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These two volumes fill a recognized need by all businessmen who are engaged or interested in multinational activities. These two volumes contain
approximately 60 topical articles reprinted from Management Accounting
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 W orld Markets " and "Financial and Strategic Planning for Multinational Operations." Volume II includes: "Taxation and Ta x Str at egy," "Analyzing S ystems
Problems" and "Reporting and Evaluation of Operations." Volume II also contains
the Index, covering both volumes.
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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!
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VOLUME II:
Looking for an international tax ha ven?
The pros and c ons of a number of s uc h
locations are detailed. Also in this volume,
in addition to the foregoing, you'll f ind articles on international tax management,
transporta tion and stora ge, ma na g em en t
information systems, financial statements,
barter accounting, internal reporting and
consolidation accounting. By ordering Volume II now, in combination with Volume I,
you save more than 10 %.
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The NCR 399 is
all the mini - computer
you'll ever need.
That's because the "399" meets all the individual needs of your office today —
and for the future. The same system that does your ledgers, payroll and other general
accounting jobs also can handle full computing applications. Like communications.
Or serving as a satellite for a big computer system.
You won't have to change your ways of doing business to fit around the "399," either.
Because the "399" adapts to your office. It does the job the way you want it done.
And with the NCR 399 you get more than just a flexible system. You get the NCR
experience and knowledge t hat's been helping businesses like yours for more than 87 years.
Plus the solid support of thousands of NCR sales and service personnel worldwide
to help you get the most from your mini - computer.
For more information on why the NCR 399 is the only mini - computer
your business will need, phone your local NCR office. Or write to "399" Systems,
NCR, Dayton, Ohio 45479.

M131:1
Complete Computer Systems

Circle 1 on inquiry card.
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PROFILE: A. P. BARTHOLOMEW, JR.
NAA President for 1974 -75 discusses his plans.
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By Bhuwan Bhushan
We speak of an asset or liability as being "exposed" when a currency fluctuation
changes its regular value. In this article, the author discusses various means of hedging,
and illustrates the discussion with the case of an Argentine subsidiary.

Cover
President A. P.
Bartholomew, Jr.,
in E &E office in
New York City.
See page 13.
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EFFECTS OF INFLATION AND CURRENCY FLUCTUATION

20

CASH MANAGEMENT: A CASE STUDY
By William J. Tallent
How does a multinational corporation with a $1.4 billion sales volume manage its
cash? The answer is simple: set up a computerized system with on -line terminals for
the cash manager. This article describes how one company did it.

25

MANAGERIAL PROFITABILITY
By Henry T. Weathers
Traditional accounting methods emphasize segment profitability rather than cost responsibility. Consequently, segment net income figures may not be appropriate for
the evaluation of the segment manager. In this article, the author proposes the use
of a new reporting format which is suitable for both managerial and segment performance measurement.

28

GERMAN FINANCIAL STATEMENTS
By Roderick C. Hole and Michael A. Alkier
The German versions of two business reports, the balance sheet and the statement
of profit and loss, are commented upon by the authors and comparisons are made
with the United States counterparts of these reports. The formats which are specified
by law are illustrated in the article.

35

ACCOUNTING FOR NEW PLANT CONSTRUCTION
By Timothy J. Niles and Robert H. Dowis, Jr.
This article presents some of the financial and management requirements for new
plant construction projects and the design of a project accounting system which will
accumulate, process, store, and transmit construction costs to company management.

45

CONTINUOUS AUDITING BY EXCEPTION
By J. Gregory Kunkel
The expanded use of computers and advanced data processing techniques has caused
considerable concern among both internal and external auditors over potential control
problems concomitant with the introduction of computer based accounting systems.
The author here discusses how exception reporting techniques can be utilized by
management and the auditors to strengthen the system of internal control.

49

THE FRANCHISE FEE
By J. Larry Hagler
Is it possible that the franchise fee is not revenue? The author makes a good case
for considering the franchise fee as an investment in a functional partnership.
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JAPANESE BUSINESS PRACTICES
By Ruth P. Hopkins

With the advent of the multinational firm, increased international trade, and even
reverse investment, a knowledge of foreign business practices is imperative for the
management accountant. In this article, the author reviews some features of Japanese
business practices.
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NEW PRODUCT MANAGEMENT
By David H. Jackson

Introducing a major new product is often a complex situation extended over a long
period of time. It can, as the author explains, involve the basic managerial functions
of organizing, staffing and directing as well as the use of information systems and
control.
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MAP COMMITTEE ISSUES STATEMENT No. 7: FIXED ASSET
ACCOUNTING: THE ALLOCATION OF COSTS
NAA committee also lists responses made to government and other organizations
regarding proposed rulings, principles and standards.
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PRESCRIPTION FOR CHANGE
By Abraham J. Briloff

The "Cicero" of the accounting profession prescribes some thought - provoking recommendations to restore the confidence of the public in accounting and corporate
business.
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ON 1973 EXAMINATION
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First reports are in: CMA program gets enthusiastic response from industry and educators.
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Presidents —Past and Present
We introduce the Association's new President, A. P. Bartholomew, Jr.,
in this, the first issue of a new volume year of Management Accounting. The change in administrations each year is marked by panoply,
color and much tradition at the Annual Conference.
Chan ge may be the most audibl e note at thi s occasion but continuity is the dominant theme underlying the "changing of the
guard." Each new Association President, while often emphasizing a
few programs, at the same time vigorously implements all the pro-

grams begun by his predecessors. This has been past policy and
we're sure it will continue.
From the very beginning, the Association has been blessed with
strong and effective leadership. The work of these leaders, however,
often goes unrecognized. It is no easy task for a businessman to
travel thousands of miles, attend scores of meetings and deliver numerous talks —and at the same time carry on with his own day -today business and professional life. This is the cross that the volunteer
must bear.
We salute the unselfish service of the 54 men who have led this
organization since its inception. Let's also here recognize the contributions of the thousands of men and women who have served in
their administrations —vice presidents, national directors, chapter
officers and directors. This organization stands as a monument to
their efforts.

Coming Up in MANAGEMENT ACCOUNTING
Good decision - making skills are important to everyone. In his
article, "Decision- Making in Middle Management," Richard F.
Bomblatus describes some factors which are essential to good
decision- making.. . . James C. Stephenson and Harvey Smith, in
their article, "Marketing Information System," discuss how a company can forecast the volume of business it can reasonably expect
by having each salesman classify every sales opportunity in his
territory. . . . In the article, "Vocational Rehabilitation Workshop
Costs," William S. Houston, Jr., examines the problem of joint costs
of rehabilitation and production.
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"We can go out today and
present our association to any
business executive or to any
man engaged in accounting
work with full confidence
that we areopening to him an
opportunity to improve his
Individual e quipment and to
serve more effectively the busl*m
ness with which he is connected
and the industrial society of
which he forms a part:"
The late and beloved Stuart Cameron McLeod, NAA's
first Secretary, said this in his annual report of 1925.
It is just as true in 1974 — even more so.
Do some friend or colleague a favor today.
Sign him or her up as a member of NAA.
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National Association of Accountants, 919 Third Avenue, New York, N.Y. 10022
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Before you can think, you must know. You must know
today's facts and figures —today. The key decision facts isolated
from all the rest, from wherever in your company they are.
That's precisely what Singer delivers. A full
spectrum of data systems to gather, process
and distribute data from anywhere in your
company, to anywhere in your company.
Instantly. Accurately. Today. And within
each system, a full range of devices to
amass, isolate, pinpoint, summarize, and

highlight that data. For instance, System Ten* computer by Singer
allows you instant on -line access to data throughout your
company by means of your own personal desktop CRT display
terminal. Get the full story on full spectrum information systems: a
fully - supported range of systems with service and programming
available locally throughout the world. Write:
The Singer Company, Business
BUSINESS
Machines Division, Thirty
MACHINES BY
Rockefeller Plaza, New York,
SINGER
New York 10020.
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Letters

TO THE EDITOR

Escalation of Small Company Reporting
Your data sheet of March 1974 contains a summary of a
proposal by the SEC for tougher disclosure rules for annual
reports. As the rules for reporting a wider variety of data become increasingly more complex and demanding, inadequate
allowances are being made for the many small companies presently subject to these requirements. While these small companies consider it important to continue their full reporting
status as a service to their public shareholders, they are strained
by the costs in time and money to keep up with the ever more
demanding requirements.
In particular, the proposal which would require a small
company to send a complete 10K report to hundreds, possibly
thousands of shareholders, would be an extreme measure which
would cause unusual hardships. These reports are rarely printed
in large quantities by small companies who normally have one
report typed by their attorney and several photocopies made
for directors, officers and filing.
Continued escalation of small company reporting requirements could become a disservice to the many shareholders of
such companies who may soon see their companies unable to
continue their full reporting status.
Warren D. Bagatelle, President
Rochester Chapter
Rochester, N.Y.

Narrowitis—Occupational Disease

auditor still has a responsibility to analyze and weigh a transaction from the standpoint of fairness to all parties.
By no means do I wish to imply the lack of need for governmental auditing or that it is narrow in its view. However, the
timing of the article was such that a hindsight view made
obvious a condition that could have been hidden before unless the "other fellow's" position was recognized.
Robert G. Brennan, CPA
Northwestern Ohio Chapter
Findlay, Ohio

What Benefit to the Economy?
Upon initially reading Congressman Corman's article, "Tax
Shelters for Capital Investment —a View on Their Reform,"
In the January 1974 issue Of MANAGEMENT ACCOUNTING, It
seemed to me that the prospect of legislation that would eliminate tax benefits for investors was obviously a threat. I am
certain my reaction to the article was similarly held by other
investors and accountants.
However, further examination of Congressman Corman's
position, would suggest that he favors tax shelters that would
benefit our general economy. The still unanswered question apparently is, "What benefit is our economy actually receiving
by allowing the tax shelters ?" For example, much confusion
exists in areas concerning write -offs for mineral drilling and
development.
Prior to passing any legislation to control specific tax shelters,
there must be some meaningful study in the area of the
benefits to be derived by tax sheltered efforts. It is possible
that the curtailing of investment in certain agricultural programs may have an effect equal to that we have experienced
in the petroleum industry.
Identifying those who benefit from tax shelters is a relatively
simple task, but identifying those who will suffer because of
the elimination of tax shelters may be more important to our
economy and also far more difficult to determine.

Arthur Levitt's article, "The Modern Approach to Public
Audits," in the February 1974 issue provides an example of
faulty conclusions that any of us may reach by not considering
the other fellow's point of view.
The author is rather caustic when he criticizes Mobil Oil
Company for submitting bids contingent on: (1) continuance
of the price freeze, (2) limitation of quantities to previous
vears' deliverv, and (3) restriction on deliveries to existing
locations.
On the other hand, the oil company internal auditor would
Parnell D. Clark
rightly criticize his management if in a time of uncertainty
Instructor of Accounting
they made a firm supply and price contract. The subsequent
Kellogg Community College
Arab oil embargo and their 400 percent crude price increase
Battle Creek, Mich.
attests to the prudence of Mobil's offer.
Auditors in general, and I was one for a number of years,
must be on guard against an occupational disease termed
"narrowitis" brought on by repeated exposure to injustice,
fraud, favoritism, embezzlement, and collusion. The symptoms Accumulated Earnings Tax
of this malady are to view everyone as an adversary who is either
Dr. Dale L. Davison's article, "The Accumulated Earnings
a crook, or someone who is taking unfair advantage.
Tax," in the November 1973 issue Of MANAGEMENT ACCOUNTThe prognosis for this ailment is not good once it has taken ING was very well done. The Golconda Mining case he menhold. The only treatment is by the patient's own awareness tioned is also an interesting development in regard to the
of its existence and the need to place himself in the shoes of court's definition of "available funds" as evidence of unreasonthe manager of the firm or agency he is auditing. Then step able accumulations of earnings.
back and calmly view the contract, charge, or performance
Several courts have now adopted the view that the unrealized
from the standpoint of fairness. Is what has occurred, or is appreciation in the value of investment securities can be conabout to occur, fair to both parties? Granted a signed contract sidered as available for business needs. This departure from
is binding and an audit must be guided by its provisions, the the use of balance sheet values can greatly increase the chances
10
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of a company's earnings being found to
be beyond "the reasonable needs of the
business" (even after deducting the
$100,000 statutory limit).
This recognition of unrealized value
first appeared in the district court judges'
comments on "American Trading and
Production" v. U.S., D.C. Md. 4/25/72.
This opinion was the foot in the door;
a door subsequently opened wide by the
Golconda case cited by Dr. Davison
(Golconda Mining Corp., 58 T .C. No.
74) . In the American Trading case the
court disregarded the rise in security
values based on the particular facts of
that case, but did not rule out such
increased value in other situations.
In the subsequent tax court Golconda
case, Golconda was assessed an accumulated earnings penalty which was based
partially on the existence of unrealized
appreciation of value in securities held.
Golconda appealed but the tax court reaffirmed its position with regard to inclusion of the higher security values.
It appears therefore that the IRS' aggressiveness in the accumulated earnings
area has been spurred on by the courts'
favor and that business will have to plan
more carefully than ever before to avoid

DOLLARVALUE,
i
SALES�AND�WAREHOUSE��
! ACTIVITY INVENTORIED !
Instantly
Continually
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with
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Director of Project Plans
Superior Continental Corp.
Hickory, N.C.
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The Concept of Materiality
In the article, "The Concept of Materiality," by Joseph T. Cote, appearing in
the December 1973 issue Of MANAGE TIENT ACCOU NT I NG, I was pleased to see
Mr. Cote take unwavering aim on that
ubiquitous accounting problem of materiality.
Todav, the professional accountant
performs his role as an independent
auditor in a most defensive posture. Although materiality is the cornerstone of
his decision- making process, compliance
with generally accepted auditing standards
is his prime concern. Still, the ominous
black cloud of "litigation" hangs heavy
over his head. Every step of the audit is
measured in terms of "how well will this
stand up in court."
Mr. Cote has done an excellent job of
epitomizing the published research on
the subject and has offered a sound theoretical solution to the problem. I would
certainly hope that this article will stimulate new and sophisticated research on
Continued on page 57
MANAGEMENT ACCOUNTING /JULY 1974
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FTC Line -of- Business Reporting Program Is Conditionally OK'd by GAO
After almost three - and -a -half years of trying, the Federal Trade Commission was given a green
light to inaugurate its controversial program which would require the 500 largest manufacturers
to report on the profits and sales of the different products they manufacture. The plan was approved, with reservations, by the General Accounting Office. The FTC is limited to collecting
line -of- business data through Dec. 31, 1975, with further surveys subject to additional review.
The GAO said that its analysis suggested that the cost to business of collecting the information
"will be substantially greater than the FTC has estimated." The plan was opposed last year by
the MAP Committee when it was before the Office of Management and Budget. Subsequently,
Congress transferred authority to review such questionnaires of independent regulatory agencies to GAO.
Few Stockholders Read Footnotes or Auditor's Statement, Survey Shows
A survey of 432 stockholders owning at least one round lot showed only 26% found footnotes
useful and only 13 %, the auditor's report. Moreover, 42% said they often had difficulty understanding the footnotes. According to the survey conducted by Dr. Marc J. Epstein, associate
professor of accounting at California State University, 77% of the respondents supported a proposal to include earnings forecasts in annual reports. The income statement was declared most
useful by the greatest number of stockholders (63 %). One oddity pointed out by the survey:
although few found the President's letter or essay - pictorial section useful, most of the stockholders indicated that they read these sections.
FASB Sets Hearing on Financial Reporting for Segments
A public hearing will be held by the Financial Accounting Standards Board on financial reporting for segments of a business enterprise, beginning August 1 in New York City. In conjunction with the announcement of the hearing, the FASB distributed a 120-page discussion
memorandum which analyzes 11 issues related to segment reporting. The memorandum, which
was prepared with the assistance of a 16- member task force, is available from the director of
administration, FASB, High Ridge Park, Stamford, Conn. 06905. . . . In another action, the
Board moved to realign its research staff to free the Board members' time for deliberation
and decision- making on issues before them.
SEC Chairman Ray Garrett, Jr., Lists Areas for Likely Action

will

Some of the areas of accounting disclosure likely to receive attention by the SEC in the coming year include, according to Chairman Ray Garrett, Jr.: "Improved disclosure of the effect
of accounting alternatives on reported results "; "Amendment of Guide 22 to the preparation
of registration statements to provide for an improved analytical summary of material changes
in corporate results, supplementing the summary of earnings," and "Amendments to proxy
rules, which
require the inclusion of other significant data in the annual report."
Capital Appropriations Declined in First Quarter, Says Conference Board
Capital appropriations declined in the first quarter of 1974 by 0.6170, the Conference Board reported in a survey of the 1,000 largest manufacturers. Although the decline represents the first
dip in appropriations in 11 quarters, the outlook for capital spending continues strong, according to the Board. Stanley R. Reber, director of business analysis, pointed out that the level
of unspent backlogs remains at an all -time high "which assures a sizeable increase in capital
spending this year." He added, "The increase, in current dollars, is likely to be 13% to 15% in
1974 and 10% to 12% in 1975."
CPAs Watch Pioneering Accounting School for Signs of Acceptance by Industry
Called the only such school in the country, the School of Professional Accountancy at the C.
W. Post Center of Long Island University has just completed its first semester as an entity distinct from the university's school of business administration. Every student receiving a degree
has been offered at least one job, according to a recent release of the AICPA, which has endorsed the creation of schools of professional accountancy.
12
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PROFILE:
A. P. BARTHOLOMEW, JR.
President Bartholomew will spearhead effort to improve quality
of all the Association's programs and services.

first and only employer, in 1940 in Detroit, spent
a brief stint in the firm's national office in Cleveland in 1964 and transferred to New York in 1965.
He is a member of the firm's managing committee.
Sitting in his office near New York's Wall Street,
President Bartholomew recently discussed NAA and
some of his objectives for the coming year. He believes that even though NAA programs are outstanding, they can be upgraded. "Quality comes
first; economics comes second," he emphasizes.
The technical content of chapter meetings, LEAP
Programs and the CEP programs can and must be
improved. As constituted now, the programs are
valuable services, he believes, but there is much that
can be done to increase their value to members.
All educational materials developed by the Association for members can be improved.
sponsors.
In a wide- ranging discussion of the educational
Mr. Bartholomew is partner in charge of the
thrust
of the Association, the NAA president exEastern District of Ernst & Ernst, with headquarpanded
upon his objectives. The In -House Educaters in New York City. He joined the firm, his

Quality is a concept that has guided A. P. Bar tholomew, Jr., throughout his professional life. So
it is very much in character for the new President
of the National Association of Accountants to adopt
that theme for his term in 1974 -75.
Mr. Bartholomew was elected President of the
Association at the Annual International Conference in Detroit last month. The setting was appropriate when the new president gave his inaugural
address at the Annual Dinner in Cobo Hall. It
was like a homecoming for Mr. Bartholomew who
joined NAA in 1950, affiliating with the Detroit
Chapter, and eventually becoming president of that
chapter in 1963 -64. Indeed, Firman Hass, a past
president of Detroit and a past national president
of the Association, was one of his original NAA

MANAGEMENT ACCOUNTING /JULY 1974
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President Bartholomew (center) at Detroit Chapter's 50th Anniversary.
Other chapter past presidents are, 1. -r., E.J. Kral, K.B. Kirkwood, John Fox,
C.E. Stilec, T.E. Hurns, and J.E. Hearst. Past national President Firman
Hass also attended the meeting.

tion Program is an outstanding contribution to
corporate training programs. His own firm, which
sponsored two programs last year, was so pleased
with the results that it decided to present them
again this year.
He has more than a nodding acquaintance with
the educational programs of the Association. While
chairman of the Committee on Education from
1969 -71, he helped develop the first Local Education Activity Program (LEAP). This program he
mentioned to illustrate his thinking of how useful
technical material can be produced and made easily
available to members.
The Certificate in Management Accounting program will substantially increase the recognition of
the management accountant and give the field a
benchmark to measure itself by. "It can't help but
be an uplifting, upgrading force," he suggests. It
will lead to more professionalization of the management accountant but at the same time impose the
need for more responsibility on the part of accountants who work in industry. "If we're going to
professionalize management accounting, management accountants are going to have to take a little
more responsibility and develop a little more backbone and stand up to management."
"Al Sommer [Commissioner of the Securities &
Exchange Commission] expresses very well what I
have been thinking about lately," he said, referring
to an address by Mr. Sommer last year in Cleveland. The Commissioner said, in part, "...I would
suggest that the totality of the inside professional's
14

responsibilities to the investing public is as broad as
and broader than that of the outside independent
accountant. It is the obligation of the inside professional to produce financial statements that are
prepared in accordance with generally accepted accounting principles, just as it is the obligation of
the auditor to determine whether they have been
so prepared. But beyond that it is the obligation of
the inside financial officer
to determine whether
... fairly the financial
the financial statements present
position and results of operations of the enterprise."
Summing up his views on the CMA program,
President Bartholomew, who was a captain in the
U.S. Army during World War II, capsuled his
point in the foot soldier's classic acronym, "RHIPRHIR": Rank Has Its Privileges and Rank Has
Its Responsibilities.
People Relationships
The informal benefits of membership are
important, too. Known as "Bart" to his many NAA
friends, President Bartholomew got his "platform
training" from his NAA experience, he recalls.
"NAA was my first chance to run a meeting."
Thanks to this experience at the podium in front
of a chapter whose membership hovered around
500 during his active chapter service, he now feels
at ease in front of a microphone, no small asset
for a partner of a large CPA firm often called upon
to give speeches.
Reaching potential new members with the story
of the Association and its benefits is another task
MANAGEMENT ACCOUNTING /JULY 1974

that his administration will continue. There may
have to be different approaches to the younger
generation, he suggests. In the old days it was the
thing to do to join your professional association;
today's generation seems to march to a different
drum, devoting time and energies to other outlets,
not specifically connected to career advancement.
The value of the Association has not depreciated
along with the dollar, however. If anything it has
appreciated. The NAA president suggests that there
may be a kind of shortsightedness on the part of
many accountants in the field who fail to appreciate the intangible benefits — "people relation ships"—of affiliation with a professional organization. "You learn to operate in the framework of a
different operation than the 'colossus' you might
work for during the day. You learn to function in
a smaller, more intimate framework —in some ways,
more rewarding."
The swift and sure communication of NAA programs and services throughout the network of
chapters and using all modes of transmission is one
of the keys to persuade accountants to join the Association and to back up their commitment with
participation and involvement. As an example, Mr.
Bartholomew noted that the NAA insurance program for members and their dependents alone is
worth more than the price of membership, a fact
that manv may not be aware of.
Accountants need an organization like NAA to
keep abreast of the "plethora of changes, to use a
well -worn cliche," he says with a smile. As an
example of the "explosion" of rules, regulations
and guidelines in 1973, he pointed to a pamphlet
compiled by Ernst & Ernst for the benefit of its
staff. It lists more than 50 pronouncements made
by five different organizations last year in the financial and accounting field.

A Sort of Catalyst
The need to keep up with developments cannot
be overemphasized. Perhaps, he muses, NAA might
be seen as a sort of catalyst for incorporating all
this new information. Through its research, educational and chapter technical programs the new
knowledge and requirements can be disseminated to
a wide audience.
NAA's potential is not restricted by national
boundaries or language barriers. With the proliferation of multinational corporations and worldwide
trade, the Association will see a whole new field
opening up for its services. There are problems, Mr.
Bartholomew admits, but NAA can overcome them
and make its programs meaningful to accountants
throughout the world.
Ernst & Ernst, which was started in 1903 by
Alwyn C. and Theodore Ernst, grew from its original home office in Cleveland to the international
organization that it is today. As partner in charge of
the firm's Eastern District, Mr. Bartholomew is
mainly concerned with the administration of its 14
offices on the East Coast. About a third of his time
is spent traveling on the firm's business.
Apart from business, the Bartholomews are an
MANAGEMENT ACCOUNTING /JULY 1974

President Bartholomew and his wife, Betty.
active, busy family with a home in Greenwich,
Conn. Mr. Bartholomew's wife, Betty, often travels
with him when he goes to an NAA activity. He
estimates that he has been to every annual conference since he was first persuaded to go to a
convention in Chicago in the Fifties.
A long -time interest has been his work with the
Bov Scouts of America. He has been active in the
Greater New York Councils of the organization,
serving as vice president and chairman of the finance
committee for several years. He is president of the
Metro New York Area which administers eleven
councils.
When he finds time he plays golf and relaxes
on the water in the family's powerboat ( "My wife
is the captain.")
Manv NAA'ers will recognize "Bart" Bartholomew
from the curious musical instrument that he has
been known to play during the social sessions at
annual conferences. He says he first learned to play
the "gut bucket" years ago when he saw and heard
one during a cruise on the Great Lakes. He cannot
read music nor carry a tune, he confesses, but he
has a sense of rhythm.
During 1974 -75 he won't be playing an instrument much: he'll be leading the band. And if his
past service is any guide, it will be con brio.
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EFFECTS OF INFLATION
AND CURRENCY
FLUCTUATION
Sometimes to preserve a market, and to prepare for the future, it might be
advantageous to reduce or forego profits temporarily in a specific situation.
By Bhuwan Bhushan
Running a business internationally adds many new
dimensions to accounting questions which have no
definite answers. The complexity increases in a
multiplying fashion rather than linearly. While converting foreign currencies to United States dollars
might seem like a simple mechanical practice, it
can, during a period of fluctuating exchange rates
and changing tax laws, become rather complicated
and challenging.
Net Exposure
The depreciation of a national currency which
results from excessive inflation means that a company must write off its net exposure in that currency
by the amount of the devaluation. By definition,
net exposure is the difference between a company's
exposed assets and its exposed liabilities. The net
exposure is, therefore, a key variable that the accountant has to consider in devaluation hedging.
We speak of an asset or liability as being "exposed" when a currency fluctuation changes its regular value. For example, suppose that a company
recorded sales of 10 million French francs just prior
to August 11, 1969. The dollar equivalent of these
rates would have been calculated at the rate of
$0.20255/franc, and would be equal to $2,025,500.
After the devaluation on August 11, the French
francs were worth only $0.18004 and the dollar
value of the 10 million francs would have amounted
to only $1,800,400. In this case, the company
would have sustained a net loss of its exposed assets
amounting to $225,100.
Accounts receivable in foreign currencies are
the most obvious kind of exposed assets, but bank
deposits and other current assets in foreign currency
are also vulnerable. Devaluation also has an opposite
effect on exposed liability. For example, fewer dollars are required to pay back a bank loan in French
francs after devaluation. In such a situation, a company might make a foreign exchange profit. The
MANAGEMENT ACCOUNTING /JULY 1974

accounts and notes payable in the foreign currency
thus constitute exposed liabilities.
Once the accountant has identified all the company's assets and liabilities that are exposed to a
foreign currency's fluctuations, he can calculate
the company's net exposure. The object then is to
adopt a hedging policy so as to reduce net exposure
to as close to zero as possible. What the company
loses on devalued assets it must attempt to make
up on revalued liabilities. At times, the accountant
may even be able to arrange his hedges so that the
company has a negative net exposure; in such a situation the gain from revalued liabilities will exceed
the loss on devalued assets and the company will
make a profit on devaluation. However, one practical difficulty in measuring net exposure is that
some assets or liabilities cannot be readily classified
as either exposed or non - exposed.
The Argentine Subsidiary
To illustrate, let us consider a hypothetical subsidiary operation established in Argentina in 1966
as a parts assembling facility. At first, production
was limited to the assembly of parts imported from
the United States, but as local know -how and
facilities expanded so did the amount of locally
manufactured and purchased parts. Further expansion of the subsidiary led to the exporting of locally
assembled products to Brazil, Venezuela, and Chile.
The subsidiary also served as a distribution point for
exports from the United States parent company.
During the life of the subsidiary, 1966 to date,
there has been a tremendous rise in the exchange
rate of the peso as well as the cost of living index
(see Exhibit 1) . The general trend of prices, wages,
and foreign exchange rates could be anticipated during this period. They were not expected to go
anywhere but up. Under such conditions, it was
considered appropriate to pursue policies which
would be operationally aggressive and financially
defensive. Since there was no fear of deflation, complete concentration on how to minimize the effects
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"in Argentina,
.. what is true
in the morning
might not be
true by the
same evening."

of inflation, within the bounds of prudent business
conduct, was possible. Company policy called for
minimization of so- called liquid assets, with cash
accumulation to be avoided as much as possible and
all receivables to be collected (or sold) as quickly
as possible. The object of the hedge was to use the
other fellow's money where it represented the national, or soft, currency rather than United States
dollars, or hard currency.
In order to maintain a solvent position, sales
prices were changed as frequently as price controls
and customer resistance would permit. Special pricing was required for sales with deferred payment
terms. As in the case of a going concern, inventory
cost was an important factor in determining sales
price. The big problem was how to determine the
cost of inventorv. Original cost and "first in, first
out" inventory accounting both have some very obvious shortcomings for a company that is interested
in staying in business in an inflationary economy.
"Last in, first out," while it is an improvement,
would hardly be good enough in the face of an
ascending cost - wage -price relationship. The answer
was to establish selling prices on the basis of what
was called NIFO inventory accounting. "Next in,
first out " —a method not recognized under generally
accepted accounting principles. It was more important to survive than to adhere to practices that

Exhibit 1
ARGENTINA: PESO /DOLLAR EXCHANGE RATE
AND COST OF LIVING INDEX
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were good only when money, the unit of financial
measurement, was stable.
During this same period, a wide variety of exchange controls and an avalanche of laws affecting
business decisions were enacted. The accountant
had to be conscious of the environment, verify and
evaluate rumors and other variables affecting the
exchange rate. Based on the gathered information
lie would suggest immediate action to protect the
investment in the subsidiary.
In Argentina, like manv other Latin American
countries, what is true in the morning might not be
true by the same evening. Under these circumstances, the response to various situations has to be
made on the scene, based on facts available to that
point in time in order for a subsidiary to survive.
Due to many frequent changes one could not check
with the parent company in all the cases before
taking actions involving current asset valuation,
purchase of foreign exchange, or price changes. The
accountant has to serve as the banker and lawyer
for management decision - making process.
Fixed assets were not much of a problem —the
values of land, buildings, and machinery —are usually more stable than liquid cash during runaway
inflationary periods. When the related foreign cur renev accounts are consolidated in United States
financial statements, it is a generally accepted practice to make the translation on the basis of the
exchange rates prevailing at the time of acquisition
and, therefore, without the consideration of any
exchange loss or gain.
In the face of this crisis, Argentina and Brazil
did what most other countries have not done. They
recognized that in an inflationary economy the determination of profit based on depreciation of the
original cost of fixed assets would: (1) overstate
business income in terms of prevailing price levels,
(2) cause a greater tax to be exacted as a result of
that overstatement, and (3) reduce or retard the
ability of business to replace its productive assets at
the prevailing high costs.
This was avoided by making it mandatory for
depreciable assets to be revalued annually on the
basis of government furnished indices which were
related to earlier periods of acquisition. The government then permitted depreciation to be calculated
on the revised basis. While the government indices
were usually conservative, the system was an improvement over the original cost approach. The revised value would apply to the asset and the depreciation revenue account as well as the depreciation
expense calculation for the current period. Provision was also made for revaluing foreign exchange
debts as an offset to write -up of fixed assets. Any
balance remaining as a result of the write -up was
capitalized.
On the other side of the balance sheet, the objective —again within the limits of prudence —was
to maximize local currency liabilities of all kinds to
suppliers, tax gatherers, bankers, and all other classes
of creditors. When today's pesos will be worth less
tomorrow, why do today what can be done more
cheaply tomorrow?
MANAGEMENT ACCOUNTING /JULY 1974

year dollar loan from the United States parent.
Upon receipt of the loaned dollars, the subsidiary
Hedging is a financial strategy that attempts to converted them to pesos at the then prevailing rate.
protect a company's profit during the devaluation After a mandatory waiting period, the subsidiary
of the national currency. It is a form of insurance. exercised an option available to it under the inThe corporate accountant can develop such a structions of purchase. Dollars were delivered to it
strategy for counterbalancing such quantities as on the due date of the loan from a private bank
dollar financing, foreign currency loans, and the at a negotiated exchange rate. The due date was
like in his company's financial portfolio. If he has
arranged to coincide with the one -year dollar loan
a solid strategy of this kind, the chances are that due date from the United States parent. The subhis company will emerge from a devaluation crisis sidiary paid the private bank interest rates varying
in good health.
between one and three- quarters and two percent per
No doubt the whole procedure sounds tricky and month for the period of protection thus offered.
formidable —and it is. But a relatively simple While the cost was high, the Argentine subsidiary
method has been devised that lets the accountant found the protection worth the cost at a time when
determine whether or not, when, and how he should the exchange rate was moving up at a rate of 100
hedge to obtain optimum protection for corporate percent in a year.
investment and income in a foreign country. Given
Another form of hedge available was in the form
below are the variables taken into consideration of intercompany loans which were protected by infor this method:
vesting the pesos proceeds in "read justable" or
variable one -vear Argentine treasury bonds. Escala1. Dollar financing— credit repayable in United tion of the principal amount is based on an index
States dollars
reflecting the internal "monetary correction " —or
2. Foreign currency credits — financing repayable in the external exchange rate. While outstanding, the
foreign currencv, such as foreign bank loans, bonds were used by the subsidiary as collateral for
overdraft or other lines of credit
local borrowing of dollars which were converted to
3. Discounting or factoring of foreign bills or pesos for local use. In this way: (1) funds required
promissory notes —a borrowing technique by in Argentina were obtained, (2) the cost of funds so
which the company draws the bill or note on its obtained was less than it would have been for local
commercial note; or alternatively, the sale of borrowing, and (3) the escalation feature in the
receivables is a factor, which accelerates the con- bonds provided a hedge against deterioration of the
version of foreign currency claims into cash
dollar exchange rate.
4. Forward exchange contracts —the purchase of
foreign currency at a given rate, for future de- Tax Influences
Argentina also has some rather complex tax laws.
livery
5. Financial swaps— transactions in which equiva- Special corporate tax credit is allowed for exports.
lent amounts of dollars and foreign currencies Where one can support the calculations, profits on
are swapped for given periods of time, at the exports are not taxed to their full extent. The acend of those periods, both parties return the countant, however, must maintain records to satisfy
original amounts of each currency
all government requirements for this special credit.
6. International interest arbitrage loans— transacSpecial treatment is also accorded investments in
tions that enable a company to increase its the development of certain parts of the country. A
financing in a scarce currency by supplementing certain percentage of a company's income tax liait with capital from a country where money is bility can be invested in approved projects, and the
abundant and cheap
tax liability will be reduced peso for peso. This is
another golden opportunity for an alert accountant
Hard currency liability for imported goods or to help his company make the best possible use of
borrowed foreign funds, however, had to be avoided available funds.
unless adequately hedged. Also, exchange funds had
A special tax credit is also available for comto be purchased and deposited well in advance of panies based on their ability to maintain the price
the receipt and eventual sale of imports. Fortunately, level. During this period, the accountant has to
the "swap" was also available to us. In a sort of weigh the benefits of a price increase compared to
three party contract, the United States parent ad- the benefits of the tax reduction and make approprivanced dollars in the United States to the Bank de ate recommendations to management. In some
Argentina, the same bank loaned pesos in Argentina cases, a delay in price increases could be profitable.
to the subsidiary. The rate of exchange was a matter
of negotiations, but it was always considerably be- Conclusion
low the secondary going rate. 'The essential point,
Accountants involved in international operations
however, was that the exchange rate on the date are challenged to provide management with a means
of repayment was fixed.
for evaluating subsidiaries. Operations must be
When "swaps" contracts were not available, the evaluated based on the contribution made to the
government permitted a form of future hedging. total corporate enterprise. This applies to both
For example, the Argentine subsidiary would obtain present and future needs within the framework of
from the Bank de Argentina an approval of a one- known accounting principles.

Strategic Hedging
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"A certain
percentage of
a company's
income tax
liability can be
invested in
approved
projects . . . "
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CASH
MANAGEMENT:
A CASE STUDY
Careful management of disbursing float has greatly reduced the
deposits required to maintain the line of credit.
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With virtually every person in the United States
a potential customer at one of the company retail
stores, and with thousands of non - company retail
stores as customers, it became imperative for this
worldwide manufacturer and retailer of apparel to
maximize the velocity of its cash receipts. The
complex organizational and geographical structure
of the company plus an annual sales volume of approximately $1.4 billion dollars were also compelling
reasons for studying and developing creative techniques for converting cash into a working asset. The
size of the company presented many logistics problems of cash in -flows and out -flows, some of which
were due to approximately 45 acquisitions each
with its attendant cash handling problems. Geography also presented its own special set of problems
with retail outlets, employees, and suppliers located
in every state. It was clear, therefore, that a change
had to be made —and fast. Three objectives were
set, during the early 1960's, to guide the development of an extensive, highly computerized system
for the management of cash assets during the coming eight years. These objectives were:

posit at the local bank. (Each retail store is assigned
an individual account at the bank closest to the
store.) This minimizes the chances of a "bump on
the head" on the way to the bank.
With the cash now in the banking system, the
store manager telephones the company's transfer
agent, identifies himself and his store, and relays
the deposit amount. The sole function of the
transfer agent is to utilize its extensive computerized
message switching system to route this cash from
the local bank into one of the "key" banks. The
transfer agent's computer initiates a "bank wire"
which effects the transfer from the local bank to
the key bank. Since it would be impractical to
work with all 2,200 retail store bank accounts, the
new cash is consolidated each day into six selected
banks. The size of the retail store deposits determines the frequency of the transfer. Transfers are
made every day for some stores while only once
each week is sufficient for others. The cost of the
bank wire, bank service charges, and transfer agent
charges are all considered in arriving at the proper
transfer point for each store.

1. Maximize cash receipts velocity
2. Manage all cash centrally
3. Manage disbursements effectively
K9V BANK

It all begins when the shoppers head for the
shopping district with their checkbooks and their
shopping bags. If the company has done a successful
job of merchandising its products, the shoppers become customers and new cash enters the system
through the cash drawer of one of the 2,200 retail
outlets. At the end of the day, the store manager
gathers the receipts of the day and makes a de20
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Lockbox Collections
In addition to cash generated by cash sales at
the retail level, there are two important sources of
cash that are received through postal channels.
Retail customers who use the company's various
charge account payment plans must remit via mail,
and all sales at the wholesale level, to non company retailers, generate cash receipts via the
postal system. Tremendous opportunities for increasing the velocity of incoming cash were found
throughout this collection process.
Traditionally, the company had followed a procedure of collecting mail from the post office, sorting, opening and routing the mail within central
offices. Then, working through the time - consuming
process of separating checks from remittance information, the daily deposit was prepared. All too
often, however, the cash received via the mail was
deposited three to five days after receipt at the
offices. Those procedures prevented the company
from using the cash from the date of receipt. To
solve this problem the company worked closely with
its major banks and jointly devised the lockbox
sv_ stem.
Th e banks suggested that all such receipts be
sent directly by customers to a postal box or drawer
at major postal stations. These drawers are known
as "lockboxes." They further proposed that the
bank's personnel collect and process all incoming
mail prior to the necessary handling by company
personnel. Typically, a bank courier collects incoming mail from the postal stations several times daily.
Bank employees then open the mail and remove,
microfilm, and deposit the customer checks. The
microfilm copy of all the checks that have been
deposited together with the envelopes and other
documents that accompanied the checks are sent
to the company daily. Thus, the cash received by
mail is deposited and available for use on the day
of receipt.
The procedure worked well and was quickly expanded to major cities across the country. Since
mail is distributed on a decentralized basis, postal
transit times were reduced by providing many
points of receipt. After establishing a small number
Of postal box drawers (lockboxes) in major cities
across the country, retail customers were furnished
with pre - addressed envelopes that would route their
payments to the closest lockbox city. Wholesale
customers were also asked to route their payments
to the closest lockbox city. The geographic decenMANAGEMENT ACCOUNTING /JULY 1974

tralization of collection points paid off highly by
reducing the postal transit time of customer payments.
The selection of key cities to use as postal collection points is extremely important. Attention is
continually given to customer location patterns
and to federal postal service transit time patterns
in establishing the most efficient collection points —
those that yield the least amount of postal delay
between customers and collection points. Computer
programs are continually utilized to analyze these
patterns so as to establish the best collection points.
Measured in terms of additional cash, or additional capital available for other uses, this cash
receipts system has yielded an additional $20 million working capital. The interest value of such an
improvement is worth in excess of $11/2 million per

"The
procedure
worked well
and was
quickly
expanded to
major cities
across the
country."

year.
Ma na ge All Cas h Ce nt ra ll y
It soon became apparent that all cash should
also be managed on a centralized basis. Many companies follow this approach of decentralized control
with central coordination to get the same job done
but utilize other management techniques to move
their cash swiftly. One large company, for instance,
operates with a philosophy that allows each individual operating unit to control cash movement.
The parent organization, however, charges the subsi d i a r y a v e r y h i g h i n t e r e st r a t e o n a l l ca sh u t il iz ed .

Since the key executives of the subsidiary are compensated on a profit based incentive program, they
are motivated to forward to the parent organization
as much cash as possible. Thus, they minimize the
expense effect of maintaining cash at the local
level. In this case, however, the company chose to
maintain an exceptionally strong central control of
all cash.
The Cash Manager's Dilemma
Moving now into the area of cash management
following receipt, we examine the dilemma of the
man responsible for cash management at the corporate level. First of all, he is responsible for banking relationships with each of the 1,656 banks.
He must be certain that they are fairly compensated
for the services they render and, at the same time,
must not allow cash to accumulate needlessly in
any of the 2,600 bank accounts.
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"The dilemma
of the central
cash manager
has thus been
reduced to a

which generates pockets into which cash must collect. Aside from the primary challenge of bringing
in -flows and out -flows into balance each day, maintaining the 18 percent required balance in each
line bank is one of the most important jobs of
the cash manager. He must attempt to optimize
18 percent —no more, no less.
Managing the Deposit Balances

more
manageable
size."

Having increased the velocity of incoming cash,
he must also maintain a delicate balance while
matching cash in -flow with out -flow. With suppliers, employees, stockholders and bank obligations
requiring timely payment, his primary interest each
day is his up -to- the - minute cash mventory position.
Banking Relationships
The arrangement of banks into a logical hierarchy,
and the development of an information system that
would present net cash position, each day, in the
most timely and accurate manner possible, became
the next priority. The banks fell easily into three
categories: key banks, line banks, and local or retail banks.
At the top of the hierarchal pyramid are the
six most important banks, the "key" line banks
with which the cash manager communicates and
transacts business each day. At the bottom of the
pyramid are the "local" banks. The requirement for
maintaining a bank account at the banking institution closest to each retail establishment accounts
for the large number of banks involved in this
case. The middle level includes the 55 "line" banks.
With each of these banks, the company maintains
a "line of credit," that is to say, an amount which
may be borrowed on demand.
It is necessary to meet with each bank each year
to agree on an amount of credit that the bank will
extend during the year. In return, the bank requires
that sufficient deposits be maintained to support
that line of credit. Generally, these agreements will
specify that the company must maintain an average
of 18 percent of the line of credit on deposit with
each bank in consideration for the privilege of
borrowing on demand throughout the year. This
will obviously increase borrowing costs significantly.
For instance, the company may never draw any
particular account below zero into a negative position. When funds are drawn down to zero, the
cash manager must borrow against the pre- established line of credit and reimburse the checking
account from those borrowings before continuing to
spend.
Up to this point, we have been concerned with
eliminating dormant cash. Yet here is a situation
22

Certainly no one lean, or even a reasonably large
staff, could communicate with all the banks each
day. To overcome this difficulty a balance was
established for every bank account in each bank,
to be maintained at all times. The balance was preset to accommodate the number of transactions
normally handled and the average time required
for the bank to collect its money from various
customers' banks. Once these levels were set, instructions were issued to each bank to automatically
transfer, according to a specific time schedule, all
amounts in excess of the predetermined level, into
banks in the next higher level in the hierarchy. The
retail store banks at the lowest level essentially
transfer all of their excess cash, automatically, to
the second level, the 55 "line" banks, which in turn,
transfer their excess cash to the six key banks.
These automatic transfers occur continuously.
They range in frequency from daily to weekly according to the pre - determined instructions.
The dilemma of the central cash manager has
thus been reduced to a more manageable size. He
has succeeded in substantially increasing the speed
of his incoming cash and has channeled it into six
major banks for action. There are, however, still
some unanswered questions. "How much cash is
in the six kev banks and in which of the accounts
within these banks has it come to rest ?" "What is
the status of each bank account in each of the 55
line banks in relation to line of credit deposit requirements?"
On -Line Terminals
To solve these last remaining problems, the cash
manager is provided with an on -line terminal connected to the company's computer. With a computer record for each of the 2,600 bank accounts,
the system tracks the balance in each account continuously.
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The technology used in providing on -line terminals and displaying information on demand is not
new, nor was it particularly complex. The real
challenge was to develop a procedure to capture all
transactions in as rapid and accurate a manner as
possible. Each bank that initiated an automatic
transfer and each bank that received a transfer of
cash was asked to teletype the data to headquarters
immediately. The information from the bank's computers is entered directly into the company's computer for validation and reporting to the cash
manager.
The bank teletypes are received each morning up
until the noon hour, which is the central cash
manager's cut -off time. At this point, he can display the status of every bank account in the system
and determine his total cash receipts position.

Using Receipts to Cover Disbursements
All cash disbursing has also been centralized. Two
separate systems are used for payments to suppliers
and to employees. These two systems communicate
directly with the cash management system to notify
the cash manager of disbursements made the previous day by each of the disbursing banks, and of
the projected disbursement requirements for the
next 30 days. By adding a simple maturity schedule
for all bank obligations, the central cash manager
has developed a meaningful management tool.
Risking oversimplification at this point, his job
is that of using the receipts to cover all disbursements, including obligation maturities. His cash
position is now either positive or negative. If it is
positive, he uses any excess funds to purchase interest- bearing securities for the night, or better still,
for the weekend. In a deficit position, he knows
exactly how much money he needs. In either case,
at noon each day, he has one and one -half hours in
which to make any movements of cash from bank
to bank or account to account. He knows where his
receipts are located, he knows his requirements for
disbursement, and he is aware of any obligation
maturities.

Processing Payments
Every subsidiary located in the continental
United States and Hawaii forwards its bills to the
company's central headquarters for payment. Some
submit physical invoices and documentation. Others
convert these documents to machine readable information at their own site and mail media, usually
MA N A G E M E N T AC CO U NTING / J UL Y 1974

punched cards. Still others transmit such data from
their computers to corporate computers over leased
telephone lines. Thus, all payment requests come
together at world headquarters for processing.
A disbursing agent was established to serve the
entire multicorporate structure. It maintains a relationship with the corporation similar to that of
an outside financial corporation to which accounts
receivables might be sold. In this way, when several
of the subsidiaries are remitting cash to the same
supplier, their payments can be combined onto one
check. More importantly, when defective merchandise is returned, the credit due automatically reduces the next payment to that supplier, even though
that payment might have been initiated by a separate operating company.
With such a large number of suppliers, it is not
uncommon for merchandise to be returned to a
supplier to which the company is no longer making
payments. Because obtaining payment from the
supplier for returned merchandise is difficult and
time - consuming, the system is programmed to automatically write letters to the supplier six months
after the merchandise has been returned. During the
next six months, the system generates follow -up
letters until the amount is collected. In effect, the
cash disbursement system treats this amount as an
account receivable, the letters representing duns.

"Every
subsidiary
located in the
continental
United States
and Hawaii
forwards its
bills to the
company's
central
headquarters
for
payment."

Cash float
The greatest pay -offs from the cash disbursement
system, however, comes from its cash management
techniques. To illustrate the relationship maintained with "line" banks, assume that the company
enters into an agreement with Bank A that provides
a $1 million line of credit. In return for the privilege
of borrowing $1 million from Bank A at any time,
the company must maintain average deposits in that
bank equal to 18 percent of the requested line of
credit or $180,000.
The objective here seemed very clear: To find a
way to utilize the disbursing system techniques and
dollars to help relieve the heavy financial burden
imposed by the liQF bank deposit requirements.
Under the United States system of banking,
when a check is written, money must be placed on
deposit with the bank the same business day to be
left, untouched, until the check is returned by its
recipient to the bank for payment. The period of
time that elapses between the issuance of the check
and the receipt and payment of the check by the
bank is called "float." While this float represents
money that cannot be reused, it certainly is usable
to the bank.
The cash disbursing system bears the responsibility for the management of the float it generates.
The system must carefully direct payments among
all line banks in a manner that will utilize this
otherwise unusable cash (float) to maintain the line
of credit. Careful management of disbursing float
has greatly reduced the deposits required to maintain the line of credit.
The task became so complex, in fact, and involved so many variables, that a mathematical linear
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A computerized record is maintained for each
check disbursed relative to the location of the payee,
date of issue, disbursing bank, check number and
amount. Each of the 55 banks provides a magnetic
tape each month containing images of all checks
which were charged against an account during the
month. Each record contains check number,
amount, and the date the check was paid by the
bank. Check reconciliation involves little more than
matching of checks issued against checks paid or
processed by the bank. However, from a cash management point of view, the system captures for each
check, the date of issue, its geographical destination,
the bank on which it was paid and the date the
check cleared. Simple subtraction produces the
actual clearing time between a specific location and
a specific bank. Providing the final link in the cash
disbursement process, these data are used to update
the float matrix table each month. The float times
contained in this matrix never grow older than one
month. The integrity of this key to float maximization is indeed high.
The procedures for exchange of magnetic tapes
with each bank were developed and implemented
gradually over a period of several years. Differences
that provided problems included incompatible computer manufacturer tape formats, different tape
densities, labeling schemes, etc. Difficult though it
was to develop, the final system yielded a single
complete reconciliation for all accounts, and invaluable float time feedback to the disbursement
system.
Quantifying the results of the cash disbursing
process, however, is more difficult than for cash
receipts. It is impossible to know just how much
float was actually expanded or to what degree a
more traditional disbursing procedure would support lines of credit. It is very clear, however, that
the effective management of float has significantly
reduced borrowing costs and freed large amounts
of capital for use in profit - producing areas of the
business.

-

—no more or
no less —on
deposit is
extremely

FLOAT MATRIX

`

"Maintaining
exactly 18
percent of the
line of credit

N
N

6
7

program was developed. A table is maintained within the computer showing the precise amount of
float that is obtained for each of the 55 line banks
within 100 sub - divisions of the United States. Keying on the first two digits of the postal routing code
( the Zip Code) , provides the geographic breakdown. Utilizing this 5,500 position float matrix, a
disbursing bank chosen from one of the 55 line
banks is assigned to each of the 4,000 checks each
day. After considering the vendor location and bank
location, the program then considers the line of
credit in each of the banks. Disbursement float
must be spread among the line banks in a manner
that is proportionate to the line of credit that each
has of the total. If this system were not used, the
optimum management of float might place most
of the disbursements in three or four of the 55 line
banks. Very little would be gained since the amount
of float apportioned to those banks would be disproportionate to the amount of money required to
maintain their lines of credit.
Maintaining exactly 18 percent of the line of
credit —no more or no less —on deposit is extremely
important. The company intends to live up to the
agreement but, at the same time, does not wish to
overcompensate the banks. The system further takes
into account the performance for the calendar year
to date, gauging cumulative - performance each
month against the 18 percent standard. If the 18
percent requirement is not being maintained in any
line bank, the system automatically adjusts the
disbursements upward or downward the following
month to bring the balances back to the desired
level.
Those who are oriented specifically toward computer operations will quickly recognize the logistics
problem presented by writing checks on 55 different
banks during the cycle of processing. Finding the
best solution to this problem required several vears
of trial and error. Using one supply of blank check
forms, the name and address of the bank is printed
on the face of each check by a high -speed line
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Conclusion
The approach to cash management used here will
not be appropriate in every situation. However,
determination by top management to "work" this
asset is the key to beginning a cash management
program for any operation. Top management support, good procedures, precise control mechanisms,
and discipline ensure system effectiveness.
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MANAGERIAL
PROFITABILITY
While there may be a preference for one set of figures to be used
to evaluate both the segment manager and the operating results
of his segment, the profit concepts that need to be followed are
not congruous.

By Henry T. Weathers
The determination of segment net income in a decentralized operation is a most difficult task. This is
partly so because of the necessity for allocating costs
to individual segments. Since the allocations are no:
very precise, they may introduce irrelevant elements
into the evaluation process. Additional difficulties
arise where return on investment (ROI) is also
used to evaluate managerial performance.
Traditional accounting methods emphasize segment profitability rather than cost responsibility.
Consequently, segment net income figures may not
be appropriate for the evaluation of the segment
manager. To overcome this difficulty, the accounting
system should precisely measure each segment's
contribution to company profits and faithfully show
how well managers have fulfilled their profit responsibilities. The purposes of this article are: (1)
to recommend cost distinctions which increase the
precision with which costs are assigned to segments,
and (2) to propose a format for profit reporting that
emphasizes both profitability for segment performance measurement and cost responsibility for managerial evaluation.
Effects of Cost Allocations
Generally accepted accounting principles require
that expired costs be matched with a segment's
revenue in the determination of net income. With
respect to segments, the expired costs may then be
identified as direct or indirect. Direct segment costs
are easy enough to allocate; however, indirect costs
which are incurred for the common benefit of two
or more segments pose special problems in the
determination of segment net income. In practice,
indirect costs are generally allocated on the basis of
physical relationships (relative number of employees) or according to benefits received (value of
accounting service). Indirect costs may also be
allocated based on accounting measurements (gross
profit). Actually, any basis that seems plausible may
M AN AG E M E N T ACCO UNTI NG / JULY 1974

be used and frequently a company uses a combination of allocation bases in assigning indirect costs
to segments.
The following analyses illustrate how severely
segment net income may be distorted by allocation
procedures. The analyses show that:
1. The selection of different bases wi ll result in
the allocation of substantially different amounts
of expense.
2. Alternate allocation bases will materially affect
reported segment net income.
3. The manipulation of allocation bases will change
the rank order of reported segment net income.
Selection of Base
An analysis, based upon data from a large company with national markets, illustrates how segment
net income may be distorted by selection of the
allocation base. Indirect costs are allocated using
different bases frequently employed in practice. The
various allocations are shown in Exhibit 1. The
costs allocated to Segment A ranged from a high of
$3,045 to a low of $910. While the ranges of costs
allocated to Segments B and C are considerably less
than that of Segment A, the selection of different
bases will clearly result in substantially different
charges against segment revenues. Conceivably,
these charges could have a material impact on reported segment net income.'
Exhibit 2 shows the amount of net income that
would have been reported for each segment giving
effect to the different cost allocations in Exhibit 1.
Reported net income for Segment A would vary
from a high of $3,534 to a low of $1,399. The maximum variations in reported net income (in dollars)
and the percentages of maximum variation in net incomes for Segments A, B, and C are also shown.

H. T. WEATHERS
Northeast Mississippi
Chapter 1972, is
Associate Professor of
Accounting at
Mississippi State
University. He holds a
B.S.C. degree from
Spring Hill College, an
M.B.A. degree from
the University of
Houston, and a Ph.D.
degree from the
University of Missouri
at Columbia.
This article was

submitted through the
Northeast Mississippi
Chapter.

I
An extensive test by Mautz and Skousen tends to confirm that
different bases used to non- inventoriable common cost allocations
result in substantially different amounts of costs and such costs are
frequently significant in proportion to net income. Robert K.
Mautz and K. Fred Skousen, Common Cost Allocation in Diversified Companies," Financial Executive, June 1968.
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"... a

segment

manager
should not be
responsible for
costs incurred
outside his
segment."

Thus, the effect on reported net income of selecting
one allocation base rather than another is material
for all segments.
Also shown in Exhibit 2 are the various segment
rankings in terms of profitability. For example,
Segment A ranks first using sales, number of employees, or the original Massachusetts formula for
allocations of indirect costs. However, when gross
fixed assets, net fixed assets, or gross profit are used
as allocation bases, Segment A ranks third. The
ranking of Segments B and C are similarly affected
by selection of the allocation base. Thus, reported
segment net income may be manipulated by changing the allocation base for indirect costs.
Cost Distinctions for Cost Allocation
The traditional methods used for cost allocations
are not well suited for segment evaluation. As indicated above, traditional cost allocations tend to distort reported segment net incomes, to change rela-

Segment
C
915
805
904
$2,180

Total
$5, 000
$5, 000
$5, 000
$5,000

$1,340

$2,010

$1, 650

$5, 000

OBJECTIVELY TRACEABLE SEPARABLE COSTS

$1, 525
$1, 710

$1, 875
$1, 730

$1, 600
$1, 560

$5, 000
$5,000

$

$

$
$

•

Percentage of maximum
variation based on
lowest reported net
income

Segment
C
$2, 701( 2)
$2, 811( 2)
$2, 676( 2)
$1, 436( 3)

Total
$7,530
$7, 530
$7,530
$7, 530

$3, 104(1)

$2, 460( 2)

$1, 966( 3)

$7, 530

$2, 919( 1)
$2, 734( 2)

$2, 595( 2)
$2, 740( 1)

$2, 016( 3)
$2, 056(3)

$7, 530
$7, 530

$2,135

15 2. 6%

970

39 . 4 %

$1, 375

$

Segment
B
$3, 430( 1)
$3, 175( 1)
$3, 135( 1)
$2, 560( 2)

$

Segment
A
$1, 399( 3)
$1, 544( 3)
$1, 719( 3)
$3, 534( 1)

-0-

95.7%

Notes:
Segment profitability rankings are noted parenthetically for each allocation base.
Net i nc ome and profitabili ty rankings are based on segment indirect costs per
allocation bases in Exhibit 1.
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DIRECTLY AT TRIBUT ABLE SEPARABLE COSTS

Allocated Costs
Segment
B
$1,040
$1, 295
$1, 335
$1, 910

Exhibit 2
NET INCOME AND PROFITABILITY RANKINGS

Maximum variation in
reported net i ncome

These cost distinctions are based partly upon deductive logic and partly upon research conducted by
the National Association of Accountants Committee
on Management Accounting Practices and its Subcommittee on Basic Cost Concepts.2

Segment
A
$3, 045
$2, 900
$2, 725
910

Range
$2, 135
$ 970
$1,375
$ -0Notes:
The original Massachusetts formula applies equal weight to sales, assets, and
total expense.
The modified Massachusetts formula applies equal weight to sales, assets,
and relative number of supervisory employees.

Allocation bases
Gross fixed assets
Net fi xed assets
Gross profit
Sales
Relative number of
employees
Massachusetts formula
Original
Modified

1. Directly attributable separable costs
2. Objectively traceable separable costs
3. Ascribable separable costs
4. Jointly incurred costs

Costs which are incurred by and solely for a particular activity or function of a segment are directly
attributable to that segment. ( With respect to behavior patterns, these costs may be fixed or variable.) Directly attributable costs are frequently controlled by the segment manager but may also be
controlled by others in the company. Examples of
attributable costs would include direct material,
direct labor, and functional costs such as segment
supervision, selling and administrative expenses.

Exhibit 1
ALLOCATION BASES FOR SEGMENT INDIRECT COSTS
Allocation bases
Gross fixed assets
Net fixed assets
Gross profit
Sales
Relative number of
employees
Massachusetts formula*
Original
Modified

tive profit positions, and to hide significant aspects
of segment performance. The first requirement,
therefore, of a system designed to increase the precision with which costs are assigned to operating
segments is to develop cost distinctions that differentiate degrees of cost separability. The cost distinctions recommended are:

Costs are objectively traceable to the segments
which benefit from the expenditures if such costs
are directly identified with a segment product or
service for sale to customers. These costs, although
not incurred solely for a particular segment, are
usually identified by physical identification or count.
The observation or physical measure usually shows
a high correlation between the cost and the products or services for which the costs are incurred. 3
Examples of objectively traceable separable costs
would include the prior department costs of products and merchandise transferred to segments for
further processing or sale, and the costs of materials
and supplies used by the segtmcnt but acquired
through central purchasing.
With respect to behavior patterns, objectively
traceable costs may also be fixed or variable. Ab
though these costs are incurred simultaneously for
groups of segments in order to achieve economies or
to provide control over operating factors, they are
separable by segments because they are objectively
traceable to segment products and services. However,
a segment manager should not be responsible for
costs incurred outside his segment. Such costs would
be the responsibility of the department manager
who incurred the costs.
"Tentative Concepts for Cost -Type Contracts," Management Accounting, May 1971.
' Skousen describes traceable costs as common costs which are incurred for the benefit of more than one cost objective. They are
costs that are not incurred solely for, or identified with a
single Product or service but which have a high degree of correlation with production or performance of service." K. Fred Skousen,
"A Format for Re porting Se gme nt Profit s," Management Accounting, June 1971.

7
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ASCRIBABLE SEPARABLE COSTS

Costs which cannot be objectively traced to a
segment, based on a direct physical relationship to
segment products and services, may be ascribable
to a segment if such expenditures are necessitated
specifically by that segment and would not have been
incurred in the absence of the segment. In other
words, ascribable costs are those for which it can be
convincingly demonstrated that the allowable
amount to a segment is unavoidable. Such costs are
often incurred by service or staff departments for
administrative functions and to support a portion of
the company's operating capacity that is necessary
for a segment but would not have been provided
in the absence of a particular segment. Although
there is no objectively traceable basis for assignment
to particular products or services, these costs can be
ascribed to segments on the basis of floor space
used, number of transactions, number of employees,
or frequency of task. While the relationship of these
costs to particular products and services may be as
real as for those under the category of "objectively
traceable separable costs," a high correlation between the basis of assignment and the cost incurred
does not exist.'
JOINTLY INCURRED COSTS

A cost (1) which is incurred for the common
benefit of a group of segments as a unit, (2) for
which no portion of the cost can be separately associated with any individual segment except by
arbitrary allocation, and (3) which bears little or no
correlation with any activity or function of a particular segment is a joint cost. Because there is little
or no correlation between the costs incurred and the
cost objective, these costs are allocable to segments
only on the basis of more or less arbitrary assignment. Examples of joint costs include general corporate expenses, basic (as distinct from applied) research, corporate and institutional (as distinct from
segment or product line) advertising, and corporate
financing costs.
Problems of Application
In practice, all costs will not fit neatly into the
classification discussed. Costs are not always identifiable as either separable or joint. The boundaries of
cost classification within each category are also not
always clearly distinguishable. For separable costs,
the directly attributable, objectively traceable, and
ascribable classifications tend to overlap. Notwithstanding the practical problems of cost classification
and the complexity and variety of situations that
companies are faced with, these cost distinctions are
the basic concepts underlying the proposed format
for reporting segment profits for ROI.
Cost Controllability
Segment net income computations along traditional full -cost lines include costs which are not
Ibid.

° Charles T. Horngren, Cost Accounting: A Managerial Emphasis,
Prentice -Hall, Inc., Englewood Cliffs, N. J 1967, p. 273.
° Gordon Shrllinglaw, Cost Accounting: Anal ysis and Control,
Richard D. Irwin, Inc., Homewood, Ill., 1967, p. 794.
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responsive to the decisions and actions that a segment manager has the authority to make. Inclusion
of such revenues and expenses in the net income
computations ignores the scope of authority and
profit responsibility. For managerial evaluation, revenues and costs controlled by the manager need to
be separated from those controlled by others. A cost
is controlled by a given manager when he has the
authority to make decisions which determine the
amount of the cost incurred.
Even with a precise definition such as this, it is
still difficult to get a crystal - clear, practical concept
of controllable costs. Others ' prefer to define controllable costs as "... those that are directly influenced by a manager within a given time period." L
Also, the term "influence" has been avoided in the
definition in favor of "determine" because to influence implies a power to produce effects without
exercising authority whereas to "determine" means
to be a deciding or regulating factor. Even so, the
definition should be interpreted "... with a dash
of common sense. No variable is ever completely
and absolutely controllable; controllability always
means the ability to influence an item of cost or
revenue within limits, and these limits may be
very broad or extremely narrow." s

"Costs are not
always
identifiable as
either
separable or
joint."

Proposed Reporting Format
A net income statement suitable for managerial
and operational evaluation is shown in Exhibit 3.
The report is designed to emphasize cost controllability as well as segment profitability. For managerial evaluation, the report distinguishes between
Continued on page 34

Exhibit 3
PROPOSED FORMAT FOR MANAGERIAL AND SEGMENT
INCOME PERFORMANCE MEASUREMENT

Revenue
Directly attributable costs
(direct material, direct
labor, supervision,
supplies used, depreciation
on segment assets)
Direct contribution
Objectively traceable costs
(cost of products transferred in, centrally
purchased material,
packaging, freight)
Traceable contribution
Ascribable costs
(common utilities, central
services, product research
and development, product
advertising)
Net contribution
Joint costs
(central administration,
corporate advertising,
financial expenses)
Segment net operating income

Costs controllable by:
Segment
manager
Others
$3,840
$ 470

Total
$4,310

1,367
$2,473

$

35
435

1,402
$2,908

($

456
21)

456
$2, 452

— —

992
($1, 013)

992
$1,460

— —
- -

680
($1, 693)

$

— —

680
780

27

GERMAN
FINANCIAL STATEMENTS
While United States accounting principles provide the accountant
with more flexibility in the preparation of the balance sheet, the
German balance sheet, by virtue of its extensive and uniform
disclosure requirements, will at times be more beneficial to the
user, especially when he is comparing firms in the same industry.

{

By Roderick C. Hole and Michael A. Alkier
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The growth of multinational companies in Germanv, a country in which the United States has a
very considerable investment, necessitates that the
investor, banker, or businessman acquire an increased understanding and appreciation of the form
of German financial statements and of the principles underlying them. If the financial statements
of a German corporation are examined, we will note
that not only the language, but also the presentation and the content will be unfamiliar to non Germans. The purpose of this article is to investigate the principles which govern the form and
content of German financial statements and to show
how they compare with those required in the
United States.
Accounting Principles
In the United States, the concepts of generally
accepted accounting principles gradually evolved
and are still developing today. They have been
mainly influenced by the Securities and Exchange
Commission and various American accounting organizations. Other influences also exist such as common business practices and the research efforts of
the academic world. However, the generally accepted accounting principles are still not fully
codified and they are certainly not prescribed by
central government legislation.
In Germany, accounting principles have developed along quite different lines. From the beginning there has always been a tendency to regard
the written law as the sole authority of accounting
principles. The present main sources of that authority are the Public Corporation Law (Aktien.
gesetz) of 1965 and the much older law governing
private limited companies (GntbH-Law). The strin.
gent reporting rules of the Aktiengesetz, although

they undoubtedly represent best practice, are of
limited relevance, owing to the relatively small
number of business entities which fall under their
provisions —the present guess is that only some
2,000 entities are included. Another law, the Publicity Law was enacted in 1969. It requires that all
business entities over a certain size must publish
financial statements without regard to their form
of incorporation. It is still true, however, that mariv
large corporations (by U.S. standards) are still not
required to publish any financial data or have their
books audited. This does not apply, however, to
banks and insurance companies where audit and accounts disclosure requirements have existed since
the early thirties.
It is also interesting to note that in the United
States banks have played a major, though indirect,
role in the development of reporting standards, by
reason of their being able to require an increasing
amount of additional information from corporations
to which they wish to extend credit. In Germany,
due to the fact that banks are frequently represented
on the supervisory boards or managements of their
main customers, any information they may require
to assess their customer's status can be obtained
directly from the customer in question. The banks
have also exerted their influence in obtaining the
inclusion of certain reporting requirements in the
1965 Public Corporation Law.
The Form of the Financial Statements
Having briefly commented on the sources and
authority of accounting and reporting principles,
we may now take a closer look at the German financial statements. The German financial statements
are very detailed (among the most detailed in
Europe) . Also, in the case of large stock corporations, for example, copious explanatory notes on
the major items in both the balance sheet and the
MANAGEMENT ACCOUNTING /JULY 1974

statement of profit and loss are included in a separate "management report" which provides very
comprehensive information on the corporation's
financial situation and its operations. In the United
States, by contrast, the trend seems to have been
directed towards making the balance sheet and
statement of profit and loss as condensed as possible
while supplementing them with detailed notes.
However, a statement of changes in financial position or a similar funds statement is not required
for financial reporting purposes, although voluntary
disclosure is sometimes found in practice.

The Balance Sheet
The German Public Corporations Law of 1965
specifies the format to be used for the balance sheet,
an example of which we have included in English
translation for purposes of illustration and reference.
(See Exhibits 1 and 2.) It is immediately evident
that the German balance sheet is set out in more
detail than the United States equivalent. The prescribed format must be followed with no flexibility
allowed for non - material items. This explains the
inclusion of items even when the amounts disclosed
are negligible in relation to other items. It also
explains the inclusion of pfen.nigs in amounts with
totals running into millions of Deutsche Marks.
While United States accounting principles provide
the accountant with more flexibility in the preparation of the balance sheet, the German balance sheet,
by virtue of its extensive and uniform disclosure
requirements, will at times be more beneficial to the
user, especially when he is comparing firms in the
same industrv. Following are three areas that merit
special attention:
SHAREHOLDERS' EQUITY

In spite of the considerable detail, the German
balance sheet, by reason of its layout and grouping,
does not readily provide the unaccustomed reader
with much meaningful information. For example,
an American reader would have to first analyse the
information presented and then regroup it into a
different format. An example of this is shareholders'
equity which is not disclosed in a single section. Its
components may be found under various headings.
One of those headings, the Profit (Loss), on the
statement of profit and loss (Exhibit 3) is always
the last item on the balance sheet, and is therefore
as far removed as possible from other components,
capital, and reserves. On the basis that part of the
profits will be distributed as dividends in the following year, it would be misleading to include this
component in shareholders' equity.
There is also a further complication in arriving
at shareholders' equity. It is the "tax - allowed reserves" which represent partly deferred taxation and
partly shareholders' funds. The difficulty in this
situation is that the rate of tax which will have to
be paid when the reserves are released is not known.
Even where the rate is known, the amount of taxes
payable depends on the company's future dividend
policy and the differing income tax rate on distributions and retentions.
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WORKING CAPITAL

Another feature which makes understanding the
German balance sheet difficult is the absence of a
clear grouping of "current assets" and "current
liabilities." In the United States, current assets and
liabilities are shown in order of liquiditv and, in
manv cases, are disclosed on the same side of the
balance sheet in order to show the company's
working capital position. The general allowance for
doubtful accounts is shown as a liabilitv and is never
deducted from the related asset, whereas specific
allowances are deducted from the appropriate asset
category.
The current liabilities are also spread over various
categories, i.e., provisions, loans, and other liabilities. In addition, the "current" distinction is not
always clear as far as liabilities are concerned. There
is a four -year cut -off on both loans given and loans
received but as the allocation to the balance sheet
heading depends on the original term of the loan
rather than on the balance of the repayment period
still to run, the information value is somewhat
limited. In addition, .long -term items can be included in provisions and /or other liabilities with the
result that current liabilities in the American sense
can only be ascertained by obtaining additional information from a company official.
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FIXED ASSETS

The German balance sheet does not separately
disclose either original cost or accumulated depreciation in respect of fixed assets. There is generally,
however, a more detailed disclosure of the fixed
asset movements; the larger corporations usually
present this information in a separate schedule.
Statement of Profit and Loss
The German statement of profit and loss, of
which an example is illustrated in Exhibit 3, contains an even more comprehensive disclosure than
the balance sheet. This example again illustrates
that certain of the required information shown is
not material and may even result in confusing the
reader. Apart from the extent of the disclosure,
there are also certain other areas where the German
statement of profit and loss varies from its United
States counterpart.
The first major difference is that the German
statement of profit and loss attempts to be production oriented. The difference between cost of materials used in total production and goods sold
is usually disclosed separately as is the portion of
goods produced and capitalized for the company's
own use.
GROSS PROFIT

The cost of goods sold, an item which the
American reader regards as particularly significant,
cannot be readily obtained from a German statement of profit and loss. Only the cost of materials
is deducted from net sales in the German statement of profit and loss in arriving at the gross profit.
Other elements of direct and indirect cost of production are disclosed in the statement by type of
29

Exhibit 1
BALANCE SHEET (BILANZ ZUM)
SCHEDULE 1— ASSETS
AKTIVA
I.

DM

ASSETS

Anlagevermogen

I. Fixed assets

Sachanlagen and immaterielle Anlagewerte
Grundstucke and grundstucksgleiche Rechte mit
Geschafts- Fabrik- and anderen Bauten
Grundstucke and grundstucksgleiche Rechte mit
W ohnbauten
Grundstcke and grundstucksgleiche Rechte ohne
83uten
Bauten auf fremden Grundstucken
Apparate, Maschinen and maschinelle Anlagen
Betriebs- and Geschaftsausstattung
Anlagen im Bau and Anzahlungen auf Anlagen
Konzessionen, gewerbliche Schutzrechte and ahnliche
Rechte sowie Lizenzen an solchen Rechten

1 157 393 283. —
33 125 373. —
96044264—
6262769—
1 416 194 189. —
54957238—
351 650646—
1. —

Tangible fixed assets and intangible assets
Land and equivalent titles with office, factory and
other buildings
Land and equivalent titles with residential buildings
Land and equivalent ti tles without buildings
Buildings on land owned by ot hers
Machinery and plant
Factory and office equipment
Construction in progress and advance payments
Concessions, patents, trademarks and similar rights,
including licenses under such rights

3 115 627 763. —

2 204 891 767. —
19 194 946.50
16 655 456.32

94 474 663.66

§

§

Finanzanlagen
Beteiligungen
Wertpapiere des Anlagevermogens
Ausleihungen mit einer Laufzeit von mindestens vier
Jahren an verbundene Unternehmen
davon hypothekarisch gesichert
DM 14 976 879,45
an sonstige Schuldner
davon: hypothekarisch gesichert
DM 66 090 809,59
nach
89 AktG DM 8 048 074, 35
nach 115 AktG DM 18 355,16

Financial assets
Investments in affiliated companies
Securities
Loans with a term of at least four years
to associated companies
including loans secured by mortgage
DM 14,976,879.45
to other debt ors
including loans secured by mortgage
DM 66,090,809.59
under Art . 89 Companies Act
DM 8,048,074.35
under Art. 115 Companies Act
DM 18,335.16

2 335 216 833.48
5 450 844 596.48
ll. Uml aufvermogen

II. Curr ent assets

Vorrate
Roh•, Hilfs- and Betriebsstoffe
unfertige and fertige Erzeugnisse, Handelswaren

257 656 323. —
684 285 703. —

Inventories
Raw materials and supplies
Work in process and finished products, and goods
purchased for resale

941 942 026. —

§

Andere Gegenstande des Umlaufvermogens
geleistete Anzahlungen
Forderungen aus Lieferungen and Leistungen
davon: mit einer Restlaufzeit von mehr als einem
Jahr DM 2 691 192,53
an verbundene Unternehmen
DM 251 213 849, 60
Forderungen an verbundene Unternehmen
Forderungen aus Krediten nach
89 AktG
sonstige Vermogensgegenstande

5 671 841.70
1 073 919 363.71

130 590 731.36
1 465 615.72
103 660 728.99

Other current assets
Advance payments
Receivables for goods sold and services rendered
including receivables maturi ng in more than one
year DM 2,691,192.53
associated companies
DM 251,213,849. 60
Receivables, associated companies
Receivables from loans under Art. 89 Companies Act
Other items

1 315 308 281.48
Flussige Mittel
Wechsel
davon: bundesbankf ahig DM 40 125 660,99
von verbundenen Unternehmen
DM 15 153 262,77
Kassenbestand, Bundesbank- and
Postscheckguthaben
Guthaben bei Kreditinstituten
Wertpapiere

128 793 129. 61

2 801 096. 11
701 938 959. 01
6398801—
839 931 985. 73

Liquid assets
Bills receivable
including bills eligible for discount at the
Central Bank
DM 40,125,660.99
from associated companies
DM 15,153,262.77
Cash on hand
Balances at banks
Marketable securities

8 548 02 6 889.69
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Exhibit 2
BALANCE SHEET (BILANZ ZUM)
SCHEDULE 2— LIABILITIES
DM

PASSIVA
I.

Grundkapita l
bedingtes Kapital DM 241 500 000, —

II.

Offene Rucklagen
gesetzliche Rucklage
Einstellung aus Aufgeld

DM

LIABILIT IES

1 910 000 000. —

I.

Capital stoc k
Conditional capital DM 241, 500,000.00

11.

Reserves
Legal reserve
Allocation from premiums

923 366 482.05
108 338 410. —
1 031 704 892.05

freie Rucklage
Entnahme (Kapitalerhohungskosten)

895 750 000. —
5 579 516. —
890 170 484. —

Free reserve
W ithdrawal (cost of

56 829 516. —

Einstellung aus Jahresuberschuss

the increase in

capital stock)
Allocation from the year's net earnings
947 000 000. —

82 000 000. —
18 000 000. —

Rucklage fur Auslandsrisiken
Einstellung aus Jahresuberschuss

Reserve for foreign risks
Allocation from the year's net earnings

52537060—

III.

Sonderposten mit Rucklageanteil
nach § 6b EStG, § 1 EntwicklungshilfeSteuergesetz, § 15 BHG, § 74 EStDV,
Abschnitt 35 EStR

IV.

Ruckstellungen
Pensionsruckstellungen
andere Ruckstellungen

590 053 140. —
252 789 259.93

V.

Wandelanleihen

591 000 000. —

VI.

Sonstige Verbindlichkeiten mit einer Laufzeit
von mindestens vier Jahren
Anleihe
gegenuber Kreditinstituten
davon hypothekarisch gesichert
DM 916 596,48
gegenuber sozialen Einrichtungen
davon: hypothekarisch gesichert
DM 605 217,03
gegenuber verbundenen Unternehmen DM 8 000 000, —
gegen0ber sonstigen Glaubigern
davon vor Ablauf von
DM 608 570 000, —

vier

Jahren

55836000—
1 049 539 235.14

228 605 217.03

262 535 254. 48

Special items having partly a reserve
character
under Art. 6b Income T ax Act, Art. 1 Taxation Act f or t he Pr omot ion of Investm ents
in Developing Countries, Art. 15 Berlin
Aid Act, Art. 74 Executive Order to the
Income Tax Act, Section 35 Income Tax
Regulations

IV.

Provisions
Provisions for pensions
Other provisions

V.

Convertible debentures

VI.

Other liabilities with a term of at leas t fou r
years
Debentures
Banks
including loans secured by mortgage
DM 916,596. 48
W elfare institutions
including loans secured by mortgage
DM 605, 217. 03
associated companies
DM 8,000,000.00
Other creditors
including liabilities due within four
DM 608,570,000. 00

fallig

VII. Andere Verbindlichkeiten
aus Lieferungen and Leistungen
gegenuber Kredit instituten
aus erhaltenen Anzahlungen
gegenuber verbundenen Unternehmen
gegenuber sozialen Einrichtungen
davon gegenuber verbundenen Unternehmen DM 22 135 839,22
gegenuber sonstigen Glaubigern

III.

278
198
8
100
72

946
418
383
334
093

130.25
654.33
814.28
905.10
884. 32

555 574 442.78

years

VII. Other liabilities
Goods and services received
Banks
Advance payments received
Associated companies
Welfare institutions
including associated companies
DM 22, 135,839. 22
Other creditors

1 213 751 831.06
VIII. Bilanzgewinn

26 2 67 5 0 00 —

VI 11. Balance -sheet profit (loss)

8 548 026 889.69
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"The legal
requirements
in Germany
for
consolidating
accounts are
not as
comprehensive
as those
practiced in
the United
States . . . "

expense rather than by the cost center in which
thev were incurred. In our example, all production
wages are included in the total salaries and wages,
and the cost of the fixed assets employed in production are included in the total expense. This
means that further information, which is not disclosed in a German set of accounts, is required in
order to be able to determine the gross profit on
sales as understood in the United States.
OPERATING INCOME

Income from operations cannot be arrived at
without a reallocation of the numerous items of
non - operating income. Certain of these are actually
not even of an income nature; rather they are prior
years' expense accruals which were released during
the current vear, and which would have been included in the appropriate expense account in a
United States report.
TAXATION

The major difference in the impact of taxation on
financial statements in Germany as compared to
that in the United States is that deferred tax accounting is not normal German practice. The primary reason why deferred tax accounting, with a
few insignificant exceptions, is not practiced in
Germany relates to the underlying basis upon which
German commercial accounts are prepared. In
Germany, if a particular accounting treatment is to
be used for tax purposes, it must also be followed
in the commercial accounts. Manv tax concessions,
such as accelerated depreciation or the roll -over of
capital gains, may only be claimed for tax purposes
where charged in the commercial accounts.
A further reason why deferred tax accounting
may not be considered to be significant in a German
set of accounts relates to the method of disclosing
taxes. In the German statement of profit and loss
all corporate taxes, including corporation profits
tax, trade tax on capital and income, net assets
tax, property tax, capital transactions tax, etc., are
disclosed together in one line. It is therefore difficult, if not impossible, to determine the "Income
before income taxes" as would normally be disclosed
in- the equivalent United States financial statements.
Under the present corporation tax system, profits
which are distributed incur tax at a reduced rate by
comparison to profits retained in the business.
Possible distributions are however limited to the
amount of profits shown as available for distribution in the commercial accounts. Depending on
dividend policy, companies may therefore not wish
to allow commercial and taxable profits to differ
very widely in order not to lose the maximum advantages obtainable under the split rate system of
corporation tax.

Consolidated Accounts
The legal requirements in Germany for consolidating accounts are not as comprehensive as those
practiced in the United States even though they
are often surpassed in practice. The main legal re32

quirements for consolidating accounts in Germany
are as follows:
Only those group companies coming under a
unified management or the control of a parent
company have to be included in the consolidation. This also applies to group companies where
the consolidating group has less than 50 percent
ownership.
Only domestic (i.e., German) group companies
need be included in the consolidated accounts.
In practice, however, there is a trend on the
part of major multinational groups to provide
additionallv "world- wide" consolidated accounts,
but there is no legal requirement to do so.
Furthermore, the Public Corporation Law
specifically states that the foreign accounts
should not be consolidated in the domestic accounts where this inclusion could distort the
overall impact of the consolidated statements.
The financial statements of all companies included in the consolidation must be as of the
same date. If a company's year -end does not
coincide with that of the parent company, interim financial statements must be prepared and
these will be used as the basis for consolidation.
There is therefore no flexibility as permitted in
the SEC regulations that allow all companies to
be included on the basis of their year -end financial statements if such fall within 93 days of
the parent company's year -end.
The method of consolidating accounts under
German practice also varies somewhat from the
United States principles of consolidation. The first
and most significant difference is the treatment of
tine consolidated goodwill. In United States consolidated financial statements, goodwill is determined by taking the cost of the parent company's
investment and subtracting the subsidiary's net
equity at the time of acquisition. The excess of the
cost over the net equity is then set up as goodwill.
The earnings of the subsidiary in subsequent years
are then credited to consolidated retained earnings.
Tine goodwill is written off over a period of up to
40 years.
Under the German method of consolidation, the
elimination of cost of the investment and the subsidiary's net equity is identical to the United States
method in the year of acquisition. However, in
subsequent years the cost of investment in the
holding company's accounts is eliminated against
the subsidiary's capital, reserves, and retained earnings at each balance sheet date. The unappropriated
balance on the statement of profit and loss is added
to the group's retained earnings, regardless of
whether it arose in the pre- or post- acquisition
period. Transfers to and from disclosed reserves are
also not distinguished as to their pre- or post acquisition origin. As a result, the difference arising
on consolidation in subsequent years may be quite
different from the consolidation goodwill figure
which would appear in financial statements prepared for United States purposes.
MANAGEMENT ACCOUNTING /JULY 1974

Exhibit 3
STATEMENT OF PROFIT AND LOSS
SCHEDULE 3

DM

GEWINN- UND VERLUSTRECHNUN G

DM

PROFIT AND LOSS ACCOUNT

Bruttoerldse
Erlosschmalerungen

5 727 569 470.82
280 758 494. 24

Gross sales
Allowances, discounts etc.

Umsatzerlose
Erlose aus Nebengeschaften
Erhohung oder Verminderung des Bestandes an
fertigen and unfertigen Erzeugnissen
andere aktivierte Eigenleistungen

5 446 810 976.58
51 351 835.-

Net sales
Revenue from related operations
Increase or decrease in inventories of finished
goods and w ork in process
Other capitalized expenses

Gesamtleistung
Aufwendungen for Roh -, Hilfs- and Betriebsstoffe

5 595 250 869.58

14 512 819.111 600877-

2 235 881 042.80

sowie for bezogene W aren

3 359 369 826.78

Rohertrag
Ertrage aus Gewinngemeinschaften and Gewinnabfuhrungsvertragen
Ertrage aus Beteiligungen
Ertrage aus den anderen Finanzanlagen
sonstige Zinsen and ahnliche Ertrage
Ertrage aus Abgang von and Zuschreibungen zu
Gegenstanden des Anlagevermogens
Ertrage aus der Auflosung von Ruckstellungen
Ertrage aus der Auflosung von Sonderposten mit
Rucklageanteil
sonstige Ertrage

14
48
2
35

002
827
767
924

190.94
763.43
824.56
955.68

Total sales and operating revenues
Cost of r aw mater ials and supplies and of goods
purchased for resale
Gross profit from operations
Income from profit pooling agreements and agree ments covering the transfer of profits
Income from investments in affiliated companies
Income from other financial assets
Other interest and similar income
Income from retirements and write -ups of fixed
assets
Proceeds from the dissolution of provisions
Proceeds from the dissolution of special items
having partly a reserve character
Other income

10 638 239.50
8 586 493.05
7 326 086.58 729 058. 83
186 802 6 11.99
3 546 172 438.77

Lohne and Gehalter
soziale Abgaben
Aufwendungen for Altersversorgung and
Unterstutzung
Abschreibungen and W ertberichtigungen auf
Sachanlagen
Abschreibungen and W ertberichtigungen auf
Finanzanlagen
Verluste aus W ertminderungen oder dem Abgang
von Gegenstanden des Umlaufvermogens ausser
Vorraten
Verluste aus dem Abgang von Gegenstanden des
Anlagevermogens
Zinsen and ahnliche Aufwendungen
Steuern
vom Einkomm en, vom Ert rag and vom
Vermogen
sonstige
Lastenausgleichs- Vermogensabgabe
Aufwendungen aus Verlustubernahme
Einstellung in Sonderposten mit Rucklageanteil
sonstige Aufwendungen

Wages and salaries
Social security contributions
Expenses relating to pensions and benefits

1 554 284 998.05
169 034 148.39
116 691 987.99
576 428 726.-

Depreciation and adjustments on tangible fixed
assets

99 050 488.73

Depreciation and adjustments on financial assets

30 555 389.39

Losses from decline in value or retirement of
current assets excluding inventories
Losses from retirements of fixed assets
Interest and similar expenses

15 358 492.180 921 993.88

372
19
13
20
13

Taxes
on income and capital
other taxes
Payments on propert y levy
Expenses arising from transfer of losses
Allocation to special items having partly a reserve
character
Other expenses

347 286.80
727 256.89
005 672.44
177 750.53
697 359.-

32 965 886.68
3 214 247 438.77
331 925 000.-

Jahresuberschuss
Entnahme aus der freien Rucklage
(Kapitalerhohungskosten)

5 579 516.-

Year's net earnings
Withdrawal from the free reserve (cost of the
increase in capital stock)

337 50 4 5 16. Einstellung aus dem Jahresuberschuss
in die freie Rucklage
in die Rucklage for Auslandsrisiken

Allocation from the year's net earnings
to t he f ree reserve
to the reserve for foreign risks

56 829 516.18000000.74 82 9 51 6. -

Bilanzgewinn
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262 675 000.-

Earnings before dividends [Balance -sheet profit
(loss)]
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"...

there are

many more
differences..."

Conclusion
Intercompany year -end balances as well as intercompany sales and purchases are eliminated in
Germany in the same way as in the United States.
The unrealized intercompany profits on inventories
are also eliminated, but profits on other intercompany transactions such as sales of fixed assets are
not normally eliminated in a German consolidation.

These comments were intended to give the American reader of financial statements an introduction to
some of the major differences which must be looked
for when appraising German financial statements.
He should note, however, that there are many more
differences which exist between United States and
German financial statements, particularly in the area
of valuation principles.
O

MANAGERIAL PROFITABILITY
Continued from page 27
revenues and costs which are determined by the
segment manager and those which are determined
by others in the organization. With the proposed
method, the direct segment contribution ($2,473)
is the relevant income figure for managerial evaluation.
For segment evaluation, four cost distinctions are
used to develop a sequential profit computation. Attention is focused on four major parts of the report.
First, directly attributable costs are deducted from
revenues to arrive at direct segment contribution.
This is the most precise measurement of segment
operations. Second, objectively traceable costs are
deducted to arrive at traceable contribution. This
amount shows how activities and decisions made in
other operating departments influence segment profits. Third, ascribable costs are deducted to arrive at
the net contribution to joint costs and company
profits. This is the most significant amount for segment evaluation. Fourth, joint costs are deducted to
arrive at segment net income. Although this figure
($780) has little meaning for performance evaluation, it does show the segment's profit contribution
in relation to the total profit structure of the enterprise. Income attributable to all segments can be
summed to equal enterprise profits.
While there may be a preference for one set of
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figures to be used to evaluate both the segment manager and the operating results of his segment, the
profit concepts that need to be followed are not
congruous. The proposed reporting format distinguishes between profitability and cost controllability. For managerial evaluation, amounts which are
determined by a segment manager are isolated from
amounts determined by others.

Conclusions
Two difficulties are encountered in determining
profit figures for ROI evaluation. First, segment
profit figures are not very precise because allocations
which are more or less arbitrary are included in traditional computations; and second, traditional segment profit computations frequently include revenues and expenses which are not determined by the
segment manager.
Cost distinctions (directly attributable, objectively traceable, ascribable, and jointly incurred) are
recommended to help identify costs objectively and
logically. These cost distinctions permit a more
precise determination of segment profits. The proposed reporting format provides a sequential computation of segment contribution according to the
precision of cost assignment. For segment evaluation, ROI can be determined at various levels of
contribution according to the degree of precision
desired.
F1
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ACCOUNTING
FOR NEW PLANT
CONSTRUCTION
The project administration team must be completely briefed on
all aspects of the proposed operation and be given the authority
to build the plant.

By Timothy J. Niles and Robert H. Dowis, Jr
The vitality of a company depends to a great extent
on its abilities to renew itself through capital expenditures. Because these investments In new plants,
machinery and other improvements involve some of
the largest financial commitments a firm will make,
the methods that management applies in evaluating
those commitments are extremely important. If the
methods are inadequate, the company risks the
possibility of spending too much on projects that
return too little, too late.
The idea for a new facility can originate with
anyone. production people usually recommend increasing production capacities of existing products.
Marketing people and outsiders usually recommend
new product lines be added. Administrative personnel like to have new offices and the government
is currently recommending pollution control facilities. Some large companies even have planning staffs
to originate and develop new ideas for corporate
growth and expanded facilities. However, it usually
takes several years for a major project to advance
from the conception stage to completion, and the
construction period often involves only a minor part
of the total time spent on the project. Marketing,
economic, and engineering studies have to be completed, a location has to be found, financing 'has
to be arranged, and government approvals have to
be obtained.
Preliminary Studies
In most projects, an accurate assessment of the
present and future competitive marketing situations,
and the marketing strategy and costs required to
enter the market are the very heart of the business
proposition involved. It is important, therefore, that
a complete and detailed market analysis be performed. This analysis should include at least the
following information:
M A N A G E M E N T A C C O U N TIN G / J U L Y 19 74

Market History
1. The size of the total available market for the
product over several years to establish a trend,
2. The nature, size, and trend of the end -use markets for the product,
3. The present industrial capacity and the utilization of that capacity,
4. The price history of the product, and
5. The current competitive situation.
Future Market
1. An estimate of the total market for the next
five to ten years,
2. The estimated expansion plans of competitors,
3. The market penetration planned, and
4. An estimate of the ability and ways to achieve
this penetration.
The economic and engineering studies should be
conducted before the project is started. The economic study should answer the question, "Can the
product be produced at a cost which will allow a
reasonable rate of return ?" Exhibit 1 answers the
question in the affirmative. In the same way, the
engineering studies have tt) answer the question,
"Can the plant be built, and if so, how and at what
cost ?" If this answer is also in the affirmative, blueprints have to be drawn showing exactly what material and equipment is needed and where each
asset will be placed in the proposed plant. Along
with the blueprints, a chart of accounts must be
prepared. The chart of accounts will show major
property units with their expected costs, an area
breakdown of the plant, and the material that needs
to be purchased.
Once these studies have been completed and approved, a plant site has to be chosen, financing has
to be arranged, and government approvals have to
be acquired. Deciding on the proper location involves many factors. For example, an adequate
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"All checks
should be
signed by both
the project
manager and
the project
accountant."

labor force has to be available as well as suitable
transportation for the product to the markets. State
and local governments also play a very important
part in the plant - location decision. Some states
actively seek new industries. Other states do not.
South Carolina, for example, although not actively
seeking new industry, is very hospitable to industry
in general. It has a large labor force and is near a
major financial capital. The state will reimburse a
company for the initial training of its labor force.
A partial property tax exemption is given manufacturers for the first five years of production, and
machinery used in the production of tangible personal property is exempt from the sales tax. Income
and franchise taxes, as well as property taxes, are
fairly low. North Carolina, a direct competing state,
is also fairly hospitable to industry. However, North
Carolina grants no property tax exemptions, machinery is subject to a one percent sales tax, and
only half of initial training costs are reimbursed.
North Carolina also levies ad valorem taxes on con struction-in- progress property and product inventories. South Carolina does neither.

Exhibit 1
ECONOMIC EVALUATION OF PROJECT FEASIBILITY
Net sales (market share survey)
Product costs:
Material
Steam
Electricity
Water
Labor
Supplies
Depreciation
Insurance
Taxes
Repairs
Overhead

$21,000,000

15,115,000

Expenses, operating:
Warehousing
Shipping
Advertising
Selling
Administrative
Research
State taxes

100,000
100,000
300,000
900,000
560,000
120,000
20,000

$

$

28.0%

Operating profit

3,785,000

$

2,100,000

—

—

Other income
Other deductions

Net profit
Percent to net sales
Percent return on investments

$

3,785,000
1,892,500

$

Federal taxes (50 %)
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5,885,000

Total operating expenses

Pretax profit

9.0%
10.0%

The next step is to choose a project administration team, which will consist of, at the very minimum, a project manager, a purchasing agent, and
a project accountant. To avoid costly misunderstandings, the division of authority within the team
must be immediately established. The project administration team must be completely briefed on
all aspects of the proposed operation and be given
the authority to build the plant. This team will
then be responsible for the actual construction of
the plant.
Normally, the project manager is in charge.
However, he should not be able to order any
material directly except for emergencies. The purchasing agent should be the only one authorized
to write purchase orders and to order materials, as
outlined in the chart of accounts and as requested
by the project manager. It is also his responsibility
to ensure that the materials are delivered on time.
The project manager should have invoice approval
authority and, with the project accountant, check
signature authority. All checks should be signed by
both the project manager and the project accountant. However, the project accountant should be in
charge of the receiving department and should
verify that materials ordered are necessary to the
project. He should also be in charge of the financial
records and petty cash fund, if any.
Federal and State Laws

$8,117,000
100,000
450,000
20,000
3,174,000
200,000
1,577,000
30,000
200,000
400,000
847,000

Gross margin
Percent to net sales

The Project Administration Team

1,892,500

The Internal Revenue Service, through the Internal Revenue Code and by regulations, is the
agency which affects the project accountant the
most. Almost everything he does is subject to Internal Revenue Service scrutiny. Therefore, a working knowledge of the sections of the Code and regulations which deal with property is imperative.
He must know, for example, the regulations
which affect the classification of assets. He must
know the depreciation rates of the various asset
classifications. He must know what the investment
tax credit is and how it works. And, he must know
how to cost an asset. The ultimate classification of
the assets whi c li comprise the plant is of paramount
importance. This classification will affect the plant's
profitability for years. In fact, the investment tax
credit and the annual depreciation generated by the
plant is dependent on the classification of its assets.
Assets are divided into two broad categories —
tangible and intangible. Tangible assets include
plant, property, and equipment. Intangible assets
include cash, stocks, and bonds. The project accountant is interested only in the tangible assets,
plus cash. These tangible assets are further divided
into the categories of real and personal property.
Land, land improvements, and buildings constitute
real property. Personal property includes such assets
as machinery and equipment, furniture, and automotive equipment.
The Internal Revenue Code does not allow a
company to deduct the cost of a plant. Section 263
states that "no deduction shall be allowed for any
MANAGEMENT ACCOUNTING /JULY 1974

amount paid out for new buildings or for permanent or even a road can conceivably qualify. In the chemimprovements or betterments made to increase the icals industry, certain types of buildings meet the
value of any property or estate.", The Secretary has "special purpose structure" test. Such qualifying
interpreted Section 263 to mean that no deduction buildings also receive much shorter (10 -15 years
shall be allowed for capital expenditures, where a versus 45 years) depreciation recovery periods. The
capital expenditure is an outlay of capital to acquire timber industry, on the other hand, has several types
property having a useful life of more than one year. of roads which meet the "other tangible property"
However, the Code recognizes that business must requirements.
The benefits must be recognized in the year that
be able to recapture the money spent for capital
assets, and Section 167 of the Code allows for the plant is capitalized for tax purposes. Once a
classification of assets has been made, it cannot be
depreciation of capital assets.
The Secretary has also greatly expanded Section changed. It is too late to change the classification
167. Regulation 1. 167 (a) —I(b) states that de- after the tax return has been filed. The use factor,
preciation will be recovered over the reasonably also, must be properly analyzed and taken advantage
expected useful life of the asset. Since the useful of the first year. The responsibility for making this
life is a matter of judgment and estimate, the Secre- analysis belongs to the project accountant.
Before he can make the classifications, the project
tary has issued several guidelines and rules for depreciation in order to provide greater certainty and accountant must know what to capitalize. He must
consider such project costs as general construction,
uniformity.
Revenue Procedure 72 -10 is the latest basic guide- site preparation, off -site costs, legal fees, land acline. It deals with the useful life of various assets. quisition, architectural and engineering fees, interest,
For example, land improvements are to be depre- taxes, and management costs.3 These costs also inciated over 20 years and buildings over 45 years. It clude expenditures incurred prior to actual construcalso regulates the lives to be used for the personal tion such as marketing surveys and economic evaluproperty of various industries. Guideline Class 22.1 ations. However, not all project related costs need
shows that machinery and equipment used in the be capitalized. Some expenditures for engineering
knitwear and knit products business shall be de- and project development work performed in the
preciated over a period between seven and eleven conceptual phase of a project may be expensed.
years. Guideline Class 26.1, manufacture of pulps Some specific types of cost which may be expensed
from wood and other cellulose fibers and rags, are as follows:
shows a depreciation period of between. 13 and 19
Work performed in the study and development
years for its machinery and equipment.2
of
long -range capital programs involving market
This difference in the lives of the various asset
studies, preliminary engineering, estimating and
classifications is what makes the proper original
economic evaluation
classification so important, and the proper classifiWork performed to establish the economic feasication of an asset depends on its use. Piping can
bility and cost of specific capital projects —Such
be building material, land improvements, or mawork may include expenditures for engineering
chinery. A potable water pipe would be building
studies in connection with plant location, process
material. Piping used for an underground watering
studies, capital estimates, product studies, market
system would be land improvements and process
analysis, and economic evaluations.
piping falls in the machinery and equipment classification.
Costs incurred subsequent to the conceptual
The sections of the Code having to do with instage
are required to be capitalized .4 Following are
vestment tax credit emphasize the importance of
use. Sections 38, 46 -48, and 50 deal with the posi- some of the costs which must be capitalized:
tive aspects of investment credit. Section 38, the
Costs of outside services including engineering,
basic section, defines what property is eligible for
testing, procurement, clerical help, and consultainvestment credit. Section 38 property is that proption fees
erty to which investment credit may be applied.
Costs incurred by administrative personnel inThe investment tax credit is used by the governcluding salaries, travel, operating supplies, and
ment as an economic stabilizer. It is, therefore, not
other directly attributable costs
always available. Generally, during inflationary periVirtually all costs incurred during the construcods, the investment credit is repealed and during
tion stage
recessionary periods, the investment credit is reinstated. The project accountant must be aware of
The capitalized costs must be distributed to the
when the investment credit is allowed. At the time
of this writing, the investment tax credit rate on individual assets of the plant, and the costs of
qualifying property is seven percent of the total cost.
This credit can be applied directly against federal
I Internal Revenue Code, Commerce Clearing House, Inc., Chiincome taxes otherwise due.
veqo' Ill., 1971, P. 4005.
1974 Federal Tax Guide, Prentice -Hall, Inc., Englewood Cliffs,
Under the law, personal property qualifies for N.J.,
1973 p. 15,043.
.lames v. Grasso, "Keeping Construction Costs on Target,"
investment credit. Real property may or may not sManagement
Review, May 1973, p. 27.
qualify, depending on its use. For example, it is I United States Board of Tax Appeals Reports, United States
Superintendent of Documents, United States Government Printing
possible that not only piping, but an entire building Office, Washington, D.C., 1929, Vol. 13, p. 666; Vol. 21, p. 51.
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"Before he can
make the
classifications,
the project
accountant
must know
what to
capitalize."
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"During
construction,
the Internal
Revenue
Service is
the most
important
federal
agency."

materials and direct labor must be identifiable with
particular assets. Since most pre - construction and
administrative costs during construction cannot be
distributed easily, these costs must be prorated over
all the assets on some equitable basis, usually on a
direct dollar percentage basis.
The Internal Revenue Service is not the only
federal agency which concerns the project accountant. The Bureau of Census, for example, requires
monthly reports of expenditures. Other agencies
require similar periodic reports. However, the main
thrust of these agencies comes before construction
is started and after the plant is in operation. During
construction, the Internal Revenue Service is the
most important federal agency.
State and local governments also affect the
project. Every state has different tax laws, and
every state interprets these laws differently. For
example, in South Carolina, the sales and use tax
laws are the only ones that directly affect the project
accountant. In a manufacturing plant, property is
divided into two areas, building materials, and machinery and machine parts. Building materials are
subject to the four percent tax while machinery is
cxempt. The problem is that the state defines
building materials differently from the federal government. While the federal government definitions
are based on use, the use factor is only sometimes
considered by the state government. For example,
when cement is used in a machine foundation it
constitutes machinery for federal purposes. For
state purposes, cement is always building material.b
Structural steel, on the other hand, could be classified as either building material or machinery, depending on its use. Another tax with which the
project accountant is concerned is the sales tax.
All property which becomes a part of real property
is subject to sales tax, and some property is always
taxable regardless of its classification.
Labor charges may also be subject to the sales
tax. The labor furnished by the prime contractor is
exempt, but installation labor furnished by subcontractors may be taxable. The only was to guarantee that this installation labor is not taxable is to
identify separately on the purchase order and invoice the labor and the materials charge. If the
labor and property charges are lumped together in
one sum, then the labor charges will be taxed if
the property installed is taxable.
It does not matter where the property originates.
If it is used in the State of South Carolina, it is
subject to the sales and use tax laws of South Carolina. Many suppliers located outside the state are
not authorized to collect sales taxes. In those instances, the project accountant must withhold the
tax from these suppliers and pay the tax directly
to the state. Since the sales tax is payable on only
some material, the project accountant must analyze
each and every invoice to be sure that sales tax
is only paid on taxable items.

The Project Accounting System
In order to ensure that proper financial records
of the construction project are maintained, a viable
38

project accounting system must be established. This
system should be able to properly identify and cost
each and every component of the project. It should
be able to generate, at any time, all the reports that
are required. Safeguards such as auditing procedures
should, of course, be included.
Not only must the system properly record actual
construction costs, it must be capable of capturing
related pre - construction costs. Since related detailed
development work must be capitalized as part of
the project, they must be separated from unrelated expenses. A journal entry should be made each
month to capture these related costs. For example:
In the engineering department, two of the
engineers are developing systems flow diagrams for a proposed new plant, Project A.
The cost of their salaries and supplies should
be separated from the remainder of the department's expenses. This would be accomplished by the following journal entry:
Debit: Plant, property and equipment,
Project A
Credit: Engineering department expense
To capitalize engineering expenses during the
month directly identifiable with Project A.
If Project A is eventually cancelled, these costs
can be expensed. However, if the project is completed, then these costs are identified for later inclusion with other costs of the project.
It has been mentioned above that the chart of
accounts was divided into three categories —material, property unit, and area. To facilitate engineering, the project accountant can use the area
and property unit categories; but for tax reasons, he
cannot use the material breakdown. His classifications for tax purposes must comply with the Internal Revenue Service classifications. A comparison
of engineering and tax classifications is shown below:
Engineering Classifications
1. Excavation
2. Concrete
3. Building components
4. Structural steel
5. Machinery and equipment
6. Piping
7. Electrical
8. Instrumentation
9. Other costs
Tax Classifications
1. Land
2. Land improvements
3. Buildings
4. Machinery and equipment
5. Furniture and fixtures
6. Automobiles and trucks
I Section

materials.

65 -1361 of the South Carolina Tax Code defines building
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Modern management information systems for planning,
control and decision making are based on methods, techniques and concepts unheard of a few years ago. Accounting and finance managers and executives who lead the
way in implementing modern management information
systems can look forward to expanding their historic role
as information specialists, increasing their contribution
to the management process and extending their influence
on the management team.

NAA Courses provide classroom instruction in basic
concepts and applications. Unless specifically indi<:ated,
prior training or background in the topic is not a prerequisite. Lectures and problem solving sessions, augmented by advance reading material and limited
enrollment, help assure participants of a thorough
understanding of underlying principles and techniques
of the topic.
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For construction purposes, the engineering classifications must remain intact. However, for tax
purposes, the tax classifications must be made. The
project accountant can achieve this by adding his
tax classifications to the existing engineering ones
and by assigning numerical codes to each classification.
During construction the engineering classifications would receive priority and be shown first. The
material classification could be assigned the first
digit, the property unit category could be assigned
the next two digits, the area division could receive
the next two digits, and the tax classification the
sixth digit. Thus, a concrete boiler located in the
maintenance shop with a machinery and equipment
tax classification might appear as 2 30 08 4. Sales
tax, sequence codes, purchase order numbers, and
other codes could also be included.
Since the tax classifications vary according to the
asset's use, the project accountant has to examine
every invoice. He should make frequent inspections
of the plant to see where questionable assets are
installed and ask questions when necessary con cerning the future use of the assets. He should also
photograph the assets so he can prove his classifications to both federal and state auditors. In short,
the project accountant should audit the project
himself. In this way he can later pass any audit
made by others.
Every purchase order and invoice should also be
coded in accordance with the chart of accounts.
Assuming the use of a computer is available, each
purchase order and amount would be coded into
the computer and any information later required
would be readily available. A typical statement is
the "Construction in- progress" report shown in
Exhibit 2.

1. Lump -sum -A specified cost for a particular job
2. Cost - plus -The supplier's cost plus a specified
percent of cost for fee
3. Upset -limit or guaranteed maximum -A specified
maximum cost which could be lower if the
supplier's costs are lower than expected
4. Fixed - fee -The supplier's cost plus a fixed fee

Private industry generally uses the lump -sum
contracts for small and medium sized purchases and
the upset -limit contract for large jobs. Both types
of contracts will give the company the maximum
cost that can be incurred. The cost -plus and fixed fee contracts are very dangerous as the total costs
are not known and are to be avoided.
The general contractor is usually the only one
to receive a guaranteed maximum contract. This
contract will generally be for 30 to 50 percent of
the cost of the entire plant. It will be his responsibility to supply the construction labor, to erect
the structures, and to install machinery, equipment,
and other materials purchased directly by the
owner. Since the contractor will be with the project
during the entire construction period, it would be
almost impossible to predict his total costs at the
outset. Provisions that are typically found in his
contract are an inflation factor, an agreement to
divide underruns, and audit privileges.
The general contractor is also given a copy of
the chart of accounts and shown how to use it. The
project accountant must make sure that the contractor understands exactly what constitutes each
account. A system should be designed which will
enable the contractor to assign labor costs to individual assets wherever possible and to assign all
labor costs at least by area. Part of the project accountant's audit is to make sure these procedures
are followed.
Contractor Accounting
The audit procedures should also include pavThere are various types of contracts that the roll audits. The project accountant should physically
purchasing agent can issue. The four main types watch the payroll checks being handed out. He
should conduct counts of the number of men workof contracts are:

"The general
contractor is
also given a
copy of the
chart of
accounts and
shown how to
use it."

Exhibit 2
CONSTRUCTION IN- PROGRESS REPORT

250,000
1,100,000
1,280,000
1,000,000
$12,260,000
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100
94
40
90
49

Estimate
to complete

125,000
500,000
2,500,000
500,000
7,000,000
400,000
1,000,000
200,000

25,000
(250,000)
300,000
(12,000)
1,750,000
-0(250,000)
(14,000)

15,000
25,000
1,400,000
96,000
5,250,000
100,000
400,000
121,000

250,000
1,750,000
3,000,000
1,700,000
TI-8-,92-5-,6070

-0(605,000)
200,000
(1,589,000)
(445,000)

$

250,000
1,075,000
1,280,000
100,000
$9,070,000

Expected
overrun
(underrun)
$

90
90
50
80
40
75
40
35

Original
appropriation
$

135,000
225,000
1,400,000
390,000
3,500,000
300,000
350,000
65,000

$

150,000
250,000
1,500,000
400,000
5,500,000
350,000
400,000
80,000

Engineering
estimate of
completion

$

$

Excavation
Concrete
Building components
Structural steel
Machinery and equipment
Piping
Electrical
Instrumentation
Other costs
a) Land
b) Engineering
c) Management costs
d) Escalation
Project total

Spent
to date

Actual
committed

Construction
category

70,000
1,920,000
11,000
$9,410,000
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"...the

250, 000
1,100,000
3,500, 000
550,000
$18, 425, 000

25, 000
(200,000)
750, 000
(25, 000)
500,000
(200,000)
(50,000)

250, 000
1,750,000
3,000, 000
1,700,000
$18, 925, 000

(650, 000)
(500, 000)
(1, 050,000)
(500, 000)

TAX CLASSIFICATIONS

Direct
cost

classification

Land
Land improvements
Buildings
Machinery and equipment
Furniture and fixtures
Automobiles and trucks
Project total

250, 000
150, 000
3,000,000
9,615,000
250, 000
10, 000
$13, 275, 000

Total
cost

Proratables

$

$5,150, 000

250, 000
210,517
4,210,341
13,494,142
250, 000
10,000
$18, 425, 000

Qualified
property

Investment
credit taken

$13,494,142
250, 000

$944,590
17,500

$13,744,142

$962,090

$

60, 517
1,210,341
3,879, 142

ing on any particular day and correlate the manning
level reports of the contractor. The cancelled payroll checks should be inspected to make sure the
proper pay rates are used.
Invoices received by the contractor should be
inspected at random. This will ensure that the
proper types and quantities of materials have been
billed and that established or normal amounts have
been paid. All invoices over a certain amount
should be automatically audited. Similar audits
should be performed on the general contractor's
subcontractors and especially on subsidiary subcontractors.
Since the project accountant has to make photographs for tax purposes, Ile will generally become
the official project photographer. He should make
regular progress pictures which should be sent to
management routinely with the normal financial
statements that he prepares. These routine statements will usually give progress -to -date expenditures
by engineering classifications. Overruns in any account category are explained as are significant under run accounts. Audit reports and other information
requested by management are also included. With
the pictures and the monthly reports from each
member of the project administration team, management is constantly kept up-to -date.
When the project is finally completed and the
44

125, 000
500, 000
2,500, 000
500,000
7,000,000
400,000
1,000,000
200, 000

plant started up, the project administration team
still has one more job to do. It has to present to
management a written report on the entire project.
The final project report will contain the finalized
blueprints and a summarization of the strong and
weak points in the project. The purchasing agent's
report will include a list of all the suppliers used,
their attributes and liabilities, along with all the
purchase orders written and their amounts. The
project accountant wi l l develop and present to management project completion reports. One of these
is the "Final construction report" ( Exhibit 3) . Another report is an accounting and tax classification
schedule as shown in Exhibit 4.
Conclusion
The project accounting system presented here
is not all inclusive, nor is it meant to be. It has
some flaws, the chief one being that the system is
too expensive to be used on low value projects. A
second problem is that it relies heavily on the
project administration team that starts the project.
In general, though, the project accounting system
can be used for any medium to large construction
project. It will help properly identify, and cost, each
and every component of the new plant. And it can
generate, at any time, virtually any report required.
r
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Exhibit

150,000
300, 000
3,250,000
475,000
7,500,000
400,000
800,000
150,000

Overrun
(underrun)

$

Excavation
Concrete
Building components
Structural steel
Machinery equipment
Piping
Electrical
Instrumentation
Other costs
a) Land
b) Engineering
c) Management costs
d) Escalation
Project total

Original
appropriation
$

Committed and
actual spending

&

to do."

Construction
category

$

one more job

FINAL CONSTRUCTION REPORT

$

team still has

Exhibit 3

$

project
administration
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CONTINUOUS
AUDITING BY EXCEPTION
While it was not uncommon that actual usage would be equal
to the standard usage, consistent zero variances would be
highly unlikely.

By J. Gregory Kunkel
The utility of the computer as an audit tool lies in
its ability to store, compare, and manipulate large
quantities of data, and to report data, transactions
or circumstances that do not fit within the plans or
standards of measurement that have been established by management. This concept of reporting
is not a new one, and it is often referred to as exception reporting. Exception reporting routines, if built
into a properly designed computer based accounting
system, can also be quite useful as an audit tool.
By working with management, by reviewing its
parameters of acceptability, and by building the
proper testing procedures into the computer based
accounting system, the auditor can isolate unusual
transactions, data items, or circumstances that deviate from the accepted norms. If these exception
items were isolated and printed out every time
data were processed or reports were generated, the
auditors would have a continuous review of potential problem areas that may warrant immediate attention. While such exception reporting techniques
would not eliminate the field work that is necessary
to conduct an audit, such a continuous review of
exception items would provide tighter control over
the operations of all branches within the organization. This control is especially important if internal
audits are conducted on an infrequent basis and
if the independent auditors visit some branches
with a frequency of once a year or less.
In addition to improving operational control, exception reporting of invalid data items and transactions would improve the accuracy and usefulness
of the internal reports used by management to control the more routine operations of the business.
It would also provide some basis of review for the
interim financial reports delivered to external
parties. This type of review will become essential
if the Securities and Exchange Commission ever
requires public accounting firms to make some statement as to the reasonableness of interim financial
statements.
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This approach towards auditing as a continuous
process rather than a static one is reflected in practice today. The public accounting profession recognizes the necessity of conducting a continuous
review of the system of internal control within an
organization in order to express an opinion on the
organization's financial statements. Accordingly,
public accounting firms now conduct audits on an
interim basis throughout the year rather than exclusively at year -end. The use of exception reporting
techniques to provide a continuous review of transactions, data items or unusual events, is merely an
extension of the concepts of an interim audit and
a continuous evaluation of the system of internal
control.
The Objectives of Internal Control
The usefulness and applicability of these exception reporting techniques can best be considered
within the framework of the auditor's concept of
internal control. The objectives of internal control
as defined by the AICPA Committee on Auditing
Procedure include: "... the plan of the organization and all of the co- ordinate methods and measures adopted within a business to safeguard its
assets, check the accuracy and reliability of its accounting data, promote operational efficiency, and
encourage adherence to prescribed managerial policies." t By reviewing the standards of acceptability
or normalcy that have been established by management, the auditor can use exception reporting
techniques to fulfill each of the objectives of a
proper system of internal control.
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at the University of
California at Berkeley.
Mr. Kunkel, who
intends to pursue a
career in public
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B.S. degree in
Accounting from The
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Safeguarding the Firm's Assets
Exception reporting techniques have limited but
quite useful applications in safeguarding the firm's
assets. The most common application at the present
The four traditional objectives of a system of internal control
that are considered in this article are: (1 safeguard the firm's
assets, (2) ensure the accuracy and reliability of the accounting
data, (3) promote operational efficiency, and (4) encourage
adherence to prescribed managerial policies. Statements an Auditing Procedure No. 33, Auditing Standards and Procedures, AICPA,
New York, N. Y., 1963, p. 27.
I
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"Exception
reporting is
especially
useful in
controlling the
integrity of
input and
output data."

is the reporting of customers who have been extended too much credit, and the reporting of accounts receivable that are past due. In order to implement such a system, an updated credit rating
for each customer must be maintained in the data
files. When a customer's balance exceeds a certain
limit, a report can be generated notifying both
the credit manager at the sales branch and the auditors at the data center of the potential problem.
If the credit manager does not consider discontinuing sales to that customer, the auditors should
report the exception to upper level management so
that a proper explanation may be obtained. Of
course, the effectiveness of such a system will depend upon the reasonableness of the customer's
credit rating.
Before computers came into general use, the
aging of accounts receivable used to be a time consuming task for the auditor. Today, all of the large
public accounting firms have developed generalized
computer programs that will automatically age the
accounts. Also, many large corporations have developed their own programs to age the accounts and
actually print the aging schedule on each customer
statement to serve as a psychological reminder to
pay past due accounts. If aging schedules and schedules of all past due accounts were automatically
generated each time a customer billing was prepared, both the internal and external auditors would
have a continuous appraisal of the collectability and
valuation of accounts receivable.
Another application of exception reporting can
be found in the shrinkage of inventory. Any large
quantity or dollar variances of actual physical inventory from book inventory could be printed for
each location at the end of each accounting period.
The locations could be notified to keep closer control over those products or materials with a history
of high shrinkage. Both the internal and external
audit teams could then use these listings to select
the inventory items for test counts when an audit
was actually conducted at a location.
Still another application lies in the monitoring
of restrictive covenants under loan agreements.
Many lending institutions require that certain financial ratios be maintained under their loan agreements. If the requirements of the loan agreement
are not met, the notes go into default and become
currently payable. It would be a simple task to program the computer to periodically calculate the
relevant financial ratios, and to report any violations of the loan agreements, or to report how much
additional debt may be incurred before one of the
loan agreements would be in default.
Controlling the Accuracy of Accounting Data
Exception reporting is especially useful in controlling the integrity of input and output data.
This is accomplished by building editing routines
into the accounting system design. The most common technique already in use is an alpha- numeric
check to ensure that only alphabetic data are entered into alphabetic fields, and only numeric data
are entered into numeric fields.
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There are also other procedures that are useful
for preventing improper account distributions. For
example, the account numbers for each class or type
of account could be assigned with a set or pre,
determined sequence, or they could contain a self checking digit that is calculated from the other
numbers of the account and appended to the account number. Whenever entries are made to a
certain class of account or whenever a certain file
is updated, if the account numbers of the input
data are invalid, out -of- sequence, or do not have
the properly calculated check digit, the input data
would be rejected. This procedure would prevent
entries into non - existent or invalid accounts or entries of data into the wrong class of account.
Perhaps the most useful technique is a test of the
reasonableness of input and output data. Predetermined limits have to be built into the accounting
system in order to draw attention to data that are
seemingly incorrect. For example, if the quantity
of a raw material inventory account is properly
stated in one unit of measure (for example, tons)
and if a purchase is entered using an invalid unit
of measure (pounds), the inventory account would
be grossly overstated unless the error was detected
in some manner. If quantity test limits were built
into the accounting system, errors of this sort would
be easier to isolate.
Reasonableness tests can also be applied in production loss control programs. For example, if a
production facility consistently reported a very low
variance of actual usage from standard usage of
certain raw materials, it might appear that the production facility was very consistent and efficient.
It is quite possible, however, that a production clerk
could be reporting an invalid usage figure in order
to present a good production report.
The author recalls one such case in an ice cream
production facility. The usage of raw materials to
produce a certain quantity of ice cream was set by
a predetermined formula. It was possible, however,
for certain batches of the ice cream mix to spoil,
causing the actual usage to be greater than the
standard (formula) usage in producing a given
quantity of ice cream. However, because it was
necessary for the production supervisor to know
the standard (formula) usage in order to produce
the ice cream, it was possible for him to always
report actual usage as being the standard usage.
While it was not uncommon that actual usage
would be equal to the standard usage, consistent
zero variances would be highly unlikely. Since limit
tests had been built into the computer programs
used to generate standard cost variance reports, the
continual reports of zero variances were isolated for
further investigation. Such control makes reports
to management much more useful by isolating potentially invalid data items.
These editing and validation techniques are especially important when there is a high probability
that invalid input data will be submitted. Whenever the people who submit input data are rushed
in their work or do not have the proper training
or motivation to submit valid input data, extensive
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editing techniques should be designed and implemented.
Editing techniques become even more,crucial if
the accounting data is used to control day - today
operations. The more current the use of the accounting data, the tighter the control must be to
ensure the integrity of the data. For example, if
daily ordering, production, and shipping schedules
are automatically controlled based upon inventory
data submitted by each production facility and
warehouse, great care must be taken to ensure the
validity of the input data. Some review or test of
reasonableness is essential if such a system is to
function properly on a current basis.
Despite the usefulness of reasonableness tests to
check the validity of input and output data, such
tests may prove difficult to apply on a transaction
by transaction basis. However, it would be possible
to use exception reporting techniques to report unusually high variances of actual expenses, actual
revenues, or actual asset or liability balances from
the budgeted, projected, or last year's year -to -date
amounts. For example, while it may not be possible
to keep control over expenses on a transaction by
transaction basis, it would be possible to compare
each class of expense to the budgeted amount for
each reporting entity for a given period and obtain
an explanation for any large variances that are detected. Unusual variances such as these may indicate operational inefficiency, or an improper accrual
of expenses at period -end.
The author recalls one example where a production facility's expenses fluctuated greatly from period to period. These fluctuations were not noticed
by upper level management for several months. Investigation proved that the problem was not an
operational one. Rather, the fluctuations were
caused by an improper accrual of expenses at period end. Expenses were being recorded when paid, and
no consideration was given to a proper accrual. If
exception reporting had been used to show significant variances of reported expenses from budgeted
expenses, this problem could have been detected
at an earlier date.
Comparison of account balances with the budgeted, projected, standard, or last year's year -to -date
amounts, has been a technique long used by auditors. By a continuous reporting in detail of any
unusual variances in account balances, both management and the internal and external auditors will
have a continuous appraisal of the accuracy and
reasonableness of both internal and external interim
reports.
Promoting Operational Efficiency
Implementing exception reporting techniques for
measuring operational efficiency is a much more
difficult task than implementing techniques to safeguard the firm's assets or control the integrity of
input and output data. Management must decide
which economic indicators best measure operational
efficiency and what should be the prescribed limits
to trigger an exception report. If the internal audit
staff is performing its function properly, the audit
M A N A G E M E N T ACCOUN TING /JULY 19 7 4

department should be in the unique position of
being familiar with all the major operational problems within the organization. With proper study
and planning, the audit department should be able
to assist management in designing some indicators
that would provide proper insight into the operational problems peculiar to the organization.
Exception reporting techniques to control operational efficiency are already found in practice. In
many companies, exception reports are generated
when actual costs exceed budgeted amounts by a
significant amount.
Other applications can be found in the area of
inventory control. Many firms have implemented
automatic recording systems that will initiate an
order for an inventory item once the quantity on
hand has fallen below the reorder or projected usage
point. In addition, exception reports can be utilized
to isolate any inventory items that have reached a
level significantly in excess of normal or projected
requirements. Inventory turnover ratios can also be
computed to isolate any obsolete or slow moving
inventory items.
Such accumulations or deficiencies of inventory
items may indicate a production scheduling problem. The author recalls one example where a production facility had an unusually high build -up of
a particular liquid inventory item that went undetected by upper -level management for several
months. The inventory item in question could be
produced from the spoiled production mix of other
similar products. Investigation by the internal auditors showed that the production facility was experiencing a large amount of spoilage of production
mix. And, instead of reporting the spoilage, the
production personnel were using the spoiled mix to
produce the overstocked inventory item. If an exception report had been generated, notifying the
internal auditors of the high build -up of the inventory item over the planned production quota, the
production spoilage could have been isolated before
the problem became too severe.

"in many
companies,
exception
reports are
generated
when actual
costs exceed
budgeted
amounts by a
significant
amount."

Encouraging Adherence to Managerial Policies
Adherence to managerial policy is a function that
is best controlled on the local level. However, the
computer, with its ability to store, compare and
manipulate large quantities of data, and to report
any deviations from accepted norms or policies, can
be quite useful in this phase of the internal control process. Besides encouraging adherence to the
firm's credit policy, the computer can be useful in
controlling the purchasing and disbursement function. Most large companies have purchasing agreements with certain vendors in which the prices and
terms are explicitly stated. It is usually company
policy that all purchases of inventories, factory supplies, repair parts, etc., be made from these vendors.
If the accounts payable function is computerized,
and if an updated file of all purchasing agreements
(stating the vendors from whom certain materials
may be purchased, the prices, terms, etc.) is maintained, no disbursement could be made until there
is a proper review. Any check requests to pay for
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materials purchased from improper vendors, or any
invoice that does not agree with the prices or terms
of the purchase agreement, could be isolated. In
this manner, any purchases from improper vendors,
or payments based upon incorrect terms or prices,
could be controlled and investigated.
The Auditors' Role
If such exception reporting techniques are to be
utilized to the fullest extent that is economically
feasible for a given firm, the internal audit department and the external auditors are going to have
to take an active part in the design of any new
accounting systems and are going to have to explore
new ways to improve the accounting systems that
are already in existence. It is doubtful (and quite
understandably so) that the systems engineering
group of the firm will be willing to implement such
extensive editing and exception routines. Systems
engineers are more concerned with processing speed
and efficiency than with accounting controls. If they
are properly fulfilling their function, both the
internal and external auditors should be in the
unique position of being familiar with all
the significant problems within the firm, and should
be able to assist management in designing exception
routines that will greatly improve the quality of
the management information system.
The Advantages of Audit Exception Routines
These are but a few exception reporting routines
for use by the internal and external auditors. Other
auditing applications are specific to the particular
firm and the problems peculiar to the firm. The
important point is that with exception routines
built into the accounting system design, the
auditors have a continuous selection of data items,
transactions, or events that bear investigation.
Such a continuous review would have several
advantages. Two advantages mentioned previously
are tighter control over the operational aspects
of a branch (such as tighter control over the credit
extended to customers, or control over inventory
build -ups or deficiencies) and more current control
over the integrity of accounting data used in management reports. In addition, there are at least two
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other advantages of having exception reporting
routines built into the design of the computer
based accounting system. First, the data processing
function does not have to be interrupted to run
special audit exception programs. Second, there is a
cost savings of not having to make a second pass
through the data files after the data have been processed to extract exception items.
Can Independence be Maintained?
Both internal and external auditors recognize an
independence of mental attitude as one of the
standards of their profession. If the internal and
external auditors are involved in the design of any
part of an accounting system, the question arises
as to whether the auditors can in fact maintain
their independence, that is, give an objective evaluation of a system they helped to design. The answer
to this question depends upon the integrity of the
internal and external auditors. It also depends upon
the position of the internal audit department within
the political environment of the firm and the
relationship of the external auditor with the client.
Certainly, the involvement of the auditors in the
design of the computer based accounting system
can do nothing to enhance their independence.
However, the advantages lost by not having the
auditors involved in the design of the accounting
system are too great to preclude their participation.
The auditors can ensure that the exception reporting capabilities of the computer are exploited to the
fullest extent possible.
Conclusion
By utilizing exception reports on a continuous
basis, the auditors may detect invalid data items or
transactions and problem areas within the corporation that may otherwise go undetected for several
months or perhaps until the time the next audit is
performed at the particular location in question.
This concept of a continuous review is merely an
extension of the concepts of an interim audit and
a continuous evaluation of internal control. Auditing by exception on a continuous basis can substantially increase the effectiveness of the audit
function.
F1
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THE FRANCHISE FEE
If the relationship between the franchisor and the franchisee is
viewed as a type of partnership arrangement, it is questionable
whether the investment made by one partner should be counted
as revenue by the other partner.

By J. Larry Hagler
Why does a franchisee pay a franchise fee? If it is
primarily to receive the franchisor's aid in setting up
the unit, then the fee is earned by the franchisor
and is properly recognized as revenue when the unit
begins operations. If, on the other hand, the
franchisee pays the fee primarily to receive the
franchisor's aid in operating the franchise unit, it is
in the nature of an investment by the franchisee,
and the return on his investment would be whatever profit he derived from the operation of the
unit. To resolve this question it is necessary to distinguish between the revenue and investment concepts.
The Concept of Revenue
Revenue is discussed in the accounting literature
by various authorities and their definitions focus on
the following facts: (1) Revenue is the monetary
expression of the aggregate products or services
transferred to a firm's customers.' (2) Revenue
results from the flow of funds from customers in exchange for the product or services of the business.2
And (3) revenue relates to the exchange of goods
and services and normally results in an augmentation of enterprise assets.3 The common theme in
these definitions is the idea that there is a sale
of goods and services, and that it results in an
increase in net assets. However, it should be understood that although revenue does increase assets, all
increases in assets do not come from revenue sources.
Funds provided by creditors and investors also result in an increase in enterprise assets. Thus, the
augmentation of net assets may be a necessary
criterion for the recognition of revenue but not a
sufficient criterion.
The Recurring Feature
Another attribute of revenue is its recurring feature. The financial analyst uses current revenue information as a basis for projecting future revenues,
and also to indicate the future growth potential of
the enterprise. Therefore, the recurring feature asMANAGEMENT ACCOUNTING /JULY 1974

pest of revenue is important. However, it is questionable whether the sales of franchises are recurring
transactions. Within a defined area, only a limited
number of franchise units can operate; and if an
area consists of a state, only a total of fifty areas
are available. In addition, competition will limit the
number of units which any given franchising company can operate. Once a particular type of outlet is
operating successfully, other franchise companies
will begin marketing .a competing product. Thus,
the total number of potential franchises is limited.
The importance of the "recurring feature" as an
attribute of revenue was recognized by Archibald
MacKay. He cautioned that:
"Situations also may arise where a saturation
point is reached beyond which it is impossible
to generate further income from the sale of
franchises ... Statements published near that
point will be misleading without further explanation."*
To illustrate the form which that explanation
might take, he cited a footnote from a recent
prospectus:
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"Earnings per share are not presented because
the Company's income to date has been derived primarily from the sale of franchises of
which there are a limited. number, and therefore, cannot be expected to bear any relationship to future net income." 5
This treatment, however, raises a question. If
earnings per share data are omitted because they
"cannot be expected to bear any relationship to
' American Accounting Association Committee on Accounting Concepts and Standards Accounting and Reporting Standards for
Corporate Financial Statements and Preceding Statements and Supments, 1957 Revision, American Accounting Association, ColumOhio p. 5.
. A. Bat on and A. C. Littleton, An Introduction to Corporate
Accounting Standards, American Accounting Association, Evanston,
Ill., 1940, p. 47.
s Ibid.
4 Archibald MacKay, "Accounting for Initial Franchise Fee Revenue," The Journal of Accountancy, January 1970, p. 72.
5 I bid.

N
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future net income," is the franchise fee properly
considered revenue?
W hat Does Revenue Measurer

Since the franchisor receives a share of the profits,
takes an active part in major policy decisions, and
shares a high degree of control over the management
of the unit, the essential aspects of a partnership
exist. The franchisee and franchisor are functional
partners in carrying on the operations of the unit.
In f a c t , " . . . franchising may be postulated to be
almost the equal of ... a wholly -owned operation
with decentralized authority. "0 If the relationship

Revenue may be used as an important measure
of managerial efficiency. The American Accounting
Association indicates, for example, that "The realized net income of an enterprise measures its effectiveness as an operating unit."" However, the growth
potential of revenue from franchise fees cannot be between the franchisor and the franchisee is viewed
inferred because the sale of franchises cannot con- as a h1pe of partnership arrangement, it is questiontinue indefinitely. The amount of the franchise fee able whether the investment made by one partner
serves only to measure the past ability of manage- should be counted as revenue by the other partner.
ment to sell franchises. Another point to consider
is that when a revenue transaction occurs, an in- The Concept of Investment
dependent basis for measurement is presumed to be
In some cases, the courts have reasoned that a
provided. Th e basis is ordinarily the price agreed franchise agreement is an investment contract which
upon by two unrelated parties in the transaction. is, by definition, a security.10 In a leading case deHowever,�in�view�of�the�nature�of�the�franchisor�— fining an investment contract, the court stated:
franchise relationship, and the control that the
franchisor exercises over the franchisee, they can" [A] n investment contract for purposes of the
not be considered unrelated parties.
Securities Act means a contract, transaction or
MacKay attempted to solve this problem by
scheme whereby a person invests his money
recommending that the franchise fee be recognized
in a common enterprise and is led to expect
as revenue at the time "substantial performance"
profits solely from the efforts of the promoter
by the franchisor and franchisee had occurred, usuor a third party, it being immaterial whether
ally at the time the franchise unit becomes operathe shares in the enterprise are evidenced by
tional.' At that time, in accordance with the matchformal certificates or by nominal interest in
ing concept, both the revenue and the expenses are
the physical assets employed in the enterreported.
`
prise.""
Closer analysis of the substantial performance
concept indicates that in most instances the recogThe definition of an investment contract exnition of revenue is merely postponed to a later pressed in this case contains two elements. The
period. Postponement allows a longer period of in- first is the existence of a common enterprise (and
creasing profits to be reported, thus affecting earn- a franchise, by its very nature, is a business venture
ings per share and the market price of the stock. for the mutual profits of the franchisor and franTherefore, these guidelines do not solve the most chisee). The second element is the expectation of
important problems related to the franchise fee or profits solely from the efforts of others. The presthe�franchisor—�franchisee�relationship.,,
ence in the franchisor—�franchisee�relationship�of

The Franchisor — Franchisee Relationship
The relationships which exist between the franchisor and the franchisee will vary. However, existing relationships usually contain the following
common characteristics:

this element has recently been clarified. It has been
argued that the franchisee makes two investments:
(1) he expends time, money, and effort to operate
the franchise as a normal businessman would, and
(2) he pays (or invests) money for the privilege of
being a franchisee.12 The second investment is made
to ga in t h e a d di t io na l profits wh i c h a c c r u e a s a r e -

1. The franchisee invests money (the franchise
fee), and the franchisor contributes his "know how." The franchisor uses the fee to cover his
costs of setting up the franchise unit and making
it operational.
2. When the unit is operational, the franchisor receives a royalty which is generally a percentage
of the gross profits from the franchise outlet.
The franchisee receives the net profits remaining
after covering expenses and the royalties to the
franchisor. Hence, the franchisor and the franchisee both share in the profits of t he u ni t in
accordance with the franchise agreement.
3. The franchisee operates the franchise outlet on a
day - to-day basis, making routine decisions, but
many of the major decisions are made by the
franchisor. The franchisor plays a major and active role in supervising the franchisee.
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sult of being a franchisee. The expected additional
profits to be gained from the affiliation are the sole
reason for the franchisee's investment. That profit
is derived from the continuing effort and reputation
of the franchisor. Once the economic realities of
the franchise situation are recognized, the investment test has been met. "The recognition of the
American Accounting Association, Op. Cil., p. 5.
7 Archibald MacKay, Op. Cie., pp. 66 -67. See also AICPA Committee on Franchise Accounting and Auditing, Accounlinp /o r
Fra nch ise Fee Re v en u e , A I C P A N e w Yo r k N . Y. , 1973 F . 5.
s An o t h e r p r o b le m is recogn izer� �by b o th M a c K a y ( p . � l) a n d th e
A I C P A (p . 1 3 ) . If it appears likely that the franchisor may re-

acquire a substantial number of franchises revenue from the sale
of the franchises should not be recognized. srhus sometimes a We is
revenue, sometimes it is not.
Michael S. Inggrraham " Management Control Potential and Practices of Franchise Systems " Ph.D. Dissertation, University of
California, Los Angeles, 196, p. 45.
1e
Uniform Securities Act, Section 401(I) CCH Blue Sky Law ReDorter V o l . I.
f t SEd ". W .
Co. 328 U.S. 293 (1946).
J. Howeyand
is Lauren O. Buckland
fI. Andrew Owen Jr., " R
lation of
the Franchise as a Security, " journal of Public Law, Vol. 19 XI,
1970, pp. 125 -127.
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two separate investments inherent in a franchise allows but one conclusion: a franchise is a security." 13
While there is much concern for the protection
of investors (franchisees) and attempts have been
made to broaden the coverage of the federal and
state securities laws to include them, some doubt
still exists as to the appropriateness of recognizing
the fee as revenue by the franchisor. If we accept
the concept of investment, the franchise fee cannot
be considered revenue and should be treated as a
form of equity, i.e., contributed capital.
The sale of a franchise appears to be the sale of
a security. We should, therefore, develop accounting
and reporting practices to disclose this relationship.
Since the franchise fee is not revenue but rather an
investment transaction, the fee should be recorded
as an equity or capital item. This will then result in
a more complete explanation of the transaction.
The franchisor and franchisee will be shown to be
corporate partners in the operation and that the
franchisee has invested his funds with the franchisor.
In reporting this information to stockholders, the
franchise fee would be reported as "contributed
capital from franchisees." Those expenses related
to the sale such as site location costs, training, etc.,
would be estimated and accrued at the same time.
These costs would be charged against the capital in
the same manner as costs related to the issuance of
securities. The liability would be shown as a current liability.
For example, Hamburgers, Inc. sells a franchise
for $10,000 and Hamburgers, Inc. expects to pay
related costs of approximately $6,000 in training,
etc. The journal entry to record the sale would be:
Cash (or receivable)
Contributed capital from
franchisees
Estimated franchise cost
payable
18

$10,000

Ibid.
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$4,000
$6,000

In the event the estimate is inaccurate, the difference would be closed to the capital account. The
balance in the "contributed capital from franchisees" account would be included on the balance
sheet as contributed capital in the equity section.
If the franchisor repurchases the franchise with
the intent of operating the unit, then the contributed capital related to the particular unit would
be closed out in the transaction. However, if the
franchisor temporarily holds the franchise with the
intention of reselling it, then any costs of reacquiring it would be considered in the same manner as
treasury stock.

"The sale of a
franchise
appears to be
the sale of a
security."

Conclusion
Treating the franchise fee as a capital contribution provides the following benefits:
Removing franchise fees from the revenue category provides a more realistic income statement.
Both buyers and sellers of stock would have information regarding expectations for the future
of the firm. With improved predictions of future earnings, investors would be able to make
more knowledgeable decisions in regard to franchise stocks.
The franchisee would realize an indirect benefit
since the franchisor will be concerned with two
sources of revenue: (1) royalties, and (2) income from company- operated units. These two
sources of revenue are of the recurring type and
the franchisor will want to cultivate and nourish
them. Whereas the franchisor was previously
interested in the quick income from the sale of a
franchise, he now will want to help the franchisee as much as possible so that the franchise
will make larger profits for both of them. The
franchisor thus contributes to his own position
for the future. He builds a more substantial base
of operations and his franchises presumably will
be more productive and successful.
❑
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JAPANESE
BUSINESS
PRACTICES
A unique feature of Japanese industry is that each employee has a
lifetime job with his company.
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The Far East has been greatly influenced by the
United States since World War Il. That influence
was greatest during the occupation of Japan that
followed the war. However, despite the adoption by
the Japanese of many American customs, nowhere
else in the world is management so controlled by
government. Also, private business must compete
with government ownership of businesses, which
includes telephone and telegraph, a dozen banks,
and two- thirds of the railroads. The government
also shares ownership of the airlines, radio, and
television stations with private investors, and it
monopolizes the salt and tobacco industries.

of tax treaties (or conventions), the agreements are
constructed to eliminate double taxation on income
and to prevent tax evasion. Some income is deemed
exempt while other income is taxed at lower than
normal rates. On April 16, 1954, such a treaty with
Japan relating to income taxes was signed. Several
amendments have been made since and the treaty
was finally ratified by the United States Senate on
February 25, 1973.5 Very briefly some of the main
parts of the Japan Tax Treaty state: (quote)
Business Income — Business income derived by
an enterprise of one country from sources within
the other country will not be taxed by the
latter unless the enterprise is engaged in a trade
or business there through `permanent establishment.' Profits attributed to the `permanent
establishment' are to be allocated to it for tax
purposes as if it were an independent enterprise
dealing on its own.
Dividends and Interest— Effective after January
1, 1966 dividends paid by a corporation of one
country to a resident, corporation, or other entity
of the other country, will have a tax rate of no
more than 15 percent if there is no `permanent
establishment.'
The treaty does not specifically cover the tax
treatment of dividends and interest paid by a
Japanese enterprise in the United States or a
United States enterprise in Japan to a recipient
who is neither Japanese nor a United States
citizen. These are deemed taxable in the country where the source of income originated. " 6

Foreign Investment
Although Japan is interested in foreign capital,
it does not want that capital to dominate its business. The foreign investor is invariably subjected to
a long, drawn -out, screening process. However, the
screening is minimal where the investment is in an
area where Japan is strong or the business is uniquely Japanese.' Foreigners cannot invest in utilities,
transportation, communications, freight and express, banking, fishing, or mining, and real estate
investment is discouraged.z
Japanese law does not specify any limitations on
alien ownership and control, but the ownership of
more than fifty percent of any business enterprise
is just not approved. If the company is a sales or
service firm, however, one hundred percent ownership is occasionally permitted. Not only are the
restrictions adhered to but the Japanese insist that
their citizens control the company's management.
One -half of the board of directors, one -half of the
auditors, and the president of the company must be
Japanese.3 For a foreign investor, the joint venture
is the only form likely to be approved.*
In a joint venture, both parties must abide by the
treaties of their respective governments. In the case

s "A Nati onal Profile—I apan " International Business Series, Ernst
& Ernst, September 197 , P.
Ibid., p. 22.
3 Ibid.
" Ibid., p.23.
5 This treaty takes precedence over the 1966 Foreign Investors Tax
Act and amendments unless the effect is to deny a benefit given
by the Act (Reg 1,894.1, Sec. 894). Federal Taxes, Prentice -Hall,
Inc.,
Englewood
Ibid.,
Englewoo d Cliffs, N.J., 1973, Para. 30401.
42533.
7
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The accounts which are prepared under two sets
of accounting principles, two sets of tax laws, and
in two national currencies would have to be translated and adjusted before any sort of understanding
and analysis could be performed. Even then, certain business customs and reporting methods would
distort the picture.

Source of Capital
More than one -half of the investment is from
lending institutions, approximately one -third is from
retained earnings, and the balance is from various
other sources. A debt to equity ratio of 3:1 or 4:1
is not uncommon . 7
Most of the capital needed to operate Japanese
business comes from the nation's commercial banks,
which in turn look to the Bank of Japan. Interest
rates average nine percent on purchases of plant and
equipment. Supplemental loan facilities include:
the Japan Development Bank; the Japan Export Import Bank; the Housing Loan Corporation; the
Agriculture, Forestry, and Fishing Finance Corporation; and the Small Business Finance Corporations
Labor Relations
A unique feature of Japanese industry is that each
employee has a lifetime job with his company.
Many companies also provide health and pension
plans that are more generous than their government counterparts. Housing is often provided for
the workers at a nominal rental fee or sometimes
even free and many companies operate stores where
employees may buy goods at a discount. In addition,
vacation villas for employees and their families are
sometimes provided and family and transportation
allowances are widespread.0
Commercial Code and Accounting Principles
A look at the Japanese Commercial Code shows
how closely the United States and Japan are in their
accounting thinking. The Japanese Commercial
Code is the basic statute that governs organization
of business enterprises in Japan. The Commercial
Code requires that every business maintain its books
of account and periodically prepare an inventory of
assets and a balance sheet.
Under American influence, a securities exchange
and certified public accounting law was passed in
1948. The law requires that all companies present
prescribed financial statements together with audited
reports prepared by independent CPAs. The system of auditing is comparable to that used in the
United States and accounting principles and practices are also very similar to those in the United
States. Under the Japanese security exchange law
and the related rules, financial statements and supporting schedules are required.1 0
Some of the accounting principles in effect are
as follows: (quote)
Op. Cit., P . 23.
Ibid., V. 24.
Ibid., p. 13.
Committee on International Relations, Professional Accounting in
25 Countries, AICPA, New York, N.Y., 1964, Chap. 23, p. 19.
tt
Ibid., pp. 21 -23.
I

1
0
10
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1. Under the Fixed Asset Revaluation Law of 1950,
all fixed assets had to be revalued. This was accounted for with a credit to a fixed asset revaluation reserve in the capital section and a
debit to an asset account. A six-percent tax was
then levied on the write -up and depreciation
could be figured on the new amount. (This
particular entry is not too relevant today as
passage of time has eliminated the write-up.)
The laws provided for the build -up of stated
capital by transfer of portions of the revaluation
reserve, with or without public offering of new
shares.
2. Amortization requirements include organization
expenses and research and development over five
years, debenture issue and stock issue expense
over three years.
3. A special tax law provides for deducting provisions for losses due to price declines in inventory and marketable securities. This reserve is
placed in the earned surplus section instead of
being an asset valuation account.
4. Intracompany sales and purchases are eliminated
in a consolidated balance sheet; but if it is not
practicable to determine these figures, only the
profit is eliminated.
5. Director's bonuses are treated as appropriation of
surplus.
6. Non - operating income and expense are separated
from operating results as in the United States.
Unusual bad debts are considered a non - operating
expense. Special discounts from early payment,
etc., on sales and purchases are considered non operating expense; but trade and cash discounts
are offset against sales and purchases.
7. Financial accounting, for the most part, follows
the rules laid down in the tax law regulations,
so very seldom is there any difference in the book
and taxable income. Under the revised Commercial Code, income tax is now considered an
expense in the period the income is earned.
Prior to that, income tax was considered an appropriation of earnings.
8. A provision for retirement allowance is set up
as a liability. Undoubtedly this is related to the
extreme paternalism of Japanese companies. For
tax purposes a company can only deduct 50 percent of the total liability computed on what is
called the voluntary basis. Many companies accrue liability only on this tax - deductible portion
although the liability on an involuntary basis
may be considerably more. Under the reporting
standards of Japan, this does not require a qualification of the CPA opinion.
9. The Commercial Code provides that a company
must transfer an amount equal to at least ten
percent of dividends paid to a legal reserve until
the reserve is at least 25 percent of the stated
capital of the company. This is called a `profit
reserve.' Other capital surplus items include:
premium on stock, credits arising from amalgamation and mergers and credits arising from reduction of capital." 1 1
Continued on page 56

" A look at the

Japanese
Commercial
Code shows
how closely
the United
States and
Japan are in
their
accounting
thinking."
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documented as possible so that future evaluations can be made in
terms of the original considerations.
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When one considers why production costs are different from those originally estimated, several factors
become apparent. First, those products which take
only a matter of a few days or weeks to progress
from inception to production are not the ones with
which we are concerned. They will normally have
actual production costs close to those predicted by
the estimate. Usually, these types of products are
technically unsophisticated and are produced utilizing simple manufacturing processes or techniques
currently in use by the firm. Because of the short
time span involved, estimators do not have to include factors for inflationary trends in the economy,
and due to the simplicity of the product most elements of material and labor cost are accurately
known.
Major new products, on the other hand, reflecting
sophisticated technology and utilizing advanced
state -of- the -art engineering and design frequently
require many months or years to arrive at the production stage. After the initial design has been conceived there are often several cycles of testing and
redesign before the final product is ready to go into
production. Estimators in these instances are confronted with the problem of forecasting future conditions as they will relate to the costs of manufacturing and production. They will be concerned with
availability of materials, utilization of different
suppliers, the impact of future union labor agreements, changes in machinery and equipment, the
volume of product to be made, and the levels of
indirect manufacturing costs.
There is also the situation where changes are
made to the new product after the production estimate has been made. The changes may be due to
shifts in conditions of the marketplace, to engineering design changes, to modifications made in the
product due to manufacturing constraints, or to
comply with government regulations enacted during the development phase. In multi - product companies further complications arise when other prod-

ucts are added or deleted. The fixed costs not
eliminated when a product line is dropped must be
borne by the remaining products. Utilization of
common manufacturing facilities will drop but
there probably will be no proportional reduction in
the manufacturing head count.
Consideration must also be given to the human
element. In attempting to influence the decisions
of top management regarding a particular new
product, there can be a temptation on behalf of
lower echelons of managers to try to influence the
estimating process to favor their own area of operations. In contrast, there are those estimators who
would "pad" an estimate "just to be on the safe
side" and managers knowing this may put on the
pressure to effect a reduction.
In the production phase errors or poor practices
in purchasing and manufacturing as well as poor
shop management and supervisory techniques can
drive up the cost of a product. Labor unrest as
manifested in work slow - downs, excessive absenteeism, carelessness, abnormal turn -over, work stoppages, and malicious destruction of production parts
and facilities also affect the cost of the new product.
Essentially, therefore, the development of a major
new product or service involves basic managerial
functions. How well these functions are carried
out will have an impact on the degree of success or
failure of the product or service, and hence the
organization.
Organizing, Staffing, and Directing
The functions of organizing, staffing, and directing have varying roles from passive to active
depending upon the magnitude of the development
involved. If the development involves a major new
product there will probably be changes in the
organizational structure to accommodate the huge
effort required. These changes may involve the
creation of a special engineering group to design,
fabricate, and test initial models. It would be assigned the specific goal of attaining a workable
design, suitable for production. The act of creating
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the new group is the organization function. It is
followed by the staffing function which is a matter
of choosing the engineers and technicians most
suitable for the tasks to be accomplished. Sometimes, this means reassigning people with special
knowledge and skills from other areas. Heading the
group and directing its activities will be a senior
engineer who is most familiar with the technical
concepts involved.
Prior to the release of a new design to production,
a production group will review the test model for
possible changes in order that the new product can
be manufactured with as little difficulty and expense as possible. Their review is performed in cooperation with the engineering department so that
functionally the new product will exhibit the desired technical characteristics. At this time, cost
estimates are reviewed again so that the best producible design is made at a minimum cost.
Initial Planning
Initial planning cannot be considered as a separate function from managerial responsibility for
profit planning and organization. Therefore, the
first considerations given to any major new product
will be a review for product marketability, sales
potential, and product line compatibility.
In reviewing marketability, we must obtain a
description of the product that is as detailed as
possible. We must ask, "Will this new product provide better functional characteristics than current
products ?" "Will it enhance a present market position?" "Will it serve a market area not now penetrated?"
In reviewing sales potential, we must obtain a
forecast of annual bookings and shipments for a
number of years. We must determine the recommended pricing -given the competitive situation.
And in reviewing product line compatibility, we
must take into consideration any change in sales
volume of current products due to the impact of
the new product, the requirements for possible
changes to the sales force, and any changes in distribution channels.
Another consideration in the initial planning for
a major new product is the financial review. It is
concerned with:
1. Engineering costs
2. Facilities and tooling requirement costs
3. Estimates of production costs
4. Inventory carrying costs
5. Investment and profitability analysis
6. Obsolescence costs of current products
7. Sources of funds
The Information System
Each review of the new product should be as
completely documented as possible so that future
evaluations of the product can be made in terms
of the original considerations. To accomplish this,
a product decision file should be maintained. In
this file are kept all of the decisions affecting the
product. One of the first documents to be included
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would contain the decisions of the original planning
group. A second document would be the original
development and production plan as well as information about market conditions. Periodic development and production reports would also be included as the product progresses in its life cycle.
In the early stages of development, there are few
discernible facts about the new product, and the
only facts available are those about existing competing products. In the final stages of development,
facts relating to the physical appearance and performance will become available. Finally, when the
product is in production, facts that are the consequences of the ability to manufacture the product
can be obtained. At that time, facts about the
marketplace including competitors' tactics in countering the new product will be revealed.
The information that must be obtained depends
upon the nature of the product. However, the following list depicts the type of information that is
normally required for most new products:

"The
information
that must be
obtained
depends upon
the nature of
the product."

INPUTS
Top management
1. Profitability goals- general
Business economics department
1. Annual structured profit plan
2. Monthly variance report
3. Governmental regulations
4. Economics of inflation-impact on costs
Strategic planning group
1. Profitability goals- specific to the new product
2. Cost targets
3. Product reviews
Engineering department
1. Progress reports
2. Revised cost estimates
3. Hardware descriptions - including changes
Sales /marketing department
1. Price levels
2. Estimated sales volumes
3. Competing products
4. Competitive pricing policies
5. Product descriptions
Production department
1. The production plan
2. Tooling and facilities cost estimates
3. Standard cost estimates for production
General accounting
1. Production costs
a. Materials
b. Direct labor hours
c. Direct labor dollars
2. Variable overhead costs
3. Fixed overhead costs
4. Rates for direct labor and overhead
5. General and administrative costs
6. Shipment volumes of production units
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„...

this

system
emphasizes
thorough
documentation, feedback,
and control.”

OUTPUTS

Development phase
1. Revised cost estimates versus original estimates
including variance analysis
2. Developmental progress
3. Estimated profitability reports prepared whenever substantial changes occur in market conditions or cost estimates
Production phase
1. Monthlv variance report against the structured
plan
2. Profitability analysis of specific quotations taking
into account premiums or concessions in price,
agent's fees and commissions, and production
cost structure
3. Special analyses for major changes to the product
4. Profitability summaries of the total product pro gram showing its contribution over time
Information resulting from profitability and cost
studies must be segregated into fixed and variable
cost categories to facilitate evaluation of:
1. Marginal contribution
2. Direct- costing techniques for responsibility reporting
3. Break -even analyses
4. Incremental profit considerations
5. Impact of deletion and addition of product lines
6. Product line comparisons
In the event that substantial deviations from an
established plan should occur, the manager whose
activity exhibits such deviation would be consulted
in order to determine the cause of the problem.
This is done in order to: (1) check for errors in
the data, (2) not to surprise or embarrass the involved manager, and (3) determine a logical explanation. Often, substantial deviations from a given
plan or prior cost estimates are a matter of intentional deviation — something doesn't work and
a revised design is necessary. However, if com-

munications with the manager were not maintained, the initial reaction to this situation would
be one of assuming a mistake or that poor performance had occurred.

Control
Control implies the obligation to keep an activity going in an approved direction and with an
acceptable level of achievement. This is a multi phased activity. First, the approved direction is the
plan —what we desire to happen. Second, the operations set forth to achieve this plan. Third, a review
to see what has happened. If the plan is being
achieved as required, no change in operations is
required. If the plan is not being achieved, then an
investigation into the reasons for being off the plan
is made and remedies proposed. A feedback to the
planning cycle is provided in order to incorporate
solutions into future plans.
Unfortunately, many managers look upon con trot as a confining straitjacket or an instrument of
coercion or force. This happens because rigid systems have been set up to assure the desired result.
At other times, the budget has been used as a whip
to control the manager. The elements of control are
not considered, and obtaining the desired results is
only a matter of enforcing the system. Motivating
the employee under such an environment becomes
an impossible task since lie spends most of his time
protecting himself.

Conclusion
This article has examined new product development in terms of a managerial process and its related
information system. The basic premise of this management system is that good communications and
sound judgment will add the necessary dimension of
flexibility to the reported data. Thus, in order to
avoid misleading or erroneous conclusions. which
are almost inevitable from reported data typical of
most internal accounting reports, this system empliasizes thorough documentation, feedback, and
control.

JAPANESE BUSINESS PRACTICES
Continued from page 53
Conclusion
In the foregoing, only the surface has been
touched in indicating the accounting problems
which would be encountered in the development
and analvsis of statements involving a Japanese
concern. The high debt to equity ratio prevalent in
Japan would be considered a disaster in the United
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States, and the related ratios in a statement analysis
would be completely useless. Also, several items
which show up in operating cost on United States
statements are buried in various capital surplus accounts in Japan. And, because of the extreme
paternalism in a Japanese company, the provision
for retirement allowance could be a very material
factor for analysis, and indications are that part of
this liability might not even be recorded in the
books.

MANAGEMENT ACCOUNTING /JULY 1974

LETTERS
Continued from page 11
establishing measurement guidelines for materiality decisions
by both practicing accountants and academicians. A major
effort by the FASB would be welcomed for it would speed up
the timetable for an acceptable working solution.
David A. Drinkwater
Mass. Route 128 Chapter
Babson Park, Mass.

Implementation of Reporting Changes
In commenting on the excellent article, "New Directions in
Financial Reporting," by Floyd A. Beams, in the February
1974 Issue Of MANAGEMENT ACCOUNTING, may I suggest one
area of possible -disagreement between the author and myself.
His section, "Implementation of Reporting Changes," indicates that implementation should be near the end of the
decision to change a process. I believe implementation should
be afforded a place much earlier in the decision process. My
reasons include these two:
1. An important measure of a new or revised rule, principle,
standard, regulation, etc., is whether it will work —will it
result in an answer or improvement to the issue or problem
which initiated the suggested change or revision? Unless
implementation is considered early on, a great deal of
valuable effort may be allocated to a proposal which will not
do the job regardless of the time and cost involved.
2. Success in gaining wide acceptance of the type of changes
listed above is often proportionate to one's ability to, what
I call, "package" the finished product. To overcome the
opposition to change he so accurately described, one should
present a method of implementation that is an integral
part of the proposed change; a method which was considered
concurrent with the "tests of conceptual classification and
feasibility."
All change presents or appears to present difficulties to those
using existing practices. A higher ranking for implementation
will, in my opinion, not only increase the success ratio of
changes but also increase the speed at which changes are
adopted. It may also attract more people into the process of
suggesting changes.
Ray J. Groves
Ernst & Ernst
Cleveland, Ohio

Please convey my thanks to Ray J. Groves for his comments
relating to my article, "New Directions in Financial Reporting." The idea of our possible disagreement is a particularly
interesting one for me and an area about which I sometimes
have mixed feelings.
I know that many accountants share his view that implementation considerations should be given a relatively high
priority in the decision to change process and I too agree with
this view to the extent that the decision to change process is
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confined to the finished product —a rule, principle, standard,
regulation, etc. Perhaps our main differences lie in the fact
that I have an extremely broad view of the decision to change
process —a view which encompasses concept formulation and
experimentation.
In response to his first reason for considering implementation at an early stage to avoid wasted effort, I admit that a lot
of time and money have been expended on projects with little
in the way of potential impact on accounting practice. But
isn't it possible that even more resources would have been
expended and possibly wasted in identifying and developing
implementation schemes? Couldn't the accounting profession
have saved the resources expended on ARS No. 10 by first
rejecting the null concept of goodwill as unacceptable? My
point is that there is no good approach for implementing a
poor measurement or for disclosing misleading information, but
that there are an infinite number of approaches (some good,
but most bad) for implementing well conceived measurements
and useful information.
I continue to be optimistic that accounting can find good
approaches for disclosing new kinds of measurements and new
types of information once the need for such information is
established. I also believe that we are in substantial agreement
as to the need to give high priority to implementation considerations at the FASB or CASB level.
Floyd A. Beams
Professor of Accounting
Virginia Polytechnic Inst.
and State University
Blacksburg, Va.

President Sets Organization Norms
In the article, "Tile Shadow Organization," by Robert F.
Allen, Colin Park, and Saul Pilnick, January 1974, the authors
state "... that we have no choice as to whether or not norms
will exist in the organization, but we do have a choice as to
what norms will exist." This is not always the case. In most
firms it is the president who sets both the behavior mode and
the organization's norms. It usually takes only a short period
of time before a new executive learns what is expected of him.
In one firm, all executives wear sweaters because the president
believes in informality. One does not have to wear a sweater
in this firm, but for most people it is easier to conform than
be a maverick. If the firm is profitable and the president's demands are reasonable, it makes for a sound organization. Employees who do not agree with the president's philosophy soon
leave.
Such is not the case when the firm is not too profitable and
the Company's demands are considered unreasonable. In this
situation there can very well be a shadow organization. Employees will tend to form their own policies and procedures in
the firm belief that their own methods will make the company
more successful.
Some people will never be happy unless they can help shape
the organization of which they are a part. For those people,
it is important that they recognize the make -up of top management to determine if the opportunity actually is available for
them to determine what norms will exist.
Norman S. Mayberg
East Jersey Chapter
Fords, N.J.
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Harley H. Hinrichs and Graeme M. Taylor
Goodyear Publishing Co. Inc., 15115 Sunset Blvd., Pacific
Palisades, Calif. 90272, 1972, 152 pp., paperbound, $3.95.
This book complements the earlier case book on Program
Budgeting and Benefit -Cost Analysis Cases by simplifying and
summarizing the core of the new generation of systematic
analysis. It presents actual case studies of analysis, both of problems and of solutions.
1972 ACCOUNTANTS' INDEX

Center for International Education and Research in Accounting,
University of Illinois, 320 Commerce West, Urbana, Ill. 61801,
1973, 194 pp., paperbound, $3.00.

Twenty -first Supplement
American Institute of Certified Public Accountants, 666 Fifth
Avenue, New York, N. Y. 10019, 1973, 1,061 pp., clothbound,
$30.00.

This volume contains the proceedings of a conference on accounting research held at the University of Illinois in 1971. The
conference- was organized around the following areas of research: a priori models, managerial accounting, behavioral research and empirical research.

A comprehensive guide to books, pamphlets, articles and government documents on accounting, auditing, taxation, finance,
management and related business and professional subjects.
Indexing is by author, subject and title. It provides a most useful reference source.

ACCOUNTING AND MANAGEMENT ACTION

TOPICAL GUIDE TO ACCOUNTING READINGS

Jack Gray and Kenneth S. Johnston
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N.Y. 10020, 1973, 574 pp., clothbound, $11.95.

Peter H. Knutson, Editor

A book written to assist students in understanding the relevance
of accounting data to management decisions. Primary concentration is on planning and reporting for management control.
ACCOUNTING PRINCIPLES
Eleventh Edition
C. Rollin Niswonger and Philip E. Fess

Haskins & Sells, 1114 Avenue of the Americas, New York,
N. Y. 10036,1973,124 pp., paperbound, no charge.
This bibliographic guide is intended for the working and
teaching professional or graduate student. The books, articles,
committee reports and research studies cover four major areas:
accounting background and theory, financial accounting, managerial accounting, and professional accounting.
ACCOUNTING FOR RESEARCH AND DEVELOPMENT
EXPENDITURES

South - Western Publishing Co., 5101 Madison Rd., Cincinnati, An Accounting Research Study
Ohio 45227, 1973, 868 pp., clothbound, $10.95.
Oscar S. GelIein and Maurice S. Newman
While the procedural aspects of accounting are minimized in
this edition, a sufficient number are retained to illuminate the
principles and additional emphasis has been placed on applications. Also, new sections have been added on responsibility accounting and managerial uses of quantitative techniques.
READINGS IN COST ACCOUNTING, BUDGETING,
& CONTROL
Fourth Edition
William E. Thomas
South - Western Publishing Co., 5101 Madison Rd., Cincinnati, Ohio 45227, 1973, 515 pp., paperbound, $7.40.
These readings provide a survey of control systems and branch
out into the areas of goal setting, decision - making, modeling and
simulation, and the feedback of data.
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American Institute of Certified Public Accountants, 666 Fifth
Ave., New York, N. Y. 10019, 1973, 117 pp., paperbound,
$4.00.
This study provides answers to _four basic questions: What
activities should be described as research and development in
financial statements? Should a portion of research and development costs be deferred? How should deferred costs be amortized? What information pertaining to research and development should be disclosed in financial statements?
REPORT WRITING FOR BUSINESS
Fourth Edition
Raymond V. Lesikar
Richard D. Irwin, Inc., 1818 Ridge Rd., Homewood, Ill. 60430,
1973, 389 pp., clothbound, $9.95.
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A basic guide to report writing, this edition has undergone
some organizational changes as well as updating revisions as
needed. A new chapter on oral reporting has also been added.
CONTINUING EDUCATION AS A NATIONAL
CAPITAL INVESTMENT
Herbert E. Striner
The W. E. Upjohn Institute for Employment Research, 1101
Seventeenth Street, N.W., Washington D.C. 20036, 1972, 118
pp., paperbound, $1.25.
This is a study conducted in Europe in 1971 with funds
provided by the Ford Foundation and The American University. It shows how three nations have taken steps to reconceptualize the role of adult education to meet the problems of economic growth, new products, new technologies and
new distributions of incomes.

within its research programs and the development of procedures
for allocating funds to basic /applied research. The report also
describes a recommended procedure for organizing information
relative to planning and evaluation decisions of government
funded research programs.
INTRODUCTION TO DATA PROCESSING
Second Edition
F. Robert Crawford
Prentice -Hall, Inc., Englewood Cliffs, N. J. 07632, 1973, 523
pp., clothbound, $14.00.
This book is based on the manual prepared by technical writers
of International Business Machines Corporation. Although
illustrations are based on IBM Systems 360/370, the material
is intended to cover the fundamental principles of data processing common to many computer systems.

HANDBOOK OF SUCCESSFUL DATA PROCESSING
APPLICATIONS
Jerome K. Pescow, Jack Horn and Marvin Bachman

APPLIED TIME SERIES ANALYSIS FOR MANAGERIAL
FORECASTING

Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1973, 356 pp.,
clothbound, $24.95.

Holden -Day, Inc., 500 Sansome St., San Francisco, Calif.
94111, 1973, 231 pp., clothbound, $13.95.

This is a "plain English" guide that offers practical advice on
how to get maximum value from your computer. It covers the
form and report formats used in the bread and butter operations
of any type business, large or small. Case histories are included.

This book was developed out of the author's experience with
the business forecasting course for M.B.A. students at the
Graduate School of Business of the University of Chicago.

THE SYSTEMS ANALYSIS WORKBOOK:

DOCUMENTATION STANDARDS MANUAL FOR
COMPUTER SYSTEMS
John P. Robinson and James D. Graviss

A Complete Guide to Project Implementation and Control
Robert D. Carlsen and James A. Lewis
Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1973, 242
pp., clothbound, $21.50.

Association for Systems Management, 24587 Baglev Road,
Cleveland, Ohio 44138, 1973, 98 pp., paperbound, $5.00.
In its 100 pages this manual offers an inexpensive guide to
developing, testing and refining your own standards, even from
scratch. It is based on a working documentation procedure the
authors devised for a medical service in Cincinnati, Ohio.

checklists.

The authors provide case studies of systems analysis techniques
and describe an effective analysis system by providing actual
worksheets, step -by -step guides and instructions, and master

Charles R. Nelson

CURRENT PRACTICE IN PROGRAM BUDGETING
(PPBS)
David Novick
Crane, Russak & Co., Inc., 52 Vanderbilt Ave., New York, N.Y.
10017, 1973, 242 pp., clothbound, $12.50.
The bulk of this book is made up of twenty -one essays prepared
by individuals who have played an active role in some phase
of program budgeting. It updates the literature by providing
illustrations of recent experience in the use of PPBS.

PROJECT SOAP: A SYSTEMS APPROACH TO
BIOMEDICAL RESEARCH PROGRAM MANAGEMENT
A Case Study
U.S. Department of Commerce, National Bureau of Standards,
Washington, D.C. 20234, 1973, 75 pp., paperbound, $0.95.
Reviews the methods and criteria used by the National Institute of Allergy and Infectious Diseases for selecting projects
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MINICOMPUTERS FOR ENGINEERS AND SCIENTISTS
Granino A. Korn
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N.Y. 10020,1973, 303 pp., clothbound, $17.75.
A book designed principally for engineers and scientists to
introduce them to minicomputers and minicomputation, it is
designed to help its readers make intelligent choices of minicomputers, peripherals, and application areas so that they may
realize the full potential of this tool.
INTERNATIONAL TRADE & INVESTMENT
Third Edition
Franklin R. Root
South - Western Publishing Co., 5101 Madison Rd., Cincinnati,
Ohio 45227, 1973, 663 pp., clothbound, $10.95.
Professor Root offers his readers an integrated atreatment of
theory, policy, and enterprise in international trade and investment. This revision contains five new chapters on multinational enterprise and one on exchange control and its effects.
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MULTINATIONAL BUSINESS OPERATIONS
Four Volumes
S. Prakash Sethi and Jagdish N. Sheth
Goodyear Publishing Co. Inc., 15115 Sunset Blvd., Pacific
Palisades, Calif. 90272, 1973, paperbound, each volume: $5.95.
In these books, an attempt is made to bring together a broad
spectrum of material directly pertinent to multinational operations. This material is provided under four subject headings: environmental aspects of operating abroad; long range
planning, organization and management; marketing management; and financial management.
MULTINATIONAL MANAGEMENT
F. T. Haner
Charles E. Merrill Publishing Co., 1300 Alum Creek Dr.,
Columbus, Ohio 43216, 1973, 302 pp., clothbound, $11.95.
The author's purpose is to provide his readers with a greater
understanding of the differences between conducting business
in the U.S. and in other countries, and to illustrate through
textual examples the strategies needed to cope with them.
WORLD BUSINESS SYSTEMS AND ENVIRONMENTS
J. Boddewyn, Holger L. Engberg, John Fayerweather, Peter G.
Franck, Ashok Kapoor and Walter L. Ness, Jr.
Intext Educational Publishers, 257 Park Ave. So., New York,
N. Y. 10010, 1972, 513 pp., clothbound, $13.50.
This work represents a pioneering attempt to present the environmental factors of the business systems in five regions of
major economic interest. A major conceptual framework for
analyzing business systems and their interaction with the environment is used as a base.
GLOBAL CORPORATIONS
The Emerging System of World Economic Power
Richard Eells
Interbook Inc., 545 Eighth Ave., New York, N. Y. 10018,
1972, 242 pp., clothbound, $8.95.
The author devotes some critical attention to the role of the
corporation in its organic political aspects. What does the concept mean in relation to the political structure of the world and
how will two interlocking sovereignties —the managements of
multinational companies and the governments of nation - states
manage to resolve their contradictory objectives.
INTERNATIONAL INTRACORPORATE PRICING
Jeffrey S. Arpan
Praeger Publishers, 111 Fourth Ave., New York, N. Y. 10003,
1972, 126 pp., clothbound, $12.50.
A study of the specific transfer pricing systems of British,
Canadian, French, German, Italian and Scandinavian firms.
Based on research covering 60 corporations with wholly -owned
manufacturing subsidiaries in the United States.
BUSINESS AND ACCOUNTING IN EUROPE
A. T. McLean
Lexington Books, 125 Spring St., Lexington, Mass. 02173,
1973, 288 pp., clothbound, $13.00.
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An attempt to identify and explain various aspects of business
policy, administration, and accounting in the European Economic Community as compared with those in the United
Kingdom. A chapter on consolidation of company accounts in
Europe is included.
CREDIT MANUAL OF COMMERCIAL LAWS, 1974
Robert D. Goodwin, Lester Nelson and George Kohlik, Editors
National Association of Credit Management, 475 Park Ave.
South, New York, N. Y. 10016, 1973, 873 pp., clothbound,
$18.75.
This compendium of laws and rulings dealing with credit and
collections is in its 66th year of publication. Coverage is provided of Federal and State legislation but not of local ordinances.
MARKETING INFORMATION SYSTEMS
Kurt H. Schaflir and H. George Trentin
Amacom, A Division of American Management Association,
135 W. 50 St., New York, N. Y. 10020, 1973, 327 pp., clothbound, $24.00.
This book explains how marketing information systems work
and provides case studies covering both industrial and consumer
markets as well as special applications.
ENGINEERING ECONOMY:
Analysis of Capital Expenditures, Second Edition
Gerald W. Smith
The Iowa State University Press, Press Bldg., Ames, Iowa
50010, 1973, 632 pp., clothbound, $13.95.
This new edition contains expanded material on such topics as
the corporate flow of cash, and the relation of multia1ternative
net present value diagrams to network diagram decisions. The
relevance of of marginal opportunity cost to capital budgeting
is emphasized and a non - computer simulation of capital planning decisions is included.
HOSPITAL ECONOMICS
Sylvester E. Berki
Lexington Books, 125 Spring St., Lexington, Mass. 02173,
1972, 270 pp., clothbound, $13.50.

The author provides a basic understanding of hospital objectives, functions and contributions as a prerequisite to the
formulation of policies to assure that all Americans can best
benefit from the medical services our technology and resources
can provide.
RETURNS TO INVESTMENT IN UNIVERSITY
TRAINING
David A. Dodge
Industrial Relations Centre, Queen's University at Kingston,
Ont., Canada, 1972,167 pp., clothbound, $7.00.
This book is based on the 1966 survey of qualified manpower.
The author estimates earnings models for Canadian chartered
accountants, engineers, and scientists which he uses to estimate
rates of return on investment in higher education for these
professions.
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MAP Committee Issues Statement No. 7
Fixed Asset Accounting: The Allocation of Costs
At its meeting in Dallas on March 22, 1974, the Management
Accounting Practices Committee gave its approval to Statement
on Management Accounting Practices No. 7, "Fixed Asset
Accounting: The Allocation of Costs." Preliminary development of the position paper is attributable to MAP's Subcommittee on Fixed Asset Accounting, headed by MAP Committee
member Donald C. Brabston. This subcommittee's first major
project led to publication of Statement No. 4, "Fixed Asset
Accounting: The Capitalization of Costs."
Other members of the Subcommittee on Fixed Asset Accounting are Warren B. Coburn, G. Kenneth Dye, William C.
Flewellen, Jr., Charles W. Lamden and Clement Schwingle.
The January 1974 issue Of MANAGENIENT ACCOUNTING contained a discussion draft which solicited readership response.
Comments elicited were very helpful in putting together the
final statement.
Statement No. 7 is the first in the series to include a selected
glossary of term definitions. The definitions, which are the
handiwork of Norton Bedford's Subcommittee on Accounting
Terminology, were also approved by the MAP Committee. As
part of its on -going project, the terminology subcommittee will
shortly submit for MAP Committee approval a compilation of
accounting terminology definitions applicable to Statements
1 through 6.
Statement No. 7 focuses on depreciation accounting as it
relates to external corporate financial reporting. A thorough
examination of the major factors underlying the accounting for
depreciable assets is undertaken. The statement gives primary
emphasis to determination of length of asset life and to depreciation methods. Other factors which receive attention are
relevancy of salvage value, treatment of idle and auxiliary assets,
when to commence depreciation charges, and the use of composite or group depreciation methods.
In discussing estimated life, the statement recognizes that
any estimate is a forecast which may be influenced by many

factors not known at the time of the forecast. Stress is laid on
reducing the margin of error by assembling and recognizing
all facts available.
The statement extensively reviews the methods of depreciation most commonly used, such as straight -line, decreasing
charge, unit of production and some found less often in practice— replacement accounting and increasing- charge depreciation. One conclusion reached is that, while other methods are
acceptable, the straight -line method based on time —which is
the most widely used in this country — usually appears best
adapted for corporate reporting purposes because of its simplicity, facility for good industry comparisons, and because it is
reasonably equitable.
With regard to salvage value, the statement points out that
emphasis placed on salvage by Federal income tax regulations
"hardly seems warranted by the facts, except in those areas in
which trade -in or resale is a normal expectation. In most in-

stances, salvage value is so negligible that it may be disregarded."
The statement differentiates between temporary idle equipment and property permanently discontinued and recommends
appropriate accounting treatment.
The paper states that a company's written policy should set
forth clearly the criteria for beginning depreciation charges on
assets purchased or constructed, and discusses conventionally
used practice.
Also reviewed are the group and composite methods treating
multiple assets as one entity, their advantages, pitfalls and
variations in treatment.
For a copy of "Fixed Asset Accounting: The Allocation of
Costs," write to Mr. Louis Bisgav, Manager, MAP Development, National Association of Accountants, 919 Third Avenue,
New York, N. Y. 10022.
One copy of the statement is available free of charge. From
2 -10 copies, the price is 750 each; 11 -50, 50¢ each; 51 -100,
40¢ each; more than 100 copies, 30¢ each.

Index of MAP Committee Responsive Action
The listings which follow represent comments made through
March 31, 1974, by the Management Accounting Practices
Committee to the named organizations regarding proposed
rulings, accounting principles, and other standards exposed for
public comment. They are published at this time as a service
to the Association membership. A copy of any indicated MAP
response will be furnished upon written request to Mr. L.
Bisgay, Manager, MAP Development, at the national office.
Requests need specify only the reference numbers of responses
desired.
Securities & Exchange Commission
Reference
SECA

Date of
Comments
Topic
12/72
Statement to the Securities and
Exchange Commission Regarding
Forecasts.
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SEC -2

2/20/73

Proposed Amendment to Guide
22 of the Guides for Preparation
and Filing of Registration Statements.
Proposed Amendments to Regulation S -X to Provide for Improved
Disclosure of Tax Expense.

SEC -3

2/20/73

SEC-4

2/20/73

Proposed Amendments to Regulation S-X Providing for Disclosure
of Significant Accounting Policies.

SEC -5

6/11/73

Proposed Amendments to Regulation S -X and Related Interpretations and Guidelines Regarding
Disclosure of Compensating Balances and Short -Term Borrowing
Arrangements.
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SEC-6

10/30/73

SEC-7

3/12/74

Effect of Treasury Stock Transactions on Accounting for Business
Combinations.
Proposed Amendments to Rules
14a -3 and 14c -3 Regarding Information to be Given to Security
Holders and Annual Report to be
Furnished Security Holders.

FASB -2
FASB -3

2/22/74
3/15/74

Federal Trade Commission
FTC -1

10/16/73

APB -2

2/18/71

APB -3

4/13/71

APB -4

4/13/71

APB-5

12/16/71

APB-6

2/22/72

APB -7

1/30/73

APB -8

2/20/73

APB -9

2/21/73

Exposure Draft — Reporting the
Sources and Uses of Funds.
Exposure Draft —The Equity
Method of Accounting for Investments in Common Stock.
Exposure Draft — Accounting for
Dispositions of Assets in NonCash Transactions.
Exposure Draft
Accounting
Changes.
Exposure Draft — Accounting for
Investment Tax Credits.
Exposure Draft — Disclosure of
Accounting Policies.
Exposure Draft — Interim Financial Reporting.
Exposure Draft — Reporting the
Effects of Extraordinary Events
and Transactions.
Exposure Draft — Accounting for
Non - Monetary Transactions.

Financial Accounting Standards Board
FASB -1

11/21/73

IRS -1

4/16/73

Proposed Regulations on the Use
of the Full Absorption Method of
Inventory Costing.

Accounting Objectives Study Group
AOSG

4/28/72

Objectives of Financial State ments for External Uses.

Cost Accounting Standards Board*

—

2/16/71

Annual Line of Business Reporting Program.

Internal Revenue Service

Accounting Principles Board (now defunct)
APB -1

Accounting for Research and Development Costs:
Position Paper
Oral Presentation

Proposed Statement — "Disclosure
of Foreign Currency Translation
Information."

CASB -1

8/28/72

CASB -2
CASB -3

12/ 4/72
5/22/73

CASB -4

8/28/73

CASB -5
CASB -6

9/28/73
11/30/73

CASB -7

1/ 9/ 74

Allocation of Home Office Expenses to Segments.
Capitalization of Tangible Assets.
Accounting
for
Unallowable
Costs.
Revisions to Disclosure Statement
Requirements.
Cost Accounting Period.
Accounting for Costs of Compensated Personal Absence.
Use of Standard Costs for Direct
Material and Direct Labor.

* Although comments have been submitted regarding
other CASB projects, the preliminary status of the
CASB issuances preclude publication of MAP Committee reaction until the projects reach a general
circulation stage.
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PRESCRIPTION
FOR CHANGE
In the gadfly tradition of the Roman, Cicero, a modern day critic
challenges his contemporaries in accounting and finance with the
classic peroration: "How long, Cataline, will you abuse our
patience? Oh what times! Oh what standards!"

In speeches and a book Unaccountable Accounting
I have pointed up the manifestations of irresponsibility on the part of such vital sections of our society as: Lawvers, the Courts, Financial Analysts,
the Banking Fraternity, Regulatory Agencies, the
Academic Community, Corporate Managements
(especially Financial Management) and, of course,
the Independent Attesting Auditor, the CPA (who
embraces all of the consequences of the corporate
activity in the certified statements) .
In short, the principal theme of my previous
statements was that we are all responsible in greater
or lesser degree; to adapt Mr. justice Blackmun's
assertions before the American Bar Association last
Summer, we are all responsible for the "glue of
our corporate structure becoming unstruck."
There are no panaceas, no nostrums which will
exorcise the evils which created this serious crisis in
confidence, this gap in credibility. Consistent with
the description of the pluralistic pattern of perversity, my proposals for critical change are addressed to the multiplicity of sectors in our total
society.
The sequence of the following proposals is not
intended to imply any order of priority. Of course,
some of my proposals will be seen to affect our
particular profession more directly than others,
thereby giving us a greater challenge and opportunity for direct involvement than others. But direct
or remote, it is my considered view that unless
there is something of a major moral renaissance in
the totality of our existence we are just not going to
make it as a complex civilization.
A 'Distant Early Warning System'
What then are my proposals for change?
First, I urge that the Securities and Exchange
Commission, the New York Stock Exchange and
other exchanges, the Financial Analysts Federation
and the Institute of Chartered Financial Analysts—
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whether separately or collectively — develop something of a "Distant Early Warning System." By
this I mean that even before the implications or
ramifications of a new accounting concept (or novel
application of a traditional concept) are fully discerned; before the SEC, et al., have seen fit to
condemn or limit that practice, that the DEWS
point out that the development has been discerned
and will be "monitored." The very existence of
such a promulgation should serve to "cool" the
intensity of creative accounting practices.
The groups I have named for the formulation of
this roster of potential Cleverly Rigged Accounting
Ploys (hence "CRAP ") are at the very forefront
of recipients of the output of the accountants' art;
accordingly, they should be capable of the early
recognition of any new phenomenon on the accounting horizon. It may well be that the analysts
may believe themselves to be deprived of a competitive advantage by their being required to share
their discoveries promptly. This is the price any
one of us should be prepared to accept for the sake
of the effectiveness of the free market system.
Then, I would look to these groups —the SEC,
the exchanges, the analysts' federations and institutes—to identify the accounting and law firms
which are inordinately identified with corporate
fiascos and to move to censure such firms, just as
we would censure a drug or food manufacturer
which is found to be producing a deleterious
product. The SEC censure might take the form of
the constraints recently imposed on Touche Ross
or Leventhal, Krekstein, Horwath and Horwath;
the exchanges and analysts might reject (or at least
find unacceptable) submissions carrying the imprimatur of the "accident prone" lawyers or accountants.
Turning to the judicial system, I would urge
that judges continue with their present bent to
broaden and intensify the third party responsibility
of the professions vitally identified with the publicly -owned corporations, again, especially, the legal
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accounting professions. While thus expressing
we are and
approbation for the courts' present tendencies, I
not merely do have serious misgivings in two important rethe clerics of spects.
the derived Judges and the 'Consent Decree'
First, is the rather arcane phenomenon of the
wisdom but "consent decree" whereby a defendant to a serious
also the critics complaint agrees to accept the court's judgment but
without conceding error. This absurd process, at
of the status least as I have observed it, means nothing more than
"...

quo."

a prohibition against the defendant to again commit adultery with the same consenting party, in the
same place, at the same time, and in the same way.
Change any of these variables and the decree is
rendered "inoperative." Pointing up this absurdity
is the ritual in which the press announcement of the
decree is invariably followed by a statement from
the defendant that lie is not conceding anything —
lie just wants to avoid the additional litigation and
expense.
Second, is the tendency on the part of the courts
to treat Executive Suite Crime far less severely than
Street Crime. The cvnic has observed that the latter
gets you into jail, the former into the Social Register.
Moving to the profession of the law, it would, of
course, be presumptuous for someone who is not a
lawyer to point out what the law requires of them
—but which they seem to overlook or to ignore.
In short, they would do better to stop thinking of
themselves as the advocates of management, or that
even the corporation is their client. Instead, they
must recognize that when it comes to publicly owned corporations, or corporations otherwise involved in the public sector, neither the corporation
nor its management is the client— instead, to use
Mr. Justice Brandeis' assertion, "the situation is the
client."
Specifically, as a February, 1973, Notre Dame
Lawyer commentary put it, "when the attornev
learns that management is about to perpetrate a
fraud, lie must make efforts to dissuade management. . . . Failing that, lie has a duty to reveal
the facts to the SEC to prevent fraud from occurring. The attorney - client privilege does not bar
such disclosure...." Nor would the rules of ethics
bar disclosure to shareholders where, "upon a
showing of cause ... they believed that management is acting adversely to their interest."
What all this tells me, a layman insofar as the
law is concerned, is that the attorney for a publicly owned corporation, at least, had better recognize
the overriding responsibilities to the shareholders
and all others to whoiii the corporation professes
a responsibility. And an attorney who accepts a
designation to the board better recognize that he
is potentially in double jeopardy. And if he doesn't
like the intensified heat; then he should follow the
Truman Doctrine and "get out of the kitchen."

Wrestling with the Term Taie
As to Corporate Management, those who are
directly and intimately involved in the structuring
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and implementation of the corporations' transactions and then the writing of their historical narrative, I will rely heavily on the forthright counsel
given by SEC Commissioner A. A. Sommer, Jr.,
when addressing the Cleveland Treasurers Club
some months ago. The Commissioner urged the
financial management of publicly -held companies to
recognize that theirs is a professional responsibility.
Accordingly, he insisted that:
1. The professional responsibility of corporate accountants is even broader than that of the independent auditor. Their responsibility, especially,
is to produce statements which are fair, and
not merely GAAP -fair.
2. While the term "fair" may be amorphous and
abstract, yet we are constrained to live with it
in so many contexts; we cannot abdicate the
responsibility of wrestling with it in this particular area.
3. Financial executives have "an obligation" not
only with respect to the integrity of the financial
statements, but they also must make their responsibility the full program of corporate financial reporting. They must be alert lest the
more meticulously prepared financial statements
are not prostituted by misleading graphs, charts,
or assertions in the textual portions of annual
reports and other documents.

For My Academic Colleagues . . .
For my colleagues in the grooves of academe I
also have some specific counsel. Briefly, remember
that we are not merely the purveyors of the traditional wisdom, but also among the creators or discoverers of the new ways of doing or seeing things.
As such, we are not merely the clerics of the derived
wisdom but also the critics of the status quo. In
this connection, I recommend Professor Robert
Sterling's article in the September 1973 Journal
of Accountancy pointing up the fact that in our
research endeavors we are willing to test and challenge the very underlying assumptions of our disci.
pline; but when we turn to the writing of texts
we stick to the traditional wisdom. VVhy? It helps
sell books which generate more royalties.
Further, we are so flattered and importantly compensated by the "summer internships" with major
firms and the consultative relationships with financial houses that we all too frequently fail to discern
when our standards of independence and integrity
have been severely compromised.
In short, let us recognize potential conflicts of
interest within ourselves as readily and effectively
as we can discern them in others.
In a broader, more far reaching vein, let us be
committed to the complete education of professional persons —in fact, rather than by a platitudinous assertion in our institutions' catalogues.
Let us by precept and example make clear that our
profession is not just a way of doing things —it
is a way of life, involving our total Weltanschauung.
The very definition of "profession" subsumes a
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commitment to service. Probably of greater import,
a professional person must first be a person —with
the values, outlook, commitment, sensitivity and
comprehension presumed for such a total person.
In brief, before we can have a professional person
we must make certain we have a total person. Our
educational objectives must be dedicated to assuring the development of such a total person; this
commitment goes beyond numbers of credits and
speed with which technique can be applied. I am,
of course, calling for a major reappraisal of the
content and thrust of our programs for the total
education of tomorrow's professional accountants.
. . . And Our Professional Organizations
Proceeding to our professional organizations, especially the American Institute of CPAs, I urge,
first, that it become such a professional organization
rather than a trade organization overly protective
of the material interests of its members and the
captive of the few firms representing something of
an oligopolistic force within our midst.
Especially in point, I urge that the Institute
move to the really effective disciplining of those of
our colleagues, whether they be identified with the
one -man or ten - thousand -man firm; and if the latter, whether he be at the base or apex of the pyramid. To this end I urge that the AICPA reread
the arguments advanced by the Wheat Committee
report for the creation of an independent Financial
Accounting Standards Board, and then recognize
how these arguments can be applied even more
compellingly to a corresponding dissociation of the
profession's disciplinary process.
As for the accounting firms, I would move to
reduce their size and scope of activity. To begin
with, I would deprive any firm committed to the
independent attest function of the right to provide
management advisory or consultative services, possibly even tax services, excepting as a direct incident to such attest function. I urge such a prohibition, first, because I firmly believe that such
peripheral services contaminate the essential audit
independence (and insist that all scholarly research
heretofore published would support my view in
this regard); then, too, I believe the giantism which
presently characterizes our profession's firms is inimical to a true professional relationship within the
firm —it is inimical to the esprit required to pass
the wisdom and standards of performance from
generation to generation. A table of organization
will not replace the human interaction between a
master devoted to the totality of his profession and
those who aspire to the long climb to the summit.
What counsel might I give to the Financial Accounting Standards Board, that new, most prestigious group within our profession's ambit? First,
consistent with its power, prestige and resources, I
recommend that it avoid the "gnat- straining" kind
of changes which are being urged on the Board
by its many friends. Instead, I urge that the FASB
move to clarify the broad, pervasive problems which
are plaguing our profession and thereby give to us
a firmer base on which to stand.
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The kind of problem which might be envisaged
as properly coming within the FASB scope is
clarification of the meaning of the auditor's certificate. We are, of course, all intimately familiar
with the ritualistic phraseology about "having examined" and "presented fairly" all in accordance
with GAAP. This ritual, while firmly enshrined in
our texts, has not been authoritatively defined by
our profession and, as a consequence, has been
capable of being interpreted or misinterpreted to
suit almost any preference.
So vital was this question that in its 1965 report, the AICPA Select Committee to study the
APB Opinions pleaded with the Board at the
earliest possible time "to determine the meaning
of the terms of art used in our certificate 'present
fairly in accordance with GAAP.'" The Committee set forth a series of varying alternative interpretations of that phraseology. It asked rhetorically
"What purposes and limitations attach to financial
statements and to the auditor's opinion ?" This
question, the Committee went on, "is of first importance to the public and profession. . . . The
Committee believes that an [official APB] utterance
should be given top priority. It would be the subsoil on which subsequent pronouncements could be
grounded, and understood...." Until the profession has such an official utterance, the Committee
asserted, "there is no point in beginning."

"Absent that
subsoil, is it
any wonder the
profession is in
a quagmire ?"

Finding a Subsoil
Alas, almost a decade has now elapsed and there
has not yet been the "official utterance" which the
Committee asserted would be the "subsoil" for
all subsequent APB pronouncements and without
which "there is no point in beginning." Absent that
subsoil, is it any wonder the profession is in a
quagmire? Absent the defined compass point, is
there any wonder we are drifting all over the turbulent seas? Absent the official pronouncement from
the profession, there is little wonder that the courts,
especially Judge Henry Friendly in his landmark
Continental Vending opinion, provided the definition required for the protection of the total society
—with resultant grief to many of our colleagues
in the profession. Absent such an official utterance,
we have such prominent spokesmen like John
Burton and A. A. Sommer, Jr., providing the answer, consistent with Judge Friendly's views, that
our statements must not only be fair in accordance
with GAAP but they must be independently fair
as we see the fair.
It would appear that with these repeated assertions by responsible viewers of the accounting
scene our profession would have come up with the
"official utterance" urged by the Seidman Select
Committee. Why hasn't it? I can only surmise and
conclude that our colleagues like this "never -never
land," where the public is encouraged to draw its
own inferences (mythical though they might be)
while permitting us, at least initially, to deny any
paternity for the illegitimate statements. While the
profession is thus hoping to perpetrate something
Continued on page 71
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New Products/Services

SHARP lightweight, desktop 8 -digit calculator determines the tax or discount
on an item in one step. Features power
calculation, automatic credit balance,
constant multiplication and division and
overflow error check device.
Circle 6 on inquiry card.

Time Saving Forms Offered

NCR CENTURY 201 multiprogramming computer features a memory access time of
650 nanoseconds, enhanced input /output capacity and a system band width double
that of early model, Century 200. Suitable for bill -of- materials and production control programs for manufacturers and data management programs for all types of
business enterprises.
Circle 4 on inquiry card.

A line of time - saving standard and imprinted forms for internal and external
business communication is offered by
Mattick Business Forms, Inc. Free catalog also features office organizers and
accessories designed to make business
operations more efficient.
Circle 7 on inquiry card.

0
GTE Information Systems' new models
of the IS11511 and IS11514 Shared Processor Systems provide expanded data
entry capabilities. Include increased
record size up to 250 characters; a 480 -

character display; up to 500 stored formats and up to eight format levels.
Circle 5 on inquiry card.
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TOSHIBA's desktop copier, Toshibafax Model BD -32A, has unique bypass feature
which allows copier to reproduce on electrostatic paper, offset masters, gummed
label stock, pre -cut color stock — without removal of the standard medium, roll -fed
paper cut to size automatically.
Circle 8 on inquiry card.
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Merlin 6000 System Helps Control
Inventory Problems
Merlin 6000 system of Grubic Associates is designed to help solve inventory
control problems. System is capable of
storing over 130,000 words and can
handle over 6500 stock items. Up to
eight portable terminals can be used
for information entry and display, allowing originating clerks to enter the data
directly.
Circle 12 on inquiry card.
HEWLETT - PACKARD HP -80 calculator
contains a 200 -year stored calendar and
40 pre - programmed business and financial problem- solving routines. Operates
on either AC or rechargeable batteries.
Circle 14 on inquiry card.

MEMOCORD CRICKET Portable Dictation Input Terminal provides dictation
facilities from any telephone when used
with TDS -100 Touch Dictation Systems.
Weighs only 6 oz.; runs on batteries.

Circle 9on inquiry card.

OLYMPIA Model CP141 electronic printing calculator has capacity of five lines
per second, floating -out or fixed -out
decimal system (0 -8 places), two -color
printout and selective roundoff.

Aimed at the small and medium office
market, a new 1200 copies - per -hour, desktop copier has been introduced by Oce
Industries. As many as 150 ledger cards,
statements, record sheets, correspondence
or other documents of different sizes and
weights can be fed into machine at a
single time. Copies are produced on roll fed paper, trimmed to size and stacked
in the same order as they were started.

Circle 13 on inquiry card.

Circle 15 on inquiry card.

ssao

s

Copier Feeds, Trims, Stacks

RON
CASIO 121 electronic calculator features
multi - purpose memory, automatic calculation and a percentage key. Operates
on both batteries and AC.

Circle 10 on inquiry card.

Computer Printout Form
Uses Color Guide Lines
A new computer printout form which
uses color guide lines to eliminate eye
fatigue in data reading has been introduced by Moore Business Forms, Inc.
Called Speediread, the new form features color bars that serve as a track
for the eye in reading data lines across
the report. Moore has also reduced the
depth of the form to 81/ 2 inches, a feature designed to save paper. Speediread
offers 68 lines when printed 8 lines per
inch.
Circle 11 on inquiry card.
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PHILIPS Business Systems mass storage peripheral (Model P -1401P -141) operates in
conjunction with P -350 Series Office Computer, stores up to 512k bytes of data.
Applications include inventory, accounts receivable, payroll, and accounts payable.

Circle 16 on inquiry card.
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THOMPSON,
MADDEN AND FRAEDRICH GET TOP SCORES
ON 1973 CMA EXAMINATION
Scott G. Thompson, assistant vice president, Citizens & top scorers on the CMA examination have been NAA members.
Southern Equipment Leasing, Inc., Atlanta, Ga., has been A member of the Atlanta Central Chapter, Scott G. Thompawarded the Robert Bever Gold Medal for achieving the highest son, 29, has a distinguished academic career. He graduated cum
grade on the 1973 examination for the Certificate in Manage- laude from Yale University with a B.S. degree in Industrial
Administration, received an MBA with distinction from Harment Accounting.
William S. Madden, assistant controller of' Agrimark and vard Business School, received a Master of Professional AcDiversified Groups, United Brands Co., Boston, was awarded countancy degree and Master of Insurance from Georgia State
the Robert Bever Silver Medal for the next highest grade on the University.
In addition, Mr. Thompson was awarded the Elijah Watt
five -part examination.
Karl E. Fraedrieh, associate professor of accounting, Univer- Sells Certificate of Honorable Mention for his achievement on
sitv of Wisconsin in Whitewater, Wis., was awarded the Robert the November 1971 CPA examination. He is a member of the
American Institute of Banking, Robert Morris Associates and
Beyer Bronze Medal for the third highest score.
At the same time, eleven others were presented Certificates of the Harvard Business School of Atlanta.
A member of the Boston Chapter, William S. Madden, 41,
Distinguished Performance for their achievements on the
examination. The names and chapters, if applicable, of those received a B.S. degree and MBA degree from Northeastern
honored are: Yezdi K. Bhada, Atlanta Central; Robert F. University. He taught economics at that University and worked
Chandler, Omaha; Loudell O. Ellis, Birmingham; William D. with W. R. Grace Co., Cyovac Division, prior to his current,
Freund, Member -at- Large, USA; Gordon D. Pirrong, Western position.
Karl E. Fraedrieh, 34, is a member of the Milwaukee
;Montana; James S. Reece; Thomas A. Rubin; Robert C.
Chapter
of the Association. He holds BBA, MBA and PII.D.
Schoonmaker; Carl T. Thomsen; Jeffrey W. Traenkle, and
degrees, all from the University of Wisconsin- Madison. He is
Roger D. Wollstadt, Peoria.
These accountants were presented awards and certificates at the author of "Inflation and Financial Reporting," which was
the Annual International Conference in Detroit last month. published in the April 1974 issue Of MANAGEMENT ACCOUNTAs noted in the June Issue Of MANAGEMENT ACCOUNTING, Of ING. He also has written study guides for the U.S. Armed Forces
the more than 530 people who sat for the examination, 101 Institute and the Universitv of Wisconsin. He is a member of
passed all five parts. To earn a Certificate in Management Ac- the Wisconsin Society of CPAs and the American Accounting
counting, candidates must not only pass the five -part examina- Assn.
The Robert Beyer Medals for the three top finalists in the
tion but also meet specific educational and related professional
CMA examination are sponsored by the firm of Touche Ross
experience requirements.
According to James Bulloch, director of the Institute of in honor of Robert Bever, a retired managing partner and a past
❑
Management Accounting, this is the first year that all three national president of NAA.
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CERTIFICATE IN
MANAGEMENT
ACCOUNTING
First reports are in: CMA program gets enthusiastic response from industry
and educators. Called long overdue by some, the Certificate
may bring changes in accounting curricula, employment
pr a c tices a n d p r o f e s s i o n a l i m a g e o f m a n a g e m e n t a c c ou n t a nt s .
When Melvin Hernandez applied for a job as an
operations analyst with Dart Industries he had
some tough competition. The nine other applicants
all seemed equally qualified to perform the duties
of the position at the $1- billion a year conglomerate.
But Mr. Hernandez got the job because he had
a little extra "edge." He had completed the examination for the Certificate in Management Accounting given by the Institute of Management Accounting.
If you're not a member of the National Association of Accountants, you may not have heard of
the Certificate in Management Accounting. What
do you have to do to get such a certificate? What
benefits does it provide you?
The Certificate in Management Accounting program is only three years old, but an accounting
scholar without much effort could trace its origin
right back to 1919 when industrial accountants
formed their own association —the National Association of Cost Accountants. This organization was
established with the objective of promulgating the
latest techniques and procedures in industrial accounting.
Cost accounting in the early days was very rudimentary, as many oldtime accountants will tell you.
Often a proprietor only wanted to know what he
had earned at the end of a stated period — usually
a year. Industrial accountants slowly and painstakingly built a new discipline designed, in the beginning, to cut costs and increase profits for the
proprietor.
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As the tools of the cost accountant became more
sophisticated, management discovered that the
accountant once thought of as the "record keeper"
had been transformed into an indispensable member of the team, in effect, a management accountant. His techniques could be used not only in cost
analysis and the figuring of historical costs but in
budgeting, forecasting and financial planning.
As American industry exploded in the first half
of the 20th Century, a whole new discipline grew
up in tandem, designed to measure it, plan its future
growth and make its operations more efficient.
Like Topsv, however, the field had grown without definition, parameters, or an educational buttress. Business schools were grooming accountants
to be Certified Public Accountants — involved with
taxes and the auditing of the public financial reports. Little attention was given to the educational
needs of the "inside" financial man —the management accountant.
Three years ago, in keeping with its original objectives, the National Association of Accountants
decided to establish a program that recognized
management accountants. The organization set out
to identify and structure the accounting knowledge
that a management accountant must have in today's
highly competitive, technological world.
A five -part, rigorous examination was designed to
test the knowledge of candidates applying for the
Certificate in Management Accounting. It covers
economics and business finance; organization and
behavior including ethical considerations; public
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A facsimile of the Robert Beyer Gold
Medal Certificate awarded to the highest
scorer on CMA examination.
reporting standards for auditing and taxes; periodic
reporting for internal and external purposes; decision
analysis and modeling and information systems.
No crib course, requirements for the Certificate specify that applicants have two years of related
professional experience in management accounting.
In addition, holders of the Certificate are required
to maintain their proficiency in the field by completing an average of 30 hours a year of professional
study in each three -year period subsequent to passing the examination.
Mr. Hernandez was one of a group of 61 applicants who took the first examination and passed
all five parts. And that's what impressed Gordon
Sprigg, auditing manager for Dart's western district
headquarters in Los Angeles, who interviewed Mr.
Hernandez.
'Not just a Technician'
As Mr. Sprigg recalls, "I felt that I had before
me someone who was not just a technician but a
young man who wanted to get into other management areas besides pure accounting. We were looking for people with broader interests than just
financial accounting. People with background knowledge in many disciplines. I knew that anyone who
had passed the Institute's exam would be qualified
to handle our operational audits, engineering analyses and product profitability studies."
Then he adds with a smile, "We have no complaints about our investment in Melvin. He has
been promoted."
Mr. Hernandez' story is one example of the impact of the CMA program in its first two years of
operation. Dr. James E. Bulloch, the director of
the Institute of Management Accounting, has seen
many others. For example, he t o l d M A N A G E M E N T
A C C O U N T I N G , "Since the program has been in effect
several review courses have been sponsored by faculty members at universities designed to help appli70

cants pass the requirements." In addition, he noted,
there is evidence that colleges and universities are
making or considering making changes in their
curricula to accommodate those planning to enter
the field of management accounting.
Dr. James B. Edwards, associate professor of
accountancy at the University of South Carolina,
concedes that accounting courses offered by business schools are primarily oriented toward the CPA
and do not provide the depth of knowledge needed
to prepare students sufficiently for the intricacies
of the world of corporate finance.
"Many students," points out Dr. Edwards, "want
to be accountants but they don't want to be CPAs.
They want to be managerial accountants in industry
and the absence of some sort of professional certification bugs them. Th e CMA program opens the
door for such recognition." Dr. Edwards himself
is one of the first group to pass the CMA examination and receive his Certificate.
Students should request the kinds of courses
necessary to meet CMA requirements, he suggests.
"After all, let's not forget that business schools
are also consumer organizations. They should provide the services that students want, just like any
other group that deals with the public. Students
should make the faculty conscious of their desires.
That's what influences school administrations and
that's wh at makes them put out the p roduct."
W hat About Industry?
Dr. Bulloch, who taught accounting at the
Graduate School of Business Administration at the
University of Michigan before taking his position
at the Institute of Management Accounting, suggests that because of the specific identification of
the body of knowledge in management accounting
a number of things have been set in motion. Business schools are paying increasing attention to corporate accounting and some schools are listing the
CMA program in their bulletins. In addition, he
sees an improvement in general attitudes on the
part of management accountants and other accountants toward the discipline. Management accounting is no longer being considered as only an
adjunct to programs leading to the Certified Public
Accounting designation.
One of the "Big 8 " accounting firms, for example, recently sent a memorandum around its
offices recommending the Certificate and knowledge background required to obtain it for CPAs
engaged in management consulting.
What about industry? The single most important
objective of the accountants who formed the Association is to serve industry to the best of their
abilities. If th e CM A program is not useful to
industry then it probably cannot succeed.
The jury is still out on the question. But there
are indications, ripples in corporate accounting
offices throughout this country, that industry has
taken note of the new factor in the accounting
world. No one can speak for the multi- faceted entity
known as industry but here is what some of the
voices are saying.
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Harry Gilbert, president of the Los Angeles office
of the Robert Half employment agency, which
specializes in the accounting field, declares, "For
the most part, the business community in this
country is behind the times in recognizing the
professional competency of management accountants. Great Britain, Canada and Australia, for example, have done so for years. Their counterparts
of our management accountants are the Registered
Industrial Accountant and the Certified General
Accountant who have qualifications similar to our
CMAs." Mr. Gilbert, a CPA himself, explains,
"It's unfair and unrealistic not to give proper recognition to qualified management accountants simply
because they don't come in contact with the public.
I see red every time a company comes to us for an
accountant and insists upon hiring a CPA only
because a CPA is licensed by the state in which
he works."
According to Mr. Gilbert, Dart Industries is one
of the growing number of corporations that is
aware of the significant changes taking place in the
accounting field and the increasing importance of
the management accountant in business.
There are signs that industry is beginning to
recognize the potential value of the program to
the corporation in choosing the people with the
greatest expertise to staff accounting departments.
The General Electric Company encourages its accountants to take the CMA exam. Robert O'Leary,

head of GE's employee education programs, says
two of his people have passed the exam. "The
NAA program," he explains, "should prove valuable for companies that do not have a financial
development program of their own."
The Connecticut General Life Insurance Company of Hartford pays all expenses for its accountants who take the CMA exam. Richard Cave, director of auditing, says, "There's no doubt the
exam is on the graduate level. It's difficult enough
for anyone with an M.B.A. Anyone with just a
B.A. will have to knuckle down and do a lot of
studying to get through it."
Donald Patterson, director of finance and manpower planning for Chrysler Corporation in Detroit,
says that although the CMA program is just really
getting under way his company is looking for CMA
graduates. "The CMA test is formidable. It's not
to be taken lightly," declares Patterson. And he
adds, "This kind of accreditation for management
accountants is something that's been needed for
a long time."
There are other signs pointing toward possible
future trends in corporate accounting recruiting.
Ads have appeared for accounting positions and
one of the qualifications listed by the corporations
was possession of a Certificate in Management
Accounting.
Clearly, the Certificate in Management Accounting is an idea whose time has come.
ID

"The CMA
test is
formidable.
It's not to
be taken
lightly."

PRESCRIPTION FOR CHANGE
Continued from page 65
of a hoax on the outside world, the ultimate hoax
is all too frequently on the perpetrators themselves.
Back to the initial thrust of this recommendation: Let the FASB read and carefully consider
the Select Committee's initial recommendation and
then move to provide the official utterance, the
subsoil, the point of beginning.
If, then, the Board still requires a major project,
let it reflect long and agonizingly over the prevailing confusion regarding what I call the 3 R's in
our underlying theory— Revenue, Realization and
Recognition. Here is a most pervasive problem
embracing a multitude of general and special situations, e. g., contractors, manufacturer - lessors, land
developers, franchisors, real estate operators, extractive industries, motion picture and television
film producers, entities involved in foreign exchange turbulence, life and property insurers, banks
and finance companies.
In brief, what I am here suggesting are themes
worthy of the rather expensive mountain structured
in the bucolic Connecticut countryside. Don't permit the mountain to labor so long and assiduously
just to determine the positions of the chairs in the
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musical chairs game —an indictment recently leveled against the reflective, foresighted economists in
our midst.

To the Ultimate 'I'
Having thus given of my counsel to the SEC,
the stock exchanges, the security analysts and their
organizations, the courts and the bar, to corporate
managements and directors, to our colleagues in
academe and the profession (including our firms
and organizations), I conclude with what I sincerely
believe to be the true and ultimate preachment, to
the same Alpha and Omega to which I appealed
when concluding Unaccountable Accounting, some
time ago.
"In essence I am seeking to impose a `Nuremberg Code' on each of us engaged in our professional pursuit, a code whereby we commit ourselves to implement a standard of fairness, even
though a contrary result could well be subsumed
under GAAP. And we should adhere to the code
in spite of `superior orders' or clients' directives.
This is an awesome burden which I am imposing
on the individual —but it is only through the acceptance of just such a burden that accountants
will have a fair claim to professional recognition."
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The
Knowledge
Areas
These are some of the knowledge areas that help make up the management
accountant's arsenal of abilities. Not all accounting and financial personnel
need all of them, but all need some.
The Courses scheduled for New York and Cincinnati in September
surely include at least one of immediate value to you. If you agree, make
your arrangements now to attend.

NEW YORK

SEPT. 9 -13 / NEW YORK SHERATON HOTEL

Developing and Using Standard Costs (Mon. /Tue.)
Direct Costing and Contribution Accounting (Mon. /Tue.)
Management Accounting for Insurance Companies (Mon./Tue.)
Planning, Programming, Budgeting for
Local Governments and Nonprofit Institutions (Mon./Tue.)
Accounting for Foreign Operations (Mon. /Tue.)
Management Science for Budgeting and Profit Planning (Mon. /Tue.)
Data Processing— Concepts and Information Systems Design (Mon./Tue./W ed.)
Computers and Internal Control (Wed. /Thu.)
Flexible Budgeting and Performance Reporting (Wed. /Thu. /Fri.)
Statistical Sampling for Accountants and Auditors (Wed. /Thu. /Fri.)
Communications and Report Writing (Wed. /Thu. /Fri.)
Operational Auditing (Thu. /Fri.)
Inventory Management and Control (Thu. /Fri.)

National Association of Accountants
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CINCINNATI SEPT. 23 -27 / STOUFFER'S INN
Developing and Using Standard Costs (Mon. /Tue.)
Accounting�Information�for�Pricing�—�Policies�and�Decisions�(Mon.�/Tue.)
Effective Cash Management (Mon. /Tue.)
Costs for Decision Making (Wed. /Thu.)
Flexible Budgeting and Performance Reporting (Wed. /Thu. /Fri.)
Economic Evaluation of Capital Expenditures (Thu. /Fri.)
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REGISTRATION INFORMATION
Division, Plant or Office
Street Address

Company
City

State

To register for any Course listed,
fill out and return the registration
form together with your check to:

Zip Code

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

Firm's Principal Product or Service
Business Phone No.
�

Att: CEP Registrar
(212) 759 -3444 Ext. 261

NAA Member (C hapter)
(Acc ount N o. )

Fees
2 Day Courses $200
3 Day Courses $300

Please register me for the following Courses:
Print or type complete name of each Course

1L '
2

Dates

Location

Fee

$

—

I

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

HARDY ELECTED PRESIDENT
OF McLEOD SOCIETY
Russell W. Hardy has been elected President of
the Stuart Cameron McLeod Society for 1974 -75.
Mr. Hardy has been a member of the NAA staff
since July 1962 and has served as Controller and
Director of Finance and Administration.
At its Annual Meeting in Detroit last month,
the Society also elected five officers to serve one -year
terms, and six governors to serve two -year terms
expiring in June 1976.
Mr. Hardy joined the Association in 1943 and
was subsequently elected president of the Newark
Chapter, 1956 -57, and then national director,
1957 -58. Prior to joining the Association staff, he
was vice president and controller of County Terminal Warehouse Co., in Secaucus, N.J. He also
had been divisional auditor, Hyatt Bearings Div.,
General Motors Corp., Harrison, N.J.
For most of his years on the NAA staff, Mr.
Hardy served as controller. Under a reorganization
implemented in July 1972, he was named Director
of Finance and Administration, a position he held
until early this year when he turned over the office
to his successor, Charles R. Miller. He has been
serving as a consultant to Executive Director William M. Young, Jr., on special projects.
For many years Mr. Hardy served as chief staff
liaison to the Stuart Cameron McLeod Society.
As assistant secretary/treasurer of the Society, he

assisted each year's President in organizing the
meetings of the Society and in keeping the financial
and membership records.
S. Alden Pendleton, Pittsburgh, and Charles D.
Sands, Richmond, were elected vice presidents of
the Society. Lafe P. Fox, Cleveland, and Robert
J. Weafer, Jr., Boston, were elected secretary and
treasurer, respectively.
Charles R. Miller, Director of Finance and
Administration, was named assistant secretary/
treasurer.
The governors elected for a two -year term expiring in June 1976 are Robert W. Arnold, Birmingham; W. Atlee Davis, Jr., Delaware; William
D. Lee, Orange Coast; J. Will Lewis, Salt Lake
City; John J. McClure, Lehigh Valley, and Arthur
S. Taylor, Boston.
Those governors presently serving a term which
will expire in June 1975 are G. William Fahey,
San Francisco; Vincent B. Grande, Knoxville; Gordon A. Johnson, Rochester; John T. Kokos, Indianapolis; Russel S. Meinholz, Reading, and Carl G.
Orne, Oakland.
The Stuart Cameron McLeod Society is an
honorary organization of past national officers and
directors of the National Association of Accountants. The Society, which supports NAA programs
and activities, holds its own meetings annually. ❑

Staff Changes: Three Join NAA Office
Three managers recently joined the NAA staff in
the Socio- Economic and the Chapter Services Departments. Two current staff members have been
shifted in their assignments.
Colin C. Campbell and Michael Sorrentino have
joined the staff as area managers in the Chapter
Services Department.
F. Crampton Frost is a new regional coordinator
in the Socio- Economic Program Department.
Prior to coming to NAA, Mr. Campbell was
business manager of the Hudson River Museum in
Yonkers, N.Y. He has also served as executive
secretary of the Society of Plastic Engineers. A
Certified Association Executive (CAE), he holds a
B.S. degree in business administration, with a major
in accounting, from the University of Tulsa. He
now lives in Weston, Conn., with his wife, Helen.
Michael Sorrentino was employed by the New
York Urban Coalition, Fund Development Department, prior to coming to the staff. He also has
merchandising and sales promotion experience with
a large department store. A graduate of Jersey City
State College with a B.A. degree, he taught remedial reading and English at a junior high school.
He is currently enrolled in the master's program at
Hunter College. He lives in New York City.
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CAMPBELL

FROST

SORRENTINO

Mr. Sorrentino succeeds Stephen H. McCrea
as area manager. Mr. McCrea was named an associate editor of MANAGEMENT ACCOUNTING.

F. Crampton Frost served as consultant and
director of technical and professional activities for
the American Water Works Assn., prior to coming
to the staff. He was assistant secretary of the American Standards Assn., for a number of years.
Mr. Frost has a degree of civil engineer from
Cornell University. He lives in Morris, N.J., with
his wife, Bernice.
He succeeds Herbert P. Tinning as coordinator
in the Socio - Economic Program. Mr. Tinning
was named manager of the program, succeeding
Robert H. Clairmont who left the staff for another
position.
❑
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Chapter/ Member News
Promotions and New Positions
M AR T I N

S M I T H , JR., A k r o n , h a s b e e n

S.

p ro m o t e d to ass istan t corp orate controller
of Ge ne ral Tire & R ub be r

Co.

JAM ES M AN N I N G, B a l t i m o r e , Is n o w
sistant controller,
JAME S A .

Lyon

as-

As so c ia t e s , I n c .

KN OBLE T T , B l u e

Grass

Area,

has be e n n a m e d c h a i r m a n of t h e de p ar t m e n t o f a c c o u n t i n g , C o l l e g e of B u s i n e s s
a n d E c o n o m i c s , U n i v e r s i t y of K e n t u c k y .
RONALD

E.

promoted

WARN KE ,

Boi se ,

has

be e n

t o c o n t r o l l e r of B l u e C r o s s o f

Idaho.
ROBE RT B . PE LLE T I E R, B o s t o n , h a s b e e n
promot ed

to

vice

Ge o rge W m .

pre s ide nt- tre asu re r

Bent ley

of

Co.

of

Waltham

Food Brokers.
EU GE N E J . MAKRAY , B r o o k l y n , h a s b e e n

Mohawk Valley reached its 50th birthday recently and on hand to help
celebrate were, L -r., Executive Director W. M. Young, Jr.; 1973 -74
President Robert Chapman; Terrence Nicholson, chapter president, and
Joseph Jacob, chairman of the event.

ap p o i n t e d

co mp t ro l le r

ST AN LE Y

D E U T SCH,

S.

controller o f M o o g

Two
Emeritus Life Associates
Th e designation of Emeritus Life Associate
is made available to retired members who
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. Those so designated are relieved
from payment of annual dues. T h e intent
of this provision of the By -Laws is to rec ognize th e de bt which the Association owes to
memb ers of long standing.

now

membe rs

TRW

have

Inc.

at

m an age r o f acco u n t i n g, an d K. E. GREE N

H.

HAL L,

Portland- Willa-

succe e ds

me t t e .
A.

S.

HAASE, B a t o n

Rouge ,

past 'pre si -

de nt. SCMS.

him

as

W.

Turbine

BE N N E T T

Components

MGGRAW, C e n t r al

Pennsyl-

va n ia , wa s p r o m o t e d t o p l a n t m a n a g e r o f

Pueblo, past pres ide nt.

N L I n d u s t r i e s . . . . RU SSELL J . ROSSMAN

J O H N A . J E N N E N S , D a yt o n .

w a s p r o m o t e d t o a u d i t m a n a g e r of P e n n

V E R Y L E . K I N Z I G , D a yt o n .

S t at e U ni ve rs i t y.

L.

LANDGREN,

FRANK R .

Worce ster

Area,

OSWALD , C h i c a g o ,

has

past presi dent.

of t h e C h i c a g o H a r d w a r e

WI L LI AM A. LOR E NZ , Mad i so n .

Prod u ct s Gro u p , J o s l yn M fg. an d

DALE

WI LLI AM

Mus ke gon.

J.LY ND , Pittsb u rg h .
RAYM ON D P.M A C K , C i n c i n n a t i .
W I L L I A M T. M C C A B E , D a y t o n ,

HOWARD F. CON N E RS, B oston.
JACOB COOPE RM AN , M iami.
M ART I N

L.C R A N E ,

Sh rev ep o rt .

L. D E P L E R ,

HAROLD

P e o ri a.

E.

MON DE , N e w

Haven,

C H A R L E S D . N A S H , M u s k e go n .

DAVI D FERCUSON ,

HE N R Y E . N Y S T RO M , N or wi ch .

JOHN

E.

Pittsburgh.

FI N N ST ROM , S a c r a m e n t o ,
St u art

Cameron

pas t

presi dent

KE RM I T R . D E RRY , Pe o ria.

president.

elected

president.

O S C A R H . C U R R Y , S o u t h J e r s e y.
JAM ES

THOM AS
past

pas t

McLeod

dent.

S oci e t y.

J. OTIS, Pittsburgh,
SCMS.

the

E.
vice

E. W.

E l e ct r ic a l

Div.,

Supply.

FI RST , C i n c i n n a t i , h a s b e e n
presi dent

Buschman

and

tre asure r

of

Co.

K E N N E T H L . SAUI ., C o l u m b u s , h a s j o i n e d
T u c s o n Gas & E lectric

as vic e pr e s i-

Co.,

de nt - co nt ro ll e r .
GE O RGE

BRACK,

Dayton,

is

now

wi t h

Hom e S av i n gs & Loa n As s n. as c ont ro l l e r.

E D M U N D F . N O R D E N , M u s k e go n .
LAM AR

be e n

p ro m o t e d to d iv i s io n acco u nt i n g m anage r

FE RD B . CHUS E , P e o ri a, p as t pr e s id e n t.

L.C O L L I N S ,

IS

D i v . c o n t r o l l e r w i t h off i c e s i n C l e v e l a n d .
FLOY D M .

M O R R I S B . H E C O x , S R . , C o l o r a d o S p r i n gs -

KN U T E

East Tennessee.

Canton

Is

Bu f f al o ,

Music,

WI LLI AM

E D WARD M . BLAN CHARD ,

P. B O O T H E ,

Ge n-

b e e n p r o m o t e d . ROBE RT

D AV I D KRE LL , N e w Y or k.

HOWARD

Le ff er ts

JAM E S F. HALL, R acine - Ke nosha.

ART HU R K. BE A T ON , Boston.

Philadelphia.

of

eral Hospi tal.

. . . RON ALD L . FI NFROCK h a s b e e n p r o past

pr e s i -

moted

t o s e c r e t a r y- t r e a s u r e r

tion Cont rol

of

Produc-

U n i t s , I n c . . . . SHE R RI LL

CL I F T O N G. F OS T E R, K no xv il le , pa st p re s-

ALBE RT M . PANARI ELLO, B r o o k l y n .

ide nt .

WALT E R E . SCHE L. LI N G, Ro ckford.

of t h e D a y t o n o f f i c e o f H a s k i n s & S e l l s . . . . HAROLD

A R T H U R F . S E A G E R , W h e e l i n g.

E . SLUSSER h a s j o i n e d N e l s o n T r e e S e r -

T H OM AS H . T H OR N S , Al ba ny.

vi ce , I nc . , a s co n tr ol l e r .

LAWREN CE

T. FOX,D a y t o n .

M E L V I N D . GARD N E R, S o u t h e r n

Maine,

pas t p res ide nt.

C. T. G A S K I N ,

A.

l l ]o wa , p a st p r e s id e nt .

RA Y M O N D A . G E RB R I C K , Y or k .
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M. V A N C E , N e w Y o r k .
W I L L I A M C. W I T L E R , B a l t i m o r e .
M. E. YOU N G, P o r t l a n d - W i l l a m e t t e .

HU DSON w a s n a m e d p a r t n e r

VITO
be e n

A.

CARD ACE,

appointed

Essex

County,

fin an cia l. vice

has

pre sident

of J a m e s w a y C o r p .
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Two Kalamazoo members have been
named at Durametallic Corp. ROBERT L.
THOMPSON was promoted to financial
vice president and CLARK D. HURLSERT,
treasurer. . . . LAURIE E. BERGERSON Is
vice president of manufacturing at RotoFinish Co., in addition to treasurer... .
RONALD L. CARPENTER has been promoted to controller, Kalamazoo Gazette.
... GERALD J.CHRISTENSEN is now controller of Lear Siegler, Inc.... JOHN G.
GILLEN was named treasurer of Tranter
Mfg.

president of finance for United Banks.
. . . LARRY L. WALKER has been promoted to controller, Rav -O -Vac Division,
ESB, Inc.
ROBERT L. SMITTEN, Minneapolis North
Star, has been elected a director of La
Maur, Inc. A current NAA national director, he is a vice president, treasurer
and chief financial officer of the firm.

president and controller of the Flintkote
Company.

WILLIAM A. GROSS, Morristown, was
elected senior vice president, Beneficial
Corp.

VIRGIL L. AvANs, Knoxville, has been
promoted to assistant vice president at
Valley Fidelity.

ROBERT L. TURGEAU, New Orleans, has
joined Moore Steel, Inc., as controller.

GREGORY C. DILLETT, North Penn, is
now comptroller and general auditor with
Philadelphia National Corp.... DONALD
F. GORCZYNSKI has been named controller for Isolette, a Narco Medical Co.

WILLIAM G. BURDICK, Lima, recently
was promoted to assistant treasurer, the
City Loan & Savings Co. He is also assistant controller.
CYRIL L. KINCAID, Lynchburg, is now
treasurer of Craddock -Terry Shoe Corp.
He is also comptroller.
LEONARD H. PEDERSEN, Madison, has
been promoted to director of Long Range
Planning and Acquisitions, Oscar Mayer
& CO....SAL A. TROIA was elected vice

L. EDWARD OSBORNE, JR., North Central
Ohio, has been appointed manager of the
cost accounting department of the Truck
Equipment Div., Peabody Galion Corp.

EDWARD C. RANDALL, New Haven, has
been promoted to controller at Raybestos
Div., Rabestos Manhattan International.
. . . WILLIAM C. SMITH has been promoted to director of budgets, International Silver Co.
WALTER M. GOLDMAN, New York, has
been appointed corporate controller of
Nic Leasing, Inc., & Lyons Transport,
Inc. . . . SAMUEL PARKER has been appointed controller of the National Bureau
of Economic Research, Inc. . . . A.
RICHARD PERRY has been elected vice

The worst part
of being successful...
keeping track of what you have!

Do you tend to get derailed at inventory- taking time? If
too much volume has slowed you down, call on the
W.I.S. experts! Our inventory
taker s ar e tr aine d to use the
most modern techniques and
equipment, and, before you know
it, the job will be done. You can
count on it! So— forget about the
worst part of being successful,
and e njoy the best pa rt! Call
Ho wa r d Ma d d e n in o u r Sa n
Diego office for further details —
(714) 461 -8111.

WASHINGTON

General Offices:

INVENTORY SERVICE
SINCE 1953

1150 El Cajon Blvd.

San Diego, Calif.
(114) 461.8111

Officeslocatedin:ATLANTA, CHICAGO,DALLAS,DENVER, DETROIT, HAYWARD, HOUSTON,
KANSASCITY,LOSANGELES(4), PHOENIX,PORTLAND, SACRAMENTO, ST. LOUIS, SANTA
CLARA,SAN DIEGO,SPOKANE,SEATTLE,ANDWASHINGTON,D.C.

Circle 17 on inquiry card.
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WILLIAM A. WAGNER, Northern Wisconsin, has been appointed office manager with Rockwell International.

SMITTEN
Minn. -North Star

PERRY
New York

J. CHARLES STRACUZZI, Norwich, is regional comptroller with the Ethan Allen
Furniture Co.
RONALD I. NELSON, Omaha, has been
elected vice president- treasurer, Sunderland Brothers Co.... BEN W. STANISLAV
was promoted to vice president and manager, tax department, Trust Division of
the U.S. National Bank of Omaha.
RAYMOND T. ALEY, JR., Pittsburgh, is
now controller of the Keystone Division
Of Dravo Corp.... LEMUEL A. PHILLIPS
has been elected controller of the Quaker
State Oil Refining Corp.
WILLIAM WESTMAN, Raritan Valley, recently was promoted to group controller
at BASF - Wyandotte Corp.
PAUL L. BRUNSWICK, Rochester, has been
appointed controller and accounting division manager of Voplex Corp. . . .
THOMASJ.OLDFIELD has been appointed
assistant tax manager of Gannett Co....
JOHN A. RITZENTHALER, national vice
president of NAA, has been named treasurer of the Roman Catholic Diocese of
Rochester.
THOMAS DELANEY, St. Louis, has joined
Edward K. Love Mortgage Co., as vice
president— finance and administration.
HOWARD W. DICKE, Sioux City past
president, is now controller of the Noran
Electronics Co.
JOHN C. McEvoy, Southeast Los Angeles
County, was named president of Yale Industrial Trucks of Southern California.
JOHN F. WELLS, Tucson, was elected vice
MANAGEMENT ACCOUNTING /JULY 1974

president and assistant manager of the
Tucson main office, Southern Arizona
Bank.
C. CESCA, Waterbury, has been
appointed vice president of sales and assistant treasurer, Hotchkiss Brothers Co.
LUCIAN

LE I LY N M. Cox, 70, Northern Wisconsin, 1944. ELA.
C . L . CR A FT , 59, Greater Topeka, 1969.
C L I F F O R D L . D AWSON , 36, Baton Rouge,
1972.
C A R L O A . DIS A BELLA , 5 6

, Reading, 1958.

RO B E R T K . F OW L E R , 5 8 , Lansing - Jackson,

1963.
J. Fox, 49, Hartford, past national vice president, 1953. Stuart Cameron McLeod Society.
WILLIAM

_:O�

ALBER T

A.

RITZ E N TH A L E R
Ro c he s te r

SC HULEY,

JR .,

YOUn gs t0W I1,

, Chicago, 1928.

San Francisco,

64, Southern Maine, 1954.
79, Akron, 1947. ELA.
E M M E T E. MOODY, 68, Los Angeles,
1945. ELA.

S . C . MI LE S,

FR AN K J . M I L L E R ,

HARRY J.

P IC O U, JR ., 4 2

, Baton Rouge,

1973.
W. RUESCH, 42, Chicago,

C A R L F . RU LL M A N , 6 7 ,

A R TH U R S . G O O D M A N , 7 8

HOMER

P . SELL, 6 8

Baltimore, 1944.

, Northern Wiscon-

sin, 1945. ELA.

ELA.
M. HovEN, 59, Lake Superior,

Author

FLA.

Satinder K. Mullick, Elmira Area, is the
co- author of a book, An Executive's
Guide to Forecasting, just published by
John Wiley & Sons. Mr. Mullick, manager of economics and operations research
in the corporate plans division of Corning Glass Works, won a Lvbrand Medal

55, Madison, 1960. ELA.
D. H. KINARD, 48, Western Carolinas,
1968.
R A L P H O. LAU, 77, Harrisburg Area,
1931. ELA.
E. E. LEVESKE, 63, Boston, 1948.

ACCOUNTING. Th e other authors of the

60,

1943.

R A YM ON D

1954,

i n M AN A G E M E N T

ME YE R,

1973.

1968.
63, Long Island - Nassau,

was named chief accountant at Casings,
Inc., a newly created position.

published

E ST E LLE

HE N R Y J . FR EUD,

EINAR

for an article

1949. ELA.

J O H N W . FRE E M AN , 3 7 , D e t r o i t ,

1944.
P H IL L IP S
Pitts burgh

W. T. MCCAY, 64, Baton Rouge, 1950.
RA LP H G . M C C L A T C H E Y , 7 0 , Pittsburgh,

R O B E R T A . HUSSEY,

79, Richmond, 1937.

R . C . KIEFFER ,

JAM ES P . M ARKE R,

74, New York, 1944.

ELA.

PAUL H. SHAW, 87, Boston, 1920. ELA.
CHE ST E R C . S M I T H , 8 7 , B o s t o n , 1944.
ELA.
RU D O LPH
F.
T AI CH M A N ,
5 7 , Baton
Rouge, 1965.
Lours P. TORRESANI, 59, Northeast Suburban Philadelphia, 1967.
C. M . W A T E R B U R Y , 73, Philadelphia,
1948. ELA.
G. F . W E RN E ,
GERALD

E.

55, Memphis, 1952.
7 1 , Muskegon,

W H E A TO N ,

1946. ELA.

new book are John C. Chambers and
Donald D. Smith, also employed at
Corning Glass.
In Memoriam
L . AI KE N , 7 0 , Seattle, 1938.
Emeritus Life Associate.
J. D. P. ARN OLD , 80, Birmingham, 1935.
ROBE RT

Past President. ELA.
RANDY

B.

34, Asheville,

BARNWEI L,

1972.
KU RT A . BI E BE R,

69, Philadelphia, 1946.

ELA.
BE NN ET T

R.

BOL E N , SR .,

69, San An-

tonio, 1937. ELA.
LY LE

R.

BOT RU F F, 6 8 ,

Detroit, 1948.

ELA.
DANIEL A.

BR OP HY,

82

, Chicago, 1925.

ELA.

Louisville, past president, 1959. ELA. Stuart Cameron
McLeod Society.
H. G. BRUSH, 70, Member -at- Large,
USA, 1941. ELA.
D ON N A BURKHARDT, 6 0 , Indiana East,
1972.
W A L T E R R . CAT T ON , 88, B o s t o n , 1931.
ELA.
J. BE R N ARD B ROWN ,

J AMES C . CAVILL,

54, Akron, 1958.

N I CHOLAS J . CHAV E RN , 7 6 ,

Pittsburgh,
1941. ELA.
EARL L. Cox, 68, Philadelphia, past presi.
dent, 1947. SCMS.
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X1111
(Public Accounting Experience)
ARE YOU LOOKING FOR AN UNUSUAL OPPORTUNITY? NATIONAL HEALTH CARE EXPANSION
PROGRAM WILL CREATE OVER 70 NEW OPENINGS
AT BLUE CROSS OVER THE NEXT 24 MONTHS.
To qualify you must have: Accounting Degree, Some recent CPA
experience. Be in on the ground floor of this exciting new concept of health care funding. Add to your technical knowledge
in this highly specialized field through our comprehensive training. Blue Cross invites you to participate and grow in this
dynamic expansion ... to lend your talents to the success of a
vital program.
For prompt consideration, send letter or resume to:
' ' • Los
of Southe
(rnCa
nia
Angeles,
Ca. o90005
b e
���

4747 Sunset Blvd.

An equal opportunity employer m/f
Circle 18 on inquiry card.
79

SOUTHERN
OPPO RTU NIT IES
We are r e c r u i t i n g m an age m en t- ori ent ed
Ac c o u nt i n g , Fin an ci al an d EDP pers onnel for the ra p id l y g r o w i n g So u t h e r n
Ma r k e t . Im m e d i a t e ca re er op p o r t u n i t i e s
fo r C o n t ro l l e r s , Pl a n n i n g Ma n a ge r , Asst.
Tr ea s ur er , Fi na nc ia l An al ys ts , Ac ct g.
Ma n ag e rs . Cost Ac c o u n ta n t s , Au d i to r s ,
Gen. Acc ts., Sys te m s A n al yst s , Pr og r am m e r A n a l ys t , DP Ma n a g e r s a n d ot he rs .
Salaries to $25,000.

Time Off

• CONFIDENTIAL SERVICE
Your pr es en t po si t io n will in n o way be
jeo par dized. We ha ve h a d ove r 12 yea rs
expe r ie nc e i n the pl a c em e n t of prof ess io nal pe rs o nn el .

• OUR FEES ARE PAID BY
MANAGEMENT
Please se nd yo u r re s um e w ith c u r r e n t
s a la ry, or w ri te fo r ou r Pr of es si on al
Res um e Kit.

CHARLES EDWARDS, CEC, Mgr.
Accounting Division

Jo%
il SI1P I

[ma o r m.m s , m

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

Circle 19 on inquiry card.

EAST COAST
FINANCIAL ANALYSTS
W e are currently recruiting for
several Fortune "500" companies
with headquarters in the East.
Most are in excellent suburban
locations away from big city
problems. But with big city
growth opportunities.
Experience should be in two or
more of the following: ROI,
Make /Buy,
Supply /Demand
Venture Analysis & Acquisition
Studies, Long Range Planning,
Taxes, Cost Systems or Manufacturing /Financ ial Control St udies.

Data Processing exposure is a
definite plus.
Advance Degree or C.P.A. is a
firm prerequisite along with
good work record and ability
and desire to progress at a rapid
pace.
Of course, all interviewing expenses and fees are assumed by
our client companies. There is
no contract to sign with us.

Career Advisors
125 Wolf Rd.,
Albany, N.Y. 12205

"Now, Amalgamated Electronics goes up!"

A Lighter Balance Sheet
Streaking across the business world
every year are thousands of corporate
annual reports which are skimmed,
filed or merely tossed into wastebaskets. Like the newest phenomenon
of the younger generation, they hold
our interest for only a short time.
Overcoming this monumental indifference is a task that strains the
imagination of corporate public relations directors. One companv, the

An Example of
Social Accounting?
Following is an excerpt from the
Seattle regional office of the General
Accounting Office: " W e reported to
the Congress that State highway departments tended to spend all available highway funds on new construction rather than spend part of the
money on improving safety of existing
highways. We said that each million
dollars spent on highway safety would

O r a n g e Bowl C o r p . , c o m e s u p w i t h a

pr e v e n t 3.85 m o r e d e a t h s a n d 59 .3 7

novel solution. The cover of one of
its annual reports looks like a comic
book. It reads "Tales of FANTASTIC
FINANCE." Another reproduces the
format of a student's composition
book. The president of the company,
Leonard Turkel, says he uses the unusual format to attract stockholder
interest because all annual reports
look alike. A president of public relations firm suggests companies might
do well to employ creative writers.
For example, Mario Puzo of The
Godfather fame writing about "an
offering you can't refuse."

more injuries annually than the same
amount spent on highway construction. Following issuance of the report
in May 1972 and Mr. Staats' [Comptroller General of the U.S.] appearance before a congressional committee,
the Congress earmarked $375 million
in the Federal -aid Highway Act of
1973 to improve high- hazard locations and eliminate roadside obstacles.
Based on available statistics, use of
the funds should save 1,450 lives and
prevent 22,000 injuries annually over
the capital life of the improvements.
That is social accounting!"
❑
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books for accountants.**

EXPORT IMPORT
FINANCING

DEVELOPMENT OF
INFORMATION
SYSTEMS

A PRACTICAL GUIDE

WHAT MANAGEMENT NEEDS TO KNOW
Donald F. Heany, General Electric Company.
Answers the key questions about system design,
implementation, operation, and follow -up, plus
administration of costs, personnel, and EDP department. 1968. 421 pp.
$9.95

Gerhard W. Schneider, VP, The Chase Manhattan
Bank. Presents detailed help for bankers and
foreign traders on today's international financing
practices and procedures. Also answers questions
of documentation, government assistance, insurance, overseas collections, finding new markets,
etc. 1974. 450 pp.
$17.50

BANK CREDITS
AND ACCEPTANCES
Henry Harfield, Member of the N.Y. and U.S.
Supreme Court Bars. New edition of this standard work supplies full guidance on current uses
of acceptances and letters of credit in international and domestic trade —sets each of these
instruments in proper legal and practical perspective. 5th Ed., 1974. 363 pp.
$15.95

FINANCIAL HANDBOOK
Edited by JulesI. 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

SAMPLING IN AUDITING

SEC ACCOUNTING
PRACTICE AND PROCEDURE
Louis H. Rappaport, CPA, Retired Partner,
Coopers & Lybrand. Leading reference in the field
presents up -to -date guidance on every aspect of
SEC work. Covers important recent developments
including the first major revision of Regulation S -X
in twenty years. 3rd Ed., 1972. 1,260 pp. $29.50

PRINCIPLES OF
ACCOUNTING
Rufus Wixon, University of Pennsylvania and
Robert G. Cox, Syracuse University. This well known text offers a balanced introduction to
financial and managerial accounting. 2nd. Ed..
1969. 827 pp.
$11.95

HOW TO FIND THE
INFORMATION YOU NEED...

J1

Henry P. Hill, CPA, and Joseph L. Roth, CPA—
both Partners, Price, Waterhouse & Co.; and
Herbert Arkin, Ph.D., The City College of the City
University of New York. Provides a full set of
statistical tables needed by auditors plus instructions for use. 1963 169 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.

CONTROLLERSHIP

TO ORDER or request descriptive
information, write to Dept. 107 . . .

J. Brooks Heckert, CPA and James D. Willson,
CPA. Stressing decision - making aspects of the
controller's job, book sets forth tested ways of
gauging performance; helps set up reliable standards for materials, labor rates, overhead. Covers
management of office staff, cost and accounting
systems, tax work. 2nd Ed., 1963. 808 pp.$15.95

The Ronald Press
Company

t
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In FinaWal and EDP Occupations,
Assuring you the right person for the job and the right job
for the person.
W e have specialized in Financial and Data Processing employ-

ment for over a quarter of a century, and frankly, we're good at it.
DALLAS
2001 Br y an Tower
( 2141 7 429171

LOS A NG EL ES
3600 W i lshi re Blvd.
( 2131 386 6805

ORA N GE , C A .
500 South Mai n St.
17141 835 -4103

S E A TTL E
1215 Four th Ave.
1206 ) 6 249 000

A L L E N TO W N
Hotel Tr ay lor Bui ldi ng
( 21 5) 4 39 15 06

D E NV E R
161 2 C our t P lxe
( 30 3) 2 44 29 25

L OUI S V I L L E
680 South 4th St,
( 50 2) 58 966 57

PH I L A D E L P H I A
2 Penn C enter Plaza
(215) 568 -4580

STA MF O RD , C T.
111 Prospect St.
(203) 325-4158

ATL A NTA
3379 Peac htree Rd. N.E.
( 40 4) 23 324 16

D E TR O I T
670 Honey well C enter
Southf i eld
131 3) 5 59 12 12

MEM PH I S
12 South Mai n St.
( 90 1) 5 23 89 50

PH OE NI X
1517 D el W ebb To wneHuuw
(6021 279 -1688

TA M P A
1311 N. W entshore Blvd.
(813) 876.4191

HA R T F O R D
1 11 Pearl SL
1203 ) 2 787 170

MI A MI
1190 N. E. 163 St.
Nor th Mi ami Beec h
( 30 5) 94 706 84

PI TTS BU R G H
Gateway Tower s
(412) 471 -5946

W ASH I NG TON , D . C .
7316 W isconsin Ave. N. W .
(301) 652. 1960

H O U S TO N
1200 C entr al Nat' l, Bank Bldg.
( 71 3) 2 28 00 56

MI L W A U K E E
777 East W IScD n,m Ave.
14141 2719380

PO R TL A ND , O R .
610 S. W Alder St.
1503 ) 2 229 778

W I L M I N G TO N
1102 W est St.
13021 6523244

I ND I A NA P OL I S
9 Nor th I lli noi s St,
13 17 16 3 65 44 1

MI N N E A P O L I S
80 South 8th SL
1612) 336 -8636

PR OV I D E NC E
400 Tur ks Head Bldg,
14011 274 8700

LOND ON E C 2, England
17 Finsbur y Square

KAN SA S C I TY, M O.
127 W est IOrb St.
( 81 6) 4 74 45 83

NE W A RK
1180 Ray m ond Blvd.
12011623 3661

ST. L OUI S
7733 For sy th Blvd.
C lay ton
13141 727 -1535

TORO
TO
R ONTO,
N T O . C an ada
15 Tor onto St.
( 416186B 1314

L A N C A S TE R
8 Nor1th Queen St.
17171 299 -5621

NE W Y OR K
330
Ave.
(212Madi
986son
13 00

SA N FR AN C I SC O
111 Pi ne St.
14 1 5 ) 4 3 4 1 9 0 0

V A N C OU
535 Th. 11
(604) 5>

L ONG I S L A ND
420 Jer i cho Tur npi ke
Jer ic ho
15161 822 BOB0

OMA HA
7101 Mer c y Rd.
( 40 2) 39 781 07

SAN JOSE
675 Nor th Fi r st St.
14081 2939040

BO S TO N
140 Federal ST.
1617 ) 4 236 440
C H A R L O TT E
4801 E. Independenc e Blvd.
17041 535 -3370
C HI C A GO
333 N. Mi c hi gan Ave.
(3121 782
30
C I N C I N N A TI
BOB Terr ace Hilton
1513) 621 -7711
C L E V E L A ND
1387 E. 6M St.
1216 ) 6 210 670

PROFESSIONALS FOR FINANCIAL

EDP PERSONNEL EXCLUSIVELY
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B A L TI M O R E
The Ouadrangla —Cross Keys
13011 323.7770
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AL EX ANDRIA
5001 Semi nary Rd.
17D 31931 3800
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