly present this outstanding
roster of members for election to the
offices indicated. W e are confident, if
past performance is any criterion, that
they will make valuable contributions
during their terms of office.
Respectfully Submitted,
Nominating Committee,
1973 -74

Nominating Committee
Chairman: JULIUS G. UNDERWOOD, Harrisburg Area
ETTORE BARBATELLI, Milwaukee
WARREN W. BYRNE, Illinois Northeast
ROBERT L. CHAPLIN, Fort Wayne
ROBERT L. CRAMER, Mid - Florida
G. WILLIAM FAHEY, San Francisco
CHESTER R. KENNEDY, Pittsburgh
WILLIAM D. LEE, Orange Coast California

JAMES E. McMILLEN, Central Texas
GRANT U. MEYERS, North Texas
ROBERT B. OAKLEAF, Olean- Bradford Area
ROBERT L. PYLE, Cleveland
VERNON C. QUARLES, Delaware
CHARLES T. SMITH, JR., Atlanta Central
ARTHUR S. TAYLOR, Boston

ROBERT BEYER, Colorado Springs - Pueblo, Honorary Member
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Nominee for President

ARTHUR P. BARTHOLOMEW
New York; Detroit (1950): Director of Program, 1957 -58; Director of Education, 195859; Director of Membership, 1959 -60; Vice
President, 1960 -63, and President, 1963 -64.
He served on the NAA Board of Directors,
1964 -65, and was a Member of the Committee on Promotion and Public Relations,
1965 -68. He was elected a National Vice
President, 1968 -69, and served as Chairman
of the Com mittee on Education, 1969 -71.
An Appointed Member of the Executive
Committee, he was Chairman of the Committee on Planning, 1972 -74. He is Partner
in Charge of the Eastern District of Ernst
& Ernst, headquartered in New York City.
He is also a member of the firm's Managing
Committee.
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Nominees for Vice Presidents

JAMES J. CORBOY
Dallas (1966): He served as Treasurer, 196768; Vice President, 1968 -69, and 1969 -70,
and President, 1970 -71. He was a Member
of the Committee on Socio- Economic
Programs, 1971 -72, and was elected
to the Board of Directors, 1972 -74. He
served as Vice Chairman — Operations for
the Annual Conference in Dallas, 1973. He
is Director of Systems & Procedures, Dresser
Industries, Inc., Dallas, Tex.

,dddftlkl

CARLYLE O. LIVINGSTON
Columbus; Conejo Valley; San Fernando
Valley; San Gabriel Valley; Los Angeles
(1963): He helped organize San Gabriel
Valley and Conejo Valley, and served as
President of the latter chapter. A past Member of the Committee on New Chapter For mation, he was elected National Director,
1972 -74. He is a Partner, Arthur Andersen
& Co., Columbus, Ohio.
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BRUCE L. DAVIS, JR.

WILLIAM F. NICHOLS

Miami; Jacksonville (1959): He served as
Director of Program, 1961 -62; Director of
Manuscripts, 1962 -63; Vice President, 1963 65, and 1969 -70, and President, 1970 -71. He
was elected National Director, 1972 -74. He
is a Partner, Haskins & Sells, Miami, Fla.

Peninsula -Palo Alto (1960): Director of
Special Activities, 1963 -64; Director of
Membership, 1964 -65; Vice President, 196568; President, 1968 -69. Chairman, Golden
West Council, 1969 -70, and National Director, 1971 -73. He is currently on the

'

Committee on New Chapter Formation. He
is Controller, Saga Administrative Corp.,
Menlo Park, Calif.
MICHAEL P. GRANIERI
Akron (1951): Director of Programs, 196162; Secretary, 1962 -64; Vice President,
1964 -66; President, 1966 -67. He was elected
a National Director, 1971 -73, and served
on the Committee on Chapter Operations,
1973-74. He is Vice President and Treasurer,
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THOMAS J. O'REILLY
Pittsburgh (1957): Director of Membership,
1966 -67; Director of Manuscripts, 1967 -68;
Treasurer, 1967 -68; Vice - President, 1968 70, and President, 1970 -71. He was a Na-
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tional Director, 1972 -74. He is Partner -inCharge, Pittsburgh Office, Coopers & Ly-

,

Summit National Life Insurance Co., Akron,
Ohio, a subsidiary of Cargill, Inc., of Minneapolis.

brand, Pittsburgh, Pa.

JULIAN G. HOFFMANN
St. Louis (1957): Di rec t or of Meetings ,
1959-60; Dir ec t or of Mem bers hi p, 196061; Dir ec tor of S pec i al Activities, 1961 -62;
Secretary, 1962 -63, and Vic e President,
1963 -66, and Pres ident, 1966 -67. He was
elec ted a National Direc tor, 1971 -73, when

VINCENT A. PIUCCI
W orc es ter Area (1947): Di rec tor of Pro g r a m s, 1954 -55; Vic e Pres ident, 1955 -56;
Pres ident, 1956 -57. He was elec ted National Dir ec tor, 1957 -58, and 1961 -63. H e
s erved as Vic e Chairman, New England Regional Conf er en c e, 19 62 , an d on t he C om -

.

he s er ved on the Com m i t t ee on M em b er ship and the Com m i t t ee on Public ations .
He is Di rec t or of Ac c ounti ng, Cons umer
Produc ts G r oup , Ralston Purina Co., St.
Louis , Mo.

m i t t ee on Pr om ot i on and Pu bl i c Relat ions ,
1962 -63. H e is Vic e Pres ident, Corp or at e
Ac c ounti ng, State M u t u al Life Assurance
Com p an y of Americ a, W orc ester, Mass.

THEODORE G. LIEB
Philadelphia (1953): Director of Communications, 1962 -63; Director of Membership,
1963 -64; Director of Special Activities,
1964 -65; Director of Member Attendance,
1965 -66, Vice President, 1966 -69, and President, 1969 -70. He was elected a National
Director, 1971 -73, during which time he
served on the Committee on Socio -Economic Programs. He is Vice President —Finance, Liquid Nitrogen Processing Corp.,
Malvern, Pa.
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JOHN A. RITZENTHALER
A*
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Rochester (1951): Director of Meetings,
1954 -55; Director of Newsletter, 1955 -56;
Director of Member Attendance, 1956 -57;
Director of Special Activities, 1957 -58;
Treasurer, 1958 -59; Vice President, 1959 -62,
and President, 1962 -63. He served as National Director, 1963 -64, and 1971 -73. He
was a Member, Committee on Member ship, 1970 -71, and Committee on Chapter
Operations, 1972 -73. He is Comptroller,
The Diocese of Rochester, Rochester, N.Y.
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Nominees for Vice Presidents
ROBERT L. WOOLHEATER

JAMES E. TAYLOR
Memphis (1961): Director of Member Attendance, 1962 -63; Director of Membership, 1963 -64; Secretary, 1964 -65; Director
of Program, 1965 -66; President, 1966 -67. A
past Member of the Committee on Membership, he was elected to the Board of
Directors, 1968 -70. He is Senior Vice-President and Controller, The First National
Bank of Memphis, Memphis, Tenn.

Palos Verdes - Torrance; Los Angeles (1961):
Director of Public Relations, 1965 -66; Director of Communications, 1966 -67; Vice
President, 1967 -68, and President, 1968 -69.
He served on the Committee on Public
Relations, 1970 -71, on the Board of Directors, 1971 -73, and on the Committee on
Chapter Operations, 1973 -74. He is Controller, Craig Corp., Compton, Calif.

y

Nominee for Treasurer

A. T. SAMUELSON
Washington; Chicago (1946): On the Washington board he served as Director of Manuscripts, 1960 -63; Vice President, 1963 -64,
and President, 1964 -65. During his two -year
term as National Director, 1967 -69, he
served on the Committee on Membership
and continued as a Member of the Committee for two more terms. NAA Vice President, 1971 -72. Member, Executive Committee, 1972 -73, and National Treasurer,
1973 -74. He has been awarded a Certificate
of Merit for a manuscript published in
MANAGEMENT ACCOUNTING. Member,
Executive Committee, 1971 -73. He is Assistant Comptroller General, U. S. General
Accounting Office, Washington, D.C.

Nominees for Directors
HAROLD E. ARNETT

DEAN W . ARNOLD

Ann Arbor (1962). He served as a Member of the Committee on Membership,
1972 -73, and the Committee on Education, 1973 -74. He is Professor of Accounting, Graduate School of Business
Administration, The University of Michigan, Ann Arbor, Mich.

Colorado
Springs - Pueblo; Wichita
(1960). He served on the Committee on
Chapter Operations, 1972 -74. He is a
Partner, Elmer Fox & Co., Colorado
Springs, Colo.

r

RICHARD W . BERKAU
ARNETT
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ARNOLD

BERKAU

Seattle- Tacoma; Detroit (1960). Committee on Publications, 1972 -73. He is
a Partner, Coopers & Lybrand, Seattle,
Wash.
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Nominees for Directors
W ILLIAM

J. BLEIL

ROBERT A. HARNER

Erie (1964). He served on the Committee on Socio- Economic Programs,
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1972 -74. He is Assistant Treasurer,
American Sterilizer Co., Erie, Penna.

DALE E. BUCHNER

,

DORA R. HERRING

Fox River Valley (1957). He was a memb er o f t h e C om m i t t e e on Public Relations, 1973 -74. He is Vice President
and Cont r ol l er , Aur ora Pump Div.,
General Signal Corp., N or t h Aurora,

BLEIL

BUCHNER

CAIRNS

III.
W ILLIAM S. CAIRNS
W es t moreland
C ou n t y;
Pitts burgh
(1965). He is Treasurer, Latrobe D i e
Casting Co., Latrobe, Pa.

JAMES C. CALDWELL

CALDWELL

CLASEMAN

Committee on Education and was an
Instructor in the Continuing Education
Program during 1973 -74. He is Associate Professor, College of Business
Administration, Texas Tech University,
Lubbock, Texas.

COULAM

W

ROBERT L. HORKY
H am p t on

Roads

(1963). He served on the Committee on

I l l owa (1965). He was a M e m b er of
the Com m i t t ee on Public Relations,
1973 -74 He is Assistant Treasurer

DIAZ

DOD D

WQAD -TV, Moline, III.

EURE

ELLEN B. CO UL AM

Atlanta North; Atlanta (1955). Member, Committee on Membership, 1972 -

'+
h�

Dallas (1965). D u r i n g 1973 -74, she
s er ved as a Mem ber of th e C omm i tt ee
on O perat ions . She is Secretary -Assistant Treasurer and Cont r ol ler of
Airsco, Inc., Dallas, Texas.

73. H e is Pres ident, Ingle, W hi te &
Casey, Inc., Atlanta, Ga.

r ->

MA R S H A L L M . J O H N S O N

HARNER

LUIS C. DI AZ
Philippine International; Member -atL.
C. Diaz
& Co.,
Philippines.
Large
(1963).
He Manila,
was a Member
of the
Committee on International Chapters,
1973 -74. He is the Managing Partner,

HERRING

1
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HINSHAW

Los Angeles (1953). M e m b er of the
C om m i t t ee on Memb ers h ip , 1971 -73.
H e is a Partner, Coopers & Lybrand,

Los Angeles, Calif.
Economic
1973 -74. He is
ROBERT J.Programs,
JOHNSTON
Portland Columbia; Portland (1965).
He served on the Committee on Socio -

,

ROBERT V. D O D D

Controller, Bingham - Willamette Co., a
division of Guy F. Atkinson Co., Portland, Ore.

Boston (1947). He was a Member of
the Committee on Public Relations,
1971 -72, and of the Committee on Educ ation, 1973 -74. He is M an ag er - F i nanc e and Ac c ounti ng, Linc oln Laboratory,
Massachusetts
Ins titute
of
Tec hnology, Lexington, Mas s .

Memb er s h ip , 1973 -74. H e is Treasurer
of BTR Man ag emen t Corp., Raleigh,
N. C.

JAMES O . INGLE

..-

HORKY

INGLE

JOHNSON

LESLIE J. KNOX
Roc hes ter ( 195 0). M emb er, C omm itt ee
on International Chapters , 1973 -74. H e
is Senior Au d i tor , Comp tr ol ler' s D i vi sion, Eastman Kodak Co., Roc hester,

'

HILLIARD M . EURE, III

N. Y.
He

served on
the
C om1972
m i t t ee
Chapter
Form
ati on,
-74. on
He Nisewa
Partn er, P eat, Marwi c k, M itc hell & Co.,
Greens boro, N. C.
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San Francisco; Denver (1962). He
served as Chairman, Golden West
Council and a Member of the Committee on Chapter Operations, 197374. He is Group Controller, Paperboard Products Group, Fibreboard
Corp., San Francisco, Calif.

Raleigh- Durham;

EDWARD J. CLASEMAN

(1963).

Northeast Mississippi; Jackson (1966).
Member of the Committee on Education, 1971 -74. She has been an Instructor in the NAA Continuing Education
Program. She is Associate Professor of
Accounting, Department of Accounting, College of Business, Mississippi
State University, State College, Miss.
ROBERT C. HINSHAW

Lubboc k Area (1970). He s erved on the

Piedmont - Greensboro

N or t h Pen n ( 196 1). He was a Member,
Com m i t t ee on Socio - Economic Programs, 1973 -74. He i s C ont r ol ler , G er m an t o wn Dispensary and Hos pi tal,
Philadelphia, Pa.

A
j
JOHNSTON

-

DAVI D F. LUCAS

* A
� � r lf

KNOX

ber,
C om-New
m i t t eeBed
onf ordSocio
- Economic
Fall River
(1967).
Mem� i`
LUCAS

Programs, 1973 -74. He is President,
Lucas Associates, Inc., Smithfield, R. 1.
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Nominees for Directors
WILLIAM C. MERRICK

THOMAS M. O'TOOLE

Birmingham (1964). Member, Committee on Socio - Economic Programs,
1973 -74. He is Managing Partner,
Arthur Young & Co., Birmingham, Ala.

Macomb County- Michigan; Detroit
(1968). Member, Committee on Chapter Operations, 1973 -74. He is a Partner, Touche Ross & Co., Detroit, Mich.

EDWARD M. PALUGA

ROBERT R. MEYER
Philadelphia (1961). He was a Member,

MERRICK

MEYER

MORRIS

Committee on Publications, 1973 -74.
He is Controller, Insurance Company
of North America, Philadelphia, Pa.

E. EDWARD MORRIS

A. W. PATRICK
Blue Grass Area; Ann Arbor (1954). He

-

was a National Director, 1963 -64, and
a Member of the Committee on Chap ter Operations, 1971 -74. He has been
an Instructor in the Continuing Education Program. He is Professor of
Accounting, College of Business and

/

Dayton (1959). Member of Committee
on Public Relations, 1973 -74. He is
General Accounting Supervisor, Metal
Products Div., Armco Steel Corp.,
Middletown, Ohio.

Chicago (1964). Member, Publications
Com m i t t ee, 1972 -74. He is a Partner,
Ernst & Ernst, Chicago, 111.

-

.

MOURELATOS

MURPHY

�

MUTZABAUGH Ec onomic s ,

Univers ity

of

Ken tu c k y,

Lexington, Ky.

ANTHONY MOURELATOS

JAMES W. PATTILLO

Tyler Area; Longview -East Texas (1963).
He is Chief Accountant, U.S.I. Film
Products, National Distillers & Chemical Corp., Tyler, Tex.

Baton Rouge; Los Angeles (1963). He
was a Mem ber of the Comm ittee on
Publications, 1972 -74. He is Professor
of Accounting, College of Business Administration, Louisiana State University,
Baton Rouge, La.

TIMOTHY M. MURPHY
Dubuque Tri -State (1962). Member,
Committee on Public Relations, 197071. He is Manager of Accounting, John
Deere Dubuque W orks, Deere & Co.,
Dubuque, Iowa.

NESTOR

NEWELL

NORBY

SAMUEL L. PRITCHARD
Sac ramento (1962). H e is Senior Ac c ou nt an t, Aerojet Li q ui d Roc ket Co.,
Sac ramento , Ca lif.

DONALD M. MUTZABAUGH

ALVIN D. REECE

Washington (1964). Committee on
Chapter Operations, 1972 -74. He is Assistant for Development & Management, International Division, U.S. General Accounting Office, Washington,
D.C.

North Central Ohio (1957). He served
on the Committee on Chapter Operations, 1973 -74. He is Manager -Cost
and Budget Analyses, The Ohio Brass
Co., Mansfield, Ohio.

O'TOOLE

PALUGA

PATRICK

GEORGE R. ROACHE

J.

T. NESTOR

East Jersey; Raritan Valley (1955). He
wa s a Na t ion a l D i r e c t o r , 1 9 6 2 -6 3 , a n d

Kansas City (1953). He is currently a
member of the Committee on New
Chapter Formation. He is Treasurer,
ISC Industries, Inc., Kansas City, Mo.

--

RICHARD NEWELL
Bos t on; W il liams p ort (1952). M e m b er

PATTILLO

PRITCHARD

of the Committee on Publications,
1972 -74. H e is Man ag er of Internal
Au d i t i n g, D e n n i s o n M a n u f a c t u r i n g C o . ,
V
Framingham, Mas s.

KEITH R. NORBY

C+

REECE
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New Chapter Formation. He is Treasurer, Pioneer Industries, SOS Consolidated , Inc., Carlstadt, N. J.

PATRICK L. ROMANO
East Bergen - Rockland (1964). C om m i t t ee on Educ ation, 1971 -73. He is a
M em b er , Ad j u n c t
Faculty, Be r ge n
C om m u n i t y Coll eg e, Paramus, N.J.

V1 1
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EWALD SCHNEIDER
Waukesha Area; Milwaukee (1960). He
is a Member of the Committee on International Chapters. He is Treasurer,
Wisconsin Centrifugal, Inc., Waukesha,

Orange Coast California; Orange
County (1964). Member of Committee
on Members hip, 1972 -74. He is a Partner , Santa A na O f f i c e, A rt hu r You ng &
Co., Santa Ana, Calif.

has served on the Committee on Chapter Operations and the Committee on

ROACHE

ROMANO

SCHNEIDER

W is.
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Nominees for Directors
JOHN H. SHROAT

CALVIN A. VOBROUCEK

Indian apolis (1960). He served as Program Chair man, Louis ville Regional
Conf erenc e, 1971, and on the C om m i t t ee on Educ ation, 1973 -74. He is a
Partner, G eo. S. O l i ve & Co., Indi anapolis , Ind.

Peoria (1949). He served on the Committee on Research, 1972 -74, and the
Committee on International Chapters,
1973 -74. He is Manager, Costs and
Budgets, Accounting General Office,
Caterpillar Tractor Co., Peoria, Ill.

ROBERT L. SMITTEN

.4
SHROAT

Minneapolis North Star; Minneapolis
(1961). He served on the Committee on
Membership, 1972 -73. He is Vice
President, Secretary and Treasurer of
La Maur, Inc., Minneapolis, Minn.

SMITTEN

SNOW
J. VINCENT VOGEL
Hartford; Bridgeport (1956). He was a
Member of the Committee on Education, 1973 -74. He is Controller, Consumer Products, Heublein, Inc., Hartford, Conn.

0.

W ILLIAM H. SNOW
Shreveport (1959). He is Vice President
and Controller, Southwestern Electric
Power Co., Shreveport, La.

SPAGNOL

DO NAL D C. WATKINS

TAEPKE

TOY

Oakland -East Bay (1955). He served as
a Member, Committee on Chapter
Operations, 1971 -72. He is Treasurer,
Soule Steel Co., San Francisco, Calif.

ANTHONY P. SPAGNOL
Pittsburgh (1959). He is Vice President
— Finance of The Union Corp., Verona,
Pa.
RICHARD W . TAEPKE

JOHN A. YANNACONE

W estern

Delaware County Pennsylvania; Philadelphia (1963). He was a Member,
Committee on Public Relations, 1973 -

W ayn e; Det r oi t (1944). H e

was a Member, Committee on SocioEc onomic Programs, 1972 -73, and the
C om m i t t ee on Public Relations , 197274. He is P a r t n e r a n d Con tr oll er , D earborn S tamp in g Co., D earb or n, M ic h.

VOBROUCEK

VOGEL

WATKINS

74. He is Manager, Haskins & Sells,

Philadelphia, Pa.

JAMES H. TOY

MELVIN W. YOST

Spartanburg Area; Atlanta (1950). He
was a Member, Committee on Chapter

Jacksonville (1965). He served on the
Committee on Socio- Economic Programs, 1973 -74. He is Finance Division
Coordinator, Blue Cross of Florida, Inc.
—Blue Shield of Florida, Jacksonville,

O per ations , 1973 -74. He is Assistant
Secretary, Cor por ate Planning Dep ar tment , Deeri n g M i l l i k en , Inc., Spartanburg, S. C.

YANNACONE

YOST

Fla.

Nominees for
NAA Nominating Committee
To Report in 1975
Chairman — ROBERT G. CHAPMAN, Los Angeles
ETTORE BARBATELLI, Milwaukee
DONALD H. CRAMER, New York
FREDRICK J. DRESSER, Minneapolis Northstar
CARL M. KOONTZ, Knoxville
EDWARD J. KRAL, Detroit
VERNON OWENS, JR., Birmingham
DONALD G. PERRY, San Francisco

ARTHUR A. RAUTIO, Hartford
EDWARD W. RODGERS, Dayton
HERBERT H. SEIFFERT, Raritan Valley
KENNETH M. SIME, Los Angeles
J. DOUGLAS STONE, Wichita
JOHN W. TOWNS, JR., Butler Area
JULIUS G. UNDERWOOD, Harrisburg Area

Honorary Member — ROBERT BEYER, Colorado Springs - Pueblo
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THE UNIVERSITY OF ALABAMA

COMPREHENSIVE

CMA REVIEW
COURSES
TAUGHT BY THE ACCOUNTING FACULTY W HICH HAS CONDUCTED FIVE -WEEK
INTENSIVE CPA REVIEW COURSES TWICE A YEAR FOR 30 YEARS BENEFITING
OVER 5,000 PRACTICING ACCOUNTANTS
PHASE I

PHASE II

Independent Study Under
A Professionally Designed

Intensive Courses on The University of Alabama Campus in a Stimulating
Academic Environment Under the Direction of Experienced Professors

Study Plan

Part I

(November 11- 12)— Monagerial Economics and
Business Finance

Study suggestions, outlines of
the topics covered on the

Part II

(November 13 -14)—Organization and Behavior, Including
Ethical Considerations

examinati on, reading assignme nt s and sample questions
and problems will be mailed
to you upon e nrol l ment .

Part III

(November 15 -16)— Public Reporting Standards,
Auditing and Taxes

Part IV

(November 18 -20)— Periodic Reporting for Internal and
External Purposes
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Management Accounting Examination
Examination for the Certificate in Management Accounting Program given by the Institute of Management
Accounting (City Center Building, Ann Arbor, Michigan 48108), of the National Association of Accountants.
(919 Third Avenue, New York, New York 10022)

Examination for Part 4
Periodic Reporting for Internal and External Purposes
Friday, December 7,1973;8:30 a.m. to 12:00 N
Questions

Estimated Time
/

Required Number I ................................................1 2 hour
Required Number 2 ................................................3/4 hour
Required Number ................................................3/4 hour
Required Number ................................................1 /2 hour
Required Number 5 or Number 6 (Not Both) ........... 1/ 2 hour
Required Number 7 or Number 8 (Not Both) ........... 1/2 hour
3-1 /2 hou rs

The time allowance suggested approximates the relative weight assigned each question.

INSTRUCTIONS TO CANDIDATES
Place your candidate number at the top of each
answer sheet you submit. Begin each question on
a new sheet of paper. Arrange your answers in the
numerical order of the problems. Number all
pages in order. The answer sheet provided for
objective questions is to be considered page 1.

2.

Calculations made to support your answers to
problem and analysis questions should be legible
and clearly referenced to your answers.

3.

Answers to questions should be well written. Illegible writing and lack of clear exposition will
influence the evaluation of the examiners.

FAILURE TO FOLLOW THESE INSTRUCTIONS MAY RESULT IN FAILURE OF WHAT OTHERWISE
MIGHT HAVE BEEN PASSING WORK.

MA N A G E M E N T AC C OU N TIN G / MA Y 1974
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QUESTION NUMBER 1 -- Estimated Time

!'z hour

INSTRUCTIONS: Select the BEST answer for each of
the questions below. Your answer is to be marked on the
answer sheet provided. Mark your answer by blackening
the appropriate answer space with a soft lead pencil. Mark
ONLY ONE ANSWER for each question. Your grade will
be determined by your total of correct answers.

Sample Question:
101. Which of the following costs is the best example
of a variable cost?
a. property taxes.
b. the corporate president's salary.
c. the controller's salary.
d. interest charges.
e. material in a unit of product.
Answer Sheet
101.

a. ...........

b.

c.::::::::::::: d.::::::::::: e.

b.

the excess of budgeted or actual sales revenue over

C.

d.

the fixed costs.
the excess of actual sales over budgeted sales.
the excess of sales revenue over the variable

e.

costs.
none of the above.

4. Which of these alternatives would decrease contribution per unit margin the most?
a. a 15 percent decrease in selling price.
b. a 15 percent increase in variable expense.
c. a 15 percent increase in selling price.
d. a 15 percent decrease in variable expense.
e. a 15 percent decrease in fixed expenses.
5. If fixed costs decrease while variable cost per unit
remains constant, the new variable contribution margin in
relation to the old will be
a. unchanged.
b. higher.
c. lower.
d. indeterminate.
e. none of the above.
The graph below applies to items 6 and 7 only.

Answer the Following Items
1. Which of the following statements is true for a
firm that uses "direct" (variable) costing?
a.
b.
c.
d.
e.

the cost of a unit of product changes because of
changes in number of units manufactured.
profits fluctuate with sales.
an idle facility variation is calculated by a direct
cost system.
product costs include "direct" (variable) administrative costs.
none of the above.

2. When a firm prepares financial reports by using
absorption costing, it may find that
a. profits will always increase with increases in
sales.
b. profits will always decrease with decreases in
sales.
c. profits may decrease with increased sales even if
there is no change in selling prices and costs.
d. decreased output and constant sales result in increased profits.
e. none of the above.
3. An accountant would typically have the following in
mind when referring to the "margin of safety ":
a. the excess of budgeted or actual sales over the
variable costs and the fixed costs at breakeven.
74

6.

O n the Profit/ Volume chart above,

a.

b.
c.
d.
e.

the areas XX and YY and the point K represent
profit, loss, and volume of sales at break -even
point, respectively.
the line O -Z represents the volumes of sales.
the two lines O -M and N -Z represent fixed costs.
the line M -N represents total costs.
none of the above is true.

7.
a.
b.
c.
d.
e.

The vertical scale represents
volume of sales.
units produced.
profit above O and loss below O.
contribution margin.
none of the above.
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8. In breakeven analysis, a number of assumptions
typically are made. Which of the following assumptions
typically is not made?
a. volume is the only relevant factor affecting cost.
b. no change between beginning and ending inventory.
c. the sales mix will be maintained as volume
changes.
d. prices of cost factors fluctuate proportionally with
volume.
e. none of the above.
9. To which of these independent variables would
"setup" expense probably have the closest relationship?
a. machine hours.
b. direct labor hours.
c. number of shop orders.
d. direct labor cost.
e. number of employees.
10. Which of the following expenses should not be on a
monthly cost control report of a department manager?
a. department labor costs.
b. department supplies costs.
c. depreciation cost on departmental equipment.
d. cost of material used in the department.
e. none of the above.
11. A management purpose for allocating joint costs
of a processing center to the various products produced
is
a. to develop accurate processing cost variances by
product.
b. to report more correct standard product costs for
comparative analysis.
c. to establish inventory values for unsold units.
d. to record accurate cost of sales by product line.
e. none of the above.
12. Unabsorbed overhead costs in an absorption costing system are
a. fixed factory costs not allocated to units produced.
b. factory overhead costs not allocated to units produced.
c. excess variable overhead costs.
d. costs that cannot be controlled.
e. none of the above.
13. Which of these variances is least significant for
cost control?
a. labor price variance.
b. material quantity variance.
c. overhead budget variance.
d. overhead volume variance.
e. labor quantity variance.
MANAGEMENT ACCOUNTING /MAY 1974

The following statement applies to items 14 to 18:
In analyzing the relationship of total factory overhead
with changes in direct labor hours, the following relationship was found to exist:
Y = $1000 + $2X
14. The above equation was probably found through the
use of which of the following mathematical techniques?
a. linear programming.
b. multiple regression analysis.
c. simple regression analysis.
d. dynamic programming.
e. none of the above.
15. The relationship as shown above is
a. parabolic.
b. curvilinear.
c. linear.
d. probabilistic.
e. none of the above.
16. Y in the above equation is an estimate of
a. total variable costs.
b. total factory overhead.
c. total fixed costs.
d. total direct labor hours.
e. none of the above.
17. The $2 in the equation is an estimate of
a. total fixed costs.
b. variable costs per direct labor hour.
c. total variable costs.
d. fixed costs per direct labor hour.
e. none of the above.
18. The use of such a relationship of total factory overhead to changes in direct labor hours is said to be valid
only within the relevant range. The phrase "relevant
range" means
a. within a reasonable dollar amount for labor costs.
b. within the range of observations of the analysis.
c. within the range of reasonableness as judged by
the department supervisor.
d. within the budget allowance for overhead.
e. none of the above.
QUESTION NUMBER 2 -- Estimated time
3/4 hour
The L. Konrath Company is considering extending
credit to the D. Hawk Company. It is estimated that sales
to the D. Hawk Company would amount to $2,000,000 each
year. The L. Konrath Company is a wholesaler that sells
throughout the midwest. The D. Hawk Company is a retail chain operation that has a number of stores in the
midwest. The L. Konrath Company has had a gross margin
of approximately 60% in recent years and expects to have
a similar gross margin on the D. Hawk Company order.
The D. Hawk Company order is approximately 15% of the
L. Konrath Company's present sales. Recent statements
of the D. Hawk Company are as follows:
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Accounts and Notes
Receivable (Net)

8.0

8.5

8.5

Inventories

2.8

3.2

2.8

.7

.6

.6

14.5

14.3

13.5

4.3

5.4

5.9

18.8

19.7

19.4

Prepaid Assets
Total Current Assets
Property, Plant & Equipment (Net)
Total Assets

Uses of Funds
Purchase of Property, Plant
Equipment
Dividends
Retirement of Long Term Debt
Total Uses

Equities

Net Increase (Decrease) in
Net Working Capital

Current Liabilities
Notes Payable

3.2
2.8

3.7

4.2

3.7

4.1

Accrued Expenses & Taxes

.9

1.1

1.0

Total Current Liabilities

6.9

8.5

9.3

Long Term Debt; 6%

3.0

2.0

1.0

Total Liabilities

9.9

10.5

10.3

Shareholders Equity

8.9

9.2

9.1

Total Equities

18.8

19.7

19.4

Accounts Payable

Income Statement
For the Year Ended
December 31
(000,000 omitted)

Net Sales
Cost of Goods Sold
Gross Margin
Selling Expenses
Administrative Expenses
Total Expenses
Earning (loss) Before Taxes
Income Taxes
Net Income
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Total Sources

1971

1972

1973

24.2
16.9
7.3
4.3
2.3
6.6
.7
.3
.4

24.5
17.2
7.3
4.4
2.4
6.8
.5
.2
.3

24.9
18.0
6.9
4.6
2.7
7.3
( .4)
( .2)
( .2)

.8

(

.4

.8
.2

Funds from Operations
Sale of Building
Sales of Treasury Stock

.3
-

1.6

.2

.2)
.5

.1

.1

1.0

.9

.4

1.2

1.6

1.0

.1

.1
1.0

1.0

1.3

2.7

2.0

( .3)

(1.8)

(1.6)

-

1.8

1973

-

2.6

Current Assets
Cash
Government Securities (Cost)

-

1973

-

1972

-

1971

Assets

Statement of Changes In Financial Position
For the Year Ended December 31
(000,000 omitted)
1971
1972
Sources of Funds
.3
Net Income (loss)
.4
.5
.4
Depreciation

&

D. Hawk Company
Balance Sheet
As of December 31
(000,000 omitted)

Required:
A.
Calculate for the year 1973 the following ratios:
I.
rate of return on total assets.
2.
acid test ratio.
3.
return to sales.
4.
current ratio.
5.
inventory turnover
B.
As part of the analysis to determine whether or
not Konrath should extend credit to Hawk, assume the
ratios below were calculated from Hawk Co. statements.
For each ratio indicate whether it is a favorable, unfavorable or neutral statistic in the decision to grant Hawk
credit. Briefly explain your choice in each case.
1971
1972
1973
1. Rate of Return on Total Assets

1.96%

1.12%

( .87)9o'

2. Return to Sales

1.69%

.99%

( .69)%

3. Acid test ratio
4. Current ratio

1.73/1
2.39/1

1.36/1
1.92/1

1.19/1
1.67/1

5. Inventory Turnover (times)

4.41

4.32

4.52

6. Equity relationships
Current Liabilities
Long term liabilities
Shareholders

36.017o 4 3 . 0
16.0
10.5
48.0
46.5

48.0%
5.0
47.0

100.0% 100.0%

100.0

7. Asset relationships
Current assets
Property, Plant & Equipment

77.0% 72.5%
23.017o 27.5%

69.5%
30.5%

100.0% 100.00/ 0

100.0%
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C.
Would you grant credit to D. Hawk Co.? Support
your answer with facts given in the problem.
D.
What additional information, if any, would you
want before making a final decision?
QUESTION NUMBER 3 -- Estimated time

3/4 hour

A. R. Oma, Inc. manufactures a line of men's perfumes
and after - shaving lotions. The manufacturing process is
basically a series of mixing operations with the addition
of certain aromatic and coloring ingredients; the finished
product is packaged in a company - produced glass bottle
and packed in cases containing 6 bottles.
A. R. Oma feels that the sale of its product is heavily
influenced by the appearance and appeal of the bottle and
has, therefore, devoted considerable managerial effort
to the bottle production process. This has resulted in the
development of certain unique bottle production processes
in which management takes considerable pride.
The two areas (i.e., perfume production and bottle manufacture) have evolved over the years in an almost independent manner; in fact, a rivalry has developed between
management personnel as to "which division is the more
important" to A. R. Oma. This attitude is probably intensified because the bottle manufacturing plant was purchased intact 10 years ago and no real interchange of
management personnel or ideas (except at the top corporate level) has taken place.
Since the acquisition, all bottle production has been absorbed by the perfume manufacturing plant. Each area is
considered a separate profit center and evaluated as such.
As the new corporate controller you are responsible for
the definition of a proper transfer value to use in crediting the bottle production profit center and in debiting the
packaging profit center.
At your request, the Bottle Division General Manager
has asked certain other bottle manufacturers to quote a
price for the quantity and sizes demanded by the perfume
division. These competitive prices are:
Volume
2,000,000 eq. cases*
4,000,000
6,000,000

Total Price
$ 4,000,000
$ 7,000,000
$10,000,000

Price Per Case
$2.00
$1.75
$1.67

(Your cost analysts point out that these costs represent
fixed costs of $1,200,000 and variable costs of $1.00 per
equivalent case.)
These figures have given rise to considerable corporate
discussion as to the proper value to use in the transfer of
bottles to the perfume division. This interest is heightened
because a significant portion of a division manager's income is an incentive bonus based on profit center results.
The perfume production division has the following costs
in addition to the bottle costs:
Volume
2,000,000 cases
4,000,000
6,000,000

Total Cost
$16,400,000
$32,400,000
$48,400,000

Cost Per Case
$8.20
$8.10
$8.07

After considerable analysis, the marketing research
department has furnished you with the following price demand relationship for the finished product:
Sales Volume
Total Sales Revenue
2,000,000 cases
$25,000,000
4,000,000
$45,600,000
6,000,000
$63,900,000

Sales Price Per Case
$12.50
$11.40
$10.65

Required:
A.
The A. R. Oma Company has used market price
transfer prices in the past. Using the current market
prices and costs, and assuming a volume of 6,000,000
cases, calculate the income for
1,
the bottle division.
2.
the perfume division.
3.
the corporation.
B.
Is this production and sales level the most profitable volume for
1.
the bottle division?
2.
the perfume division?
3.
the corporation?
Explain your answer.

*An "equivalent case" represents 6 bottles each.
A cost analysis of the internal bottle plant indicates that
they can produce bottles at these costs.
Volume
2,000,000 eq. cases
4,000,000
6,000,000

Total Price

Cost Per Case

$3,200,000
$5,200,000
$7,200,000

$1.60
$1.30
$1.20

MANAGEMENT ACCOUNTING /MAY 1974

C.
The A. R. Oma Company uses the profit center
concept for divisional operation.
1.
Define a "profit center ".
2.
What conditions should exist for a profit center to
be established?
3.
Should the two divisions of the A. R. Oma Company
be organized as profit centers?
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Mr. Calderone increased his business between 1970 and
1973. Profits have more than doubled since 1970. Mr.
Calderone does not understand why his profits have increased faster than his volume.
A projected Income Statement for 1974 has been prepared by the accountant and is shown below:
Calderone Company
PROJ ECTED INCOM E STATE MENT
For the Year Ended December 31, 1974

$28,500
8,150

&

$

&

Sales
Cost of Food Sold
Wages Fringe Benefits of
Restaurant Help
Wages Fringe Benefits of
Delivery Boys
Rent
Accounting Services
Depreciation of Delivery
Equipment
Depreciation of Restaurant
Equipment
Utilities
Supplies (Soap, Floor Wax, etc.)

$95,000

$

$

$

$

$

$

$17,300
4,800
3,600
5,000
3,000
2,325
1,200

$73,875

Net Income Before Taxes
Income Taxes

$21,125
$ 6,338

Net Income

$14,787

Note: The average pizza sells for $2.50. Assume that
Mr. Calderone pays out 30% of his income in income
taxes.

go

Required:
A.
What is the breakeven point in number of pizzas
that must be sold'?
B.
What is the cash flow breakeven point in number
of pizzas that must be sold?

D.
Mr. Calderone would like an after -tax net income
of $20,000. What volume must be reached in number of
pizzas in order to obtain the desired income?
E.
Briefly explain to Mr. Calderone why his profits
have increased at a faster rate than his sales.
F.
Briefly explain to Mr. Calderone why his cash
flow for 1974 will exceed his profits.
Answer only one question from questions 5 & 6. If both
are answered, only the first will be counted.
QUESTION NUMBER 5 (an alternate to Question Number
6) -- Estimated time
1/2 hour
The Melcher Co. produces farm equipment at several
plants. The business is seasonal and cyclical in nature.
The company has attempted to use budgeting for planning
and controlling activities, but the variable nature of the
business has caused some company officials to be
skeptical about the usefulness of budgeting to the company. The accountant for the Adrian plant has been using
a system he calls "flexible budgeting" to help his plant
management control operations.
The company President asks him to explain what the
term means, how he applies the system at the Adrian
plant and how it can be applied to the company as a whole.
The accountant presents the following data as part of his
explanation.
Budget data for 1973
Normal monthly capacity of the
plant in direct labor hours
10,000 hours
Material costs
6lbs. @
$1.50 $9.00 unit
Labor costs
2 hours @ $3.00 $6.00 unit
Overhead estimate at normal
monthly capacity
Variable (controllable):
Indirect labor
Indirect materials
Repairs
Total variable
Fixed (non - controllable):
Depreciation
Supervision
Total Fixed
Total Fixed and Variable
Planned units for January 1973
Planned units for February 1973

$6,650
600
750
$8.000
$

Mr. Calderone started a pizza restaurant in 1970. For
this purpose a building was rented for $400 per month.
'Two ladies were hired to work full time at the restaurant
and six college boys were hired to work 30 hours per week
delivering pizza. An outside accountant was hired for tax
and bookkeeping purposes. For this service, Mr. Cal derone pays $300 per month. The necessary restaurant
equipment and delivery cars were purchased with cash.
Mr. Calderone has noticed that expenses for utilities and
supplies have been rather constant.

C.
If Mr. Calderone withdraws $4,800 for personal
use, how much cash will be left from the 1974 income
producing activities?

$

1/2 hour

$3,250
3,000
16,250
$14,250
$

QUESTION NUMBER 4-- Estimated time

4,000
6,000
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Actual data for January 1973
Hours worked
Units produced
Costs incurred:
Material (24,0001bs.)
Direct Labor
Indirect Labor
Indirect Materials
Repairs
Depreciation
Supervision
Total

Other Assets
Intangibles (net)
Loan to Officer of Company
Total Assets

8,400
3,800

Current Liabilities
Accounts Payable
Other Payables
Notes Payable (one month note due
January 15, 1974)
Current Portion of Long -term Debt
(due March 31, 1974)
Total Current Liabilities

$36,000
25,200
6,000
600
1,800
3,250
3,000
$75,850

Required:
A.
Prepare a budget for January.
B.
Prepare a report for January comparing actual
and budgeted costs for the actual activity for the month.
C.
Can flexible budgeting be applied to the non manufacturing activities of the company? Explain your answer.

QUESTION NUMBER 6 (an alternate to Question Number
5) -- Estimated time

$10,000
10,000

20,000
$1,529,500

$25,680
10,000
50,000
50,000
$135,680

Long -term Debt (8 %, 10 years, interest
payable December 31, repayment of
principal at rate of $50,000 per year
beginning in 1974)
Total Liabilities

450,000
$585,680

Owners' Equity
Common Stock (issued and outstanding,
70,000 shares, $10 per share)
$700,000
Retained Earnings
243,820
Total Owners' Equity
$ 943,820
Total Equities
$1,529,500

1/2 hour

Some recent and forecast data are:
The Jafa Corporation uses direct costing for managerial purposes and prepared their December 31, 1973
balance sheet on a direct costing basis as follows:
Jafa Corporation
Balance Sheet
As of December 31, 1973
Current Assets
Cash
Marketable Securities
Accounts Receivable
Inventories
Finished Goods
$67,500
Work in Process
45,000
Raw Materials
9,000
Total Current Assets
Long Term Assets
Equipment (factory)
$ 300,000
Less: Accumulated Depreciation
72,000
Plant
$1,000,000
Less: Accumulated Depreciation
180,000
Property
Total Long Term Assets

MA N A G E M E N T AC CO U NTIN G / MA Y 1974

$10,000
50,000
80,000

Nov.

Actual
Dec.

Jan.

Feb.

Forecast
Mar.

Apr.
Cash Sales
(units)
1,200
1,200
1,000
1,000
1,000
2,000
Credit Sales
(units)
10,000 10,000
8,000
8,000
8,000 20,000
Selling and
Administrative Expenses$20,000 $20,000 $20,000 $20,000 $20,000 $20,000
Fixed Manufacturing
Expenses'
15,000 15,000 15,000 15,000 15,000 15,000
l excluding depreciation and amortization.

$121,500
$261,500

$228,000

$820,000
200,000
$1,248,000

The company manufactures an automobile safety seat
for children which it sells directly to a number of automobile dealers in its four state region and to retail customers through its own outlet. The selling price through
their own outlet is$30;to the dealers, the price is $20.
Since all sales through its own outlet are on a cash basis
and sales to dealers, all on account, have been long established, bad debts are negligible. Terms of credit sales
are net 30. 60% of the credit sales are paid in the month
of the sale and the remaining 40% of the credit sales are
paid in the month after the sale.
Raw ,materials cost $5 per unit. All purchases of raw
materials are on account. Accounts payable are on terms
of net 30 days. 40% are paid in the month of purchase and
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60%, are paid in the following month. Direct labor and
variable manufacturing overhead costs are $10 per unit.
Direct labor and variable manufacturing overhead costs
are incurred in direct proportion to the percentage of
completion and paid in cash when incurred.
At the end of each month, desired inventory levels are
as follows:
Raw materials - 20% of next month's requirements
Work in Process - 50% of next month's requirements
Finished Goods - 50 %p of next month's requirements
Work in process is assumed to be 50 %n completed at the
end of the month. Raw materials are added at the beginning
of production.
Depreciation on the equipment is $4,000 per month and
depreciation on the plant is $5,000 per month. Amortization of intangibles is $500 per month.
Selling and administrative expenses are all fixed and
half are paid in the month incurred with the balance paid
in the following month.
Fixed manufacturing expenses that require cash payments are paid in the month incurred.
Lont -term debt - principal is to be paid each March 31,
starting in 1974 at a rate of $50,000 per year.
The loan to the officer was made on December 31, 1973
and is due March 31, 1974. The loan is to be repaid on
March 31, 1974 plus interest at 6% per annum.
The firm requires a minimum cash balance of $10,000
at the end of each month. If the balance is less, marketable securities are sold in multiples of $5,000 at the end
of the month. If necessary, cash is borrowed in multiples
of $1,000 at the end of the month. Marketable securities
earn 6% per annum and the interest is collected at the
end of each month. The short -term interest rate on notes
payable is 12% per annum and is paid at the time the note
is repaid.
Taxes are to be ignored.
Required:
Prepare a statement forecasting the cash balance including any necessary cash transactions to achieve company cash management objectives for January, 1974.
Answer only one question from Questions 7 & 8. If both
are answered, only the first will be counted.

new widths are picked up by the customers after slitting.
The cut widths plus scrap loss (caused by starting and
ending rolls of steel or jams on the slitters) cannot cost
the customers more than acquiring the correct widths
direct from steel mills. Therefore, Steel Slitting Company
uses tight standard costs to stay competitive.
If bought directly from steel mills, steel would cost
customers the following:
Size

Gage

24"
24"
2"
2"
4"

14
12
14
12
12

Cost per ton
125
120
136
130
130

Steel Slitting Company price for slitting a ton of input
steel from customers is:
Size

Customer Price
per ton slit

Gage

14
$8.00
12
7.00
12
6.00
Standard and actual slitting costs per input ton for
October are as follows:

2"
2"
4"

Actual
Cost
per
ton -2"

Std. Cost
per ton 4"

$3.00

$3.10

$2.50

$2.60

Variable
Overhead

2.80

3.00

2.00

2.10

Nonvariable
Overhead

1.00

1.00

1.00

1.00

$6.80

$7.10

$5.50

$5.70

1%

3%

Std. Cost
per ton2"
Direct
Labor

Customer scrap loss- per cent of input tons
(absorbed by customer)
I%
2%

Actual
Cost
per
ton -4"

Standard cost per ton is based on width of strips regardless of gage.

QUESTION NUMBER 7 (an alternate to Question Number
8 -- Estimated time 1/2 hour

Budgeted and Actual sales for the month of October
are as follows:
Size
Gage
Budgeted
Actual

Steel Slitting Company divides 24" widths of rolled
sheet steel into 2" and 4" widths. The 24" widths are delivered to Steel Slitting Company by its customers and the

2"
2"
4"
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14
12
12

500 input tons
400 input tons
100inputtons

300 input tons
400 input tons
300 input tons
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Periodic Reporting
Required:

Actual
Grade 1 Grade 2
Grade 3
Total
Sales Units
800 rolls 1,000 rolls 2,100 rolls 3,900 rolls
Sales
Dollars
$810
$2,000
$3,000
$5,810
(000
omitted)
Variable
Expenses
560
1,610
2,320
4,490
Variable
Margin
$250
390
680
$1,320
Traceable Fixed
Expense
210
220
315
745
Traceable
Margin
170
40
365
575
Selling and
Administrative
Expense
275
Net Income
300
-

A.
Steel Slitting Company does not own the material,
nor absorb any yield loss. Can a material yield variance
be calculated? If so, how would you calculate it? Would it
be useful to Steel Slitting management'? Explain.
B.
Could the company's customers have done better
if they had purchased steel strips directly from steel
mills? Explain your answer with appropriate numbers.

Grade 1

Grade 2

Grade 3

$

$

$

$

$

$

The Arsco Co. makes three grades of indoor - outdoor
carpets. The sales volume for the annual budget is determined by estimating the total market volume for
indoor- outdoor carpet, and then applying the company's
prior year market share, adjusted for planned changes
due to company programs for the coming year. The volume
is apportioned between the three grades based upon the
prior year's product mix, again adjusted for planned
changes due to company programs for the coming year.
Given below are the company budget for 1973 and the
results of operations for 1973.

$

QUESTION NUMBER 8 (an alternate to Question Number
7) -- Estimated time
1/2 hour

Industry volume was estimated at 40,000 rolls for budgeting purposes. Actual industry volume for 1973 was
38,000 rolls.

Total
Required:
A.
Calculate the profit impact of the unit sales volume
variance for 1973 using budgeted variable margins.
B.
What portion of the variance, if any, can be attributed to the state of the carpet market?

$

$

$

$

$

$

-

Sales Units
1,000 rolls 1,000 rolls 2,000 rolls 4,000 rolls
Sales Dollars
(000 omitted) $1,000
$2,000
$3,000
$6,000
Variable
700
1,600
expense
2,300
4,600
- 0
Variable Margin 300
F -70
400
$1,400
Traceable
Fixed Expense
200
200
300
700
Traceable
Margin
100
200
400
700
Selling and
Administrative
Expense
$ 250
Net Income
450
$

C.
What is the dollar impact on profits (using budgeted
variable margins) of the shift in product mix from the
budgeted mix?

(END)
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Certificate in Management Accounting Examination
Unofficial Solution for Part 4- December 1973
Periodic Reporting f or Internal and External Purposes
QUESTION NUMBER 1
I.
2.
3.
4.
5.
6.

b
c
a
a
a
b

7.
8.
9.
10.
11.
12.

c
d
c
c
c
b

13.
14.
15.
16.
17.
18.

d
c
c
b
b
b

QUESTION NUMBER 2
A. 1. Rate of return on total assets
Net Income Before Interest and After Taxes _
Average Assets
-.2 + .045* _ _ 1 %
19.7 + 19.4

2.

_

4.

+

_

=

5.

=

=

3.

2
*(2.0 + 1.0) .06 = $.09 interest; .045 net of taxes
2
Acid Test Ratio
Cash + Accounts and Notes Receivable (Net)
Current Liabilities
1.6 +8.5 =1.086
9.3
Return to Sales
Net Income
-.2
-.8%
Sales
24.9
Current Ratio
13.5
Current Assets
1.45
9.3
Current Liabilities
Inventory Turnover
18.0
Cost of Goods Sold
6
2.8
3.2
Average Inventory
2

B. 1. Rate of Return on Total Assets
Unfavorable -The rate is low and has been declining.
2. Return to Sales
Unfavorable -The rate is low and has been declining.
3. Acid Test Ratio
Favorable -The direction of change is unfavorable
but it is probably more than adequate.
4. Current Ratio
Unfavorable -The decline has been sharp and the
ratio is probably too low.
5. Inventory Turnover
Neutral - Inventory turnover has been fairly constant and we don't know enough about the business
to determine if the turnover is adequate.
C. The facts available from the problem are inadequate to
make final judgment; additional information as listed in
Part D would be necessary. However, the facts given do not
present an overall good picture of D. Hawk. The company
84

doesn't appear to be in serious trouble at the moment but
most of the trends reflected in figures are unfavorable. The
company appears to be developing liquidity problems:
1. Cash and securities are declining.
2. Inventories and plant and equipment are an increasing portion of the assets.
3. Current liabilities are an increasing portion of capital.
The operations of the company also show unfavorable
trends:
1. Cost of goods sold is increasing as a percent of sales.
2. Administrative expenses are increasing as a percent
of sales.
3. Recognizing that prices have risen, it appears that
physical volume at D. Hawk might have actually
decreased.
On the basis of these observations and the fact that D.
Hawk would be a very large customer (thus a potentially
large loss if the accounts became uncollectible), credit
should be extended to D. Hawk only under carefully controlled and monitored conditions.
D. Additional information would be:
1. Quality of management of the D. Hawk Company
2. The locations of the D. Hawk stores
3. The current activities of D. Hawk which have increased plant and equipment but not inventories
4. Industry position of the D. Hawk Company
5. Credit rating of the D. Hawk Company
6. Current economic conditions
7. Capacity of the L. Konrath Company to handle such
a large single account
8. Normal ratios for the industry

QUESTION NUMBER 3
(000 omitted in all calculations)
A. 1. The bottle division profits
Revenue .....

$10,000

Cost . . . . . . . .
7,200
Profit . . . . . . . . $ 2,800
2. The perfume division profits
Revenue . . . . . $63,900
Cost . . . . . . . .
58,400 ( $48,400 + $10,000)
Profit . . . . . . . . $ 5,500
3. The corporation profits
Revenue . . . . . $63,900
Cost . . . . . . . . .
55,600 ( $48,400 + $7,200)
$ 8,300
B. 1. Yes
Volume
Cases . . . . . . .
20
, 00
4,000
6,000
Revenue . . . .
$ 4,000
$ 7,000
$10,000
Cost . . . . . . .
3,200
5,200
7,200
Profit . . . . . . .
$ 800
$ 1,800
$ 2,800*
MANAGEMENT ACCOUNTING /MAY 1974

6,000
$63,900
58,400
5,500

$2.50
.75
$1.75

Fixed Costs $73,875
$28,500
Breakeven Units
45,375
$1.75

45,375

=

=

-

=

.

A. Selling price per unit . . . . . . . . .
Variable Costs (Food) per unit
Variable Contribution per unit ..

MANAGEMENT ACCOUNTING /MAY 1974

25'929

$14,787
8,000
$22,787
4,800
$17,987

Desired After Tax Profit
Unit Contribution Margin
$8,571
=

$20,000
$1.75 unit

+

$45,375

2,400
$34,975
19,986

Less Withdrawal from
Oper a tion s ... .... ..... ....
Cash left
...................
D. Fixed Cost

$25,450
4,800
3,600
3,525
$37,375

Income Tax

42,255 units

E. Most of the expenses are fixed. Therefore, a large volume of sales is required before any profit is made. Once
this point is reached (breakeven) each sale contributes
$1.75 to profits, a larger change in profits since profits begin at zero at this point while the $2.50 change in sales is
a smaller proportion of sales because of the large amount
of sales required to reach the beginning of profitability.
F. The cash from operations flow will exceed his profits
because $8,000 of the expense is not a current cash consuming cost.

QUESTION NUMBER 5

@

A. January volume -Units planned4,000
- Direct labor hours planned -8,000
Budgeted January costs based upon planned volume:
Material 24,000 lbs.
$1.50 /lb. . . . $36,000
Labor 8000 hours
$6.00 /hr. . . . . .
24,000
Overhead:
@

C. 1. A segment of a business that is responsible for both
revenues and expenses and whose performance is
measured by profits.
2. Some of the conditions that should exist are:
a. Proper organization attitudes for decentralized
operations.
b. The division level (or segment) must have freedom and independence so that it can buy outside
the company when it is to its advantage to do so.
c. Other sources that are willing to quote a price
for the quantity and sizes demanded.
d. Freedom to sell to outside parties.
e. Revenues and costs of the segment must be distinguishable from revenues and costs of other
segments.
3. The bottle division should not be organized as a
profit center. The bottle division makes special
bottles for the perfume division and, therefore, it
does not have an opportunity to sell to outside
parties.
The perfume division could be treated as a profit
center. There are other manufacturers that are willing to quote a price for the quantity and sizes demanded by the perfume division and the perfume
division sells to the outside.

$34,975
$1.75

C. Net Income
.....
Plus: Non -Cash Expenses Depreciation . . . . . . . . . . . . . .

+

This apparent inconsistency, where the bottle division
and the corporation are the most profitable at 6,000,000
volume and the perfume division is most profitable at 4,000,000 volume, comes from the cost and revenues changing differently for the bottle division, perfume division, and
the total corporation as volume changes. Based on market
price transfer value, the divisions achieve maximum profit
for themselves at different levels of sales based on the market price at the various levels relative to the division cost
at these various levels. The corporation achieves maximum
profit based on the selling price to outsiders relative to the
total cost of making the product.

QUESTION NUMBER 4

Breakeven Units

+

$

6,000
$63,900
55,600
8,300*
$

2,000
$25,000
19,600
5,400
$

Cases . . . . . . .
Revenue . . . .
Cost
Profit . . . . . . .

=

Less: Tax shield on
Non -cash fixed costs . . . . . .

3. Yes
Volume
4,000
$45,600
37,600
8,000

B. Cash Flow Fixed Costs
Wages . . . . . . . . . . . . . . . . . . .
Rent . . . . . . . . . . . . . . . . . . . .
Accounting Services . . . . . . . .
Utilities and Supplies . . . . . . .

$

$

2,000
$25,000
20,400
4,600
$

Cases . . . . . . .
Revenue . . . .
Cost . . . . . . .
Profit . . . . . . .

Volume
4,000
$45,000
39,400
6,200*

+

2. No

Variable:
Indirect Labor
(4000 X $1.30) . . . .
Indirect Materials
(4000 X $0.12) . . . .
Repairs (4000 X $0.15)
Fixed:
Depreciation . . . . . . . . .
Supervision . . . . . . . . . .
Budgeted Costs for January

$5,320
480
600

3,250
3,000

6,400

6,250
$72,650
85

* The overhead portion of flexible budgets are sometimes based upon labor hours or labor dollars. If
those alternatives had been applied here, the total
overhead variance would have been $5,880 and $5,582 respectively.
C. Yes. Flexible budgeting is the process of adjusting budgets to reflect actual activity levels. Comparison of actual
costs to budgets adjusted to actual activity levels results in
better measures of the cost performances of management
units. The concept can be applied to all operations where
costs should change as department activity changes. The
concept is limited only by the difficulties of identifying the
proper activity base for measuring activity change and
measuring the cost behavior with respect to this activity
unit.

Size
2"
2"
4"

QUESTION NUMBER 6

Ga .
14
12
12

Output
Input Cost per Ton
Cost
Mill Savings
Total)
Yield Per Ton Price Per Ton
(Mill
Slit
$125 + $8 = $133 - .98 $135.71 $136 $0.29
.98 $129.59 $130 $0.41
$7
$127
$120
.97 $129.89 $130 $0.11
$6
$126
$120

QUESTION NUMBER 8
$206,000
250
$206,250

A. Volume variance
1973 Budgeted Volume . . . . . 4,000 rolls
1973 Actual Volume . . . . . . 3,900 rolls
Volume Below Budget . . . .
100 rolls
1973 Budgeted variable margin $1,400,000 = $350
4,000 rolls
Volume variance 100 X 350 = $35,000 below budget
B. Arsco Co. expected to have a 10% share of a 40,000
roll market. Carrying this relationship to the actual industry results, Arsco would expect a 3,800 roll volume for
1973. Using the notion of a flexible budget, the company
should have expected a $70,000 unfavorable margin ([4;
000 - 3,8001 X $350) rather than $35,000. Arsco has
a favorable volume variance of $35,000 when its results
are compared to a budget adjusted for industry volume.

Actual
Actual
Quantities at Quantities at
Actual Mix Budgeted Mix

....
....
....

800 rolls
1000 rolls
2100 rolls
3900 rolls

975
975
1950
3900 rolls

(175)
25
150

$300
$400
$350
favorable
@

Grade 1
Grade 2
Grade 3

Budgeted
Ma rgin
(52,500)
10,000
52.500
$ 10,000

.

$ _12 070

C. Mix Variance

@

15,000
-

$

$219,180
$(12,930)
10,000
$ ( 2,930)

@

+

Receipts From Sales
Outlets - (1,000 X $30) . . . $30,000
Dealers- December (10,000
X $20) X .40
80,000
- Ja nuar y (8,000
96,000
X $20) X .60
Interest on Securities
($50,000 X .005) . . . . . .
Total Receipts . . . . . . . .
Disbursements
Raw Materials*
Accounts Payable . . . . . . . $25,680
18,000
(9,000 X $5) X .40 . . . .
Labor and Variable Overhead*
90,000
(9000 X $10) . . . . . . . . .
15,000
Fixed Manufacturing Expense
Selling and Administrative
20,000
Expense ...............
Note and Interest
50,500
$500) . . . . . .
($50,000
Total Disbursements . . .
Increase (Decrease) in Cash ...
Beginning Cash Balance . . . . . .
Forecast Cash Balance .......
Action Alternatives:
Sell (Buy) Marketable
Securities ..............
Borrow (Repay) Loans ....
Revised Forecast Cash Balance

B. Steel Slitting Company's customers realized small savings per ton over the cost of purchasing the steel strips from
the mills. It should be noted that freight and handling costs
are costs which are absorbed by the customer and therefore
are omitted from this solution.

-

(1,060)
( 144)
(1,230)
6(,634)

-

6,000
600
1,800
3,250
3,000
$75,850

A. Yes, a material yield variance can be calculated. It would
be calculated outside of Steel Slitting accounting books because the company does not incur materials cost for its
operation.
The variance should be calculated by valuing the amount
of material lost in excess of the standard scrap -loss percent
at the customer's cost (e.g. $125 + $8 for 2 ", 14-gauge
strips) .
The variance is useful to Steel Slitting management because too large scrap losses will cause its customers to buy
directly from the mills. A more useful number than the
variance from standard would be the scrap loss rate which
would make the customer cost from Steel Slitting just equal
to the mill cost.

_

4,940
456
570
3,250
3,000
69,216

QUESTION NUMBER 7

=

(1,800)
(2,400)

=

$36,000
25,200

=

34,200
22,800

+

Materials . . . . . . .
Labor . . . . . . . . . .
Overhead* . . . . . .
Indirect Labor . . .
Indirect Material .
Repairs . . . . . . . . .
Depr eci a t ion .. . . .
Supervision . . . . . .

* No inventory change from January 1 to February 1,
as estimated sales for January and February are the
same, 9,000 units.

Under
(over)
Adjusted
Budget

+

Budget Adjusted
to Actual
ActivityActual
3,800 Units Costs

+

B.
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FINANCIAL
HANDBOOK
FOURTH EDITION
Edited by Jules I. Bogen, late of New York University Graduate School of Business Administration;
with a Board of 27 Contributing Editors. One volume financial library covers hundreds of topics
of prime concern to the business organization.
4th. Ed., Rev. Print., 1968. 1,208 pp. $19.95

Robert Beyer, CPA and Donald J. Trawicki, CPA —
Partners, Touche Ross & Co. Here is a guide to
improved methods designed to integrate all accounting operations into one dynamic information
system — simplifying the task of gathering and reporting data on every factor that influences profits. 2nd Ed., 1972. 403 pp.
$14.95

INVENTORIES
CONTROL, COSTING, AND
EFFECT UPON INCOME AND TAXES

ACCOUNTANTS'
HANDBOOK
Editorial Consultants: Rufus Wixon, University of
Pennsylvania; Walter G. Kell, University of Michigan; and Norton Bedford, University of Illinois.
28 major sections supply practical help and authoritative opinion across the entire field of commercial and financial accounting. 5th Ed.. 1970.
1,630 pp.
$24.50

HOTEL ACCOUNTING
Ernest B. Horwath, CPA: Louis Toth, CPA, and
John D. Lesure, CPA. Definitive source of help in
handling accounting for hotels and motels of all
sizes — including food and beverage control, payroll, forecasting and budgeting. 3rd. Ed., with
revised Appendix C, 1970. 513 pp.
$14.95

COMMERCIAL
FINANCING
Edited by Monroe R. Lazere, Lazere Financial
Corporation. A practical guide to all forms of
commercial credit, with special emphasis on the
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$10.95
HOW TO FIND THE
INFORMATION YOU NEED...
o

COMMUNICATING
FOR LEADERSHIP

Raymond A. Hoffman, CPA and Henry Gunders,
CPA, Partners of Price, Waterhouse & Co. Explains
proven procedures for optimum inventory management, not only presenting principles and
theory but also describing specific applications,
showing how each may be judged and utilized.
2nd Ed., 1971. 444 pp.
$17.50

A GUIDE FOR EXECUTIVES

f

0 0 0 0 0 0
TO ORDER request descriptive
information, write to Dept. 105 . . .
or

George de Mare. This lively book shows how to
reach and influence the "audiences" of prime
importance to your organization and yourself. Includes many ideas for improving communication
skills both in written and oral presentations.
1968. 283 pp.
$7.50

For years, the Ronald Catalog
has been the key to any professional library. It helps you immediately identify needed
sources of working information
in every area of business operations. Your complimentary
copy is available upon request.

BUSINESS FORMS
DESIGN AND CONTROL
Joseph L. Kish, Jr., Iron Mountain Information
Management, Inc. This guide presents scores of
ideas for creating better forms for both manual
and EDP Operations, plus a cost - saving forms
management program. 1971. 226 pp.
$15.95
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