ca

M A N A G E M E N T
A C C O U N T I N G
PUBLISHED BY THE NATIONAL ASSOCIATION OF ACCOUNTANTS /DECEMBER 1974

FINANCIAL PERSONNEL RECRUITMENT
A SURROGATE MODEL FOR INCOME REPORTING
IMPUTED OPPORTUNITY COSTS
EXPLORING FORECAST DISCLOSURE

.mot
pt

S9
'i

►-

J L Aft

.0 1

z

1

� � r

Rinnhtinemir

�

1l Ii

�, ►
I

Any chapter of NAA may now sponsor one or more top quality courses
or seminars for NAA members and nonmembers in its area.
COURSES

SEMINARS
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S -1 Managing Corporate Cash
S -2 Direct Costing for Decision Making
S -3 Management Accounting for Small Business
S -4 Managing Company Assets in Small Business
S -5 Long -Range Profit Planning
S -6 Developing the Annual Profit Plan
S -7 Maintenance Cost Control
S S Marketing and Distribution Costs
S -9 Contribution Accounting for Marketing
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CA -t Ba si c C o n c e pt s a n d T e c hn i q u e s fo r M a n a g e m e n t Ac c o u n t i n g

CA -2 Standard Costs and Flexible Budgeting for Production
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DATA PROCESSING

CB -I Data Processing — Basic Computer Concepts and Techniques
CB -2 Data Processing Flow Charting and Block Diagramming
CB -3 Management Information Systems— Concepts and Techniques
CC - SPECIALIZED AREAS
CC -I Effective Inventory Management
CC -2 Using Accounting Information for Pricing Policies and Decisions
CC -3 Financial Appraisal of Capital Investment Proposals
CC -4 Capital Budgeting and Project Control
CT— TAXES
CT -I Federal Income Tax Aspects of Business Operations

If you are interested in more information
on this Local Education Activities Program
(LEAP) series, ask your Chapter Education
Director or Chapter President or write to:
HUGH M. SCOTT
Nation al Ass ociati on of Accoun tants
91 9 Th ir d Avenu e
New Yo r k , N. Y. 1 0 0 2 2

Paovn'o (6rre #ingo
As an international organization, our Association includes women
and men of 81 nations and probably most races and creeds. By
concentrating on our major aims — professional education and
fellowship —we are in a small way helping to make this a better, more
productive world.

We try to achieve these objectives through communication,
cooperation, and coordination, the underlying themes which run
throughout our activities. Without them, very little can be
accomplished. With them, organizations, even entire societies,
ca n be built and prosper.
.J n this season of religious observances all over the world, your
officers and directors hope everyone will enjoy the Holiday Season
and have a productive and prosperous year.
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THE LONER: A SMALL FIRM'S CONTROLLER SPEAKS OUT
By Raymond R. Geary
The "loner" is an individual in a small company who pays the bills, oversees a small
office, provides an annual budget, keeps the books of the corporation, acts the conservative when the top man becomes too optimistic and the optimist when everyone
else is down in the dumps. Read about him in this article.
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FINANCIAL PERSONNEL RECRUITMENT
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EXPLORING FORECAST DISCLOSURE
By William G. Brown, Jr.
The author looks into the attitudes of professionals toward forecasting and finds some
acceptance for the idea, but the last word is not in.
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A VOTE FOR PROFIT FORECASTING
By Alice S. Markwalder
Condemned by some critics as a legal liability and a detriment to firm and investor
alike, profit forecasting nevertheless has its defenders. The author of this article numbers
herself among the defenders.

26

INVENTORY OWNERSHIP COSTS
By Albert Wallace
Without the ownership of inventory, there would be no ownership costs. The author
maintains that these costs, an extension of the "transportation in" concept, should be
allocated to inventory and charged to earnings as the inventory is consumed.
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CATTLE ACCOUNTING
By John F. Loughlin
This article presents a review of certain considerations involved in accounting for cattle
and an illustration of procedures developed to account for a large purebred commercial
cattle operation.
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DIRECT AND IDLE -TIME COST ACCOUNTING
By David W. Wycoff
It is no secret that production and profitability fall off as a result of idle facilities. Some
of the idle time is necessary for maintenance, etc.; some is not. How to forecast
required idle time and account for it in order to reduce costs is the subject of this
article.
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IMPUTED OPPORTUNITY COSTS
By David M. Stambaugh
An example is given here to illustrate how the accountant may quantify imputed
opportunity costs and thus meet his responsibility in advising management about
alternative courses of action.
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PERCENTAGE OF COMPLETION ACCOUNTING
By

Charles Rachui
Developing an equitable and acceptable method of recognizing income as it is earned
is a problem common to many engineering contractors. In this article, the author
explores some alternative methods for developing a useful and meaningful percentage of- completion reporting system.
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A SURROGATE MODEL FOR INCOME REPORTING
William R. Smith
There is a need by those not privy to the internal information system of the firm for a
more meaningful measurement of corporate performance. The surrogate model for
income reporting to provide that measurement, as suggested in this article, is based on
serious consideration of a number of fundamental propositions.
By
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INCOME REPORTING AND APB OPINION NO. 18
By

Enrico Petri
This article sets forth a few situations where the equity method as suggested by APB
Opinion No. 18 fails to achieve correspondence between income and equity.
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FULL - ABSORPTION COST: A MANAGERIAL DILEMMA?
By
As

Kenneth G. Humer
a result of the adoption of the "Full- Absorption Regulations," management is
faced with the dilemma of determining which costs are to be included in inventory
valuation for tax and financial accounting purposes. The author suggests that the
change to full absorption will probably result in a substantial increase in taxable income and federal income tax liability.

61

IN THE WAKE OF 'HIS MAJESTY O'KEEFE'
An NAA couple from Honolulu help businesses in Micronesia with accounting know how during three -week visit to fabled islands of "stone money."
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INFLATION RENEWS INTEREST IN LIFO
Technical Information Service Department sees increased requests for information on
LIFO inventory accounting.
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Another Standards Committee!
A committee has been formed by the American Institute of CPA 's
"to establish standards for schools of professional accounting." The
Institute requested representatives of the American Accounting
Assn., American Assn. of Collegiate Schools of Business, and National
Assn, of State Boards of Accountancy to serve on the committee.
There is a conspicuous absence of representation on this body
from the management accounting field. Since three - fifths of all pro-
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Our money is goodas
the next ghiv.6,
It's our service thats better.
Money. There's a lot of fuss
about it. And for good reason.
Having cash on hand allows
you to take advantage of cash
discounts... buy in anticipation of
shortages... maintain adequate
inventories... and expand and
improve your business.
But anyone's money can do that.
Then, why are more and more
companies coming to Southeastern for their money needs?
For service.
Since Southeastern maintains
a personal relationship with its
customers. your financing needs
are met quickly and personally.
So when you need accounts receivable financing for expansion,
Southeastern understands —
because Southeastern knows you
and your money needs.
When you need equipment or
machinery financing, Southeastern
can offer you a financing program
"tailor- made" to fit your individual
situation — because Southeastern
knows precisely what that situation is. Or, if you need inventory
financing, Southeastern understands that too — because Southeastern is familiar with your
business fluctuations.
And chances are, while you're
meeting your money needs, you'll
also be meeting some valuable
business associates.
Call Southeastern today. You'll
like us for more than our money.

(9D Southeastern Financial Corporation
201 South Tryon Street, Charlotte, North G-u-olina, 28201 Telephone 704/372 -70(x)
A Subsidiary of American Credit Corporation
Circle 1 on inquiry card.

Letters

TO THE EDITOR

Farsighted Accountants
The article, "Proposed Budget - Auditing Standards," May
1974, by Mr. Donald James, was well conceived. However, as
a member of NAA, I would like to take exception in one minor
area.
The audits of projected reports should not be given equal
status with audits of historical statements. The projections by
internal forecasting departments are mainly areas of information
based on their own sought out data. These data are generally
not reported to the general public except in glowing terns or
with decreased emphasis. One company almost published an
annual report with the phrase that "... divisions had a modest
gain over projections and sales increases have good expectations
during the coming year...." It would be less than candid to
point out that internal projection pointed out almost a $1
million loss for this division, and the $800,000 actual loss was
in fact a modest gain.
It is great to have farsighted accountants, and I only hope
as we slowly progress to audits of other areas of importance that
the public is given the proper orientation into what they are
about to receive. Someone who does not comprehend the
"generally accepted accounting principles" will never understand "... on a basis consistent with the accounting practices
normally adopted by the company."
Tom Hughes
Western Carolinas
Taylors, S.C.

If Significant—Capitalize
The article by James B. Henry, "Cost Measurement and Disclosure," in the May 1974 issue of MANAGEMENT ACCOUNTING,
was very well done. I would like to take issue on two small,
though important points:
The statement that "... lack of adequate disclosure may
result in unwarranted credit extension for many firms," is a
valid point but is resolved when the Securities and Exchange
Commission's Accounting Series Release 147 is applied to the
lease. The Release says in essence that the financial lease in
question must be computed using the present value interest
amortization to determine how the outflows affect the income.
If the outflows are significant, then capitalize. An empirical observation of 1973's annual reports indicates that this is what
the majority of the firms are doing.
The second area of comment is with regard to the conclusion
where the comment is made, "If lease contracts are capitalized,
then . .. it will increase percentage composition of debt to
equity...." The comment, though justified, will reflect proper
leverage. But since the whole area of what is to be capitalized
and what is not to be capitalized is not clearly resolved at this
time (hopefully this will be resolved shortly by the FASB),
why place additional burdens on the financial manager, when
he must report to his superiors that their debt to total assets
ratio has increased and possibly gone above the industry average.
A recommended solution would be to apply a three to five
percent limit on financial leases. If the financial leases in
10

question are above this limit, which indicates significance, then
capitalize; otherwise expense.
R. Joseph Mosteller
Hagerstown Chapter
Hagerstown, Md.

Accountants Also Contributed
The December 1973 issue Of MANAGEMENT ACCOUNTING
carried an article by Robert E. Feller titled, "Early Contributions to Cost Accounting." The statement under the title read:
"In each important area, management was in the lead, either
asking the questions or writing the text and becoming expert
in the new era." It is this statement, applicable to the 20th
centurv, that I do not accept. It appears that the word "management" includes mostly "efficiency or industrial engineers" and
not accountants. Indeed I wonder how the editor of our official
monthly publication, MANAGEMENT ACCOUNTING, was permitted to include such a statement in our accounting magazine.
Our Association was organized for the purpose of obtaining
uniformity in cost accounting methods as well as to develop
and give incentive for development of improvements to cost
accounting theory and practice. The most convincing proof of
the role of the accountant in cost accounting before 1925 and
since was the establishment of the National Association of
Cost Accountants in 1919. Jerome Lee Nicholson, an outstanding authority on cost accounting, in every area, being a Certified
Public Accountant, Instructor of Cost Accounting at Columbia
University, a lecturer and author of books on Cost Accounting
and related subjects, was the leader in organizing this Association. At the organization meeting in 1919 there were 37 prominent accountants from the public accounting and industrial
fields. Mr. Nicholson was chosen to be the first President of
the Association which has had sensational growth and its members have contributed outstanding articles on cost accounting
and related accounting subjects. (In 1957 the name of the
association was changed to the National Association of Accountants.) Mr. Nicholson established a correspondence course
in "Cost Accounting" known as the "J. Lee Nicholson School
of Cost Accounting" in Chicago, Illinois. I am a proud holder
of a completion certificate from this school. Due to the illness
of Mr. Nicholson this school was discontinued about 1925.
In 1913, Mr. Nicholson authored the book, Cost Accounting
—Theory and Practice, which became the "Bible of Cost Accounting" in the days before 1920 and thereafter. Due to the
need of industries to know production costs, the needs of
government for taxation and defense contract purposes, and
the need to provide better education in accounting by schools,
Mr. Nicholson and Mr. John F. D. Rohrbach, a partner in the
public accounting firm of J. Lee Nicholson & Co., revised the
1913 book in 1919. The new book, Cost Accounting, was
more comprehensive in all respects, and discussed the latest
practices of the time. Mr. Nicholson was a strong advocate of
uniformity in cost finding methods. Other books authored by
Mr. Nicholson are: Factory Management and Costs (1909),
Statistics Designed by J. Lee Nicholson (1910), and Profitable
Management (1923) . In the book by S. Paul Gamer, Evolution
Continued on page 12
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LETTERS
Continued from page 10
of Cost Accounting to 1925, Mr. Nichol son's ideas and theories of cost accounting
are stated throughout.
When the United States Government
became involved in the First World War,
the Department of the Army drafted Mr.
L. W. Blythe, a partner of Ernst & Ernst,
Public Accountants, Cleveland, Ohio, and
commissioned him a Colonel responsible
for organizing and administrating the
Cost Accounting Section of the Army
Ordnance Division for the purpose of determining contract costs and certifying
the reimbursements of contractors. Many
contractors had fixed price and cost plus
contracts in addition to their own products. So it was essential to both the Government and the contractor that proper
cost records be maintained and proper
cost accounting principles be applied.
The Ordnance Cost Accounting Section consisted of both military and civilian personnel which were recruited from
the accounting field. I was one of the
civilians recruited for this work. The provisions in Government cost plus contracts
for the determination of proper costs
12

created a tremendous "boom" for cost accounting and the accounting field as
manufacturers wanting war contracts had
to comply with the terms of the contracts.
This caused industrial concerns, throughout the country, to suddenly recognize
the importance of proper cost finding
methods. Since World War I, industry
has continued and improved its cost finding methods due to trade competition
from others. Thus, World War I and the
Government have brought about outstanding progress for cost accounting in
business administration.
In 1920, another excellent book, Cost
Accounting Principles and Practice, was
published. The authors were two prominent authorities in cost accounting, John
P. Jordan, Lecturer in Factory Organization at New York University, and Gould
L. Harris, Instructor of Cost Accounting,
Ohio State University, and later Professor
of Cost Accounting at New York University. He is now Professor Emeritus of
that institution. This book presents opposite views on some subjects covered in
Mr. Nicholson's book. This book became
very popular, making the best- seller list
with accountants, and was adopted as a
textbook by many schools of accounting.

On the subject of "labor costs" the book
discussed the reporting and classification
in greater detail than other authors up to
that time. In the preface of this book is
stated, "The credit for slowly but surely
forcing the issue of cost accounting belongs chiefly to the accounting professions." I am in accord with this statement
by the authors.
I have cited the above to indicate some
of the outstanding contributions by accountants to cost accounting before 1925
not covered by Mr. Feller.
Cecil D. Marshall, CPA
Past President
New York Chapter
New York, N.Y.

Are New Standards Required?
I read with great interest Mr. Donald
James' article, "Proposed Budget- Auditing Standards," in the May 1974 issue of
MANAGEMENTACCOUNTING.
The author proposes a format for expressing an opinion on the presentation of
forecasted financial performance. The author has done this well and I agree with
his conclusion. However, the main thrust
of his article is that traditional auditing
standards should be revised to support
this new type of opinion. While I do not
disagree with the author on this point, I
do question whether audits of forecasts,
when analyzed into their constituent
parts, are really anything new and whether
new auditing standards are required.
As presented in this article, the auditor's opinion will be supported by (1) an
audit of the budget system, (2) an audit
to ascertain that the budget assumptions
have been fairly applied and are consistent with the company's established accounting principles, and (3) present for
the reader the assumptions on which the
forecast is based.
With respect to item (1), an audit of
a budget system would be no different
than an audit of a computer system, an
MIS system or of historical financial records. No revision of auditing standards is
required in this instance. With respect to
item (2), the same audit procedures can
be used to ascertain that it has been fairly
and consistently applied according to generally accepted accounting principles, ab
though the data from item (2) is forecast
rather than historical. Here again, there is
nothing new that would require a revision
Continued on page 52
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Managing the
Cash Flow
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ACCOUNTING
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subject, divided into three areas of interest:
I Forecasting and Managing Cash
I I Sources and Applications of Funds
]][[Cash Flow and Investment Decisions
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• Forecasting Cash Flow: Some
Problems and Some Applications
*Short-Term Investment of Excess
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PLUS 23 MORE!
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as MAN AG EMEN T AC C O U N T IN G , t o
select the 60 articles comprising both volumes. These two books are musts for any
executive involved in multinational activities
Vol . I or Vol . U
Purchased together:
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R & D Costs Must Be Treated as Expense, Says FASB Statement
Research and development costs must be charged to expense as incurred, according to the
second Statement of Financial Accounting Standards, issued by the Financial Accounting
Standards Board. Research conducted for other parties under contractual arrangements, however,
was excluded from the provisions of the statement. The statement issued by the Board
generally reflects the Management Accounting Practices Committee's recommendations, but
the MAP Committee did suggest some capitalization of R &D expenses be permitted under
stringent criteria.... In another development, the Board has issued for public comment a
proposed statement of a standard which, if adopted, would limit the diversity of practice with
regard to accounting for and disclosure of loss contingencies. The proposed standard would
permit an estimated loss from a contingency to be accrued by a charge to income when, but
not before all of the following conditions have been met: "(1) information available at the
date of the financial statements indicates that it is probable that an asset has been impaired or a
liability has been incurred; (2) one or more events are reasonably expected to occur that will
confirm the fact and amount of the loss; (3) the amount of the loss can be reasonably
estimated."
SEC Proposes Increased Disclosure of Auditor - Corporation Disagreements
Under a proposed new disclosure procedure of the SEC, any disagreement between registrants
and auditors required to be reported in monthly reports to the Commission must also be
included in the annual financial statements and in proxy statements to stockholders. The
agency also proposed that disagreements within the last two years which related to accounting
disclosure matters be reported in a note to the financial statements. The deadline for comments
on the proposals to the agency was November 30.
FTC Commissioner Criticizes Regulatory Agencies
In a surprising turn - about, Federal Trade Commission Chairman Lewis A. Engman joined the
ranks of those critics who have been focusing on the regulatory agencies and their possible
"drag" effect on the economy. In an address before the Financial Analysts Federation, he said,
"Though most government regulation was enacted under the guise of protecting the consumer
from abuse, much of today's regulatory machinery does little more than shelter producers from
the normal competitive consequences of lassitude and inefficiency." He added, "The fact of
the matter is that most regulated industries have become federal protectorates, living in the
cozy world of cost -plus, safely protected from the ugly specters of competition, efficiency and
innovation."
AICPA Establishes Committee to Study Role of Auditors
A seven - member commission headed by former SEC Chairman Manuel F. Cohen has been
established by the American Institute of CPAs to conduct a full -scale study of the responsibilities
of independent auditors. The Commission is expected to carry out its task in the same manner
as the two earlier study groups appointed by the AICPA: the Wheat Committee and the
Trueblood Committee. It will seek answers to such questions as should auditors monitor all
financial information released to the public and, if so, what should be the extent of their
responsibilities? Should the auditor's standard report, particularly the phrase "present fairly,"
be changed to express better the responsibilities of auditors? Is the mechanism for developing
auditing standards adequate? The Commission was requested to complete its study by the end
of 1975.... The Institute also published Statement on Auditing Standards No. 2 which requires
that auditors disclose the nature and potential impact on the financial statements of any
uncertainties — pending litigation, possible expropriation of foreign subsidiaries or possible
losses on receivables from customers approaching bankruptcy —which could affect the company's statements.
U. S. Inflation Unlikely to Reach Acceptable Levels Before Late 1976, Says Conference Board
In an analysis of policy alternatives to dampen inflation, Dr. Michael E. Levy, director of
Economic Policy Research at the Conference Board, concludes that assuming wage and price
controls are not reimposed, "a return to reasonable price stability is unlikely before late 1976
at the earliest."
14

M AN AG E M E N T ACC OU NTI NG /D EC EMB ER 1974

THE LONER: A SMALL
FIRM'S CONTROLLER
SPEAKS OUT
When you get home at night you know that you have put in a
good day's work and done your best. It kind of gives you a sense
of satisfaction to offset the daily frustrations. It's a good feeling.

By Raymond R. Geary
The "loner" is an individual in a small company
who pays the bills, oversees a small office, provides
an annual budget, keeps the books of the corporation, acts the conservative when the top man becomes too optimistic and the optimist when everyone else is down in the dumps. His company is too
large for a bookkeeper and too small for a financial
vice president; therefore, he is called the controller,
treasurer, personnel manager, credit manager, consultant, and budgeting expert. The hat he wears
depends on the problem situation at the time.
The Controller
The picture that most people have in their minds
of a corporation controller or treasurer is that of
an individual ensconced in a beautifully paneled
office high in the company's headquarters, wall to
wall carpeting, bar, private bathroom and a bevy of
pretty secretaries ready to serve him at the touch
of a button. I think that many of you loners will
agree with me that, "It ain't necessarily so." Most
of us operate out of a small office adjacent to the
general office and most of the time, the place
sounds like a boiler factory with typewriters, adding
machines and bookkeeping machines banging away
while visitors and employees converse outside the
open door (open by necessity).
My first office contained a painted floor. I have
progressed since then. My present office floor is
covered with serviceable asphalt tile; I share the
men's room with 50 or 60 men from the plant; my
private bar is an old electric coffee pot that I use
to heat water for my instant coffee. If I wish to
have a letter typed or a piece of work done, I holler
out the door and hope that one of the girls working
out in the front office will have time enough to get
it done.

The Treasurer
I don't think a week passes that I don't have to
spend a half hour or so during the day listening to
MANAGEMENT ACCOUNTING /DECEMBER 1974

a bright young man tell me that what our company
really needs is a complete set of electronic calculators (trade in or throw out the calculators we
have). Or another bright young man will try his
damndest to convince me that I must put an order
through immediately for a "do -all" computer system
and credit service to service his special brand of
widget —or our company is doomed. While I am
being polite and listening to these pitchinen, my
thoughts run like this:
1. Should I invest in this piece of equipment or
service?
Z. How can I justify the expenditure?
3. Does it protect and further the stockholders'
interests?
The Personnel Manager
The nice things about being a "loner" in a small
company is that you get the opportunity to be involved. You have something to do with almost
every facet of the organization and structure such
as stock records, general ledger, inventories, cost
and sales. Consequently your overall knowledge of
the operation of the company is much more basic
than your counterpart in a large corporation in his
plush office in the penthouse of the office building.
I not only know all of my office staff, I know every
employee in the company and all of their personal
problems.
Four months ago my accounts receivable clerk
quit because she wanted to try working in the big
city. I was fortunate and managed to hire an excellent girl to replace her. Now this girl is a real
winner, sharp, efficient, fast and has an amazing
grasp of the job. When I hired her I asked her if
she was expecting to have any more additions to
her family within the next year or so (she is married
with one child) and she said, "Good Lord, no, not
for quite awhile." You guessed it —she told me the
other day she is pregnant again. She is leaving
within a month and a half, and won't be returning
after the baby is bom.
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the "loner'
must know all
about

"...

government
reports and
auditing
procedures."

The Credit Manager
Our company is growing like Topsy and naturally
one of our growing pains is creating more space to
work in, finding the right people to fill our expanding operations and keeping the gap narrowed down
between our receivables and our payables while
still maintaining a good credit rating wth our suppliers. In that respect, the "loner" must also be a
good credit manager who has the guts to refuse
credit to a customer whose finances are shaky (or
who does not pay his bills promptly) and who will
stand his ground from the pressure above. As an
example, a customer will start with a small amount
of purchases and payment will be prompt or reasonably prompt. Suddenly the customer's purchases
double or triple within a short period of time, sometimes within a month. By the time the red flag goes
up on his account, he is into your company for a
good sum and you are getting lots of excuses but
few results from your collection letters, phone calls,
etc. Now you are faced with the problem of trying
to get your money out of this non - paying customer.
If his story is reasonably true, you don't want to
lose him; on the other hand, uncollected receivables
have put many companies into bankruptcy. You
have gotten the latest rating service reports on him
and his condition is shaky but not hopeless; he
needs help in the form of time to pay. You have to
know, is your company strong enough to finance
an additional time period for this customer or will
hard business policy dictate that you institute suit
to collect? You get all the information you can and
make your decision; right or wrong, you are stuck
with it.
The Consultant
As the company's internal consultant, the "loner"
must know all about government reports and auditing procedures. He must be able to immediately
define, for example, any or all of the following:
1. Federal withholding and F.I.C.A.
2. State income taxes
3. State unemployment insurance
4. Disability compensation
5. Economic employment opportunities
6. Census and statistics
7. Fair employment practices

-

Why don't our government agencies come up
with one form (report) which will coordinate all
agencies, dates and reports into one complete report
covering everything? After all, we do have photocopying machines to give everyone concerned his
own copy to play with. Frankly, if the form is not
mandated by law, I will rarely complete it. I just
don't have the time for anything that is not absolutely necessary.
In the business world, the best known and most
respected statement is: "We have examined the
financial statements of the XYZ Company for the
year ended 19 —. Our examination was made in
accordance with generally accepted auditing stand
to

ards and accordingly included such tests of the
accounting records and such other auditing procedures as we considered necessary in the circumstances, etc." In other words, you may now lay
your bets on this horse. We have examined his
hoof and mouth and we found no disease.
The common thought among small companies
who wish to expand and go public seems to be, get
a big name auditing firm whose name will appear
on the bottom of your annual statement; it lends
prestige. Yet we all know that most small public
accounting firms are just as reputable and sometimes better qualified to audit and guide the accounting functions of a small company than is a
larger, nationally known accounting firm, especially
if the closest office of the large firm is not nearby.
Another point in favor of a smaller local firm is the
ease on consultation and the smaller fee.
Budgeting Expert
Ours is a standard cost system and the budget
is based on accounting by exception or the variance
method. Our fiscal year ends September 30, at
which time the new budget must go in to effect.
Because of the work involved in completing a good,
workable budget and because our office staff is
small, I like to start work on it at the earliest possible date, say at least two to three months ahead
of the end of the fiscal year. Naturally, the first
tiling I want is the sales projections for the new
year. Last year I got them one and a half months
before the end of the fiscal year. As a result the
budget was done hurriedly and after four months
of operation it reflected many errors which I feel
would not have been made had proper time been
allotted to completing it.
Capital expenditure projection is one of the areas
where the people who present the figures do not
seem to realize that a thorough analysis should be
made of all projected purchases before submitting
estimates. All too often I receive capital expenditure
estimates based on need. Later actual figures show
me that purchases have been made, not necessarily
on need, but on want and get.
Labor estimates are perhaps the most important
items in a workable budget, including overtime and
breakdown between direct and indirect labor. Sometimes I wonder how many of our department heads
use a hat to pull their figures out of for staffing
their departments on a projected basis. However, I
can forgive them when I know that the sales projections are far too low and more personnel and
more overtime are needed to keep up with sales.
Additional people means more money and less production per hour during the learning cycle. Bad
enough, right, but worse is the labor rate projection.
I spend a great deal of budget preparation time
consulting with department heads and checking
personnel records to complete the standard labor
rates for the new budget, taking into consideration
new people, seniority, annual rate increases, merit
increases, hours to be worked and so forth. When
I have finished this phase I review it with depart Continued on page 28
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FINANCIAL
PERSONNEL
RECRUITMENT
To attract better people, the accounting profession needs better
public relations —to emphasize its strong points, its service to
industry, and its high income possibilities.

By Edwin W. Southerland
There are five basic ways of recruiting financial
personnel. The first way is through a referral from
one of your trusted employees. The second way is
through interviews on campus. (This is the way
most of the large international CPA firms get the
top accounting graduates.) The third way, if you
are in no hurry and which may get you satisfactory
results, is with an ad in your local newspaper.
Because of the cost of time lost, however, the cost
of the ads, and often poor results, many companies
no longer use this method for securing professional
personnel. The fourth way is through an executive
recruiter who does a good job, especially in the
$25,000 to $100,000 range. His fee is usually about
25 percent of a year's salary plus expenses. As a
broad "rule of thumb" you can plan on the total
being about one year's salary. The fifth, and possibly the best, way is to come to an employment
agency specializing in the financial area. Working
through experience, extensive advertising, and referrals from satisfied clients, an agency may even
have on file the person you are seeking.
Enter the Resume
However difficult it may be to judge the quality
of the candidate from a sheet of paper, the initial
screening is still usually done through a resume.
Resumes are written by individual job- seekers, and
sometimes by ghost writers. The resume is nothing
more than an advertisement which the job- seeker
creates to present himself in the best possible light.
And, as advertising often does, so will the resume
frequently present the facts to carefully conceal or
distort the truth. If the applicant is careless with
his resume, if he has it written entirely by someone
else, if he has obvious flaws in his presentation, the
company should by -pass him. On the other hand,
is the company being fair to itself by not interviewing certain people without resumes? Sometimes
the hottest candidate has not prepared a resume.
If you wish to use resumes here are a few techMANAGEMENT ACCOUNTING /DECEMBER 1974

niques in reading between the lines: Read the
resume back - forward. The least flattering information usually goes at the end. Be cautious of the
functional (no dates) resume, sometimes used to
hide job- jumping or irrelevant experience. Assume
the words "knowledge of," "some experience in,"
"exposure to," "assisted the treasurer with," and
"supervised" may mean the applicant does not
really know the subject. Assume that everything he
leaves out of the resume he does not have.
Some people seem unaware that companies are
in business to make money: read for any clues that
show the applicant is interested in company profits.
See if you can detect any evidence of his willingness
to devote time and effort to his job. Sometimes you
can detect an angry person by the way he writes his
resume. Be careful. Sometimes resume writers concentrate on trivia. Example: More space given to a
detailed health report or hobbies than to the summary of experience. Often, the more space an applicant devotes to education, the least amount of
formal education is on his record.
Making Your Decision
Try to reduce hiring decisions to the least number of people. The more interviews by different
personnel within your organization, the greater the
chances for the compromise candidate: The "guy
who doesn't make any waves;" the mediocre. If, for
example, Jones and Smith say they like candidate
X, but Brown says, "He's OK, but I'm not sure,"
he will not, in most firms, be hired. Brown holds
a club, so to speak, as the "second guesser." If
candidate X is hired and works out satisfactorily,
Brown was "not against" him. If he fails on the
job, Brown can say, "I told you so." Jones and
Smith recognize this, and fail to put pressure on
Brown. What happens? After dozens of interviews,
the three focus on a compromise candidate.
Good candidates get good offers. Hire fast.
Don't wait for all reference results. Hiring should
be contingent upon the references checking out,
but meanwhile, he can start. Some firms insist on
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"When
employees
leave a firm,
the good ones
often go and
the mediocre
ones remain."

a formal offer to the applicant: "We will send you
an offer next week." But next week may be too
late. Avoid long -range starting dates because it
gives the candidate too much time to change his
mind. If the applicant is worthwhile, the chances
are that some other firm will recognize this and
give him a more attractive offer.
You may only get one pass at the best candidate.
Take advantage of it, or be prepared to risk hiring
a runner -up. just because the quality applicant happens to be the first one interviewed is no reason not
to offer him the job. (Letting the first ball pitched
go doesn't work any better in employment than it
does in baseball.)

You Can't Always Keep Them
When employees leave a firm, the good ones often
go and the mediocre ones often remain. To analyze
the problems of employee retention, we must have
an understanding of why employees leave and
where they go. For our purpose we will consider six
causes of employee dissatisfaction.
RESPECT

The driving force that causes termination is the
employee's effort to gain greater respect from his
employer, co- workers, from clients, from relatives
and friends. You must inspire your staff with a feeling of respect for your corporation, for their profession, and for themselves. Here are a few ideas:
Confer with your staff people as individuals, not
just as a group. Get personally involved. Ask opinions. Make your employee feel he is a genuine part
of the firm. Make him important. Compliment him
on a job well done. You must create an atmosphere which enhances his self- image.
TITLES

Employees sometimes leave accounting, or
change from one corporation to another, or make
a lateral change merely to "buy" a better title. Is
the title treasurer, controller, or financial VP more
inviting than supervising senior? Many corporations
—and their employees —are getting title conscious.
(XEROX does not have any servicemen; they have
technical representatives with calling cards.) Banks,
as we all know, widely use the title vice president.
And many companies no longer have salesmen, but
manufacturer's representatives.
Why not improve the accountant's titles? Is
there anything wrong with having many titles
within a corporation to give the accountant dignity
and individuality? For example, why not have a
director of finance, executive audit manager, executive supervisor, executive manager, and others? Staff
personnel should also have calling cards reflecting
their titles.
SALARY

Do not ignore money as a motivating force to
make employees change jobs. You should re- evaluate
your salary structure periodically to make certain
it is competitive. It has been our observation that
public accounting salaries, as a whole, are similar to

is

those in industry, except at the beginning and the
highest executive levels. The staff person in a medium size CPA firm earns about the same as his
counterpart in a medium size corporation; and the
staff person in a large CPA firm earns a salary
similar to what his experience would produce in a
large corporation.
SECURITY

Employees leave their positions to find greater
security. Some accountants do get fired and companies do go bankrupt, merge and relocate. So all
of us from time to time enter the job market. Yet,
there is always a demand for the skilled accountant,
and his security is his own ability.
How can the employee be made to understand
that his job is secure? For one thing, you can tell
him. In other words, you should relay to him key
facts about your firm, but make sure that your facts
are accurate.
CHALLENGE

Employees will leave if the job lacks challenge
and interest. Let's be realistic. Some accounting
work is boring, particularly at the first and second
Year experience level. There is still too much repetitive, tedious work in accounting for the active
mind. You should get as many boring details as
possible away from the staff and into hands of nonaccountants or, if at all possible, to an outside
computer service.
FULFILLMENT

There are accountants who leave because they
sense a lack of orderly progression. They feel there
is no one to whom they owe loyalty. They perceive
they are not really building anything; just finishing
one job assignment and on to the next. This difficult problem is apparent in most professions. As
far as possible you should make every effort to
advance accountants to larger and more complicated assignments.

You Can Part Tactfully
When an employee tells you that he has received another job offer at a higher salary, you
should not make any effort to induce him to stay
by raising his pay. It is better for overall employee
relations to wish him good luck and hire someone
else. If you pay him more money under those conditions, you are creating a precedent. Meeting
salary increases under the threat of termination will
cause staff resentment and unrest. Conjure up the
likely comments exchanged around the water cooler:
"If you want more money here, you've got to get a
better offer elsewhere." "Of course, we're underpaid; I got a better offer and the firm finally matched
it." When you pay an increase on this condition
you will invite a rash of meetings with others asking
for the same consideration. You will also find some
of your staff spending part of their (your) time
looking for new employment in order to get a
better deal from you. It is much better to take your
Continued on page 28
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EXPLORING
FORECAST
DISCLOSURE
Financial executives and managers stand virtually shoulder
to shoulder against the future release of budget or forecasts.
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Should companies now be compelled to publicly
reveal their earnings projections and other financial
forecasts? Among company executives and security
analysts there has probably been no one subject
discussed more frequently during the past two
years than the disclosure of company sales and
earnings forecasts. Controversy aside, it nonetheless
remains a fact that publicly held corporations in
this country publish and report to the investment
community more information about their financial
position and operations than do any other corporations in the world.
Early in 1972 the Securities and Exchange Commission felt compelled to reexamine its stand forbidding the publication of earnings forecasts by
companies under the federal securities laws., At
public hearings held in November and December
of the same year, the SEC discussed whether it
should require, permit, or forbid the revealing of
forecast information by companies that are subject
to its rules. On February 2, 1973, the SEC announced that it planned to relax its traditional ban,
permitting voluntary disclosure of earnings forecasts, but ruled that such disclosures would be
required only under special circumstances.
In the early clamor for forecast information there
was little or no perceptible evidence that any of
those demanding the information had given sufficient thought to some of the inherent and basic
questions in complying. Several surveys concerning
these questions have been conducted since then:
"Public Disclosure of Business Forecasts" by the
Financial Executives Research Foundation; a survey
of attitudes on forecast reporting conducted as part
of an American Institute of Certified Public Accountants research project; and The Conference
Board survey of its 110 member Panel of Senior
Financial Executives.
Each of these surveys reported company executives overwhelmingly opposed to mandatory disclosure. The AICPA survey conclusions indicated

that Chartered Financial Analysts ( CFAs) generally believe publication of forecasts for the general
investing public should be encouraged, Financial
Executives Institute (FEI) members disagree with
this, and CPAs tend to agree with the analysts.
Securities analysts believe that forecast information
is of real importance to their professional position,
but corporate management feels that forecasting is
an internal management planning tool.
Overall, little sentiment exists for requiring the
publication of forecasts. A general concern exists
that the average investor may misinterpret the
significance of a published forecast?
Securities analysts, however, strongly feel that
forecast information is vital to the determination
of a company's stock value. Price earnings trends
and levels of earnings are considerably important
in rationalizing the current and future price of a
company's stock in the marketplace. It is only
natural that any securities analyst who is able to
provide his clients with creditable earnings, project
a favorable position with them for future business.
The corporate executive's position is that forecasts serve as an internal planning and control tool
only, and at that, are usually confined to a select
level of management. This tool is frequently
changed in response to various outside influences.
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Types of Forecasts
Most companies of any size prepare forecasts.
If the company is organized on a plant or divisional
basis, the forecast is usually prepared on that basis.
That is, it is consolidated on a corporate basis with
the addition of corporate office expenses and the
consideration of federal taxes. The types of forecasts usually found include:
1. Sales or revenues
2. Earnings by major products
' Richard J Asebrook and D. R. Carmichael "Reporting on
Forecasts: A Survey of Attitudes," The Journ;Y
of Accountancy,
16id. t 1973.

NET.

19

forecast is a
goal or target,
managers tend
to make them
mo re
achievable
by being
conservative."

Exhibit 1
YEARLY VARIANCE
Cumulative Percent Variance (2)
Rank(]) Type of forecast
1
Corporate expense
2
Expenses by corporate chart of
accounts
3
Corporate sales
4
Changes in capital structure
5
Expenses by division
6
Changes in productivity
7
Sales by division
8
Corporate earnings
9
Earnings by division

5%
65%

10%
90%

15%
97%

20%
98%

21 -r
2%

55 %
53 %
53%
53 %
47 %
36%
37%
22 %

84%
84%
84%
82%
77%
74%
70%
58%

92%
93%
92%
95%
92%
88%
80%
73%

98%
95%
95%
97%
97%
94%
87%
82%

2%
5%
5%
2%
3%
6%
13%
18%

(1) Based upon cumulative variance at 10 %.
(2) Percent variances represent plus or minus differences.

3. Expenses to develop earnings
4. Capital expenditures
5. Research and development
6. Capacity review
7. Cash forecasts
Most companies develop an annual forecast or
budget for each month of the fiscal year just prior
to entering their fiscal year. At the beginning of
each month they prepare an additional update of
the expectations for the current month, and for
the next two or three months as well. This updating can usually take advantage of the current
business trends within the company and its industry, thus avoiding surprises.
Many companies extend the annual forecast to
include a longer range projection, usually three
to five years in advance of the current year. This
is used internally more for planning expansion of
facilities, and cash requirements than for the usual
elements of sales and income.
Very few companies now release such information to the public in any manner — formal or informal. Those companies whose business is cyclical
or seasonal would especially encounter greater difficulties in making projections and for this reason
would be more reluctant to disclose such forecasts.
Adequacy of Forecasts
Corporate management holds strong feelings
about the risks in publishing incorrect forecasts.
In its opinion there are innumerable factors beyond
its control that can significantly affect accuracy.
Major factors include economic changes in the
industry, country, or in the world, changes in the
tax laws, introduction of new products or processes
by competition, and changes in pricing by the
competition.
When a responsible manager compares his actual
experience to the forecast he must explain the
reasons for deviation. If they are beyond his control they are usually acceptable. When dealing with
the investing public, however, this acceptance of
deviations would not be present and could very
well result in a serious credibility gap and shareholder resentment. As one textile executive put it,

20

%

"Since the

"If the forecasted earnings are higher than actual,
then the buyers of stock will blame the companies;
if the forecasted earnings are lower than actual,
then the sellers of stock will blame the companies;
if the forecasted earnings are accurate, then the
buyers and the sellers of stocks will pride themselves on their own ability to accurately diagnose
the results." 8
To what degree are internal forecasts reliable?
Most corporate and division managers attempt to
set reasonable and achievable annual goals. Although the words "reasonable" and "achievable"
sometimes appear to be incompatible most managers desire to make a fair assessment of their operations; thus the "reasonableness" is assured. Since
the forecast is a goal or target, managers tend to
make them more achievable by being conservative.
Is this wrong? Is it merely human nature responding? How inaccurate are such forecasts?
The Financial Executives Research Foundation
survey indicates that for corporate sales 85 percent
of the respondents indicated 90 percent accuracy;
and on earnings 70 percent of the respondents indicated 90 percent accuracy. When attempting to
identify divisional accuracy in the same two items
for 90 percent accuracy it showed 74 percent on
sales and 58 percent on earnings.* This would seem
to indicate that a degree of accuracy of plus or
minus 10 percent cannot be reasonably expected in
the eyes of the investing public. (See Exhibit 1.)
This same survey indicates that a deviation of
plus or minus 20 percent can be expected in only
87 percent of the cases on corporate earnings, and
82 percent on divisional earnings. This would seem
to demonstrate unquestionably that forecasting is
by no means precise, even though most large companies are employing it for their own planning.
This conclusion appears to be similar to others
reached on the same subject:
"The experience of the firms studied indicates that a reasonable doubt should exist
regarding the ability of firms to forecast
/bid.
*Phyllis S. McGrath and Francis J. Walsh, Jr., "Disclosure of
Financial Forecasts to Security Analysis and the Public ," A report
from The Conference Board, 1973.
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operating results with the degree of accuracy
and precision necessary to satisfy the requirements of investors. Differences exceeding 15
percent between forecasted net income and
actual net income were present in one -third of
the observations." 5

Exhibit 2
ATTITUDES ON FORECASTING

Respondent
groups
Institute of Chartered
Financial Analysts
Financial Executives
Institute
American Institute of
Certified Public
Accountants

Legal Liabilities
A major concern of the vast majority of company
executives is that deviations from published forecasts will result in legal action against the company,
its officers, or the members of its board of directors.
Such a possibility of risk becomes ever greater as
more and more decisions are based upon such
published forecasts. Regardless of the ultimate outcome, the cost of such laws suits could be burdening.
"With regard to legal liabilities of managements and boards of directors the formal publication of projected financial statements cannot help but increase legal exposure. Financial
performance significantly better or worse than
projected seems clearly to be a basis for action
for damages. Where they were able to establish a deliberate attempt to mislead, third
parties would have the same avenues for
redress as they do now. One gets into a gray
area, however, when performance differs significantly from plan and there has been an
honest attempt to (1) plan properly (2 )
make full disclosure (3) manage the company
as efficiently as possible. The recognition of
this potential new source of legal complications is one of the reasons why management
is not particularly enthusiastic about publishing forecasts in the form of projected financial
statements." 6
One thing, however, is certain. If forecast information is provided to securities analysts it should be
a company's policy to immediately make a public
release of the same information. The SEC, in fact,
has given notice that a registered company will be
required to file information on earnings forecasts
once that information has been given to any persons
outside the company. This would include securities
analysts or others who could be expected to use the
information in the purchase or sale of securities, or
in turn, pass it on to others who could use it for
investment purposes.
No conclusion can be reached as to whether any
class action suits by stockholders would ever take
place, but given the way current standards are defined, the hazard is not worth the risk in the eyes
of management.
Misinterpretation and Assumptions
In the Asebrook and Carmichael Survey of Attitudes on Forecasts (Exhibit 2), the item all three
professional groups agreed upon was that the average investor would misunderstand or misinterpret
forecasted income statements published by management.'
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Percent who feel
misinterpretation:
Would
Would not
take place
take place
47%

31 %

57%

21%

48%

36 %

Source: Asebrook and Carmichael, "Reporting on Forecasts: a survey of attitudes," Journal of Accountancy,
August 1 9 7 3 , p g. 43.

"A major
concern ... is
that deviations
from
published
forecasts will
result in legal
action against
the company

Interpreting the meaning of earnings and other
forecast data depends upon how well a reader understands the assumptions that are inherent in the
forecast.
For internal planning purposes, the major assumptions that go into the forecast should be
thoroughly and completely documented. Such documentation usually comprises:
1. The industry outlook, including competitor actions, the company's relative position within
the industry, any penetration that is expected
for the coming forecast period
2. The product line outlook and forecast, particularly where more than one product line may be
involved in a division or corporation
3. Selling price assumptions, including the effect
of price controls where they may be a factor
4. Wage increases, including the effect of wage
controls and labor agreements where they are
known or can be anticipated
5. Other cost increases which can be documented
or anticipated
6. Governmental actions affecting the division, including such things as government spending
programs, federal and state tax changes,
O.S.H.A,. and pollution controls
7. Dollar exchange fluctuations where a company
may be in the international market place
8. Capacity studies, predicated upon industry outlook and sales projections, which may result in
expansion of current facilities or the requirement for additional geographical outlets
9. Marketing strategy, including specific division
or corporate objectives and plans to capitalize
on strengths and to reduce the impact of division weaknesses
10. Introduction of new products, or opening new
markets
11. Major cost reduction programs which may be
in progress or contemplated for the forecast
period
I

"T h e Feasibility of Reporting Forecasted Information," The
Accounting Review, October 1971, p 666, 692.
s R. Gene Brown, "Ethical and Other Problems in Publishing
Financial Forecasts," Financial Analysts Journal, March -April
1972.
r Asebrook and Carmichael, Op. Cit.
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"The frequent
or periodic
changes
required can
then create a
credibility
gap
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12. Major influencing factors that will tend to
change working capital
13. Progress and assessment of research and development projects —which are being dropped or
which are being emphasized as most fruitful
Since companies preparing forecasts include a
great deal in their assumptions, it raises the question
of how much should be disclosed. Saying too little
may render the forecast hard to understand, but disclosing all of the details will subject it to interpretation, and the average investor or stockholder is not
sufficiently sophisticated in his interpretive endeavors to arrive at a likely conclusion.
Another significant argument raised by many
executives is that if detailed assumptions are disclosed they will provide the competition with an
insight into company plans and strategy. The
competition thus has a preview and an earlier
opportunity to counter. From this, one can conclude that some compromising middle ground between detailed assumptive disclosure and minimal
information may be the final answer if voluntary
disclosure is the course a company feels it must
pursue.

are not sympathetic to these factors, feeling that
forecasting is a relatively simple task of feeding
orders into a computer ( that has its memory filled
with statistics on that order) capable of massaging
them to print out a sales and earnings projection.
The frequent or periodic changes required can then
create a credibility gap which could damage the
confidence of investors.
Summing Up

Almost all companies of any size prepare forecasts
for internal use. Most of them forecast in greater
detail for the current year and in lesser detail for an
extended period, usually up to five years. These
companies further compare the actual results to
those that are forecast in the plan on a frequent
basis, usually monthly. In developing the forecast,
companies document a series of assumptions which
usually encompass an economic outlook: competitive strategies; external, governmental, and other
agency factors; marketing strategies; and other financial considerations. Companies seldom release such
forecasts to the financial community.
Financial executives and managers stand virtually
shoulder to shoulder against the future release of
budgets or forecasts. Although it is difficult to
Management's Use of Forecasts
identify any one factor which forms the basis for
Forecasting, as an internal too], primarily estab- management's resistance to disclosure, two elements
lishes a reasonable estimate of sales and earnings are of primary significance: potential misinterpretafor the forecast period. Thus, it becomes a goal or a tion by the investing public, and the potential legal
target— something to strive to achieve. During the liabilities. In addition to these factors there are
course of the year, management is usually interested others: the public release of information would be
in comparing actual performance to this forecast — advantageous to competition; credibility implicausually monthly, although in smaller companies tions would arise whenever revisions to forecasts
were necessary or whenever forecasts were missed;
comparison may be quarterly.
Management is further interested in determining the cost of complying with disclosure might be high,
the causes of differences from forecast and deciding particularly as it pertains to the requirements for
if these conditions will continue. This practice revision; and management now uses current foreusually results in periodic updates, giving all inter- casts as tools for establishing goals rather than as a
ested levels of management the latest analyses of means for informing investors.
Most managers feel that companies would tend
sales and earnings expectations.
Public disclosure of forecasts could result in the to submit conservative or achievable estimates if
development of data that is (and always was) they were required to make public disclosure. Such
"achievable." Thus, an element of complacency action would take place primarily to avoid the
could creep into management's philosophy, caused damage to present stockholder relations and to
by conservative forecasts that in reality work to the bridge the credibility gap. Management would most
disadvantage of the company and shareholders. likely feel a strong obligation to attain a sales or
Management usually prefers to operate in an envir- profit level agreeing with the forecast released to the
onment of challenge, receiving the rewards and financial community. Such an obligation could
benefits for risk - taking. Disclosure could dampen influence management to postpone desirable exthis philosophy, by feeling the compelling need to penditures or possibly manage earnings to meet the
profit forecast.
"play it safe."
The Securities and Exchange Commission anCredibility of Forecasts
nouncement to permit voluntary disclosure of earnBecause of the inaccuracies inherent in forecasts, ings forecast probably will not induce many comand the possibility of future forecasts leaning to the panies to publish their forecasts. Those companies,
achievable side, there arises the question of credi- however, that do attempt to provide information in
bility. Managers recognize that there are many this area of disclosure are likely to receive a favorinternal and external factors which are subject to able response from securities analysts and the investchange. They are in their positions precisely because ing public. Thus, the venturesome companies may
of their ability to react to these factors in the best yet prove or disprove what would appear to be
interests of the company. Most investors, however, inherent problems that management fears.
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A VOTE FOR
PROFIT FORECASTING
Forecasting and management services are some of the peripheral
areas that will affect future - oriented accountants.

By Alice S. Markwalder
Throughout history man has based his decisions on
experiences of the past, although his overwhelming
desire has been to base them upon knowledge of the
future. He has consulted witches, astrologers, seers
—yea, even financial analysts —in a quest for a
glimpse of what lies ahead. Now, some 40 nears
after the establishment of the Securities and Exchange Commission, the investor (at least) is moving ever closer to having a good estimate of the
future. Now, forecasting gives shareholders information they would like to have, earlier than they
would have it without forecasting, and it gives them
information formerly available only to insiders.
Before we look at the roles played by the parties
involved in forecasting, a few basic facts need to be
stated about forecasts. We begin by assuming that
forecasting means projection of corporate activity
for a given future period, most likely a year. Generally, the reference is to forecasting of profits, but
in reality the prospect of losses should be also
considered. Some firms make their predictions in
terms of earnings per share, and in some cases there
have been projections of sales with offsetting costs
and expenses, and a net profit estimate. In other
cases, figures are presented in a given range, plus or
minus a given percentage. Also, forecasts are made
public in several ways. For example, the 1972 Fuqua
report stands out as the one with the broadest
scope and widest printed circulation., More often
information divulged by management is in the form
of a statement made to a financial analyst, a group
of analvsts, or to the news media.
Are There Any Standards?
No generally accepted standards exist for the
preparation and dissemination of forecasts; however,
accountants have been concerned with setting up
guidelines for projections for at least five years. In
November and December 1972, the SEC conducted
extensive hearings on forecasting, setting the stage
for permission for voluntary disclosure in February
1973. Prior to 1973, interpretation of the Securities
Exchange Act of 1934 had been such that the SEC
forbade publication of statements of forecasts.2
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Now, firms registered with the SEC are permitted
to include statements of projection in their 10 -K
forms.3 The SEC in permitting publication of forecast information under the new policy set forth the
following proposals:
1. Disclosure of projections in Commission filings
should not be required (except as noted in 7
and 8 below) .
2. Reporting companies meeting certain standards
relating to earnings histories and budgeting experience should be allowed to include projections.
3. Certain standards should be met in regard to
setting forth of underlying assumptions, use of
reasonably definite sales and earnings figures,
and use of a reasonable time period.
4. The filing companies should be required to update projections regularly and when there is a
material change in the projections.
5. An issuer should be allowed to stop filing forecasts if it discloses its decisions and reasons for
doing so.
6. No verification or certification of the projections will be permitted at this time.
7. If an issuer discloses projections outside the
SEC, it should be required to file the same with
the Commission.
8. Anv issuer who discloses a projection must include a statement of the projection, circumstances of its disclosure and comparison of the
projection with actual results in its Form 10 -K
for the fiscal year in which the projection was
made.
9. The circumstances should be defined under
which a projection is deemed to be not misleading.
10. Standards should be set for the preparation and
dissemination of projections.*
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1 John K. Shank and john B. Calfee Jr., "Case of the Fuqua
Forecast," Harvard Business Review, Rovember•Deeember 1973. A
similar report for 1973 and 1974 was issued in February 1974. This
preliminary, unaudited report shows per share earnings of $2.10
compared to the prediction of $2.09.
Disclosure of Corporate Forecasts to the Investor, a monograph,
The Financial Analysts Federation, New York, N.Y. March 1973.
"SEC Plans 'Gradual Change' in Forecasting )Policy," The
Journal of Accountancy, March 1973.
Ibid.
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whole,
accountants
have expressed
themselves as
being rather
strongly in
favor of
forecast
publication."

Updating the forecast is a point on which all
sources agree; periodic reports should reveal any
revisions and updates required. Furthermore, the
time frame of reporting is ap important consideration. Past accounting practices, if applied to forecasts, would result in a forecast for the coming year
at the end of the present year. At the end of each
quarter the forecast would be updated for the remainder of the year. The true purpose of forecasting would, however, be better served if at each
reporting time the projection were made for the
remainder of the fiscal year and for the year ending
12 months hence. Corporate activity is a continuous process; business does not begin on the first
day of the fiscal year and end on the last. It follows
logically then that internal planning and budgeting
processes are not —and should not be— restrained
by the rigidity of the fiscal period.
The form in which projections are presented
should clarify, not mislead. Forecasted information
should be clearly differentiated from historical data,
particularly when it concerns financial statements.
Figures should be presented in form of a range or
in probabilistic style. A flexible format should be
allowed as dictated by circumstances, and the
presentation should be mandatory, not optional.
Management's budget provides much forecast information. There must be, however, a modification
of the budget before it becomes a forecast. The
budget is a plan of operation while the forecast is a
prediction, albeit, a prediction based on the budget.
The budget may, for example, embody certain
aspirations such as cutting costs by improving internal control. This goal, since it may or may not be
readily attainable, is not appropriate for disclosure
in a forecast.
To Disclose or Not To Disclose
Publication of budget information, pro forma
statements, and actual profit forecasts are a part of
disclosure, an area in which corporations have always been touchy. Until the early years of the
20th Century little or no information was disclosed
to stockholders. In the past, a forecast could constitute anything from a general statement that the
company was expecting a good year in the coming
twelve months, to the detailed preliminary annual
report. Even with the mandatory requirements of
the SEC and the subsequent improvement of reporting of listed companies, the stockholders in
unlisted companies have frequently received very
little information, and what they have received has
;

Op.
Forecasts to Inclination
the Investor,
r a S.Disclosure
Singhvi, o
"Corporate
to
f CorporateManagement's
ol 1.n d Cit.,
S
Disclose Financial Informati on," Financial Analysts Journal, July August 1972.
r IC. Fred Skousen, Robert A. Sharp, and Russell K. Tolman,
"Corporate Disclosure of Budgetary D at a," The Journal of Accountancy, May 1972, P. 51.
s Harvey E. Kapnick "Will Financial Forecasts Really he l p
Investors ?" Financial Executive, August 1972, p. 51. Mr. Kapnick
however, feels that a bet te r j ob shoul d be done on the historical
statements before attempting to "... provide forecasts about the
unknown fut ure."
David F. Linowes, "Fut ure of the Accounting Profession," The
Accounting Review, January 1965, p. 102.
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been of poor quality." The same oppositions have
been voiced each time a new class of information
disclosure has been proposed: "Disclosure of .. .
data would be useful to our competitors" and "the
investor might be misled. "' In every survey reported on, executives were far more reluctant to
reveal future prospects than either financial analysts
or accountants felt they should be. Management has
the information, but the question of disclosure or
degree of disclosure remains.
The Role of the Accountant
It is first necessary to differentiate between the
roles assumed by the accountants involved. The
firm's accountants will certainly have a part in the
preparation of the budget and any statement of
forecasts. The area of controversy lies in whether or
riot the independent accountant or auditor will be
called upon to review the content of the forecast
and express an opinion thereon. Furthermore, it
may be questioned whether the same firm should
audit the financial statements and the statements of
projections.
On the whole, accountants have expressed themselves as being rather strongly in favor of forecast
publication." Their feeling has been that since
forecasts are made, they should conform to accepted
guidelines. They see the forecast as part of the
annual report, and generally assume that the attest
function will extend to the forecast. It is the attestation of the forecast which presents the thorniest
problem for the accountant." The audit report, as
it applies to historical statements, is not necessarily
fully appreciated by the average investor. If the
attest function is extended to forecasted reports,
the limitations and tenuous nature of the forecast
should be clearly defined.
The Role of the Analyst
The financial analyst has been making forecasts
for a long time. Management's statements, formal
or informal, are only a part of the information he
has assembled to prepare a forecast for a given
security. A management forecast, in a prescribed
format, will give him a much better base for comparison than he has had
the past. He will also
be better able to consider the trend of the economy
as a whole, the state of the industry the firm is in,
and peculiarities of the firm itself.
Since the analyst is an expert at forecast preparation, and is independent of the company, he might
be called upon to prepare the forecast. However,
he does not have access to the quantity or quality
of information that management has. Although the
accountant has access to the information when he
performs the audit, he is not so well qualified as the
analyst at forecasting. It would, therefore, seem
that all three — management, the accountant (auditor), and the financial analyst— working together
should be able to prepare a thorough and reasonably
reliable forecast.
One consideration, however, haunts all three: the
fear of legal obligation. Could not investors, placing
faith in a forecast, sue all parties involved if a
in

Updating the Forecast

" On t h e
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security did not perform in accordance with the
forecast? Financial analysts go to some lengths to
caution the investor that they are merely making
predictions based on current knowledge. The auditor, on the other hand, extends an opinion that
the statements, present fairly, in conformity with
generally accepted accounting principles, consistently applied, the financial position (at a given date)
of the company based on the underlying information provided by the auditor's client. If he uses
such precision of words on historical statements, the
auditor would be even more cautious with a forecast. Of course, the ultimate responsibility for the
forecast lies with company management.10
Addressing the Investor
Ultimately we come to the user of the forecast,
the investor. Who is he? An investor is someone
with one share of a mutual fund stock which has a
portfolio of a large number of securities. An investor is also the mutual fund itself. Thirty million
Americans own stock directly; 70 million participate
in ownership through trusts, pension plans, and
various types of insurance. For the most part, these
investors represent an enormous but financially
unsophisticated group. Nonetheless, forecasts must
serve this group as well as the more sophisticated
investor. As an owner, or prospective owner, of a
company the investor should be informed about the
company. He now receives the annual report with
the balance sheet and income statements, but he
also wants to know his company's prospects. In
reality, the investor should be far more interested
in a firm's future than its past.
Addressing the Market
If management has conscientiously prepared its
forecasts, independent accountants have audited
them, financial analysts have placed them in per10
John G. Gillis, "Corporate Forecasts: Legal Aspects," Financial
Analysts Journal, January February 1973.
11
Eugene F. Fama, "Efficient Capital Markets: A Review of
Theory and Empirical Work," Journal of Finance, May 1970.
17
Oldrich A. Vasicek and John A. McQuown, "T he Efficient
Market Model," Financial Analysts Journal, September- October
1972, p. 75.
13
Op. Cit ., Disclosure of Corporate Forecasts to the Investor,
5.
p Cit., Vasicek and McQuown, pp. 75, 76.
's William F. Sh
e, "Risk Sensitivity and Diversification,"
Financial Analysts ournal, January February 1972. Vasicek and
McQuown, Loc. Cst., pp. 71-84; W.H. Wagner and S.C. Lau,
"T he Effect of Diversification on Risk," Financial Analysts
Journal, November - December 1971.

U
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spective with other securities, and the potential
investor is ready to make his choice, there is one
more factor left to be considered: the market. There
are hypotheses about the market which indicate that
by the time the average investor receives a published forecast, the market price of the stock has
already adjusted to the news. These theories are
generally known as the efficient market, random
walk, and the martingale. In common, they imply
that "...the price of any security at any moment in
time should fully reflect all of the information about
that security which is available at that point in
time." 11
In the "efficient market" all currently available
information about future prices is discounted in
today's prices. A "martingale" assumes that any
confidently expected advance for tomorrow is discounted today, so that "...today's price becomes
an unbiased estimate of `tomorrow's,' " discounted
by the expected long -term growth characteristic of
the market.12 And the "random walk," strongest of
the three, assumes that at any time "...the price
of a security fully reflects the best possible evaluation of the firm which could be extracted from the
information available at that time." 13 The "randomness" comes not from lack of causal reasons but
from the fact that "... at any given moment in
time, the next period price change is random with
respect to the state of knowledge at this moment." 1 4 A number of writers disagree with the
broader application of the random walk theory.
They have shown that with sophisticated screening
and selection of securities they can outperform
the market.15

"Publication of
forecasts is a
ogical step in
the changing
emphasis in
the accounting
profession
from past...
to future ..."
I

Conclusion
Forecasted statements, when prepared along the
same lines as historical statements, can be an extension of the statements now in use. Publication of
forecasts is a logical step in the changing emphasis
in the accounting profession from past (balance
sheet) to present (income statements) to future
(statements of forecast).
As accounting techniques have become automated and computerized, the accountant has become more involved in areas formerly considered
out of his realm. Forecasting and management
services are some of these peripheral areas that will
affect future - oriented accountants.
❑
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INVENTORY
OWNERSHIP COSTS
Once the decision has been made to allocate inventory
ownership costs and it has been decided which costs are to be
allocated, a suitable method of bookkeeping needs to be
established.

By Albert Wallace
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The costs of owning an inventory are real, and
sometimes significant, costs of doing business, and
part of such ownership costs should be allocated to
the inventory. These costs include: (1) the cost of
floor space and insurance, (2) interest on dollars
invested in the inventorv, (3) overhead in the form
of inventory control personnel, and (4) other expenses incidental to owning an inventory. Such
allocated ownership costs would then be charged
to earnings as the inventory is consumed. This
would be particularly appropriate where dollar levels
of inventory fluctuate to any extent from period to
period.
There are a number of very good reasons for considering the allocation of ownership costs to inventory. One reason is that without ownership of
the inventory, the ownership costs would not be incurred. Indeed, such ownership costs are an extension of the "transportation in" concept which adds
to product purchase value the cost of transporting
and locating the products in the owner's warehouse.
Where ownership costs occur irregularly and in significant amounts they would seem to distort income
levels should they be charged to a specific period
rather than income. t By reflecting ownership costs
in current inventory value, the complete charging
of these costs against earnings is matched with the
incidence of revenue.
The allocation of ownership costs to inventory
reflects the values of assets and expenses in the
same manner in which these costs behave. For example, if a company dealing in draperies and bedspreads adds a line of mattresses and cushions, more
resources in the form of floor space, racks, cost of
capital, and inventory management effort would be
required. Even though a large volume of the new
product line would move through the business
during an accounting period, the necessity of owning a substantial inventory would remain. Therefore,

while the mattress line remains in inventory, its
share of ownership costs should be attached to it.
When the mattress line inventory is liquidated, all
ownership costs attached to that line would be
charged to expense. Where ownership costs are
allocated, production and commercial utilization of
inventories (and inventory waste) are appropriately
costed against earnings. Inventory and expense data
where ownership costs are allocated to inventory are
more effective in production costing, price estimating, and project evaluation since revenues are not
distorted with ownership costs charged on an
irregular basis.

Ownership Costs and Decision- Making
Managerial decision- making would be enhanced
by the allocation approach in a number of areas.
1. Budgeting and forecasting would be made more
effective. Inventories bearing their share of
ownership costs and expense statements uncluttered, by irregular ownership costs would
furnish a more consistent data base from which
to project future activity.
2. Measurement of operating performance would be
more meaningful. Imputed ownership costs
would reflect directly as the responsibility of inventory managers as part of the inventory being
managed and not scattered through the earnings
statement at the time they are incurred.
3. Inventory control efforts would be directed to
more realistic dollar levels of inventory value
under the allocation method.
4. Investment analysis would be more useful where
product divestiture or capital expenditures are
under consideration. Asset values and operating
profit dollars for purposes of discounted cash
flow analysis would be more precise.
Edward L. Wallace, "Inventories," Aeeouniants Handbook,
Fourth Edition Rufus Wilson, Editor, Ronald Press Co., New
York, N.Y., 1969, Chapter 12, pp. 4 and 5.
I
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allocating fixed
ownership
costs where
feasible."

$

$

$

$

$

$

$350,000
$100,000
30,000
1,000
4,000
35,000

17,000
3,500

_
-

Ownership
costs
$3,500
$1,225

A comparison of operating statement data between the original and revised amounts is shown
in Exhibit 1. An analysis of the Exhibit indicates
Exhibit 1
INVENTORY OWNERSHIP COSTS
AND PROFITABILITY

Total assets

$100,000

$101,225

$
$
$
$

$
$

1, 00 0

$

4,000
35,000
17,500
8,750
2. 5 %

$

Annual sales dollars
Cost of production
Finished goods inventory
Work in process
Raw materials
Total inventory
Operating profit (pre taxes)
Operating profit (after taxes)
Profit percent to sales

Revised
data
$350,000
$100,000
31,050
1,035
4,140
36,225
18,725
9,364
2. 7 %

Original
data
$350,000
$100,000
30,000

$

Imputed interest on working capital
6% $2,100
V2%
Insurance on inventory
175
Cost of inventory control
175
V2%
Cost of purchasing and expediting
V2%
175
875
Warehouse operating costs
2Vi%
Total ownership costs
10% $3,500

also consider

The asset share of the $3,500 would then be added
to the various inventories in direct proportion to
their values:
Allocated
Original ownership Revised
value
value
costs
$31,050
Finished goods
$30,000
$1,050
1,035
Work in process
1,000
35
4,140
Raw materials
4,000
140
$36,225
Totals
$35,000
$1,225

$

Assume the following example where ownership
costs are estimated as percentages of the total inventory value of $35,000.

Cost of Production
Inventory Values

Total
value
$100,000
35,000

$

Example

"We should

The $3,500 annual ownership cost would then be
divided between expenses and inventory values in
the following proportions:

$

These inventory ownership costs would be added to
an inventory value which conventionally includes
the purchase price of the material and the costs of
transportation and handling. Frequently these
ownership costs would be material in amount.
What would be the result on the annual report of
a jet airliner factory, for example, if interest on investment in inventory and insurance on the inventory were allocated to the inventory in process
rather than expensed as incurred? In the case of a
producer who carries twenty planes in various stages
of work in process, the accounting treatment of inventory ownership costs as an addition to inventory
and a reduction of accounting period expense would
surely be a significant amount.
Once the decision has been made to allocate
inventory ownership costs and it has been decided
which costs are to be allocated, a suitable method
of bookkeeping needs to be established. In many
cases, the method can be quite complex if different
levels of ownership costs are to be derived for different types and components of inventory. The simplest, workable, method would be to derive the
ownership costs from the company's operating
budget or historical accounting records.

Annual sales dollars
Cost of production
Finished goods inventory
Work in process
Raw materials
Total inventory
Net operating profit (where all
imputed inventory costs are
charged to expenses as incurred
and not allocated to inventory)
Imputed cost of inventory ownership

$

1. Cost of money (interest) on dollars invested in
the inventory (The cost of capital incidental to
the ownership of a million dollar inventory is, of
course, quite different than the cost of capital
required to handle a two thousand dollar inventory.)
2. Variable costs of inventory acquisition and control such as warehouse clerks, receiving personnel,
and stores operating expenses
3. Insurance on the inventory
4. Floor space and especially rented floor space or
space acquired for the specific purpose of accommodating an expanded inventory

The ten percent cost of ownership factor will be
used to calculate the dollars to be added to inventory. The imputed interest on working capital
and insurance on inventory would be the current
commercial rates. Other ownership costs could be
derived by taking them on an annual basis as a
percent to cost of sales and then applying that
percent to the inventory values.
Assume the following data selected from a firm's
operating budget.

_

When we allocate ownership costs against inventory, which costs should we allocate? We should
at least add the "variable" ownership costs to the
inventories being supported by these costs. We
should also consider allocating fixed ownership costs
where feasible. By definition, fixed costs are related
more to a time period rather than value creation
and as such would perhaps continue to be charged
to earnings since they are continuing and of a fairly
level nature. Elements of inventory ownership costs
to be allocated to inventory value should definitely
include:

Asset turns

3.50

3.46

Return on investment

8.8%

9. 3 %
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"The method
works under
both direct
costing and
absorption
costing
systems."

that the method of treating inventory ownership
costs can generate significant differences in extreme
instances.
The foregoing example indicates that the inventory ownership costs can be imputed to inventory
values arithmetically even though not specifically
traceable to inventory costs. The method works
under both direct costing and absorption costing
systems. It also does not seem to be in conflict with
generally accepted accounting principles as outlined
in ARB No. 43 2 which seems to leave a wide latitude as to which overhead elehients might be included as a proper charge to inventory values.
Examination of Financial Statements by Independent
Accountants, AR$ No. 43, AICPA, New York, N.Y., 1936.

2

Public

Conclusion
The approach outlined above furnishes certain
advantages over the usual method of expensing all
inventory ownership costs at the time of occurrence.
Although to some, the additional bookkeeping effort may present disadvantages and might appear
to be a departure from generally accepted accounting principles, we believe that the advantages to be
gained from adding an appropriate share of inventory ownership costs to the inventory value would
outweigh the disadvantages. Finally, the inventory
ownership costs are related to the inventory value,
since without an inventory the ownership costs
would not exist.
1:1

THE LONER: A SMALL FIRM'S CONTROLLER SPEAKS OUT
Continued from page 16
ment heads and the head office and receive an OK.
Everything works fine for awhile, until someone
convinces the boss that our labor rates are too low
and not competitive with local industry. The end
result of this mid -year conference is a general increase, considerably larger than the normal amount
of wage increases budgeted. It means more money
expended with no increase in production. My budget is now in trouble and the trouble is getting
worse. The next problem that arises is in the fringe
benefit area. I don't believe that the average employee realizes how much money is spent by a
company to provide fringe benefits for its em-

ployees. The company is required to provide disability insurance, workmen's compensation, hospitalization, life insurance and on and on. Quite a few
of these fringes are based on wages; therefore when
wages go over the budget, fringes follow along.
Conclusion
As I said before, the job in a small company does
have its advantages too. I don't think that there is
hardly an area of accounting that you don't get
involved with. When you get home at night you
know that you have put in a good day's work and
done your best. It kind of gives you a sense of
satisfaction to offset the daily frustrations. It's a
good feeling.
El

FINANCIAL PERSONNEL RECRUITMENT
Continued from page 18
chances. An employee may leave and find the new
position inferior to the one he had with you. The
news will drift back to your staff as fast as a telephone call. If this happens, it can provide incentive
for employees to stay with you. If, on the other
hand, he happens to find the new position better
than the one he left, your problem with the remaining staff is no worse that it was before he left.
How about the exit interview? After the employee has notified you that he is leaving, why not
interview him without trying to convince him to
stay. Ask why he is leaving, his opinions about
your staff, your quality of work, your reputation.
You may be amazed at what he says. Departing
employees sometimes free themselves on the last
day. Much of what he says will be the cold truth;
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if he feels he is jeopardizing a good reference, however, he may not volunteer any opinion.
Conclusion
Competent people are always hard -to -find, because the good ones are employed. To attract better
people, the accounting profession needs better public
relations to emphasize its strong points, its service
to industry, and its high income possibilities. Unless the profession as a whole does a better job in
developing and improving public image, the recruiting battle will increase. In general, retaining
competent accountants narrows down to improving
employee relations by giving the employee greater
prestige, letting him know he is a member of the
team and that you are glad he is aboard.
We wish you success in your recruiting and retention of financial personnel.
E]
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CATTLE ACCOUNTING
As in other physical inventories, it is necessary for the accountant
to control movement of the cattle during the inventory, and to
establish an accurate cut -off for comparison of quantities with
accounting records.

By John F. Loughlin
Realistic general and cost accounting methods and
procedures are as important to successful operations in the cattle industry as they are in manufacturing or other industries. The application of
accrual basis accounting and cost accounting principles to a large cattle operation, however, raises
questions and problems which differ from those
encountered in other industries. Some questions
involved in accounting for the breeding, raising,
and marketing of cattle are:
I. What are the components of the cost of a calf?
2. How should the cost of breeding animals be
allocated?
3. How should operating expenses be allocated?
4. How may costs be allocated between purebred
and commercial operations?
The development of accounting procedures to
answer these and other questions presents a challenge to the ingenuity of the accountant to prepare
meaningful financial information, and to do so in a
practical manner. This article presents a review of
certain considerations involved in accounting for
cattle and an illustration of procedures developed
to account for a large purebred and commercial
cattle operation.
The basic production of cattle operations is
represented by the calves produced and the value
added to commercial or immature breeding animals.
Depending on operating considerations, calves may
be sold in their year of birth, they may be retained
for breeding purposes, or they may be raised for
future sale as commercial beef. Although operations
may involve primarily raised animals, it is not uncommon that they will also include purchase of
commercial animals for short -term retention and
sale, which would, of course, occur when pasture
availability and market prices indicate that such
operations may be profitable.
Mature breeding animals represent the production facilities of a cattle operation. It is an accepted
practice in the cattle industry that animals which
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have completed their second year are considered to
be breeding animals. Breeding animals will normally
consist of some top grade purchased animals and
improved animals developed in the breeding operations. Upgrading of breeding herds may include the
annual identification of less desirable animals and
the sale of substantial numbers of such animals as
breeding stock. Operations also include the annual
identification of nonproductive or substandard
animals which are culled from the herds for commercial sale. Considering the average productive
life of breeding cattle, it is generally agreed that a
life of from seven to eight years from the two -year
old breeding classification is realistic as the average
useful life of breeding cattle.
Valuation of Cattle at Cost
Depending on intended future disposition, calf
production may represent finished inventory, inventory in process or productive facilities in process.
Generally accepted accounting principles indicate
that in these circumstances, calves should be recorded at cost in the year of birth. Costs of maintaining commercial animals after the year of birth
also represent inventory costs, and should be added
to initial animal costs. Similarly, costs of maintaining immature breeding animals represent additional
costs of productive facilities, and should be added
to initial animal costs until the animals reach breeding age.
The cost of calves generally may be considered
to consist of the applicable costs of the breeding
animals which produced the calves. Calf cost, therefore, should include operating expenses and depreciation of breeding animals. Although calves may
be born at various times during the year, it is most
expedient for cost computations to be made on the
basis that all calves are born at year -end. This
approach is realistic since most operating expenses
apply to breeding animals as opposed to being
directly applicable to calves. On this basis, operating expenses are allocated to breeding animals,
immature breeding animals and commercial inventory animals, and the amounts for breeding
animals are allocated to calf cost. Operating ex-
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certain
areas of the
Internal
Revenue Code
seem to
presume that
only the cash
basis is used in
accounting for
cattle
operations."

penses so allocated should include only normal
expenses, and any abnormal expenses should be
expensed currently and excluded from allocations
to animal costs. Depreciation charges represent the
allocation of the basic cost of breeding animals to
the calves produced, over the estimated useful lives
of the breeding animals. With costs computed in
this manner, the net cost of breeding animals produced internally would consist of their calf cost,
plus maintenance costs in their first and second
year, less accumulated depreciation thereafter.
Purchased breeding animals would be valued at
their purchased cost, plus similar maintenance costs,
if any, less accumulated depreciation.
Since generally accepted accounting principles
require the recording of inventory at the lower of
cost or market, an adjustment to this general basis
of valuation is required when the computed cost of
inventory animals exceeds their net realizable value.
In a profitable commercial operation, such a situation would be unusual. If this were to occur, however, it would be appropriate to write -down inventory animal costs to net realizable value.
Physical Inventory of Cattle
Accurate determination of the cost of cattle
operations requires physical vertification of cattle
quantities on at least an annual basis. In order
that accounting computations may represent an
effective control over operations, the physical inventory of cattle should be controlled and supervised by the accounting function. The unique
nature of this inventory will present an interesting
challenge to the accountant, and certainly a radical
change from normal accounting activities.
Considerations involved in the physical inventory
will be dependent on the nature of the particular
operation. The counting of purebred animals is
normally the easiest because they are maintained in
restricted areas and are subject to accurate record keeping as required for breed registration purposes.
Other breeding animals and commercial beef cattle
may be maintained in larger pastures or in large
areas of open range, presenting greater inventory
problems. Since interim counts of births and deaths
of these animals are normally reported for operating
purposes on an estimated basis, an accurate physical
inventory is very important in determining the results of operations.
When cattle are maintained in smaller pastures,
it may be possible to obtain accurate counts by driving a jeep through the pasture and having counts
made by several individuals as the cattle pass by.
In other instances, it may be necessary to have the
cattle herded into a corner of the pasture and
count them as they are cut out in a line along the
fence. For large numbers of cattle maintained in
larger pastures or on open range, it is normally
necessary for riders to round up the cattle, move
them to pens, and count them as they are run
through a chute. It is most expedient if such inventories are made in connection with a "roundup" when cattle are gathered for operating purposes.
As in other physical inventories, it is necessary for
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the accountant to control movement of the cattle
during the inventory, and to establish an accurate
cut -off for comparison of quantities with accounting
records.
Basis of Accounting
The breeding, raising and marketing of cattle
is essentially an agricultural activity, and therefore may often be accounted for on the cash basis
which is predominantly used for federal income tax
purposes in the agricultural field. Indeed, certain
areas of the Internal Revenue Code seem to presume
that only the cash basis is used in accounting for
cattle operations. The cash basis, however, may
result in material omissions or inaccuracies, and
therefore is not a proper basis for developing meaningful financial information. In order that the financial information will be realistic and accurate, the
full accrual basis should be used in financial accounting for cattle operations. I
The accounting procedures discussed in this
article were developed to account for operations
involving production of purebred and crossbred
breeding cattle and commercial beef cattle, as well
as feeder operations for commercial beef cattle.2
The procedures consider allocation and accumulation of costs, including depreciation of breeding
animals, in herd cost centers, and allocations to
determine average costs of calves produced and
costs added to immature breeding cattle and commercial beef cattle. In financial statements, breeding cattle are reflected as fixed assets at cost less
accumulated depreciation, and costs of commercial
beef cattle are reflected as inventory.
Cattle operating expenses may generally be classified as labor, supplies and property cost. The nature
and amount of expenses vary considerably, depending on the nature of the operations. Purebred operations, for instance, would involve higher cost of
labor, improved pastures and feed, which would be
much smaller or not applicable for commercial
cattle operations.
Cattle Accounting Procedures
The following discussion describes cattle accounting procedures which apply accrual basis cost accounting principles to a purebred and commercial
cattle operation. Illustrative examples of the major
sections of the cost computations are shown in
Exhibits 1 through 5. Operations involved in these
I

Use of the accrual basis in the development of financial information for reporting to management and owners does not
preclude the continued use of the cash basis for federal income
tax purposes and related cash flow advantages which tnay result. In
the use of the cash basis for tax purpose s and the accrual basis for
financial accounting purposes, care should be exercised to determine that all federal income tax requirements are met in the
maintenance of the cash basis accounting records. In such instance, the effect of differences between the cash and accrual
bases would be accounted for in accordance with Accounting Principles Board Opinion No. 11, Accounting for Income Taxer, for
financial accounting purposes.
s Cattle accounting procedures must be designed to meet the
needs and circumstances of the particular operation. In the case of
feedlot operations, tax shelter programs or other cattle operations,
these factors may vat s considerably from the operations discussed in this article. However, the development of reasonable
cost information for calf production or maintenance of commercial cattle is important in any cattle activity as a basis for
evaluating operating results and developing additional information
for management control systems. With appropriate modification
to meet particular circumstances, the procedures discussed may,
therefore, be beneficial in other types of cattle operations.
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computations include two primary purebred herds
identified as Herds A and B, and a significant crossbred breeding herd identified as Herd D. Other
purebred bulls which are used in crossbreeding are
recorded in Herd C, and the remainder of crossbred breeding animals are recorded in Herd E.
Commercial beef cattle are recorded in Herd F.
As indicated by the description of the herds, these
operations involve the production and sale of purebred and crossbred breeding animals as well as
commercial beef cattle.
In the design of these cost accounting procedures,
it was apparent that significant differences in values
existed between the classifications of purebred and
crossbred breeding animals and commercial beef
animals. The herd designations and procedures for
allocation of costs, therefore, were designed to
reasonably allocate costs to these classifications.
The illustrated cost computations are prepared
at year -end as a basis for adjusting amounts recorded
during the year. Computations are shown for purebred Herd A to illustrate the computations made
separately for each herd classification. The cost
computations are supported by detailed asset record
cards containing the cost of raised and purchased
animals by herd and year of birth. The asset record
cards are used to identify the costs of sales, mortalities and transfers. In preparation for the cost
computations, quantities of transactions are determined by month and year of birth for each herd
from monthly operating reports and accounting
records. These quantities are adjusted based on an
annual physical inventory for use in the cost computations.
HERD SCHEDULE

The herd schedule is used to summarize animal
activity and costs computed in the remainder of the

computations. Cost of sales, mortalities and transfers are recorded in the total amounts reflected on
the herd schedules. A partial example of a herd
schedule is shown in Exhibit 1 for purebred Herd
A. Allocation of operating expenses and depreciation, including calf ratio allocations, are described
in the following comments.
ALLOCATION FACTOR — ANIMAL MONTHS

Operating expenses are allocated to the herds
based on the number of animals and the time that
they were held during the year. This allocation
factor is known as an animal month, one animal
on hand for one month. An example of the computation of animal months is shown in Exhibit 2.
Because of the volume of sales, mortalities, etc.,
during the year, these transactions are detailed by
month in order to more accurately allocate the
expenses. They are scheduled by year of birth because animal months for sales and mortalities and
total animal months for first and second year animals are required for allocation of the expenses.
Calves are treated as if born at the end of the
year for purposes of expense allocations, and therefore no animal months are computed for calves.
Transfers recorded on these schedules may consist
of crossbred calves born in the purebred herd and
transferred to the other breeding or beef cattle
herds. Mature breeding animals culled from the
breeding herds are also recorded as transfers to the
beef herd. In the animal month computation,
animals transferred are treated as if held all year
in the herd to which transferred on the basis that
they functioned as a member of the herd to which
transferred.
In the month of purchase, sale, etc., animal
months are computed as held one -half month. The
number of animals are multiplied by the months

"Calves are
treated as if
born at the end
of the year for
purposes of
expense
allocations ..."

Exhibit 1
HERD SCHEDULE —PUREBRED HERD A
1966
1967
1971
1972
$435.59
$428.24
$150.02
Animals Amount
Animals Amount
Animals Amount
Animals Amount
$22,696.72
$28,313.35
65
53
Balance, beginning of year
160
$24,003.20
Births
300
535.50
617.61
Operating expenses
$41,580.78
11,777.43
422.80
540.00
Depreciation
20,000.00
Calf ratio allocation:
Operating expenses
(8,166.78)
Depreciation
(5,819.00)
4,250.00
10
Purchases
428.24
1
Returned sales
Transfers:
To other breeding herd
(85) (13,485.25)
(1,284.72)
(3)
To beef cattle herd
(10)
Cost of sales:
(15)
(20)
(15)
(4,282.40)
(6,533.85)
(2,250.30)
(3,173.00)
Animal cost
(332.01)
(321.30)
Operating expense
(817.53)
(324.00)
(211.40)
Depreciation
(26)
Cost of mortalities:
(10)
(10)
(30)
(4,282.40)
(4,124.90)
(4,355.90)
(4,500.60)
Animal cost
(285.60)
Operating expense
(214.20)
(1,106.70)
(216.00)
(211.40)
Depreciation
$17,525.44
$26,811.85
40
$17,423.60
115
$27,105.50
169
Balance, end of year
41
$235.70
$427.44
$158.65
$435.59
Average cost

Total

Year of Birth
Average Cost

$

Amount
Animals
$330,583.00
1,100
300
82,800.00
25,300.00

20
1
(85)
(6)
(250)

(13,485.25)
(2,595.00)

—

(84,240.00)
(9,838.92)
(4,750.00)
(80)

—
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(8,166.78)
(5,819.00)
9,500.00
428.24

1,000

(18,850.00)
(1,931.37)
(550.00)
$298,384.92
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"Cost per
animal month
is the
computed
average cost
of maintaining
one animal for
one mo nt h in
the particular
herd."

held to compute the animal months. The animal
months are subtotaled by type of transaction and
by year of birth, and the total animal months are
determined for the herd as shown.
CLASSIFICATION OF OPERATING EXPENSES

A partial trial balance of cattle expenses and an
example of the classification of the expenses are
shown in Exhibit 3. Expenses are segregated into
three classifications: Feed costs, Special expenses
and Ordinary expenses. Certain other expenses are
classified as selling expenses for statement purposes
and are not allocated to the cattle costs. Feed costs
are recorded by means of standing work orders by
herd classification. Since the actual herd distribution of feed costs is available, this expense is stated
separately. Of the remaining expenses some apply
more to certain herds than to other herds, and other
expenses apply equally to all animals. It is considered that the Herds A, B, and D are given more
attention and care than are the other herds. There.
fore, expenses relating to this preferential treatment are classified as special expenses. Th e remaining expenses which are considered to apply to
all animals equally are classified as ordinary expenses.
ALLOCATION OF EXPENSES TO HERDS

The method of allocating the operating expenses
to the herds is shown in Exhibit 4. For allocation
of special expenses, it has been determined that in
total these expenses apply to the animals in an
average ratio of three parts to the special herds
to one pa rt to the other herds. On this basis the
animal months for the special herds are weighted

three to one and the special expenses are distributed to the herds in the ratio of the weighted
animal months. Th e ordinary expenses are distributed in the ratio of the original animal months.
As mentioned previously, feed costs are distributed
to the herds based on actual usage.
The allocation of the special expenses as described above has been adopted as an average
method of allocating these expenses. Since each
of the special expenses would apply to the various
herds in differing degrees, it is not considered
practical to allocate these expenses in a more exact
manner. It is considered that this method results
in a fair and reasonable overall distribution, reflecting the additional costs of maintaining these
special herds.
After the total operating expenses applicable
to the herds have been determined, these totals are
divided by total animal months of the herds to compute the cost per animal month for each herd. Cost
per animal month is the computed average cost of
maintaining one animal for one month in the
particular herd. This factor is used to allocate the
operating expenses to the animals within the
herds.
Wi th the data available at this point, the opcrating expenses for all animals by year of birth
and by type of transaction can be computed by
multiplying the cost per animal month by the
number of animal months. The allocation of th e
operating expenses within the herd is shown in
Exhibit 1, as computed from the animal month
shown in Exhibit 2, and the cost per animal month
as shown in Exhibit 3.
As mentioned above, operating expenses of ma-

Exhibit 2

COMPUTATION OF ANIMAL MO NT HS-PUREBRED HERD A
Months
Held
Balance, beginning of year
Births, total
Sales:
2nd month
4th month
6th m onth
8th month
10th month
Total sales
Mortalities:
2nd month
3rd month
4th m onth
6th m onth
11th month
Total mortalities
Transfers out, total
Held all year
Purchases:
1st month
2nd month
Total purchases
Returned sales, 1st month
Totals
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1966
1967
Animal
Animal
Animals Months Animals Months
65
53

1971
Animal
Animals
Months
160

1972
Animal
Animals Months
300

1.5
3.5
5.5
7.5
9.5

(10)

15.0

(3)
(2)

16.5
15.0

(2)
(5)
(1)

3.0
17.5
5.5

(2)
(10)

19.0
45. 0

(3)
(3)
(2)
(2)

4.5
7.5
7. 0
11.0

(10)
(3)
30

30.0

480. 0

360.0

566.5

5
5
10
1
41

57.5
52.5
110.0
11.5
556.5

46.5
1.5
2.5
3.5
5.5
10.5

(2)
(2)
(3)
(2)
(1)
fl

12.0

40

3.0
5.0
10.5
11.0
10.5
4 0 .0

11.5
10.5
11.5
40

(2)
(2)
(4)
(7)
(15)

7.0
11.0
30.0
66.5
114.5

(5)
(10)
(10)
(5)
I� O j

12.5
35.0
55.0
52.5
155.0

115

115

1,380.0

1,649.5

Total
Animals
1,100
300

Animal
Months

(20)

-

(250)

1,378.0

(26)
(85)
169

-

(80)
(91)
979

270.5

169

20
1
1,000

9,720.0

220. 0
11.5
11,600.0

MANAGEMENT ACCOUNTING /DECEMBER 1974

tion of the cost of mature breeding animals. Depreciation is computed by the straight -line method
in the same detail as shown in Exhibit 1. This
allocation of the cost of breeding animals to the
cost of calves is begun when the animals have completed their second year, the age at which they are
considered to be breeding animals, and is continued based on an average estimated useful life of
eight years. Estimated salvage value of $90 per
head is deducted from the animal cost before computation of depreciation, In accordance with the
half -year convention, one -half year's depreciation is
recorded for all additions and retirements during
the year. Thus, depreciation for the 1966 animals
sliown in Exhibit 1 is computed as follows:

ture breeding animals are components of the cost
of the calves produced, and operating expenses of
immature animals are additions to the cost of these
animals. The one exception to the statement is
considered to be the operating expenses for sales
and mortalities. In specific instances, the animals
may or may not have taken part in calf production,
but in general it is considered less likely that they
have. Therefore, an assumption is made that sales
and mortalities were not involved in calf production, and related operating expenses are charged
to the cost of sales or mortalities.
DEPRECIAT ION

The second component of calf cost is deprecia-

"Depreciation
is computed
by the
straight -line
method."

Exhibit 3
CLASSIFICATION OF OPERATING EXPENSES

Insurance
Payroll taxes
Materials, maintenance of fences
Materials, maintenance of equipment
Amortization of range pasture
improvements
Amortization of water control
improvements
Property taxes
Depreciation
Totals

Feed

Allocation
Special
40, 000.00
20, 000.00

Ordinary

5,000.00
4,000.00

$

$

Selling
5,000.00

$

Cowhands
Supervision and clerical
Servicemen
Labor, maintenance of buildings
Labor, maintenance of grounds
Fertilizer
Feed and molasses
Medical supplies
General supplies
Commissions
Publicity and advertising
Dues and subscriptions

Total
Annual Expense
45, 000.00
20,000.00
5,000.00
4,000.00
1,200.00
85,000.00
185,000.00
2,000.00
9,000.00
300. 00
1,100.00
150.00
$

Account Title

1,200.00
85, 000.00
$185,000. 00
2,000.00
9,000. 00
300.00
1,100.00
150.00
5,000.00
800. 00

5,000.00
800. 00
5,000.00
2,500.00

5,000.00
2.500.00

33, 000.00

33,000.00

17,000.00
78, 000.00
28, 200.00
$615,000.00

17,000.00
78, 000.00
25. 000.00
$315,000.00

3.200. 00
$10, 000.00

$185,000. 00

$105,000. 00

Exhibit 4
ALLOCATION OF OPERATING EXPENSES AND COMPUTATION OF COST PER ANIMAL MONTH
Special
expenses

11, 6 00. 0 X 3
30 0 . 0 X 3
3, 100. 0 X 1

34,800.0
900.0
3,100.0

27,500.00
700. 00
7,300. 00

21, 500.00
500.00
1,900.00

Other breeding:
Herd D
Herd E
Beef cattle, Herd F

6, 6 00. 0 X 3
86, 000. 0 X 1
25,400.0 X 1

$315,000. 00
$105,000. 00

=
=
=
=
=

—
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33, 800.00
800.00
3,800. 00

expenses

Cost per
animal
month

82, 800.00
2,000.00
13,000.00

$7. 14/A. M.
6. 67/A. M.
4.19 /A.M.

6. 95/A. M.
4.17 /A.M.
4.03 /A.M.

19.800.0
86, 000.0
25,400.0

15,600.00
203,700.00
60,200.00

12,200.00
53, 200.00
15,700.00

18, 100.00
102,100.00
26, 400.00

45, 900.00
359,000. 00
102,300.00

170,000.0

$315,000.00

$105,000. 00

$185,000.00

$605,000. 00

133,000.0
170,000.0 =

$2. 37/ A. M.

=

Allocation factors:
Ordinary expenses
Special expenses

133,000.0

—

Totals

$

expenses
$

expenses
=

expenses
Purebred:
Herd A
Herd B
Herd C

Total
operating

Feed
costs
$

Ordinary

$

Animal months
For ordinary
For special

$.62 /A.M.
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CALF RATIO ALLOCATION —
PUREBRED HERD A
Operating expenses:
Operating expenses
originally allocated to
calf cost
Annual operating expense
for one mature animal
equals cost per animal
month ($7.14) X 12
m on t hs =
Calf ratio
Operating expense allocable
to one calf
Births
Operating expense allocable
to calves
Excess, allocated to calves
of other breeding Herd E

$41, 580.78
CALF RAT IO ALLO C AT IO N

85. 68
1.3

$

111.38
300
33, 414.00
$

mature
breeding
animals to
produce one
calf."

to calf cost. As shown in Exhibit 1, of the total
depreciation of $25,300 for the herd, $5,300 is
recorded as cost of sales and mortalities and the
balance of $20,000 is allocated to calf cost. Depreciation is credited to a separate general ledger
reserve account, and therefore the accumulated
depreciation is not shown on the herd schedule.

Exhibit 5

$

"...on
average it
required 1.3

8,166. 78

$

$

$

Depreciation:
Depreciation originally
allocated to calf cost
$20,000. 00
Total depreciation, as above $20,000.00
Divide by total mature
animals in herd
— 550
Average depreciation, one
mature animal
36. 36
Calf ratio
1.3
Depreciation allocable to
one calf
47.27
Births
300
Depreciation allocable to
calves
14,181.00
Excess, allocated to calves
of other br eeding Her d E
5,819.00

Depreciation and applicable operating expenses
of the mature breeding animals to this point are
allocated to calf cost within each herd. This would
result in proper calf cost if all breeding animals
were employed only within their particular herds.
Under the crossbreeding program, however, the
purebred animals are crossbred between the purebred herds, and are crossbred extensively with the
other breeding herds. In this situation, a portion
of the costs applicable to purebred animals should
be allocated to calf cost in the herd in which the
calves are born.
This situation is considered in the cost computation by reallocating the calf costs based on
the ratio of the total calves to the total mature
breeding animals, termed the calf ratio. The calf
ratio is computed as follows:

$28,313.35

(

(8,423.76)
$19,889.59
5,850.00)

$

—

$14,039.59
5
2,807.92

—

65

$

Asset balance, beginning
of year
Less reserve balance,
beginning of year
Net asset amount
Less salvage value,
65 animals X $90
Value subject to
depreciation
Divide by remaining life
Total annual depreciation
Divide by number of
animals
Annual depreciation per
animal
Animals held all year
Depreciation per animal
Sales
Depreciation for V2 year
per animal
Mortalities
Depreciation for V2 year
per animal
Total depreciation for
1966 animals

X

43.20
40
$43.20 $1,728.00
15

X

$21.60
10

324.00

X

$21.60

216.00
$2,268.00

Depreciation for sales and mortalities is included
in the cost of these retirements on the same basis
as the operating expenses applicable to these animals. The balance of the depreciation is allocated
34

Total mature animals at year -end
all breeding herds
Total 1972 calves, all herds

_ 4,000 _
— 5,200 — 1'3

This calf ratio indicates that on average it
required 1.3 mature breeding animals to produce
one calf. The effect of the crossbreeding is reflected in the cost computations by limiting purebred calf costs by application of the calf ratio, in
this case by limiting calf cost to 130 percent of
the costs of a mature animal in the particular
herd. Application of the calf ratio is shown in
Exhibit 5. These allocations are also shown in the
herd schedule, Exhibit 1. The calf ratio allocation
results in excess costs being allocated from Herds
A, B, C, and D to Herd E. Although this procedure does not result in actual allocation of the
costs of breeding animals in the crossbreeding program, the overall results of the calf ratio allocation
are considered reasonable.
CO MPLET IO N OF C O MPU T AT IO N S

After the calf ratio allocations, the allocation of
costs to the herds is completed. The costs of sales,
mortalities and transfers are then determined in
the following manner. For calves, the average cost
of calves produced is computed, and is used to
record these transactions. For immature breeding
animals, transactions are recorded at the average
cost at the beginning of the year. Transactions
for other animals are recorded at costs determined
from the asset record cards for the applicable animals, generally representing average costs for animals produced internally. As described previously,
operating expenses and depreciation which have
been allocated to sales and mortalities are added
to the cost of these sales and mortalities. No opMANAGEMENT ACCOUNTING /DECEMBER 1974

crating expenses are involved in recording transfers cost centers. If warranted, purebred calf costs
between herds because, for allocation of operating could be more accurately computed by individual
expenses, transfers are treated as if the animals allocation of depreciation and more specific allocawere held all year in the herd to which transferred. tion of operating expenses.
As opposed to the average cost methods used in
The herd schedules are then completed by rethe
sample computations, it would be possible to
cording purchases at actual cost and any returned
convert
these procedures to a form of standard
sales at cost recorded in the year of sale. It should
be noted that the costs of sales, mortalities and cost system. On this basis, standard calf costs and
transfers in the herd schedule in Exhibit I do not standard costs per animal month could be used for
include applicable amounts of accumulated de- interim accounting and could be adjusted at yearpreciation which are separately recorded based on end for significant differences from actual costs.
Various simplifications in the example computathe depreciation computations previously described.
tions
would be possible when such detailed comIn addition to the previously described accountputations
are not considered necessary. For oping computations, operating personnel prepare an
annual computation of the estimated market value erations involving only the production of
of the cattle by herd and age classification. The commercial cattle, computations for allocations to
only accounting use of this market valuation is to the separate herd classifications would not be necesassure that costs of beef cattle recorded in inven- sary. It would be possible to allocate operating extory are not stated in excess of net realizable value. penses based on half -year convention, rather than
Although realizable value considerations are not computing animal months in detail. As opposed
applied to breeding animals which are recorded to maintaining detailed asset records for determinas fixed assets, market value comparisons for these ing retirement costs, it would be possible to mainanimals are very useful to management in evalu- tain separate records for only purchases at sigating the overall results of operations and formulat- nificantly different cost, and otherwise record reing policy regarding the retention or sale of breed- tirements at the average costs determined in the
computations.
ing animals.
As opposed to the illustrated practice of conAlternatives and Refinements in
sidering the cost of mortalities as period charges
Computations
to operations, an alternative practice is to include
The cattle accounting procedures described here these costs in operating expenses which are al.
represent one approach to the problem of applying located to calf cost. Although this approach is less
sound accounting principles to a particular cattle conservative, it has theoretical justification since
operation. In view of the many differences in the mortalities are a continuing occurrence in cattle
nature of cattle operations and the extent of finan- operations.
cial information desired, possible alternatives and
Conclusion
refinements in the computations are numerous.
As in other industries, realistic and accurate
Some of these possibilities are discussed below.
financial
information is important for successful
A primary question in the design of cattle accounting procedures is the extent of detail con- operations in the cattle industry. In order to prosidered necessary. In the example cited, various duce such information, basic principles of accrual
additional cost computations are made by op- basis cost accounting must be applied to the cirerating personnel, which are not considered prac- cumstances of the particular cattle operation. The
tical to include in the basic accounting computa. procedures illustrated in this article are considered
tions. In view of the increasing cost of purebred to produce the desired financial information in a
herd sires and their use in artificial insemination reasonable and practical manner. The application
breeding procedures, it may be considered appro- of these principles presents an interesting challenge
❑
priate to account for such animals as individual to the accountant for a cattle operation.
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"... realistic
and accurate
financial
information is
important for
successful
operations in
the cattle
industry."
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DIRECT
AND IDLE -TIME
COST ACCOUNTING
As facility usage goes —so go these expenses. Their amount
is dependent upon the degree of activity involved. Without
activity, some of these expenses should not be incurred.

By David W. Wycoff
ti„

t
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through

submitted

Each hour a facility is out of operation is a double
loss for the company. All fixed costs and many
variable costs continue to be incurred and the opportunity for the production of saleable products is
denied. When the facility is operating, such costs
are covered and the profit picture is enhanced with
D . W . W YCOFF saleable products. The greater the facility usage in
the production of prime products, the greater the
Central Pennsylvania
profit opportunities. However, since a facility is not
Chapter (Beaver
normally in continuous use, it makes sense to
Valley 1958), is
Manager, Basic
separate the operating and idle costs from each
Standards at Standard other.
Steel Corp., Division of
In direct costing there are two major categories
Titanium Metals Corp.
of America, Burnham, of costs: direct (variable) and period (fixed) costs.
Pa. Mr. Wycoff holds Why not add a third category, "idle expense," to
a B.S. degree in
identify that portion of the costs incurred because
Industrial Engineering
of unused capacity? Such costs would consist of
from the University
unabsorbed depreciation, taxes, maintenance, cerof Pittsburgh.
tain utilities, and other similar annual expenses
triggered by idle facility hours. These fixed costs
This article was
are still the same each hour throughout the year
whether the facility is utilized or not. They are
the Central
expressed
on an annual hour basis and are allocated
Pennsylvania Chapter.
on the basis of the hours expended. The greater
these expenses, the more important it becomes to
identify their recovery through activity.
Exhibit 1 illustrates the three categories of costs.
By retaining a separate identity for each category
of costs, idle expenses are constantly in view and
subject to improvement, by reduction. It should be
noted that the idle expenses, the cost of not being
used, decrease as the activity increases. These expenses become part of the direct cost portion as
the production and related hours increase. The
direct costs include the variable expenses together
with the activity absorbed portion of depreciation
and tax nature items. The period costs composed

of supervision, indirect labor, administrative expense, and similar items continue to be handled
as a constant in the usual fashion. The step feature
shown in these period costs reflects additional force
requirements at varying operating levels.
Example
An example of direct cost and idle -time accumulations utilizing facility hours and the associated
dollars per hour is presented in Exhibits 2, 3, and 4.
This example assumes the facilities involved incur
only a few expenses and operate but a small portion
of the time. Both forecasted and actual conditions are presented to show the retention of idle
expense identity when the variances are generated.
Accordingly, the cost of idleness is visible for correction. While this example includes only a few
expense items, many others such as certain maintenance, fuels, supplies and transportation are
readily adaptable to the facility hour expression.
As facility usage goes —so goes these expenses.
Their amount is dependent upon the degree of
activity involved. Without activity, some of these
expenses should not be incurred. In the example,
each of these expenses is expressed as the cost per
facility hour with the sum providing a convenient
total of facility direct cost.
Advantages of Time - Oriented Accounting
When the cost per hour for each facility is multiplied by the hours per job, product costs and job
estimates are readily obtained. These costs may be
further extended by the appropriate number of
units produced, to develop budgets and essential
data for business planning. In terms of hours alone,
the information permits knowledgeable facility
loading. Thus, operational performance measurements would also be available.
M AN AG E M E N T ACC OU NTI NG /D EC EMB ER 1974

4

The advantages of
include:

"it should be

time - oriented accounting
Exhibit 1
THE THREE CATEGORIES OF COSTS

1. Hours represent the most consistent vehicle for
cost accumulations.
2. The accumulation of productive hours for depreciation, taxes, etc., accentuates the positive
by identifying the recovery of these expenses.
Identification and measurement of idle -time
facility costs, on the other hand, facilitate their
reduction.
3. Costs for varying activity levels may be readily
determined via hours per unit, operating hours,
and dollars per hour.
4. The dollars per facility hour expression permits
a ready comparison between facilities and between time periods for the same facility. It can
contribute to improved operating costs.
5. hacility hours per unit can be the prime factors
for product costing, estimating, budgeting, business planning, operation performance, facility
loading, and operations analysis.
6. Hours per unit and dollars per hour provide
better understanding and greater acceptance
than other expressions and would thus improve

noted that the
idle expenses,

Dollars

the cost of not

Annual c apac ity

period costs

being used,
decrease as the

Total cos ts

activity
Direct costs

increases."

� -'—

Idle costs
0

Hours

8760

0

Num ber of prim e units produc ed
Notes :
1. The 8760 hours represents the c apac ity in total
annual hours available.
2. The s tepped period costs disc lose varied salaried
forc es, and requirements at varying ac tivity levels .
3. Standard hours per prim e unit w ould convert
units or hours to the term des ired.
4. Neces sary outage time (e.g. m aintenance) is
deduc ted from total available hours for c apac ity
determ inations .

com mu nic at ion s.

Exhibit 2
FORECASTED DIRECT COSTS
Forecasted di rect costs for Facility I

Estimated hrs.
Std. DL and oper. costs
at $20 per hr.
Absorbed deprec.
at $1. 1416 per hr.
Total job costs (est.)
Idle -time cost equals
total deprec. f or 2
weeks (336 hrs.) at
$1.1416 per hr.
Less absorb. deprec.

Job A
150

Job B
60

Totals
210

$3, 000

$1, 200

$4, 000

171
$3,171

69
$1, 269

240
$4, 440

$383
240

143

T otal es timated cost for
Facility 1

$4, 583

Forecasted direct costs for Faci lity II

Estimated hrs.
Std. DL and oper. cost
at $15 per hr .
Absorbed deprec.
at $.5708 per hr.
Total job costs (est.)
Idle -time cost equals
total deprec. f or 2
weeks (336 hr s. ) at
$. 5708 per hr .
Less absorb. deprec.

$192
58

T otal estimated cost for
Facility 11
Total forecasted direct costs
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Job A
50

Job B
50

Totals
100

$ 750

$ 750

$1, 500

29
$ 779

29
$ 779

58
$1,558

134
1,692
$6,275
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facility
time wisely
used not only
insures the
recovery of
these costs,
but also

Conclusion
Facility time once lost can never be regained.
Together with opportunities for gain, that time is
gone forever. Gone too are the opportunities to
recover the incurred depreciation, taxes, etc. However, facility time wisely used not only insures the

recovery of these costs, but also provides the basis
for successful gains. The cost accumulations via
time determinants provide good solid yardsticks for
business measurements. As time moves forward,
recognition of its measures permits management to
obtain much more realistic cost accumulations and
better control.
F-1

Exhibit 3
ACTUAL DIRECT COSTS

provides the
basis for

Actual direc t costs for Facility I

successful
gains."

Actual hrs.
Actual DL and oper. costs
at $25 per hr.
Absorbed deprec.
at $1.1416 per hr.
Total job costs (act.)
Idle -time cost equals
total deprec. for 3
weeks (504 hrs.) at
$1. 1416 per hr.
Less absorb. deprec.

Job A
120

Job B
50

Totals
170

$3,000

$1,250

$4,250

137
$3,137

57
$1,307

194
$4,444

$575
194

381

Total act ual cost for
Facility 1

$4,825

Actual direc t cost s for Facility II

Actual hrs.
Actual DL and oper. cost
at $20 per hr .
Absorbed deprec.
at $. 5708 per hr.
Total job costs (act.)
Idle -time cost equals
total deprec. for 3
weeks (504 hrs.) at
$.5708 per hr.
Less absorb deprec.

Job A
70

Job B
50

Totals
120

$1,400

$1,000

$2, 400

40
$1, 440

29
$1,029

69
$2,469

$288
69

219

Total actual cos t for
Facility II

2,688

Total actual direct costs

$7,513

Exhibit 4
VARIANCES
Facility I
DL and oper. cost
Idle -time cost
Total

Estimated

Actual

$4, 440
143

Variances

$4,444
381
$4,583

$( 4)
(238)
$4,825

$( 242)

Facility II
DL and oper. cost
Idle -time cost
Total
Overall costs and variance
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$1, 558
134

$2,469
219

$( 911)
(85)

1,692

2,688

(996)

$6,275

$7,513

$(1,238)
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IMPUTED
OPPORTUNITY
COSTS
The profits sacrificed become legitimate costs of the
project being analyzed, and the profits so sacrificed can
be complex indeed.

A primary responsibility of accountants is to provide
management with sound advice about costs and expenses which affect corporate plans. It is their responsibility to cover all factors which should be
considered when weighing the merits of various
proposals. However, meeting this responsibility is
becoming increasingly difficult, because the accounting profession is still tenaciously holding on to
some of the old concepts of cost while ignoring
two very meaningful elements, the effects of which
should be evaluated. These two elements are "imputed" costs and "opportunity" costs. They are
important because they are used in judging the
value of alternative courses of action.
Imputed Costs
"When costs are actually being borne, but in
a form not resulting in contractual outlays, they
are said to be imputed." 1 This is the accounting
view. Compare it with what an economist meant
when he said, "The cost of a producer -owned factor
is usually termed an imputed cost and is equal to
what the factor could otherwise have earned in the
open market." 2 Although stated in different terms,
these two men do not really differ in their basic idea
of what imputed costs are. The most common
denominator used to explain this term is interest.
An entrepreneur's investment in his business, for
example, could instead have been used to earn a
higher interest income at current market value in
other low risk investments. The amount of interest
income that would have been earned at competitive rates in the market is the imputed interest.
The fact that the entrepreneur is not earning the
additional interest from his capital is a demonstration that he is bearing a loss even though the
amount is nowhere stated as a loss in his books of
MA N A G EM E N T ACC OU NTING /D EC EMB ER 1974

account. It is an understood loss or cost with respect to his choice of investment. The difference
between this interpretation and the economist's interpretation is that the economist actually charges
the amount of the imputed interest to the business
profits of the entrepreneur. To the economist, no
profits are made in the actual business enterprise
until profits exceed the imputed interest.
It follows, therefore, that imputed costs can also
be labor (what the entrepreneur could earn in the
open labor market), rent (what his income would
be if he rented his land, building, and equipment),
and depending on the accounting system, depreciation and taxes.a
Opportunity Costs
If a company has a stated objective that all new
capital projects should earn 35 percent in order to
be justifiable expenditures, then imputed interest
of 35 percent per year is either stated or understood
depending on who is making the study. When a
cost accountant makes a study of a proposed project
and determines a profit of, say 40 percent, he says
that the project is acceptable because it exceeds 35
percent. The economist would say that the profit
is only five percent because he has imputed the 35
percent interest as a factor of cost. He considers it a
cost because somewhere in the organization there
are other projects which will also return 35 percent.
The interest factor of 35 percent is imputed in the
project under study because it is the lost value of
an alternate opportunity. If the profits of a selected
project are not at least equal to the profits of a
project not selected there will also be an opportunity cost.

D. M. STAMBAUGH
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Chicago, III. He holds
a B.S.C. degree from
International College,
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a Dixon Fagerbers, Jr., "Unmeasured Costa: A Checklist," Manment Accounlinq, February 1974.
Lloyd G. Reynolds Economics, Richard D. Irwin, Inc., Homewood, Ill., revised edition 1966.
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Imputed Opportunity Costs
The cost accountant, when analyzing and evaluating a proposed project, should always impute the
opportunity costs of an alternative project to the
project under study because profits of the alternative will be given up and will therefore be borne by
the subject project. Consider, for example, a proposal to start producing a new product in an existing profitable enterprise. Cost analysis determines
the following for the proposed project:

$

$

$

$

$

Marginal cost of sales
$13,000
Normal sales markup of existing products
35%
Sales dollars would then be
$20,000
Gross margin is therefore
7,000
Fixed costs on building and equipment
2,000
Gross profit
5,000
Expected production volume (in units)
2,000
Selling price per unit
10
Square feet of existing building
1,600
Gross margin per square foot
4.38
The cost accountant has deducted the fixed costs
of the building space used up, but he is forgetting
that 1,600 sq. ft. of that building is no longer
available for current business. He is forgetting that
1,600 sq. ft. of existing business is being sacrificed
Charles T. Horngren, "Cost Analysis for Non - routine Decision
and Long -Range Planning," Cost Accounting —A Managerial
Emphasis, second edition, Stanford University, p. 416.
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to the new project. What he will lose is the profits
that those 1,600 sq. ft. can earn in the current
established business through loss of inventory space
and inefficiency caused by crowded conditions.
In order to assure management that the proposal
is really as profitable as its present activities, the
following analysis should be prepared. Assume in
this example that gross margins currently amount
to $5 /sq. ft.:
Marginal cost of sales
Imputed opportunity costs
(1,600 sq. ft. $5)
Fixed costs on building and equipment

$13,000

Total cost of the project
Sales at normal selling price

$23,000
20,000

Gross loss on an economic basis

$(3,000)

@

Sacrifice is a word which can be used to describe
opportunity costs. Profits of some opportunities
accountant ... must be sacrificed in order to achieve greater goals
should always through achievements of other opportunities. One
author who uses the word sacrifice in his definition
impute the of opportunity cost says, "An opportunity cost is
the measurable sacrifice in rejecting an alternative;
opportunity it is the maximum amount foregone by foresaking
costs of an an alternative; it is the maximum earning that
might have been obtained if the productive good,
alternative service, or capacity had been applied to some alternative use." 4
project..."
The concept of opportunity costs is certainly
compatible with the idea of sacrifice because the
very concept of "cost" itself entails the sacrifice of
something of value. The cost of anything is the
value of whatever was given up in order to acquire
it. The important point for cost analysts to remember is the idea that profits can also be given up in
the hope of attaining even greater profits. The
profits sacrificed become legitimate costs of the
project being analyzed, and the profits so sacrificed
can be very complex indeed. They do not need
to be something as simple as rent or interest.

"The cost

8,000
2,000

It is obvious that in order for the company to
make an equivalent profit on the floor space used
to manufacture the 2,000 new units, the project
must yield $23,000 gross revenue. This is a selling
price of not $10 but $11.50. The sales and marketing departments must then determine whether the
units can be sold at $11.50. Of course, the imputed opportunity costs in the example could have
been only $3,/sq. ft. In that case, the use of the
existing space to produce the new product would
be the more profitable alternative.
Can more than one opportunity cost be imputed
to any one particular project? The obvious answer
is "no" because it would seem that the only justifiable cost of an alternate opportunity is the largest
possible lost profit from among all possible alternatives. However, in the example above, if the space
could have continued to produce $5 gross margin
per sq. ft., then the capital that was to be invested
in equipment to manufacture the new product
could have been put to another use, even if only
invested in certificates of deposit. If the capital was
to have been borrowed then interest cost is also involved and only the gross margin imputed opportunity cost would be considered. The interest cost is
of course an incurred cost.
Conclusion
The cost accountant has a great responsibility
when he advises management about alternative
courses of action. In spite of the highly sophisticated accounting system designed to provide an
excess of cost details, some of the most important
costs are those which are not recorded. Those costs
must be imputed from the analysis of alternate opportunities.
❑
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PERCENTAGE
OF
COMPLETION
ACCOUNTING
In many respects, the type of firm considered in this article is
similar to a firm of certified public accountants or management
consultants. The work going into the design of a custom - designed
unit would closely parallel the work of a CPA or consulting firm
in that the special skills of the professionals involved are the items
of real value.

By Charles Rachui
Percentage -of- completion accounting methods permit contractors to report earned income as work on
a contract is being done. It is recognized as the
preferred method, particularly where a substantial
number of jobs are long -term in nature, or where
the number of jobs completed in each accounting
period is irregular. In contract, the completed contracts method defers all gross profit recognition until
each job is substantially complete. The principal
advantage of this method is that profit is not picked
up until the ultimate costs of completing the job are
accurately known. However, this method has major
disadvantages in that very few contractors consistently complete jobs on a uniform basis and the
fact that contractors using the completed contracts
method derive no benefit from work in process.
Although this approach is acceptable to the accounting profession, it does not seem to be a realistic
approach to financial statement presentation.
Percentage -of- Completion Procedures
There are several alternatives available under the
percentage -of- completion method, the most common of which are as follows:
1. Accrual method
2. Engineers' estimate of total completion
3. Costs incurred to total costs
ACCRUAL METHOD

This method simply recognizes progress billings
MANAGEMENT ACCOUNTING /DECEMBER 1974

as income with costs incurred to date being picked
up as cost of sales. Although this method is acceptable, the progress billings, generally, do not have a
direct relation to the percentage of overall work
done, and can cause a serious mismatch between
sales and costs recognized on jobs in progress.
ENGINEERS' ESTIMATE OF TOTAL COMPLETION

In some situations, representatives of the contractor and the customer meet monthly and agree
on the overall percentage of project completion.
This method is also acceptable in some situations,
but has the disadvantage of not being practical in
most cases.
COSTS INCURRED TO TOTAL COSTS

The method most commonly used and which is
preferred in most cases is the relation of costs
incurred to date to total estimated costs. A prerequisite for effectively using this procedure is a
reliable cost estimating system. Without accurate
cost estimates, profits recognized throughout the
course of a job can vary significantly, particularly if
cost increases are not known until a job's latter
stages. With a good cost estimate, income is recognized strictly on the basis of the percentage of total
costs incurred, regardless of the amount of progress
billings.
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Work Progression
In many respects, the type of firm considered in
this article is similar to a firm of certified public
accountants or management consultants. The work
41

"...the
principal assets
of an
engineering
firm are the
professional
skills of its
employees."

going into the design of a custom - designed unit
would closely parallel the work of a CPA or consulting firm in that the special skills of the professionals involved are the items of real value. The
typical progression of work done on a job may be
briefly described as follows:
1. Process design engineers develop computations
and drawings of the overall equipment requirements and layout of the plant.
2. Draftsmen, working under the engineers' supervision, prepare detailed drawings of the entire
plant.
3. Project engineers and buyers order all required
equipment.
4. Project engineers, expeditors, and inspectors continuously supervise the work of and assembly of
equipment by various suppliers to be sure that
standards of both the customer and the process
design are being met.
5. Project or construction engineers supervise the
assembly of equipment which is routed by suppliers to the plant site (or for smaller plants to
fabricating facilities) for final erection. Many
engineering companies use the services of independent construction or fabrication firms and
are, therefore, responsible for supervising installation only.
6. The engineers involved in design and erection of
the plant with the assistance of permanent
employees of the customer (who assume responsibility for operating the plant upon acceptance)
are responsible for the initial start -up of the plant.

Exhibit 1
EXAMPLE OF COST ESTIMATES PREPARED FOR
A DESIGN AND CONSTRUCTION ORDER
Date order received
Scheduled start-up date
Final billing on acceptance
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$1,000,000

$

14,000
36, 000
6,000
9,000

10,000
75,000
425, 000
200, 000
$

Cost data:
Engineering — process
design (1,400 hrs. X $10)
Drafting (4,000 hrs. X $ 9)
Engineering — project
(600 hrs. X $10)
Purchasing, expediting, and
inspection (1,000 hrs. X $9)
Engineering, construction
supervision and startup
(1,000 hrs. X $10)
Total engineering costs
Equipment cost, including
freight
Construction cost to be
paid to subcontractor
Total cost
Gross profit

$100,000
100,000
200, 000
250,000
250, 000
100,000

$

Billing dates per order:
6/30/72
10/31/72
11/30/72
1/31/73
2/28/73
3/15/73
Total sales price

June 30, 1972
February 28, 1973
March 15, 1973

700,000
300, 000

Percentage of Completion Alternatives
INCURRED COSTS

The most conservative approach would be to
relate the costs incurred to expected total job costs
— engineering plus equipment plus construction.
The principal objection to this method is that little
in the way of gross profit would be recognized until
after most of the engineering has been done. This
approach would not provide a relationship of profit
earned in proportion to work done. On the other
hand, the most distinguishing advantage to the
overall cost approach is that the ultimate job costs
are more accurately known before significant
amounts of gross profit are recognized.
ENGINEERING COSTS

Since the preferred method is some measure of
cost incurred related to total cost, the question
arises: What is the most important segment of cost
to an engineering contractor? As mentioned earlier,
the principal assets of an engineering firm are the
professional skills of its employees. Other assets
would be the patent rights held and the ability to
design certain processes for specific applications. It
could logically be said then, that the most important
measure of cost to an engineering contractor would
be the ratio of engineering costs incurred compared
to total estimated engineering costs for each job.
Example
The cost estimates shown in Exhibit 1 have been
prepared to illustrate by example the two methods
described above. The order was received on June
30, 1972, and was completed nine months later
on March 15, 1973. Most of the engineering was
done during the first three months, tapering off to
a lower level during the next six months. Although
some equipment was purchased during the early
stages, most expenditures were incurred later in the
job. Also, all construction costs were incurred after
the equipment started arriving at the job site.
Exhibit 2 is an analysis of the results which would
be recognized under each accounting method.
Method A would present the least problems, as
only accumulated billings would differ from sales
recognized, since cost would be based on amounts
actually spent. In the example, the sales recognized
equal the progress billings at both the 9/30/72 and
3/31/73 dates. A difference of $100,000 occurs at
12/31/72, at which time sales of $500,000 have
been recognized with progress billings of $400,000,
and would be reflected as a current asset.
Method B presents the most realistic approach to
recognizing profit as it is earned and is also the
more liberal of the two. The major disadvantage to
Method B, however, would probably be the inherent inaccuracies in predicting manpower requirements precisely. Contractors also find it difficult to
project equipment costs exactly since items are
sometimes substituted or added during late stages
of the job. This contributes to the problem of
obtaining an accurate manpower projection because
computations must be redone a number of times.
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it is still
important that
an engineering
firm identify its
revenue with
man -hours . . . "

"...
Exhibit 2
ANALYSIS OF REPORTED PROFIT BY THE TWO ACCOUNTING METHODS
Billing dates
9/30/72

12/31/72

3/15/73

Sales price invoiced and collected

$100,000

$400,000

$1,000,000

50,000
20, 000
-070,000

60, 000
200, 000
90, 000
$350,000

75,000
425,000
200, 000
700,000

Method A•
Analysis based on incurred costs to date
Sales
Cost of sales
Gross profit

$100,000
70,000
30, 000

$500,000
350,000
$150,000

$1,000,000
700,000
300,000

Method B•
Analysis based on engineering costs to date
Sales
Cost of sales
Gross profit

$666,667
466,667
$200,000

$800,000
560, 000
$240,000

$1,000,000
700, 000
300,000

$100,000
100, 000
$ -070, 000
70,000
-4D-_
__0_

$500,000
400,000
$100.000
$350,000
350,000

$1,000,000
1,000,000
_$
-0700,000
700, 000
-0-0-

$666,667
100, 000
566 667
$466,667
70, 000
$396.667
$170,000

$800,000
400.000
$400.000
$560,000
350.000
$210.000
$190,000

$

$

$
$

$1,000,000
11000,000
A
-0700, 000
700.000
$

Balance sheet presentation - Method B
Sales recognized
Sales price billed
Difference
Cost recognized
Cost incurred
Difference
Net difference
(Reflected as current asset unbilled receivables)

$100,000

$

$

$

$

Balance sheet presentation- Method A
Sales recognized
Sales price billed
Difference
Cost recognized
Cost incurred
Difference
Net difference
(Reflected as current asset unbilied receivables)

$

$

$

$

Engineering costs charged to job
Equipment purchased and charged
Progress payments to contractor
Total costs incurred

$

Actual billings and costs

-0-

• T he sales and costs recognized were obtained by multiplying total sales and c os ts by the f ol lowi ng percentages:

50, 000
75, 000

_
=

_

$

$

_

$

Me t h o d B - 9 / 3 0 / 7 2
Engineering costs to date
Engineering total costs

70,000
$700,000

-

Method A - 9 / 3 0 / 7 2
Costs incurred to date
Total costs

10%

66 . 7 %

At 1 2 / 3 1 / 7 2 Met hod A is 50% and Met hod B is 80 %.

In spite of these problems, it is still important that
an engineering firm identify its revenue with man hours and at the same time build enough conservatism into the system to make it realistic and
acceptable, even though it would be recognizing
income as being earned before the money required
to earn the income had been spent.
One method for the firm to protect itself against
cost overruns would be to apply cost reserves to the
completion estimate in Method B. That is, the
system could be established so that an amount equal
to less than the percent actually completed could be
recognized during interim periods. For example, at
9/30/72, Method B would result in the following
profit recognition if only 75 percent of the amount
theoretically earned were recognized:
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Sales 66 2/3 % of $1,000,000 =
$666,667 x 75% = $500,000
Cost 66 2/3% of $700,000 =
$466,667 x 75% = 350,000
Gross profit to 9,/30/72
$150,000
The reserves required could fluctuate during the
course of each job and it might be possible to use a
recognition percentage of something greater than
75 percent later in the job. It may be possible, after
all drawings are accepted, equipment ordering is
complete and a firm construction price is known,
that the recognition level could be increased to 90
percent. Assuming this was true at 12/31/72, and
that engineering was then 80 percent complete, the
following would result:
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"The cost
Exhibit 3
COST AND PROFIT ALLOCATIONS

made to work
effectively."

Tota I
Sales
Cost
Gross profit

Sales 80% of $1,000,000 =
$800,000 x 90% = $720,000
Cost 80% of $700,000 =
$560,000 x 90% = 504,000
Gross profit to 12,/31/72
$216,000

$230,333
70, 000
$160,333

$569,000
350,000
$219.000

$
$
$
$

$

99, 000
90,000
9,000

$

-0-0-0-

312,500
75,000
237,500
467,500
425,000
42,500
220, 000
200, 000
20,000

$1, 000,000
700,000
300,000

By using the reserves as illustrated, profit recognition for Method B in Exhibit 2 would be $50,000
less at 9/30/72 and $24,000 less at 12/31/72.

separately and would provide statement users
with a ready analysis of the gross profit margin
from engineering, which is a critical guideline.
2. By establishing a uniform equipment and construction margin percentage -and with these
sales and costs being shown separately as well management would be constantly aware of cost
overruns when the gross margin fell below 10
percen t.

Cost and Profit Allocations

Valuation Reserve

Since an engineering firm's profits result from the
skills of its professional staff, it would follow that the
firm's principal asset is its unique ability to design
plants meeting customer requirements. The firm's
skills at buying and assembling equipment could
then be considered to be incidental to its primary
objective of designing plants. Therefore, since the
firm earns most of its profit from professional skills,
a higher profit margin must apply to the engineering
cost than to the equipment and construction costs.
If we assume that a 10 percent profit margin on
cost is allowed for equipment and construction, the
balance would apply to engineering. In that case,
the profit on the $625,000 of equipment and construction costs would be $62,500, meaning that
equipment and construction sales would be $687,500. The balance of the sales price, $312,500, would
all apply to engineering. See Exhibit 3. In this type
of situation, engineering, equipment, and construction would be considered separately, with no profit
being picked up in either category until costs were
incurred. However, cost reserves, as illustrated for
Method B, could also be applied to engineering in
this case as appropriate during the interim stages
of the job. The profit margins would be different
for each type of sale, but information generated
would provide the following benefits not available
from the other methods:

A valuation cost reserve - similar to a bad debt
reserve -would complement virtually any percent age-of- completion system adopted by an engineering
firm. The balance in the reserve could be based on
several factors -such as a percent of cost of each job
in process, a balance based on engineers' estimates
of potential additional cost on jobs in process, etc.
This type of reserve has the principal advantage of
applying general conservatism to the overall profit
recognition system, and can be used to level out
peaks and valleys caused by irregular work loads
within engineering firms.

1. Engineering sales and costs would be shown
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$220,000
200, 000
20, 000

$

method can be

Construction
Sales (Cost plus 10 %)
Cost
Gross profit

22,000
20,000
2,000

3/15/73

$

completion

$250,000
60, 000
$190,000

$

percentage -of-

Equipment
Sales (Cost plus 10 %)
Cost
Gross profit

$208,333
50,000
$158,333

$

type of

12/31/72

$

before any

9/30/72

$

reasonable

Engineering
Sales
Cost
Gross profit

$

must be

$

estimate . . .

Conclusion
The cost estimate upon which the sales price is
determined must be reasonable before any type of
percentage -of- completion method can be made to
work effectively. In addition, two factors are essential to successful percentage -of- completion accounting: an adequate cost estimating system and involvement in job accounting by the engineer in charge
of each project. Engineers in charge of each project
must be thoroughly familiar with the percentage -ofcompletion system and should be responsible for
working with accounting in arriving at cost reserves
and the amount of profit earned during each accounting period. The absence of effective communication between accounting and engineering would
be a serious deficiency which could cause gross
errors in the amount of profit actually earned. ❑
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A SURROGATE MODEL
FOR INCOME REPORTING
...

current financial reporting provides information to decision-

makers —the consumers of the reporting process —that is timely,
objective, verifiable, conservative, and generally irrelevant.

By William Robert Smith
There are two general approaches that may be
adopted in setting forth the objectives of financial
reporting. One approach is to assume that the
reader is a member of a set of unknown users
having multiple objectives. This approach has been
used by accountants for the past 50 or more years
as evidenced by their insistence on issuing a single
set of financial statements and also their ignorance
regarding the needs of users.' The users may be
any one or more of a coalition of shareholders,
lenders, suppliers, management, customers, employees, and the society in which the coalition
exists. Each segment of the coalition has objectives. As the corporation performs, its performance is measured by each segment of the
coalition against that segment's objectives. The
corporation, also, being a creature of the coalition
— members whose objectives are often divergent —
must of necessity communicate information concerning its condition and accomplishments in a
neutral fashion. That is why current financial reporting provides information to decision- makers—
the consumers of the reporting process —that is
timely, objective, verifiable, conservative, and generally irrelevant? Strangely enough, accountants
who view reporting from this first approach sincerely believe they are providing information that is
useful for all decision - makers' models. This view
stems from the accountants' deep- seated belief that
their primary function is one of stewardship reporting.
The second approach, which is gaining momentum, is to focus on the utility of information for
specific decision models.3 Much research is under
way in the academic and financial communities to
determine the nature of such models and the
attendant information needs.4 It appears obvious,
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that once the accountant turns away from his
historic view of the reporting process as an end in
itself and develops a user orientation, the focus of
his reporting will change.
1
The issues involved are many and varied. There
is a need by those not privy to the internal information system of the firm for a more meaningful
measurement of corporate performance. Faced with
a single information set, the best that the in- W. R. SMITH
dividual member of the coalition can do is to
compare corporate achievement with his specific San Diego Chapter
1973, is an Instructor in
objectives. Much discussion is under way as to Accounting at the
what these objectives should be. However, such a University of Southern
dialogue is meaningless since most members of the California. He is a CPA
coalition have objectives that are often in direct and holds a B.B.A.
conflict with the objectives of other members. Even degree from
Northeastern
members of a seemingly homogeneous group of University, an M.B.A.
coalition members can have opposing objectives as degree from Stanford
witnessed by investors interested in growth and University and is a
those in steady sizable dividends. What is really Doctoral Candidate
at the University of
needed is information relevant to each decision - Southern
California.
maker's model. Until this can be achieved, a model
of corporate performance measurement that emphasizes current valuation of the total resources of This article was
submitted through the
the firm would provide a useful surrogate.
Some Fundamental Propositions

San Diego East County
Chap ter.

However, before such a model can be used,
consideration must be given to a number of fundamental propositions. Also, it is assumed that institutional constraints will require that corporate
financial disclosure include the three current priEldon S. Hendriksen, Accounting Theory, revised edition,
Richard D. Irwin, Inc., Homewood, Ill. 1970, p. 102.
This article adheres to the traditional in accepting the basic
financial statements as the major devices for communicating corqo ra te condition and accomplishments to the corporate coali tion.
o do otherwise is impractical in view of the institutional constraints involved.
s Op. Cit.
' See for example, Committee on External Aeporting, "An Evaluation
of to
External
Practices," Accounting Review, Supplement
VolumeReporting
pLIV, 1969.
1

1
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"...

predictive
ability is useful
only in the
context of
decisionmaking."

mary financial reporting devices— statements of
financial position, operating income for the period
under consideration, and changes in financial position between the opening and closing of that
period.5 No serious constraints exist as to the
form and content of financial reports beyond the
displeasure of the firm's auditors and the requirements of regulatory agencies. These conditions can be accommodated by presenting relevant
data as supplementary to the institutional data.
In presenting the following propositions, no claim
is made that the material is entirely original.
Certain of these propositions have expressly or
implicitly appeared in the writings of one or more
accounting theorist.
PROPOSITION 1

The primary objective of the external financial
reporting process is to provide quantitative economic information to be used in decision - makers'
models.
Recent authoritative writings have hypothesized
that decision - making, or more specifically, the generation of information useful as input to the decision- makers' models, is the most important end
result of corporate financial reporting. The
measurement of corporate performance is useful
only when such measurement provides information
which has predictive ability. Additionally, predictive ability is useful only in the context of decision making. Predictive information without some response by the decision -maker raises questions as to
the relevance of the information. Corporate performance hopefully is measured to provide predictive information to the corporate coalition.
PROPOSITION 2

The primary users of external financial reports
are investors. Secondary users include governments,
labor, employees, tax collectors, and creditors
among others.
The investor is in a position of primacy so
far as specific users are concerned. In this category
we include those agencies of government and
other institutions set up to protect investors,
specifically agencies such as the Securities "and Exchange Commission and institutions such as the
New York Stock Exchange. Creditors also are
important users of financial reports, although current measures of corporate performance provide
them much information that is dysfunctional due
to its conservatism. The needs of other governmental agencies and tax collectors usually consist
of adjusted historical financial data prepared under
rigid rules and for different objectives. Such adjustments are not difficult for the accountant and
such reporting adopts a secondary role.
Managers have other sources of information for
their decision- making needs. They need not concern themselves with financial reporting except as
it concerns their image with the directors and
investors. The burgeoning field of management
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accounting, unfettered by the chains of "generally
accepted accounting principles," and free from institutional constraints, draws heavily on the information and communications sciences, managerial
economics, and behavioral sciences. Further, it provides tailored information on demand to meet
specific needs for specific information to shed light
on specific decision questions. It is difficult to envision a situation where management faced with a
decision would call for a copy of the latest financial
statement. Yet, as Anthony points out, many companies assume that managerial accounting must be
governed by financial accounting principles —apparently to avoid the necessity of rigorous thinking
about the real needs of management.' Such attitudes reflect unfavorably on the capabilities of
management. Accounting should not be called upon
to abet this unfortunate deficiency.
PROPOSITION 3

Economic institutions are creations of the state
designated as converters of society's resources, and
there is an overriding requirement to account to
society on the financial health of those institutions.
It has been argued by many economic, management, and accounting theorists that profit maximization is no longer the principal objective of
corporate managers.,, While profit maximization was
once a prime objective of the corporation, it has
evolved to a position of survival and growth and due
to its growth, shareholder influence has declined.
As La dd poi nts out , ". .. once the stockholders
were relegated to a status which is, at best, co -equal
with virtually everyone else in the community, it
became rather pointless [for the corporation] to
continue striving to accumulate that which only he
[the stockholder] could have." 9
As the focus shifted to survival and growth, the
stewardship concept lost much of its relevance and
the concept of maintenance of position and growth
replaced it for the large corporation. Unfortunately, accounting did not keep pace and a crystallization began to occur in which the relevant informaWhile results are conflicting, sufficient research as been accomplished to cast doubt as to whether in fact corporate reports
are actually used by the public. For example, see Lyn D . Pankofr
and Robert L. Virgil, "Some Preliminary Findings from a
Laboratory Experiment on the Usefulness of Financial Accounting
Information to Security Analysts," Empirical Research in Accounting: Selected Studies, 1970. The authors conducted an experi ment
in which experienced security analysts were able to purchase various
types of account ing and non- accounting information at a cost to
aid rn decisions. The authors did not find much empirical sup port for the belief that accounting information is generally and
highly useful for decision - making.
s Report of the Study Group on the Objectives of Financial State.
ments, Objectives of Financial Statements, AICPA, 1973.
'Ro be rt N. Anthony Planning and Control Systems: A Framework for Analysis, liarvard University, Division of Research,
Boston, Mass., 1965, p. 107.
" Many management theorists have taken economic theory to task
because of its profit maximization assumption despite the fact that
there is nothing in economic theory that claims that businessmen
seek to maximize profit. Management theorists have mistakenly
assumed that the adoption of profit maximization as a simplifying
assumption implies that economic theory lacks validity. Nothing
could be further from the truth. All models require simplifying
assumptions if they are to have general predictive ability. The
more numerous and restrictive are any model's assumptions, the
less general the theory becomes and the more limited is its
predictive ability. It is not necessary that assumptions be true or
even realistic, but merely that the model provide a high degree
of predictive ability. Assumptions that provide predictive ability
are more useful than those that do not even if those that do not
are more realistic.
Y
Dwight R. Ladd, Contemporary Corporate Accounting and the
Public, Richard D. Irwin, Inc., Homewood, Ill., 1963, p. 21.
6
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tion — current resource values —was ignored. In the societal point of view since society's emphasis is on
1970's, corporate responsibility has become para- the health of its institutions.
mount. All segments of corporate performance are
coming under the scrutiny of society. Corporate PROPOSITION 5
The responsibility of financial statement preparers
social responsibility is a must. Accounting now has
the significant responsibility of providing a mean- is to insure that statements portray what they puringful basis for communication between corpora- port to portray.
tions and an entire society which is dominated by
Proposition 5 brings us to the crux of the matter.
corporate power. It still has not realized this
responsibility despite the repeated lawsuits and Information can be relevant only if it is complete.
criticisms to which the profession has been sub- One of the most serious deficiencies of published
corporate reports is their incompleteness.
ject.
Balance sheets should measure the current financial position of the firm and income statements
PROPOSITION 4
Quantitative economic information must be should measure the profitability of the firm as a reworth at least as much as it costs. It must be sult of the operations of the period. Since net inrelevant, reliable, timely, and provide optimal come by definition is the change in net assets from
disclosure. A secondary requirement is that it have operations and external events, it is crucial then
that all assets of the firm be included in the fisome reasonable degree of objectivity.
nancial position statement and that all changes in
Proposition 4 follows logically from Proposition net asset position be included in the income state1. It is axiomatic that information for decision - ment. In many cases some of the firm's most valid
making must be relevant to those decisions, and resources are missing from their statements of fithat its expected value in reducing uncertainty must nancial position. The following is a list of a few
be greater than the cost of its acquisition. Thus, of these resources which accountants refuse to inthe most important quality of the information is clude because their value is not objectively deterits relevance to the decision at hand. The Proposi- minable. Despite their relevance, objective in this
tion also admits objectivity to the criteria for context being defined by accountants as having been
judging information, but places it in a subordinate paid for.12
position. This is due to the fact that data is only
1. Technological advantage
deemed to be objective when the data is based on
2. High managerial ability
completed transactions. Perhaps the most accepted
3. Exceptional selling capacity
meaning of the term among accountants is illus4. Personal credit
trated by its use in conjunction with evidence. As
5. Social and business connections
Paton and Littleton put it, " `Objective evidence' is
6. General reputation
evidence which is impersonal and external to the
7. Attractiveness of corporate personality
person most concerned in contrast with that per8. In -house developed patents
son's unsupported opinion or desire." 10
9. Trademarks
The ordering of objectivity as subordinate to
relevance is, however, at odds with accepted ac- 10. Copyrights
counting practice which appears to be firmly com- 11. Trade name
mitted to objectivity. It was not until 1970 that 12. Established clientele
the AICPA gave notice that the concept of rele- 13. Location
vance had importance to accounting and then only 14. Favorable trade developments
in a quasi - official pronouncement. The most en- 15. Value of the human organization
couraging thing about the pronouncement was its 16. Previously written -off assets that still exist
specific statement that the primary qualitative 17. Unrecorded value of leases
objective of accounting is relevance to decisions.1' 18. Synergistic effect of assets working together
If in fact this concept is accepted and officially 19. Monopolistic position of the firm
adopted by the profession, much of the argument
These items are usually excluded from most lists
for the perpetuation of historical cost will be underof
assets. This is very strange since the most popular
mined since it is relatively easy to demonstrate the
irrelevance of historical cost for making decisions definition of an asset is the one suggested by Sprouse
and Moonitz: 13 "Assets represent future economic
concerning the future.
If information is to be relevant (i.e., if assets are benefits, rights to which have been acquired by the
to be properly valued) a relevant measurement enterprise as a result of some current or past transmethod is dictated. Complete knowledge of the
future would be ideal, and relevant. Unfortunately, 10 W. A. Paton and A. C. Littleton, An Introduction to Corporate
Reporting Standards, American Accounting Association, 1940, p.
information about the future is seriously deficient in 19.
11 APB Statement No. 4, Basic Concepts and Accounting Principles
objectivity. In contrast, historical cost, information Underlying Financial Statements of Business Enterprises, AICPA,
1970, p. 36.
about the past, is objective but highly irrelevant. October
>, For example, see G. A. Welsch, C. T . Zlatkovich, and J. A.
White
Intermediate
third edition, Richard D. Irwin,
Thus, current values provide a proper mix of rele- Inc., homewood, Ill., Accounting,
1971 p. 574.
ss Robert T . Sprouse ana Maurice Moonitz, "A Tentative Set
vancy and objectivity. Further, current values also of
Broad Accounting Principles for Business Enterprise," Acprovide the best measure of accountability from a counting Research Study No. 3, AICPA, 1962, p. 20.
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"Information
can be relevant
only if it is
complete."

47

action." Clearly the above items meet the terms
of the definition.

"...

no one
valuation base
can cope with
the problems
of valuing all
individual

To summarize our argument to this point, information must be relevant and must be reasonably
complete if it is to serve as an input for decisions
concerning corporate performance. The key to
achieving these ends is a complete list of assets so The Surrogate Model
valued to provide relevant information. Asset valuaThe previous argument hopefully has brought
tion is the key to a proper portrayal of corporate us to the conclusion that a complete list of assets,
performance due to the articulation of the account- properly measured, will generate a set of information
ing model.
for use in the making of decisions regarding corpoAccountants are fond of saying that one must rate performance. Most accounting theoreticians
choose between a "good" income statement or a agree that the ideal measure of the value of an
"good" balance sheet and that since income mea- asset is the present value of the discounted future
surement is more valuable to statement users the expected cash receipts or service potentials arising
balance sheet will be sacrificed when a conflict arises. from that asset. This is in accord with the notion
This argument is easily demolished by examining that the value of an asset is measured by the benethe accountants' model. The familiar accounting fit to be received. However, this measure is not
identity tells us that the money value of the assets attainable for many assets. For example, it is
less the amounts due to creditors is a measure of impossible in most cases to determine the specific
owners' equity or:
cash flows provided by individual items of plant
and equipment. A second possible base is current
A — L =P
market value of the asset. Here again, many assets
may not have a market value. Many assets priceless
where A is the recorded assets of the firm ex- to the enterprise (e.g., unique special - purpose equippressed in dollars, L is the amount due to creditors, ment) have a value of zero when severed from the
and P is the residual attributable to the proprietors. firm. A third possible base might be replacement
The above model is static and represents the cost, the cost to replace an asset in kind. This
financial position of the firm at a specific moment method is fraught with problems since most assets
in time. Assuming no investment or disinvestment are not replaced in kind. Further, it is a horrendous
on the part of the owners or other extraneous capi- task to value remaining available services for many
tal transactions, income is then measured by net assets. In the same way, other valuation bases suffer
assets accruing to the firm during a discrete period from similar disabilities.
of time.
A careful examination reveals that no one valuation base can cope with the problems of valuing
I = P 2 —Pl
all individual assets on a consistent basis. We turn
then to a scheme proposed by Staubus, who exwhere I is the net income for the period between amined valuation bases and ranked them in order
points in time 1 and 2. Substituting for P, we find: of their ability to measure the value of an asset as
follows:
I = (AZ — Lz) — (At — Lt)
1. Face value —face or nominal amount
It is obvious from this last equation that income 2. Future cash flows — contractual evidence of
measurement is totally related to asset measure future cash flow and the market price for the
ment.14The values assigned to the assets determine
use of money
the amount of the income and vice versa. From this 3. Net realizable value— current market prices
it follows that if the asset list is complete and is 4. Current replacement cost — current input price
properly measured, a properly measured and com- 5. Adjusted historical cost — original input price
plete income will result. Only if these conditions
adjusted for changes in the general price level
hold is corporate performance properly measured. 6. Original historical cost — original input price18
In other words, an economic concept of income
would be the most informative concept in reporting
Staubus' categorization of valuation bases should
to society the free- enterprise system's conversion of be applied to financial reporting on the premise
society's resources. This notion is in accordance that no one measure is applicable for all assets,
with the economic concept of income which focuses that surrogates for value must be used, and that the
" T he re is little problem associated with the valuation of
best accommodation to reality for meeting reporting
liabilities. Liabilites must be paid in current dollars regardless of
objectives is to adopt measure 1, face value where
time of incurrence. Further, the adversary relationship of debtor
and cre ditor t ends to guarantee a correct val uat ion for all except
feasible, and if that is not possible, to then examine
a minimum number of items. The major exception to this would
be the rare instance of a liability erroneously recorded at its
each
concept in turn, settling upon that measure
maturity value rather than its present value.
R. Hicks, Value and Capital, Clarendon Press, Oxford, Ohio,
which
is first attainable. This would imply the
I;L.
1
p. 172.
Adapted from George J. Staubus, "T he Relevance of Evidence
following bases for certain assets:
of Cash Flows," in Asset Valuation and Income Determination,
Scholars' Book Co., Lawrence, Kan., 1971, p. 53.
Continued on page 57
o

assets on a
consistent
basis."

Defining Income

on capital maintenance and wealth. The concept was
defined by Hicks as the amount a person can consume during a period of time and still be as well
off at the end of that time as at the beginning.15
Therefore, income measurement is really a function
of the measurement of wealth increments, i.e., asset
valuation.
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INCOME REPORTING
AND APB OPINION N0.18
The "Interpretation" raised the question of whether, in applying
the equity method, all of the intercompany profit should be
eliminated or whether elimination should be limited to that
portion of profit related to the investor's common stock interest
in the investee.

extended the use of the equity method to all situa- E. PETRI
tions where the investor has ". . . the ability to Albany Chapter 1966,
Prior to the issuance of APB Opinion No. 18 in exercise significant influence over operating and is Associate Professor
March 1971, the official position of the AICPA, as financial policies of an investee even though the of Accounting, State
reflected in ARB No. 51, was that profit for the investor holds 50 percent or less of the voting University of New
Albany. He holds
parent resulting from an intercompany sale of stock." 3 To achieve some degree of uniformity in York,
B.5c., M.B.A. and Ph.D.
the
application
of
this
rule,
the
Board
stated
that
assets would be completely eliminated when condegrees from New
solidation occurred, if such profit had not been a presumption of the ability to exercise a significant York University. Dr.
"realized" by the subsidiary in reselling the asset influence will exist where the investor has an in- Petri is a previous
to outside parties or by expensing it. Under the terest of 20 percent (or more) in the voting stock contributor to
MANAGEMENT
Bulletin's caption, "Unconsolidated Subsidiaries of the investee.4 Sub - paragraph 19a of APB Opinion ACCOUNTING and
in Consolidated Statements," it was also suggested No. 18 expressed continued support for the elimina- was awarded
that any unrealized intercompany gains and losses tion of intercompany profit and loss under the "as Certificates of Merit in
arising from transactions with an unconsolidated if consolidated" approach. This sub - paragraph is one 1968 -69 and 1971 -72.
subsidiary be eliminated to the same extent ".. . of fourteen sub - paragraphs setting forth procedures He has also published
in other accounting
as if the subsidiary were consolidated." 1 It recom- to be followed by investor corporations ". . . in journals.
mended complete elimination of the gain or loss applying the equity method of accounting to inregardless of which entity made the sale. However, vestments in common stock of unconsolidated subthe requirement for elimination was explicitly sidiaries, corporate joint ventures, and other in- This article was
through the
limited to situations where the investment in the vestees which qualify for the equity method." S The submitted
Albany Chapter.
subsidiary was recorded under the equity method. inclusion of this elimination adjustment in paraThis elimination, implicitly limited to the income graph 19 with the specific procedures to be followed
reported on the consolidated statement, would not in the absence of consolidation, appeared to parallel
affect the parent's separate financial statement.z the position of ARB No. 51 and Opinion No. 10.
Hence, a correspondence did not exist between the However, further examination discloses that this is
parent's income and equity statements and their not the case. Paragraph 19 does not implicitly restrict the elimination of intercompany profit and
potentially consolidated counterparts.
In Opinion No. 10, issued in December 1966, loss to consolidated statements. Instead, it is inthe Board removed the explicit limitation by recom- tended to expand the adjustments made with respect
mending that the equity method be used for unconsolidated subsidiaries. However, the implication ' Accounting Research Bulletin No. 51, Consolidated Financial
August 1959, par. 14, p; 47.
that elimination of intercompany gain and loss 1Statements,
This latter limitation further implied consolidation with at
would only occur on consolidated statements was 8least one other ' bsidiary.
APB Opinion No. 18, The Equity Method of Accounting for
continued. This action obviously did not bring 4Investments in Common Stock, par. 17, p. 355.
The term "i nvestor" and "investee' are defined in APB
about the needed change; for the failure to extend Opinion
No. 18 as follows: Investor refers to a business entity
that
holds an investment in voting stock of another company.
the elimination of intercompany profit and loss to Investee
refers to a corporation that issues voting stock held by
investor.
the parent company's books continued the non - an
5 The exception in paragraph 19 is where the investor's share of
the loss may equal or exceed the carrying amounts of an incorrespondence.
vestment accounted for by t he equity method plus advances made
APB Opinion No. 18, issued in March 1971, by the investor.

By Enrico Petri
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"Intercompany
bondholdings
may be treated
in two basic
ways."

to "... unconsolidated subsidiaries, corporate joint
ventures, and other investees ..." to the statements
of the investor as called for in paragraph 16.
Paragraph 19 also sets forth a general statement
on the impact of the equity method which has
some interesting implications. In essence, the paragraph states (with one qualification) that, "the
difference between consolidation and the equity
method lies in the details reported in the financial
statements." It then concludes that, (a) an investor's net income for a period, and (b) its stockholder equity at the end of the period are the same
whether an investment in a subsidiary is accounted
for under the equity method or the subsidiary is
consolidated.
The two points made in the paragraph, that the
investor's net income and stockholder equity reflect
the same quantitative value under the equity method
as they would in consolidation need to be emphasized. In holding that the investor's income and
owner's equity under the equity method, as traditionally conceived, would be equivalent to potentially consolidated net income (PCNI) and potentially consolidated stockholder equity (PCSE),
the board has made a specific statement of fact.
At this point it appeared that the correspondence
of investor's income and equity with PCNI and
PCSE would now be realized. The validity of this
conclusion becomes especially important in view of
the purpose of paragraph 19 and its fourteen subparagraphs which, apparently, is to achieve the same
result in the absence of consolidation with a specific
investee, as would be achieved had consolidation
occurred. In November 1971, however, "Accounting
Interpretation of APB Opinion No. 18" (hereafter
referred to as the "Interpretation ") was issued. The
"Interpretation" raised the question of whether, in
applying the equity method, all of the intercompany
profit should be eliminated or whether elimination
should be limited to that portion of profit related
to the investor's common stock interest in the
investees The answer presented in the Interpretation distinguishes between situations where
majority control of the investee is accompanied by
a less than arm's - length transaction and what it
refers to as "other cases."
The Interpretation then maintained that only
in the former situations (control accompanied by
less than arm's - length dealings) should all unrealized intercompany profit or loss be eliminated.
"In other cases it would be appropriate for the investor to eliminate intercompany profit in relation
to the investor's common stock interest in the investee." 7 It should be made clear that this Interpretation applies only to Opinion No. 18 concerning
the equity method of accounting for investments in
common stock and does not interpret recommended
treatment in consolidated statements. To determine
recommended treatment in the latter situation one
must look to ARB No. 51 paragraph No. 14 which
states:
"The amount of intercompany profit or loss
to be eliminated ... is not affected by the
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existence of a minority interest. The complete elimination of the intercompany profit
or loss is consistent with the underlying assumption that consolidated statements represent the financial position and operating
results of a single business enterprise." s
In short, ARB No. 51 states that all of the unrealized intercompany profit should be eliminated.
Opinion No. 18 (paragraph 19) states in essence
that the equity method will report an investor's net
income that corresponds with the net income that
would be reported had consolidation occurred (or
PCNI) . However, if the equity method is to generate the salve net income as PCNI then the rules
for consolidation must come into play, which means
that the rule for elimination of unrealized intercompany profit in ARB No. 51 applies.
The Interpretation also specified two situations
where the investor corporation should recognize
a portion of unrealized intercompany profits (associated with outside interests), namely: (a) where
a majority interest is absent or, (b) where a
majority interest is present and accompanied by
arm's- length dealings. Since the Interpretation
applies only to Opinion No. 18 and not ARB No.
51, a dilemma now exists. Compliance with the
Interpretation violates paragraph 19 of Opinion
No. 18 and results in a non - correspondence between
investor's net income and PCNI.
Intercompany Sales
In the following example sales by the investor
to the investee, resulting in profits (or losses) where
the assets sold are held by the purchaser at the end
of the period, will generate both income and equity
differences. In Exhibit 1, Corporation X owns 40
percent of Corporation Y. Corporation Y holds inventory purchased from X during the period, at
a profit to X of $10,000. The Interpretation of
APB Opinion No. 18 requires the elimination of
40 percent of the profit, corresponding to X's
interest in Y. If consolidation were to occur, the
full $10,000 would be eliminated. There is a difference of $6,000 between PCNI and the Investor
Corporation's net income. Of course, the difference in net income will carry over to retained
earnings, causing a disparity between the investor's
stockholder equity and PCSE. It should be pointed
out that a non - correspondence will still occur when
a greater than 50 percent ownership exists, with
respect to unconsolidated subsidiaries, where transactions with such subsidiaries are at arm's- length and
if the Interpretation is followed.
Intercompany Bondholdings
Intercompany bondholdings may be treated in
two basic ways. The essential difference between
them turns on whether or not the bond purchaser
I

One writer observed that the practice goes both ways. See Paul
Pacter, "Applying APB Opinion No. 18— Equity Method,"
Journal of Accountancy, September 1971, p. 56.
Accounting Interpretation of APB Opinion No. 18, AICPA,
November 1971, par. 1.
9
At the time of this writing, paragraph 14 of ARB No. 51 has
been neither superseded nor amended by subsequent opinions.
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Exhibit 1
APPLICATION OF "INTERPRETATION" OF APB OPINION NO. 18
Corporation X
consolidated

Net income — Operations
Income from Y (40 %)
Totals
Eliminate intercompany profit

$100,000
20, 000
$120,000
4,000

$50,000

$150,000

Less outside interest
Net income

$116,000

$50, 000

Difference

—

$50, 000

$150,000
10,000
$140,000
30, 000 '
$110,000

$50, 000
20,000
$30, 000*
6,000

$

Corporation Y
investee

—

Corporation X
investor

it

6,000

recognizes any of the gain or loss on acquisition
or is acting as agent for the issuer. In consolidation,
both methods treat the bonds as essentially "retired" with the premium and/or discounts applicable to the "retired" bonds giving rise to a gain or
loss in the year of acquisition.9 This gain or loss
is only recognized in consolidation, and then only
in the year the'bonds are acquired by a related entity. In consolidating in subsequent periods, the
original retirement gain or loss, as modified by
amortization of related premiums and /or discounts,
is treated as an adjustment to retained earnings.lo
On the consolidated balance sheet the original
bonds outstanding are reduced by the related companies' holdings.
On their separate books, however, the related
entities recognize their separate legal existence and
hence, (a) do not record any gain or loss on the
bond acquisition; and, (b) show the investment
in bonds and bonds issued as unmodified by the
holdings of the related entity.
A rundown of the fourteen adjustments under
paragraph 19 fails to disclose any specific procedure
that covers intercompany bondholding. In view of
the omission of any specific elimination procedure,
and the treatment of intercompany bonds outlined
above, it can be seen that in the absence of consolidation with the related entity involved in the
intercompany bond transaction, the parent's net
income and owner's equity will not agree with PCNI
and PCSE.

holder equity on the statement of the investor and
the PCSE.

Mutual Stockholdings

Another View of Paragraph 19

Disagreement between the investor's stockholder
equity and PCSE caused by the investor and investee holding stock in each other, does not, by itself, cause any disagreement between investor's net
income and PCNI.11 In mutual stockholding situations, the absence of consolidation by the entities
involved yields a larger investor's stockholder equity
(and smaller earnings per share) than that which
would result from consolidation. In consolidation,
the investor's stock outstanding is reduced by the
stock of the investor held by the investee.1 2 Any
excess of the amount paid by the investee over the
legal value of the investor's stock may be treated as
a reduction of consolidated retained earnings.
Of course, in the absence of consolidation, the
investee's holdings in the investor are treated as an
investment (an asset). This disparity in treatment
will obviously cause a disagreement between stock-

Considering the above discussion one must
question whether paragraph 19 proclaims a fact or
an intent. A case can be made for the 'intent"
interpretation; that is, it conceivably may be argued
as an alternative that paragraph 19 has set forth a
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"A case can be
made for the
'intent'
interpretation

Disposition of Holdings by Investee
Following up on the last situation, if the investee
should dispose of its investment in the investor, the
typical accounting treatment on the books of the
investee would be to recognize a gain or loss on
disposition and for the investor to take up, via the
equity method its share of such gain /loss. However, in consolidation the effect of this transaction
may be quite different if one follows the suggested
treatment of the American Accounting Association.
Neither the Committee on Accounting Procedure
nor the Accounting Principles Board has issued any
statement on how a sale of the parent's (or investor's) stock by subsidiary (or investee) should
be treated. Therefore, the recommended treatment
by the American Accounting Association (which
apparently has substantial authoritative support) is
a leading guideline for practice. Under the recommended treatment, the subsequent sale would be
treated in consolidation as though it had been the
act of the controlling company.13 This procedure
implies an elimination of the gain/loss recorded by
the investee and a credit (or charge) to the appropriate account on the investor's books that is
properly associated with a sale of treasury stock.
Of course, this situation generates a disparity between the investor's net income and stockholder
equity with PCNI and PCSE.

' T h e consolidated balance sheet presentation usually is to show
the intercompany bondholdings as treasury bonds, offsetting bonds
outstanding;
" T h e retained earnings may be either that of the consolidated
group, or the consolidated group and minority interest, depending
on the circumstances.
u Even though both corporations may own over 20 percent of
the other, only one is presumed to be the investor. The reference
in APB Opinion No. 18 to the "primary reporti ng uni t" (par. 16)
and the requirement of the presence of the ability to exercise a
significant influence over operating and financial policy (par. 17),
appears to support this presumption. Reporting of separate and
consolidated earnings in mutual stockholding situations appear to
be unsettl ed and he nce could generate a non - correspondence. See
E. Petri and R. Minch, "Treasury tock Method and Conventional
Method in Reciprocal Stockholdings," The Accounting Review,
April 1974.
u ARB No. 51, par. 13, p. 45. This position is also supported by
the American Accounting Association. See Accounting and Reporting Standards for Corporate Financial Statements, p. 44.
I J ]bi d. , p.
44.
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"A subtle
caveat still
exists."

rule requiring, from that point on, that there shall
be agreement of net income and stockholder equity
of investor with PCNI and PCSE. The fourteen
sub - paragraphs can then be viewed as an indication
of the procedure to be followed in certain situations
to accomplish this correspondence with respect to
unconsolidated subsidiaries and other investees for
which the equity method is in use. Hence, when
situations arise that have not been enumerated in
the fourteen sub - paragraphs (e.g., intercompany
bondholdings) , the profession may feel free to take
action to comply with the intent of paragraph 19.
To implement the adoption of the "intent" interpretation of paragraph 19 would require, as a minimum, that the following action be taken: A new
interpretation of Opinion No. 18 would be made
which would; (a) rescind the previous "Interpretation" of Opinion No. 18, and (b) state explicitly
that the "intent" of Opinion No. 18 is to achieve
correspondence of investor's net income and stockholder equity with PCNI and PCSE. The responsibility for such action would necessarily fall
upon the Financial Accounting Standards Board
which has now superseded the Accounting Principles Board.

alleged correspondence between the results of the
equity method and consolidation cannot be
accepted as valid. A subtle caveat still exists. Careful reading of paragraph 19 discloses a limitation
on the application of the adjustments and eliminations (necessary to achieve correspondence) to
situations where the investor will not be consolidated with the investee. In introducing the
fourteen adjustments, paragraph 19 states: "The
procedures set forth below should be followed in
applying the equity method of accounting to investments in common stock of unconsolidated subsidiaries ..."
Therefore, in situations where the investor and
investee are to consolidate, adjustments and elimination entries need not be made by the investor corporation to bring its separate financial report into
correspondence with the results of consolidation.
Hence, the proclamation that such correspondence
does (or will) exist is not justified. To repeat, this
argument is purely academic, it will not affect the
(hopefully to be proclaimed) spirit of paragraph
19, to bring unconsolidated net income of the investor into agreement with PCNI.

An Academic Point

The major purpose of this article was to disclose
that the equity method of reporting income does
not in certain situations produce a correspondence
between an investor's unconsolidated net income
and stockholder equity with potentially consolidated net income and potentially consolidated
stockholder equity. A second purpose was to suggest
an alternative reading of paragraph 19 that focuses
on an "intent" to create a correspondence rather
than a factual existence of such a correspondence.
We have also concluded with a purely academic
observation of paragraph 19, that theoretically the
equity method did not and will not bring about the
alleged correspondence. The validity of this academic comment, however, will do no harm to a
spirit of paragraph 19 which aims to achieve a
correspondence in unconsolidated situations, that
can be accomplished under an "intent" interpretation of Opinion No. 18.
❑

Some reflection will call to mind that ARB
No. 51 and APB Opinions No. 10 and 18 all
enunciate certain adjustments that are to accompany
the use of the equity method. Each of these adjustments are made to bring about the "as if consolidated" goal. The specific enunciation of these
adjustments implies that they are not part of the
normal mechanism accompanying the equity
method. Hence, the equity method as traditionally
conceived, does not generate a correspondence of
investor's net income and owner equity with PCNI
and PCSE.
Carrying this discussion one step further, it
may be argued that the intent approach, as proposed
in this article, will now render all adjustments
necessary to bring about the desired correspondence,
as a regular part of the equity mechanism. However, even when read as a statement of intent, the

Conclusion

LETTERS
Continued from page 12
of established auditing standards. However, item (3) is a completely new situation. The author points out that the assumptions will be presented so that the reader will be able to make
his own evaluations. Although this is a new situation, it is
really not an audit procedure and therefore does not require a
revision of existing standards.
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Since there are no new audit problems, I again question
whether a revision of auditing standards need be considered.
Edgar P. Melton
Detroit Chapter
Livonia, Mich.
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FULL - ABSORPTION COST:
A MANAGERIAL DILEMMA?
...

the new Regulations may become an antecedent to a

Regulation that states in essence that what's good for
financial reporting is good for tax purposes....

By Kenneth G. Humer
With the enactment in 1913 of the federal income
tax law, Congress decreed that the use of inventories
for tax purposes would be required whenever the
Secretary or his delegate deemed them necessary in
order to clearly determine the income of any taxpayer. Since that time, accountants have sought a
method of inventory valuation which would be
acceptable for internal managerial control, for external financial reporting to shareholders and creditors, and to the Internal Revenue Service.
A problem in finding an acceptable method of inventory valuation which satisfies all of the aforesaid
needs is created by the lack of definition of the
various costs to be included in valuing an inventory.
In fact, the word "cost" itself is often used in
relationship to those charges which are customarily
called "expenses" as soon as incurred or recognized
(such as selling or general expenses). It is little
wonder then that differences of opinion have arisen
both in financial reporting and in tax accounting
in attempting to meet the requisites of the accounting definition and the income tax regulations.
Accounting Definition
The broad concept of inventory valuation for financial reporting purposes is expressed by Accounting Research Bulletin No. 43. It states:
"A major objective of accounting for inventories is the proper determination of income through the process of matching appropriate costs against revenues." 1 (Emphasis
added.)
The determination of "appropriate costs" is a
matter of judgment. In the exercise of this judgment no set guidelines were established. The only
guidance given in ARB 43 with respect to appropriate costs is couched in general terms stated as
follows:
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"
. As applied to inventories, cost means
in principle the sum of the applicable expenditures and charges directly or indirectly
incurred in bringing an article to its existing
condition and location." 2
Income Tax Regulations —Prior
For tax accounting purposes, prior to September
19, 1973, the income tax regulations provided that
each inventory must conform as nearly as may be
to the best accounting practice in the trade or business, clearly reflect income and be valued at cost
or the lower of cost or market.3 In the case of
merchandise produced by the taxpayer, cost was
defined as: "(1) the cost of raw materials and supplies entering into or consumed in connection with
the product, (2) expenditures for direct labor, (3 )
indirect expenses incident to and necessary for the
production of the particular article, including in
such indirect expenses a reasonable proportion of
management expenses, but not including any cost
of selling or return on capital, whether by way of
interest or profit." 4 Although these regulations are
indefinite and gave rise to judgmental decisions, the
emphasis appeared to be more on accounting practice and consistency rather than on the basis of
valuation. This conclusion is supported by the Regulations which state that:

K. G. HUMER
is Partner -in- Charge,
Tax Department,
Jackson, Mississippi
Office of Ernst & Ernst.
He holds a B.B.A.
degree from
Case - Western Reserve
University and an
L.L.B. degree (Cum
Laude) from Cleveland
Marshall Law School.
Mr. Humer is also a
CPA and has been
admitted to the Ohio
Bar.

"... inventory rules cannot be uniform but
must give effect to trade customs which come
within the scope of the best accounting practice in the particular trade or business. In
order clearly to reflect income, the inventory
practice of a taxpayer should be consistent
from year to year, and greater weight is to
be given to consistency than to any particular method of inventorying or basis of valuation so long as the method or basis used is
substantially in accord with Regs. sections
1.471 -1 through 1.471 -9. An inventory that
All footnotes appear at the end of the article.
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"...

the term
'full

absorption'
means the
inclusion of all
direct
production
costs and the
inclusion or
exclusion of
indirect
production
costs..."'

can be used under the best accounting practice in a balance sheet showing the financial
position of the taxpayer can, as a general
rule, be regarded as clearly reflecting his income." ( Emphasis supplied. ) b
From the foregoing, it can be seen that management was granted some latitude in determining
cost as it relates to inventory valuation. With respect to direct costs, such as labor and material,
the judgmental factor was limited. However, management had considerable latitude in the area of
indirect costs. Since management is charged with
a profit objective, the extent and direction of the
exercise of judgment in the area of indirect costs
directly affects profits. For example, where current
profit- sharing contributions are treated entirely as
a period cost, the profit will be less than if the same
cost were considered as an indirect cost to be included in the inventory valuation. Either treatment
might be acceptable for both tax and financial accounting purposes.
Direct Cost
Another example of the judgmental factor is the
use of the "direct cost" method. This method of
inventory valuation treats controllable costs directly
attributable to production as an element of inventory valuation. However, fixed overhead incurred in
the current period, which is necessary to provide
manufacturing capacity, is treated as a current expense. This method, though controversial among
accounting authorities, was judicially accepted for
federal income tax purposes if consistently applied. 6
As a result of the confused state of the art of
inventory valuation, tax controversies have plagued
taxpayers and revenue agents alike for many years.
In order to reduce these controversies and to provide
greater guidance to taxpayers in computing the
cost of goods in inventory, the IRS on February
13, 1973 issued the proposed regulations which introduced a new basic term, "full absorption" to
the inventory pricing area.
Full- Absorption Regulations
These proposed regulations, with some modification, were adopted on September 19, 1973. As a
result, management is again faced with the dilemma
of determining which costs are to be included in
inventory valuation for tax and financial accounting purposes. The new Regulations state that:

"'

"In order to conform as nearly as may be
possible to the best accounting practices and
to clearly reflect income ... both direct and
indirect costs must be taken into account in
the computation of inventoriable costs in accordance with the `full absorption' method
of inventory costing.
The term "full absorption" cost may be misunderstood or misinterpreted to mean the inclusion of all direct costs irrespective of the existence
of abnormal conditions such as less than full pro54

duction, excess scrap or idle plants. It should mean
that direct material costs, direct labor costs and
certain items of indirect production cost must be
included as inventoriable costs, and the appropriate
amounts of all inventoriable cost elements —not
necessarily all dollars spent for these elements —
should be included in inventories for tax as well
as financial accounting purposes.
Interpreted in light of the Regulations, the term
"full absorption" means the inclusion of all direct
production costs and the inclusion or exclusion of
indirect production costs as set forth in the Regulations. These indirect production costs, which
are divided into three categories, are described as
follows:
CATEGORY 1

These items of cost must be included as an element of inventoriable cost to the extent they are
incident to and necessary for production or manufacturing. They include repair expenses, maintenance, utilities, rent, indirect labor and production
supervisory wages, indirect materials and supplies,
tools and equipment not capitalized, and quality
control and inspection.
CATEGORY 2

This category contains items of cost which are
currently deductible and not included in inventoriable costs regardless of their treatment for financial statement purposes. It should be noted, however, that if a taxpayer has consistently included any
of these in the amount of inventoriable costs, their
exclusion therefrom will constitute a change in accounting method requiring IRS approval with respect to the exclusion.
The Category 2 items are: marketing expenses,
advertising expenses, other distribution expenses,
interest, research and experimental expenses including engineering and product development expenses,
losses under Section 165, percentage of depletion
in excess of cost depletion, depreciation and amortization for tax purposes in excess of depreciation for
financial reporting purposes, income taxes attributable to income received on the sale of inventory,
pension contributions to the extent they represent
past service costs, general and administrative expenses incident to and necessary for the taxpayer's
activities as a whole rather than to production or
manufacturing operations or processes, and salaries
paid to officers attributable to the performance of
services which are incident to and necessary for the
taxpayer's activities taken as a whole rather than
to production or manufacturing operations or processes.
CATEGORY 3

The third category of indirect production costs
will probably create numerous managerial accounting decisions. The reason for this lies in the proviso
that the inclusion or exclusion of these items in
inventoriable costs shall be determined for tax
purposes based upon their inclusion in or exclusion
from inventoriable costs for financial report purMA N A G E M E N T A C C O U N TIN G /D E C EM B E R
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Conflict With APB Opinion No. 20
The "financial statement eligibility test" contained in Category 3 may result in a change of
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accounting method requiring disclosure as provided
in APB Opinion No. 20, which requires a disclosure in financial reports where there is a change
in accounting principle. Because the treatment of
Category 3 costs depends upon the method of inventory costing for financial reporting purposes,
any change in such reporting may be a change in
accounting principle as that term is defined in
APB Opinion No. 20. The impact of Category 3
requirements on financial reports is of such moment
that the Financial Accounting Standards Board issued an interpretive statement in June 1974. The
Board stated that the accounting effect of the new
inventory regulations is as follows:

"Such a
method has
not been
acceptable for
either tax or
accounting
purposes ..."

"A change in composition of the elements
of cost included in inventory is an accounting
change. A company which makes such a
change for financial reporting shall conform
to the requirements of APB Opinion No. 20,
including justifying the change on the basis
of preferability as specified by paragraph 15
of APB Opinion No. 20. In applying APB
Opinion No. 20, preferability among accounting principles shall be determined on the basis
of whether the new principle constitutes an
improvement in financial reporting and not on
the basis of the income tax effect alone.
"s

poses — provided such treatment is not inconsistent
with generally accepted accounting principles
(GAAP).
The items of cost to which this optional treatment applies include: nonincome taxes deductible
under Section 164 (e.g., real property taxes imposed on production facilities and personal property taxes imposed on inventory), depreciation reported in financial reports, cost depletion on assets
incident to and necessary for production or manufacturing, pension and profit- sharing contributions
to the extent they represent current service costs
under qualified deferred compensation plans, other
employee benefits incurred on behalf of labor incident to and necessary for production or manufacturing operations or processes, costs attributable to
rework labor, scrap and spoilage which are incident
to and necessary for production or manufacturing
processes and costs attributable to strikes incident
to production or manufacturing operations or processes, factory administrative expenses and officers'
salaries attributable to services performed incident
to and necessary for production or manufacturing
operations or processes, and insurance costs incident to and necessary for production or manufacturing operations or processes.
Special notice should be given to the items of
taxes otherwise allowable as a deduction under
Section 164 and pension and profit- sharing contributions representing current service costs otherwise allowable as a deduction under Section 404.
Although these items are specific statutory deductions, if any part of them are includible in inventoriable costs for financial statement purposes, the
new regulations would require a like deferral for
tax purposes.
For example, ad- valorem taxes relating to the
factory building would be a part of fixed indirect
expenses included in inventoriable costs pursuant
to GAAP. Even though Section 164 states that
except as otherwise provided, state and local, and
foreign property taxes shall be allowed as a deduction in the taxable year in which paid or accrued, they nevertheless would be deferred under
the Category 3 interpretation."
The IRS should be commended for striving to
eliminate the judgmental factor from inventory
valuation by specifying various cost categories.
However, it would appear that it has succeeded only
in causing the judgmental factor to be exercised
toward tax considerations alone without regard to
sound financial statement reporting. In imposing its
own opinion as to proper elements of direct cost,
it may have pre - empted management from exercising sound judgment with respect to inventory
accounting practices. Perhaps it might have been
a better and more practical approach to provide
that in matters of inventory accounting the practices
used by taxpayers for financial statement purposes
will be acceptable for tax purposes.

Whether the provisions of Category 3 relating to
a tax determination based upon the consistency of
treatment under GAAP will create new controversies remains to be seen. However, as previously
stated, the elements of cost under GAAP are a
judgmental matter. This judgmental factor has not
been eliminated with respect to Category 3 costs.
In fact, many companies may urge their accountants
to take a more liberal view for financial reporting
purposes in order to obtain tax advantages.
Non-Financial Statement Conformity
In the preceding discussion it has been assumed
that the taxpayer's method of accounting for production costs in his financial reports has been
comparable to his method of accounting for such
costs for tax purposes. In those instances where
they are not comparable for Category 3 items,
specific items of indirect production costs must be
included as inventoriable costs regardless of the
taxpayer's financial report treatment.lo
The lack of comparability is illustrated in the
Regulations with respect to a taxpayer using "prime
cost" for financial reporting purposes. Such a method has not been acceptable for either tax or accounting purposes and thus we are left with an
interpretation of exactly what comparability means.
If an internal revenue agent should decide that
the comparability criteria are not met, then the
taxpayer must include the following Category 3
costs in inventoriable costs: taxes otherwise allowable as a deduction under Section 164, depreciation and amortization reported for financial purposes and cost depletion, administrative costs of
production, officers' salaries and insurance costs.
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"Such a change
will probably
result in a
substantial
increase in
taxable
income..."

Unless the comparability provision of the Regulation is clarified, management can look forward to
a new area of inventory dispute with the IRS.
Other Substantive Changes
In addition to the classification of indirect costs
by category, other substantive changes wert made
in the Regulations. The full impact of these changes
will not be apparent until tax returns filed pursuant to the new Regulations are examined by the
IRS.
The areas to which we should specifically direct
our attention are the consistency rules, practical
capacity concept and the standard cost method.
Consistency
Under the prior Regulations, consistency was to
be afforded greater weight than any method of
inventorying or basis of valuation so long as the
method or basis was substantially in accord with
the existing Regulations. The Regulations specifically stated that as a general rule, an inventory that
can be used under the best accounting practice in
a balance sheet showing the financial position of
a taxpayer can be regarded as clearly reflecting his
income."
The new Regulations have deleted this latter
position and have substituted in its place the provision that the method used must conform exactly
to the Regulations and must be in accordance with
generally accepted accounting principles or it is
unacceptable.
The result of this would appear to say that the
Regulations contain the only proper method of
inventory valuation. This appears to conflict with
the Courts' interpretation to the effect that where
there is more than one accounting practice, the
Commissioner's preference should not require a
change if that accounting practice has been consistently used.12
It was probably this rationale that caused court
approval of the "direct cost" method where it had
been used consistently. Today the consistency argument may no longer be used because the Regulations have specifically decreed that the "direct cost"
method is unacceptable. Thus, all taxpayers using
"direct cost" must change to "full absorption."
Such a change will probably result in a substantial increase in taxable income and federal income
tax liability. The full impact of this change may
be partially mitigated by the use of the practical
capacity concept in determining the total amount
of fixed indirect production cost allocated to inventory.
Practical Capacity Concept
For the first time the Regulations have authorized the use of the practical capacity concept.18
Pursuant to this concept, the percentage of practical capacity represented by actual production (not
in excess of 100 percent) is used in determining
the total amount of fixed indirect production costs
includible in inventory cost.
The calculation of practical capacity may be
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based upon the taxpayer's experience or upon theoretical capacity. Theoretical capacity is the level
of production that could be attained if all machines
and all departments were operated continuously at
peak efficiency.
Where the practical capacity method is used, the
difference between the amount of fixed indirect production costs based upon actual production included
in the computation of inventoriable costs and the
total amount of fixed cost is treated as a deduction
in the current taxable year.
For example, assume that a plant has a theoretical capacity of 105,000 units. Based upon estimated
down time, the theoretical capacity is reduced by
5,000 units. Thus, the plant's practical capacity is
100,000 units. If during the year only 80,000 units
were produced, only 80 percent of the fixed indirect
production costs would be included in the computation of the amount of inventoriable costs. The balance of the fixed indirect production costs would be
deducted in the year paid or incurred.
From the foregoing example, it can readily be
seen that although a taxpayer can no longer deduct
100 percent of his fixed costs, he may be able to
deduct some portion of them.
Standard Cost System Approved
The new Regulations also contain another "first"
on the part of the Treasury Department. For the
first time the standard cost method is approved for
tax purposes. However, in granting approval the
Treasury provides that the taxpayer must reallocate
to the goods in ending inventory a pro rata portion
of any overhead or direct production cost variances,
unless such variances are insignificant in amount in
relation to the total actual indirect production costs.
However, if an allocation is made for financial reporting purposes it must also be made for tax purposes.
Once again, a new judgmental standard incapable of definition is introduced by the use of the
word "significant." There is no question that even
reasonable taxpayers and internal revenue agents are
going to disagree on this.
A better provision might have been to permit a
current deduction for standard cost variances,
where such variances are a result of abnormal production costs. While the practical capacity method
may be used in conjunction with standard costs, the
requirement of allocating variances appears to be in
direct conflict with this methods*
The basic purpose of the standard cost method
is the valuation of inventories on the basis of "normal" costs, where abnormal material, labor or overhead costs appear as a variance. If variances are to
be allocated to inventory, then the result becomes
an unsound actual cost accounting system —unsound in that current profits may be overstated and
inventories overstated due to the inclusion of costs
that do not represent normal conditions. Treasury
should be urged to clarify this point.
Election
While the change to the "full absorption" methMA N A G E M E N T AC CO UN TING /D EC EM BE R 1974

od is mandatory for all taxpayers engaged in manufacturing or production, including those using the
last -in, first -out (LIFO) method of inventory
identification, the validity of the new Regulations
will not be court tested for some years to come.
Presumably to induce taxpayers to "elect" to
change, certain very liberal adjustment rules were
included for transitional taxable years beginning on
and after September 19, 1973 and before September
19, 1975.
These transitional adjustment rules provide in
general for the exclusion of the "pre -1954 inventory
balance" and a ten -year spread for the remainder
of the positive (income - increasing) adjustment resulting from the changel 6
For those taxpayers who have been including a
greater amount of indirect production costs in inventory, an election to change to "full absorption"
is also available. In this instance the pre -1954 inventory balance will be included and the income decreasing adjustment will be spread over the years.
LIFO Conversions
It should be noted that the Regulations specifically provide, in instances where the election is made
to change to the "full absorption" method, that the
inventory costing for prior taxable years need not be
changed.1,, In this period of severe inflation, the
management of those companies using direct cost
(or some other method of inventory valuation)
for tax purposes, which is less inclusive than "full
absorption," might well consider converting to
LIFO. Because of the aforesaid provision, it is believed that no change in the "cost" of the base year
LIFO inventory (other than restoration of market
value reserves) will be required if LIFO is elected
for the year prior to the year in which the election
to use the "full absorption" method is made.

Additional Problems
There is no question that the new Regulations
are on improvement over the old. However, no adequate provision has been included to provide for
inventory write -downs and write -offs. The interjection of the financial statement conformity requirement with respect to the determination of includible costs would seemingly mandate a consideration
in this area. Conservative accounting requires writedowns and write -offs of inventory where current
information indicates that recovery of full cost
through sale is unlikely. If CAAP is a criterion for
inventory costing procedures, it should also become
the criterion for write -downs and write -offs.

" . . . an
election to
change to 'full
absorption , is
also
available."

Conclusion
Perhaps, in retrospect, the old problem of inventory valuation is no nearer solution with the new
Regulations than with the old. It may be, however,
that the new Regulations may become an antecedent to a Regulation that states in essence that
what's good for financial reporting is good for tax
purposes— statutory deductions excepted.
1

Accounting Research Bulletin No. 43, Committee on Accounting
Procedure, AICPA, New York, N. Y., 1953, Chap. 4, Statement 2.
Note 2 supra, Chap. 4, Statement 3.
s Regs. Stectlon 1.471 -2(a) and (b).
I
Regs. Section 1.471 -3, 1.D. 6336, 12 -1 -58.
° Regs. Section 1.471 -2(b), T.D. 6336, 12 -1 -58.
° See Geometric Stamping Co., 26 TC 301 (1956), acq. 1958 -1 C.B.
4.
1
Proposed Regs. Section 1.471.11.
° When Congress inserted the words "except as otherwise provided," they probably were intended to mean "except as otherwise
provided by Section 164" and not "exce pt as provide d by regulations dealing with inventory valuation."
0
FASB Interpretation No. 1, effective July 1, 1974, Journal of
Accountancy, August 1974, p. 64.
10
Regs. Section 1.471 -1 (c) (3).
11
Regs. Section 1.471 -2(b).
12
Van Pickrell & Sons, Inc. o. U.S ., 445 F.2d 921, 71 -2 USTC
Para. 9550, 28 AFTR 2d 71 -5215 (CA -7, 1971).
° Regs. Section 1.471 -11 d 4
1'
Regs. Section 1.471 -11 d 3 ii) (b).
1°
Regs. Section 1.471 -11 e 1 iii).
1e
Regs. Section 1.471 -11 e 1 i ) .
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A SURROGATE MODEL FOR INCOME REPORTING

Continued from page 48
Asset
Cash
Accounts receivable
Inventories
Plant and equipment
Marketable securities
Bond investments

which areas are difficult to define and measure, and
in which areas research is needed.
Measure
1
3
3 or 4
4 or 5
3
2

Conclusion
We recognize that this model is far from complete since it does not adequately include sufficient
measures of social responsibility and effectiveness.
Research into these areas is still in the embryonic
stage. We will merely identify some of these areas
where corporate performance is of concern to society,
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1. Some measure of the cost of pollutants added to
the environment by the firm,
2. Some measure of the use of dwindling resources
by the firm where use of substitute resources
may be more in society's interests,
3. Some measure of the economic power of the
business entity,
4. Some measure of the firm's contribution to national goals,
5. Some measure of the firm's contribution, positive
or negative, to the racial and sex discrimination
problem, and
6. Some measure of the firm's development of
human resources.
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Books

FOR THE MANAGEMENT ACCOUNTANT

PRINCIPLES OF MANAGEMENT AND
ORGANIZATIONAL BEHAVIOR
Third Edition
Justin G. Longenecker
Charles E. Merrill Publishing Co., 1300 Alum Creek Dr.,
Columbus, Ohio 43216,1973, 709 pp., clothbound, $11.95.
The focus of this book is on the work of managers and the
behavior of people in organizations. This edition blends recent
developments with older concepts of classical theory to provide
a strong conceptual foundation for successful managerial performance.
ACCOUNTING DESK BOOK
Fourth Edition
Institute for Business Planning, Inc., Two New York Plaza,
New York, N.Y., 10004,1974, 444 pp., clothbound, $25.00.
A reference book with easy to get at check lists and references
regarding the accounting treatment, financial statement presentation and tax effects of various business transactions.
ACCOUNTANTS INDEX -1973
22nd Supplement
American Institute of Certified Public Accountants, 666 Fifth
_Ave., New York, N.Y. 10019, 1974, 1010 pp., clothbound,
$35.00.
An authoritative and useful index to English language periodicals, books, pamphlets and government documents in the
fields of accounting, auditing, data processing, financial reporting, financial management and investments, management and
taxation.
A HISTORY OF ACCOUNTING THOUGHT
Michael Chatfield
The Dryden Press, 901 North Elm St., Hinsdale, Ill. 60521,
1974, 314 pp., clothbound, $11.95.
A chronological history of bookkeeping from Babylonian times
to the evolution of accounting principles.
CONTEMPORARY ACCOUNTING THEORY
Eldon S. Hendriksen and Bruce P. Budge
Dickenson Publishing Co., 16561 Ventura Blvd., Encino,
Calif. 91316, 1974, 350 pp., paperbound, $7.95.
The authors provide a frame of reference, through readings, for
the development of accounting theory. They identify and explain three different approaches, development based on general
acceptance, development through a sound method of valuation,
and the predictive ability approach.
ACCOUNTING: THE LANGUAGE OF BUSINESS
Sidney Davidson, James S. Schindler and Roman L. Weil
Thomas Horton and Daughters, Inc., 22 Appleton Pl., Glen
Ridge, N.J., 07028, 1974, 57 pp., paperbound, $1.50, clothbound, $7.95.
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The purpose of this book is to define some 1000 terms which
are used when describing accounting events and reporting the
results of them.
ACCOUNTING: BASIC PRINCIPLES
Third Edition
Horace R. Brock, Charles E. Palmer and Fred C. Archer
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N.Y. 10020, 1974, 550 pp., clothbound, $11.50.
A self - contained, post secondary accounting course which requires less than one year to complete. Attention is given to the
procedural aspects of accounting based on principles of the
Accounting Principles Board using individualized performance
guides.
ACCOUNTING: PRINCIPLES AND APPLICATIONS
Third Edition
Horace R. Brock, Charles E. Palmer and Fred C. Archer
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N.Y. 10020, 1974, 1000 pp., clothbound, $10.95.
A basic one -year student resource text stressing basic principles
of accounting, reinforced with examples, illustrations and correlated problems. Traditional workbooks have been superseded
by two individualized performance guides that permit students
to pursue a program of independent study at their own pace.
ACCOUNTING FOR BUSINESS
Second Edition
John R. Cerepak
Charless E. Merrill Publishing Co., 1300 Alum Creek Drive,
Columbus, Ohio 43216, 1974, 818 pp., clothbound, $12.95.
An introductory accounting course for undergraduate students.
It provides procedural exhibits, problems, and solutions.
FUNDAMENTALS OF MANAGEMENT ACCOUNTING
Robert N. Anthony and Glenn A. Welsch
Richard D. Irwin, Inc., 1818 Ridge Rd., Homewood, Ill.
60430,1974, 558 pp., clothbound, $10.95.
This book is divided into three types of accounting information,
conventional or full cost accounting, differential (marginal or
incremental cost) and responsibility accounting.
MANAGEMENT ACCOUNTING:
A Conceptual Approach
Lloyd R. Amey and Don A. Eggington
Longman, Inc., 72 Fifth Ave., New York, N.Y. 10011, 1973,
704 pp., clothbound: $21.00, paperbound: $12.50.
As the title indicates, the emphasis on this book is on the
conceptual aspects of the material. It brings out also the interrelationship of management accounting with other disciplines
and provides an awareness of ideas which seem likely to have a
significant influence in the future.
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ASANNAAMEMBERALLYOUHAVETODOIS
STICKYOURHANDOUTANDYOUCANFIND* friendly men and women whose problems and solutions are a lot like yours.
• friendly men and women who work in every possible type of accounting.
• friendly men and women who have had a myriad of different business experiences.
• friendly men and women who enjoy a variety of educational backgrounds.
• friendly men and women who have already solved some problems that are bothering
you right now.
• friendly men and women who might know sources of answers you do not.
• friendly men and women who would like to meet other friendly men and women.

HOWCANYOUAFFORD NOTTOREACHOUTFOR
BENEFITSLIKETHESE?
National Association of Accountants
919 Third Avenue, New York, N.Y. 10022
(212) 759 -3444

On the Island of Yap, homeowners leave their
unique stone money outside, two NAA
members discovered during their visit.

IN THE WAKE
OF 'HIS
MAJESTY OKEEFE'
An NAA couple from Honolulu help businesses in Micronesia with accounting
know -how during three -week visit to fabled islands in Pacific
Most people associate the Island of Yap with the
curious doughnut- shaped stone money which used
to form the basis of the island's economy. Today
the Yapese use American currency but accounting
for it is almost as primitive as the original barter
trade.
This is what Don L. Raymond and his wife,
June, discovered when they spent three weeks of
their vacation earlier this year in Micronesia helping the natives keep up their accounting records.
Members of Hawaii Chapter, the Raymonds have
accounting- related jobs. June is an accountant at
Hawaii Loa College and Don is marketing representative for accounting applications with The SerMA N A G E M E N T ACC OU NTING /D EC EMB ER 1974

vice Bureau Co., a division of Control Data Corp.
As Mr. Raymond tells it, a member of the Small
Business Administration came to a Hawaii Chapter
meeting and asked for volunteers to go to Micronesia to help native companies with their accounting
records. "I simply was the first volunteer," he says.
For a number of years, the SBA had wanted to
provide counseling services to businesses in Micronesia as a prerequisite to help making loan money
available. The chapter's Socio- Economic Program
seemed an ideal vehicle for achieving this objective.
Their travel expenses to Guam were paid by the
SBA. The Trust Territory of the Pacific Islands
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century but his name and fame have not been
forgotten. A popular bar in Yap is called O'Keefe's
Oasis Community Club.
Six Months Worth of Accounting

Don and June Raymond take a look at the
first official guide to Yap. Also involved in
the planning for their trip were Lynn Burns
(left), Hawaii Chapter public relations
director, and Ivan Holm of the SBA.
government paid their expenses to and from Yap
and Palau and also paid them on a per diem basis.
The Raymonds spent three weeks in Yap and
Palau, two districts in the Carolines Islands, a
trust territory administered by the United States
under a United Nations mandate. Just east of the
Philippines, the archipelago consists of more than
2,000 islands, only 98 of them inhabited.
"We found Micronesia to be a very beautiful
and an enjoyable experience," Mr. Raymond reports. However, "From an accounting point of
view, one could get very discouraged. The formal
education and knowledge level of the people is far
behind the times. Their culture is also much different than ours. For example, if a high caste person
was to die, an employer might find himself without
employees for a few days until the proper observance has taken place."
The islands have a romantic, sometimes tragic,
history. When the Raymonds flew into Yap, they
noticed two abandoned Japanese Zeros just off the
runway, mute reminders of the savage war in the
Pacific, 30 years ago. Yap also pays fond allegiance
to a shipwrecked sailor named David Dean O'Keefe
who helped open up the island to trade from the
outside world in the late 19th Century. "His Majesty O'Keefe," as the Yapese called him, discovered
that the natives would work for stone money rather
than the trade goods offered by the Germans. According to local traditions, O'Keefe helped the
Yapese quarry the stone in Palau and bring it back
to Yap. He disappeared in a storm at the turn of the
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During their visit to the Carolines islands, the
Raymonds were able to help several local companies.
On Yap, they worked with a fishing cooperative,
grocery stores, a bus company, a construction
company, a restaurant, a cement block making plant
and one of the island's two hotels. On Palau they
helped put the books in order for the Western
Carolines Trading Co., adjusting entries and reconciling the accounts.
After they had returned, the Raymonds told the
Pacific Business Review, "We did what you might
say was six months worth of accounting work for
the trading company. We showed the bookkeeper
how to make the basic journal entries and tried to
leave her with enough knowledge to continue the
job on her own."
Mr. Raymond said that the trading company had
been close to bankruptcy but the economic development loan fund in Saipan guaranteed close to
$200,000 worth of loans to the cooperative to get
it back on its feet.
Yap is less advanced than Palau and the Ray monds discovered that of the two hotels one did
not have running water and the other did not serve
food. There are only 18 hotel rooms in the entire
Yap district, Don Raymond says.
In Yap, they worked with a fishing cooperative
which has about 100 members. "The government
fishing authority lends a member of the cooperative the money he needs to buy a boat so he can go
out and catch fish. He sells the fish he catches
through the cooperative."
Because of the size of the businessess, their help
was restricted to basic accounting procedures. "We
set up the very basic first -level accounting tools
such as daily sales report, cash disbursements
journal, and sales journals. Some businesses were so
small we just set up one journal to take care of
everything."
In addition, the Raymonds held a class on basic
bookkeeping which was attended by 20 people from
about five businesses, and Peace Corps volunteers.
They gave out and reviewed sample sales reports,
sales journals, accounts receivables ledgers, cash
disbursement journal, purchases journal, accounts
payable ledgers, general ledger sheets, and a book of
financial statements. But, note the two NAA members, "The results of the class were only of a minor
success as it is impossible to start from almost zero
knowledge of accounting and educate people
through financial statements in three hours."
Summing up, they reported, "Our time spent on
Yap was productive and very enjoyable. We were
not, however, able to assist and help knowledgeable
bookkeepers with specific problems. We set up
several first level basic requirements and not a complete accounting system at any business we saw."
Their recommendations? "First, we're recommending that the Trust Territory government set
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up some type of bookkeeping instruction into their
local school system. Second, we're recommending
that the Trust Territory government set up a program to teach accounting as an occupation —just as
you'd set up programs to teach bricklayers or men
to make tile." The Raymonds recommended that
this program be established at the Micronesian Occupational Center in Palau, where the natives learn
various trades.
Illustrating the lack of educational facilities, Don
Raymond pointed out that the first high school
class graduation in Yap occurred in 1966."In Yap,"
lie says, "the school curriculum is determined a few
days before school starts by looking at available
Peace Corps volunteers. Experienced bookkeepers
are almost nonexistent."

Language was not too much of a barrier for the
Raymonds as English is spoken almost everywhere
"but each district has its own native language and,
many times, more than one."
As for the legendary "money," it is not used as
a medium of exchange, Mr. Raymond says. But the
Yapese do include the huge stones in dowries and
property valuations, and everybody knows who owns
each stone since they are kept in public view.
The Raymonds found their experience in the
islands an unforgettable one. Don Raymond would
love to return if he can convince his wife to put
up with some of the inconveniences of life in the
Carolines Islands. Meanwhile, the SBA and Hawaii
Chapter are looking for some more volunteer accountants to carry on their work.

"... the

Yapese do
include the
huge stones in
dowries and
property
valuations."

Inflation Renews Interest in LIFO
Renewed interest by industry in LIFO (last -in,
first -out) inventory accounting is reflected in the
number of queries received in recent weeks by the
Technical Information Service Department in the
NAA office.
As noted in a lead Wall Street Journal story in
October, a number of companies are changing their
inventory accounting from FIFO (first -in, first -out)
or average cost to the LIFO system. Among a score
of companies which have announced a switch to
LIFO are Eastman Kodak, Du Pont and Firestone
Tire & Rubber Co. At least 100 of the largest 500
companies are contemplating a changeover to LIFO
according to the article, but most are not expected
to announce it until the end of the year.
The villain in the story is, of course, inflation.
FIFO and average cost tend to understate costs
because inventories are valued at their older, cheaper
prices. Under LIFO the cost of goods sold is based
on the most recent prices for raw materials and
other inventory items. LIFO costing tends to reduce profits —and income taxes but is said to more
realistically reflect the impact of inflation on a company.
For members who request information on the
LIFO method of inventory accounting, Donald G.
Mackenzie, manager of the Technical Information
Service Department, has compiled a LIFO bibliography. The list includes references to articles in
a number of accounting journals. This bibliography
supplements NAA articles indexed in the Topical
Indexes.
A review of the references referring to LIFO
accounting indicates that the technique was in
vogue ,during the late Forties and early Fifties.
Then, if the literature is any guide, interest seemed
to decline in the method. In 1973, with inflation
ballooning profits, the LIFO method revived. Nearly
20 percent of Big Board and American Stock Exchange companies using LIFO changed to that
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method in 1973, according to a study by one of
the "Big Eight" accounting firms.
Questions about LIFO represent only a small
proportion of the inquiries the Technical Information Services Department receives every month.
For example, members have written requesting information on leasing, budgeting for local governments, and hospital accounting. Others have requested assistance in doing research for articles
they are planning to write.
Usually the Technical Information Service Department is able to help the member either by
directing his attention to sources in the literature
or telling him where he can obtain the information.
The Technical Information Service staff is
equipped to help members in four specific ways. It
can locate articles or books illustrating alternative
approaches to handling problems, it can provide
bibliographies on subjects a member needs to research in depth, it can suggest other sources when
the information sought is out of the field of management accounting, and it can refer to case material in the member's industry or one closely related
to it.
Materials can be made available through mail
photocopies or, in the case of NAA materials and
books, on a two -week loan basis. The major resource
for these services is a well - maintained library of
some 3000 volumes, including most of the foreign
and domestic accounting periodicals, as well as
a number in closely related fields. A file of several
hundred industry association manuals and other
accounting publications is also maintained.
The Association publishes a compilation of current books in the accounting field with publishers'
names and addresses. It is updated at least annually
to incorporate newly published works in the field.
This publication, titled Your Reference Library,
is available from the Association for $1.50.
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Chapter/ Member News
Emeritus Life Associates
T h 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. Tho se so designated are relieved
from payment of annual dues. T h e intent
of this provision of the By -Laws is to re cognize the de bt which the Assoc iation owes to
members of lo ng sta nding.

CARL G. BAUMES, New York, past president.
BYRON F. BUNN, Dallas.
TED C. CONRAD, Charlotte Gold, past

national vice president. Stuart Cameron
McLeod Society.
ERWIN L. DOSCH, York.
J. D. ELLIOTT, Detroit.
RUSSELL G. HANDAYAN, New Orleans.
CHARLES B. HEIM, Williamsport.
PAUL M. HERRING, Reading, past na-

tional vice president. SCMS.
KENNETH J. MALTBY, Tulsa.
JOHN MARTIN, Pittsburgh.
THEODORE H. MCCONNON, Member -at-

Large.
James Don Edwards (right) research professor at the University of
Georgia is presented the first Beta Alpha Psi Outstanding
Accountant of the Year Award. Dr. Edwards, one of the outstanding
accounting educators in the U.S., is currently on the NAA
Committee on Research. Making the presentation is Hollis Dixon,
national president of the accounting fraternity.

C. J. MCVEY, Cape Canaveral.
JULIAN P. MEADOWS, Pensacola.
C. T. MORROW, San Francisco.
JASON E. NEWTON, Tucson, past presi-

dent.
JOHN H. ROBERTS, St. Louis, past president. SCMS.

Promotions and New Positions
ARTHUR L. BENNETT, Baltimore, is now
assistant regional controller of Mid -Atlantic Region, Browning Ferris Industries, Inc. . . . DALE PEDLAR was named
controller of Hittman Associates, Inc....
C. J. SELING, JR., has been promoted to
division administrator, Essex Chemical
Corp. . . . FRED J. WOOD has joined

Robert Half Personnel in Washington,
D. C., as office manager.
O. CLAYTON DOBBINS, Birmingham, has
been elected vice president, cashier and
controller for Bank of the Southeast.
JAMES D. ALGER, Boise, has been pro-

At first Southern Maine Chapter meeting, the three major
candidates for Governor of Maine spoke. L. -r., James Erwin,
Republican; James Longley, Independent; Oliver Andrews 111,
associate program director; chapter President Richard L. Roy, Jr.,
and George Mitchell, Democratic candidate. Broadcast "live" on
radio, the meeting was attended by 120. Longley won election.
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moted to corporate internal auditor at
Blue Cross. . . . LARRY D. HILL was
named manager of agriculture planning at
Ore -Ida Foods, Inc. . . . DUANE H.
MCCRACxEN has been promoted to manager of the Land & Livestock Div., J. R.
Simplot.
S. JAMES KENTLEY, Boston, was apMANAGEMENT ACCOUNTING /DECEMBER 1974

pointed chief financial officer at the
Ritchie Organization.
EDWARD F. SLAWINSKI, JR., Buffalo, was
promoted to assistant vice president of
M &T Bank.
KENNETH A. ROYSE, Chattanooga, has
been named treasurer of Chattanooga Gas
Co., in addition to his current post as
assistant vice president.
J. E. HALEY, Cincinnati, is now controller, Setco Industries, Inc.
GREGORY J. DAMON, Cleveland, has been
elected assistant secretary- treasurer of
World Shipping, Inc.
RONALD C. Fox, Columbus, recently was
appointed controller, Borden Chemical.
KENNETH R. SIBLEY, Cuyahoga Valley,
has been appointed vice president of
finance for Gregory Galvanizing and
Metal Processing, Inc.
RONALD J. BORDui, Detroit, was appointed controller, United Hospitals of
Detroit. . . . CHARLES W. FINGER has
been appointed vice president— finance,
Fruehauf Finance Co.

F

CONNELL
Minneapolis Viking

WALRATH
New York

JAMES A. BALDAUF, Erie, is.now division
controller at the Pittsburgh Avenue plant
of Zum Industries.... JAMES J. JOHNSON
was promoted to assistant vice president
and comptroller at First National Bank.
FRANK VESPE, Essex County, recently
was named controller for Tenneco Chemicals, Inc.

BRUCE W. POTTER, Lake Superior, Was
promoted to assistant vice president, First
National Bank of Duluth.
ARTHUR E. ERICSON, JR., Madison, has
been promoted to corporate financial
planning manager at Oscar Mayer & Co.,
Madison office.... THOMAS R. SCHMIDT
has joined Ohio Medical Products as assistant controller.
PELEFOTI FAILAUTUSI, Member -at- Large,
has been promoted to manager of audits
in the Office of the Territorial Auditor of
the Government of American Samoa.
ANTHONY FERGUSON, Member -at- Large,
USA, has joined First National Bank of
Mercer County (Pa.) as controller.
MICHAEL S. HOPE, Member -at- Large,
USA, has been admitted to partnership
in Ernst & Ernst, New York office.
LORRAINE R. SHANNON, Miami, has been
elected treasurer of Florida Bancorp, Inc.,
in addition to her present position as
comptroller for the holding company.
EMIL GLASBERG, Milwaukee, is now controller with Flagg Tanning Corp. . . .
EDGAR J. Loomis now is vice president
and general manager of Universal Data
Inc., a subsidiary of Center Street Fuel
CO. . . . CALVIN T. SHEARER has joined
Robyn D. Linder as a partner.
JOSEPH E. CONNELL, Minneapolis Viking,
has joined the Republic National Life
Insurance Co. of Dallas as executive vice
president and controller.
VERNON F. STONE, Mohawk Valley, has
been appointed controller of Faxton Hospital and Children's Hospital and Rehabilitation Center.
JOSEPH R. PETITE, Morristown, has been
promoted to vice president finance of the
Consumer Products Group, Warner -Lambert Co.
DOUGLAS S. POTTER, Muskegon, has been
promoted to controller at Howmet Corp.

Two Houston Members have been named
at Armco, Machinery and Equipment ROBERT A. HAVERSAT, New Haven, has
Div. RUDY W . PREMETZ was named been appointed vice president and works
manager, plant accounting, and CHARLES manager of Sargent Co.... LAWRENCE P.
J. SPIKER, manager, financial planning SPELLACY, JR., has been named manager
analysis. . . . ARTHUR V. DEEKENS has —cost accounting, Eyelet Specialty Co.
been named controller of Texas Alkyls.
GARY C. Fox, New York, has been adARLEN L. MCDONALD, Jackson, is now mitted into partnership at Ernst & Ernst.
assistant vice president of Deposit GuarJOHN F. WALRATH has been elected
anty National Bank. . , . JOHNNY H. ...
chairman of the board and chief executive
WILLIAMSON recently was elected vice officer of Andrew Jergens Co. He is
president and treasurer of American Pub- executive vice president and chief oplic Life Broadcasting.
erating officer of American Brands, Inc.,
MILTON B. CROSS, Jamestown- Warren, the parent company of Jergens. He is also
has been appointed controller of Knowles - chairman and chief executive officer of
two other subsidiaries.
Fisher Div., AVM Corp.
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T HIS MAY BE
THE BEST INVESTMENT
YOU WILL EVER MAKE
ALL MATERIAL BY FREDERICK STAPLES, C.P.A.
(California and W isconsin)
Member of American Institute of CPAs., National Association
of Accountants and American Accounting Association.
Stock
No.of
No.
Pages
Ea.

CORPORATE ACCOUNTING
C117S THE MONTHLY FINANCIAL STATEMENTS. For the accountants responsible for devising or preparing
monthly financial statements for
$ 4.90
business concerns. 72 Edition
C116 MONTHLY FINANCIAL STATEM
FORMS. In full size. Most appear
in reduced size in C117 71 Ed . .
21
.95
F201 MASTER CHART OF ACCOUNTS. Harmonized with C116 and C117. 71
4
.95
Ed
CI 13S THE INVENTORIES. Inventory taking,
valuation and testing by the outside auditors, including activity
analysis which is rapidly coming
to be regarded as lust as necessary as the aging of the customers'
receivables. 72 Ed.
. 104
3.15
C114 INVENTORY TAKING INSTRUCTIONS.
May be used in many cases as is
after filling in a few spaces. 65
Ed.
10
.65
C115 INVENTORY PRICING INSTRUCTIONS.
With provision for merely checking
applicable sources, etc. 74 Ed.
5
.50
C132 BOOK INVENTORY AND COST OF
SALES
EXAMPLE,
including
entries. Keeps monthly inventory
and cost of sales off, but tied in
with, the general ledger. 74 Ed.
8
.75
C139 BOOKKEEPING
FUNDAMENTALS.
Good record keeping by client is
good for the client's business and
57
1.75
reduces audit cost. 73 Ed.
C119 THE FINANCIAL BUDGET. The necessary forms, with detailed concise
preparation instructions (including
sequence of the work). 69 Ed.
8
1.95
C140 CHARTING THE BUSINESS. The
chart paper to be used. The information to be charted and how to
chart it, with 13 charts illustrated. 73 Ed.
28
2.25
F202A THE SHORT CUT GENERAL LEDGER.
With the accounts printed thereon
in harmony with F201 above, and
7
1.25
instructions. 70 Ed.
C150 COST ESTIMATING. A long time
needed cost guide including
sample cost sheet. 70 Ed.
11
2.00
C105 PREPARING FOR THE AUDITORS.
What the client can do to prepare
for the audit and help reduce
cost. 66 Ed.
14
1.00
C107 SPECIMEN WORK SHEETS FOR THE
AUDITORS. Showing some ached.
ules the client ordinarily can prepare. 72 Ed . . . . . . . . . . . . . . . . .
31
1.35
C111A SUPPLEMENTAL INTERNAL CONTROL
QUESTIONNAIRE. Deals largely
with matters beyond the usual
audit engagement but within the
scope of the practicing accountant,
the management consultant and
the company controller. 71 Ed.
6
1.85
C832 One of each (a saving of $3.80)
21.45
All prices F.O.B. Thiensville, and subject to change with.
out notice. 5/1/74

...

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

....

..........

THE COUNTING HOUSE PUBLISHING CO.,
THIENSVILLE, WISCONSIN, U. S. A. 53092
_____PLEASE USE THIS CONVENIENT ORDER FORM_____
Stock No. C117S C116 F201 C113S C114 C115 C132 C139
C119
Quantity
Amount
Stock No. C140 F202A C150 C105 C107 CIIIA C832
Quantity
Amount
TOTAL AMOUNT OF ORDER = ........ (postage paid on cash
orders) Add 50q, if order Is less than $5, and 4% tax, if
shipment to Wis.
PURCHASER

.......... ...............................
DATE
..........................
.................
ADDRESS
............ ...............................
CITY
STATE
ZIP
.................. ............ ......
BY

THE COUNTING HOUSE PUBLISHING CO.
THIENSVILLE, WISCONSIN, U. S. A. 53092
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Northern Wisconsin,
is now chief accountant and data processing manager with Hillshire Farm Co.
PA T R I CK J . M C K E E ,

Time Off

Oakland County, has been elected treasurer and to the
board of directors, Integral Engineering
& Mfg. Co.
PATRIC IA M .

SPAC KMAN,

-4

Peninsula -Palo Alto,
was promoted to group controller for
Electro Products Group, Beckman Instruments, Inc.

DENNIS K. W ILS ON,

v U V

J.

G . G U L B I N , Pennsylvania Northeast,
recently was promoted to vice president
at Schott Optical Glass. . . . WILLIAM
P. MONTAGUE was promoted to vice president at Mark IV Mobile Homes, Inc.

Three Piedmont Winston -Salem members have been named at R. J. Reynolds
Indust ries.

RO BE RT

BE N N E TT,

JR .,

LC? 0

6

0 0

e;' C,

0
1

was

named assistant treasurer and GEORGE K.
Ross, director — business budgeting... .
CHARLES

C.

S TY R O N

has been elected
secretary and treasurer of Triangle Broadcasting Corp.
R A Y M O N T . A L E Y , J R . , Pittsburgh, was
named controller of the Keystone Division

of

Dravo

. . . KENNETH

Corp.

D.

NADER was appointed controller of Ryan
Homes, Inc.
b

c hyoau rn g i n g
address?
To insure
uni nt e r ru pt e d
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"Santa Claus must have taken a bath on Wall Street —I didn't even break even
this year!"

U.S. Hedges Bet
On Gambling Study
The Commission on the Review of
the National Policy Toward Gambling
got under way last year with $250,000
from Congress. It assembled an 11member staff and authorized several
research contracts.
This year the Commission asked for
nine more staffers and a budget of
nearly $1.3 million. A Congressional
committee pared the request to an
even $1 million.
The request was cut back to $250,000 after floor debate in the House
revealed some examples of research
authorized to date.

One contract included a study of the
history, mythology and astrology of
gambling. One proposal called for a
writer at $100 a day and a researcher
at $50 a day, plus "overhead" of $63,-

000 to study gambling in Las Vegas.
—Tax Foundation

Believe It or Not
In what surely must be a "first ", an
NAA member has received nationwide
publicity in "Ripley's Believe It or
Not " syndicated feature. The item
reads: "Cecil D. Marshall of Kew
Gardens, N.Y., has not missed a
monthly meeting of the New York
Chapter of the National Assn. of
Accountants in 42 years."

Na m e
New A dd re s s

Ci ty

68

Sta te

Zip
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RICHARD W. KOENIG, Princeton, was promoted to assistant vice president and
cashier of the New Jersey National Bank
in Trenton.
WILLIAM S. BEUTEL, Raritan Valley,
Is
controller /financial manager at Pennwalt.
. . . MORRIS B. KADIN was appointed executive vice president and general manager, Franklin Data Information Corp., a
wholly -owned subsidiary of Franklin State
Bank.

has been elected chairman of the American Institute of CPAs. Mr. Defliese, a
member of the advisory council of the
Financial Accounting Standards Board,
had served as chairman of the Accounting
Principles Board. He is managing partner
of Coopers & Lybrand.

In Memoriam
RICHARD F. ARMBRUST, 51, Calumet,

1971.
UMBERTO

CAPALDI,

57, Providence,

ROBERT A. CASTIGLIONE, Rochester, is
finance officer with the city of Rochester.
. . . JOHN NASSE has been named assistant treasurer of C. P. War d, In c. . . .
JOHN L. SUTER was appointed business
manager of George Heisel Corp.

1961.

J. C. BARRETT, Rockford, has been appointed assistant treasurer of J. L. Clark
Mfg. Co.

JAMES P. GALLAGHER, 55, San Francisco,

FRANKLIN A. GIBER, Santa Barbara, is the
assistant administrator and controller at
Cottage Hospital. . . . JOHN M. BRITT
was promoted to controller of the Disk
Head Div., Informag.
ERNEST H. SHUMATE, Savannah, has been
promoted to controller, Woodlands Div.,
Union Camp Corp.
HENRY A. SMITH, St. Louis, has been appointed treasurer of Consolidated Forwarding Co.
KEITH A. ROEPER, SIOUX City,
Is now
comptroller at the Security National Bank
of Sioux City.
PETER BARNA, Union County, has joined
Crompton & Knowles Corp., as manager
—corporate accounting.
RONALD R. JUTILLA, Washington TriCities, has been promoted to vice president and manager of the Aberdeen
branch of the National Bank of Com-

HARRY CHUBAcK, 49, New York, 1968.
EARLE G. FAItNSWORTH, 77, Bang,or Waterville, 1945. Emeritus Life Associate.

EDWARD A. FENKO, 53, Cleveland, 1953.
1963.
Passaic County, 1965.
WALTER D. KELLER, 50, Raleigh -Durham Area, 1964.
MASAO KIMURA, 71, Member -at- Large,

USA, 1960.
FRANCIS T . MAHONEY, 75, Springfield,

1941. ELA.
PHILLIP A. MARANGELLA, 79, Member at- Large, Hong Kong, 1944. ELA.
JOHN R. McKINNEY, 55, Mid - Hudson,
1971.
GEORGE J. MCKNIGHT, 64, Jacksonville,
past president, 1965.
RUSSELL W . MERRITT, 46, Southern
Maine, 1969.
FRANK RODRIGUEZ, 44, Calumet, 1965.
DENNY D. ROTRAMEL, 43, Indianapolis,

1973.
FRANK

RUBIN,

PHILIP F. SORRESSO, 48, Boston, 1967.
JACKSON B. THOMAS, 64, Indianapolis,

WAYNE R. BUSKE, Waukesha Area, has
been named vice president of finance at
Wisconsin Centrifugal, Inc.

ROBERT L. WILKES, 63, Cleveland, 1949.
MARSHALL D. WINEGARD, 80, Albany,

Organization Service
PHILIP L. DEFLIESE, Long Island - Nassau,
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I WANT TO START MY OWN
ACCOUNTING PRACTICE.
If you checked the second box (or
both) you should read the rest of
this advertisement.
Because we can show you a way.
We are a 25- year -old company with
a system proved successful for
almost 100 accountants ....
successful in terms of helping
them build large, profitable
accounting practices.
How?
We furnish clients, data processing,
training and financing. (Building
accounting, bookkeeping and tax
practices is our specialty.)
You furnish desire, accounting
background and moderate initial
investment.

56, Member -at- Large,

USA, 1972.

1963.

DONALD E. HARSCH, Williamsport,
IS
business manager at Warrior Run School
District.

I AM TIRED OF WORKING FOR
SOMEBODY ELSE.

ALFRED A. GAUTHIER, 52, West BergeV-

merce.
DANA M. STONE, Waterbury, has been
promoted to vice president of finance and
operations, Gavlick Machinery Corp.

S. G. SPRINKLE, Wichita, has been
named a partner of Peat, Marwick, Mitcbell & Co. . . . MYRON L. UNRUH has
been promoted to assistant to the chairman of the board, the Coleman Co.

CHECK CORRECT BOX ( ✓ )

Interested?
Mail inquiry card today or write
directly for information.

VICTOR L. THOMPSON, 72, New York,

1942. ELA.
JOYA. WALKER, 51, Toledo, 1957.

1946. ELA.
JAMES A. ZIMMERMAN, 77, Buffalo, 1943.
ELA.

CMA Winner Mis- identified

William L. May
COMPREHENSIVE
ACCOUNTING
COMPANY
901 E. Galena
Aurora, Illinois 60505

On page 64 of the Octobcr issue of
MANAGEMENT ACCOUNTING, one of the

medal winners in the 1973 CMA examination is not identified correctly. The
photo at top left depicts William S.
Madden, winner of the Beyer Silver
Medal, and not Karl E. Fraedrich, Bronze
Medal Winner.

Circle 4 on inquiry card.
69

Clinton M. Finney (1885 -1974)
"He was oldest
surviving past
national
president."

70

Clinton M. Finney, past national president of the
Association, died last September in Orlando, Fla.,
at the age of 89.
Until his death, C. M. Finney had the distinction
of being the oldest surviving president according to
term of office. He served as president of the Association, 1926 -27.
Mr. Finney was one 6f the pioneering figures of
the Association. He joined in 1920, served as president of the New York Chapter, 1921 -22, and also
was elected president of the Brooklyn Chapter,
1934 -35. Almost to the end of his life he continued
to take an interest in the Association, writing letters
to the current president and executive director on
several occasions.
Born in Churchville, Pa., C. M. Finney attended
schools in Pennsylvania, including the University of
Pennsylvania. His business career was extensive and
varied with numerous positions in top financial
management. Upon his election to NAA, for example, he was vice president and controller of
Worthington Pump & Machinery Corp.; later lie
served in positions at Westinghouse Electric &
Manufacturing Co., Brockway Motor Truck Corp.,
and Conde Nast Publications, Inc.
He was president of American Cities Power and
Light Corp., Associated Music Publishers, and
Camden Forge Co. He also was a director on a
number of corporate boards.
Known as "Chris" to his many friends in the
Association, Mr. Finney was a close friend of
"Doc" McLeod, the first secretary of the Association. He is given credit for the idea which led to
the organization of the Spot Club, now called the
Stuart Cameron McLeod Society. Mr. Finney was
elected the first president of this organization of
past national officers and directors. He vigorously
supported its activities, even after his retirement
from active business.
At a meeting of the Brooklyn Chapter on April
16, 1952, C. M. Finney was honored at "Chris
Finney night." President Philip J. Warner presented him with an engrossed resolution of appreciation and good wishes from the NAA Board of
Directors. The resolution, citing his "wise counsel
and untiring efforts to promote the objectives of
the Association," concluded, "In sincere appreciation of his outstanding service since 1920, this testimonial is presented to convey to `Chris' the admiration, affection and esteem of their best wishes
for a continuing and happy life."

Mr. Finney at honorary dinner given him in 1952.
Mr. Finney retired from active business and
moved to Florida that year but he did not apply
for Emeritus Life Associate status in the Association until 1964. He summed up his feelings about
NAA in a letter published in the 50th Anniversary
issue Of MANAGEMENT ACCOUNTING.
"For whatever contribution I have made I have
been rewarded and repaid many, many times by the
information and knowledge which I received and to
a tremendous extent by the numerous and lasting
friendships which have been of stimulating value
and satisfaction to me."
A man of wide and diverse interests, Mr. Finney
belonged to a number of clubs and fraternal organizations, including the Masons. He also served
on industry groups concerned with accounting issues.
At "Chris Finney" Night, Mr. Finney expressed
some of his personal philosophy when he pulled
a card from his pocket and read these words:
"Do more than exist —live
Do more than touch —feel
Do more than look— observe
Do more than hear — listen
Do more than think — ponder
Do more than talk —say something."
An outstanding member of the Association,
Chris Finney will be remembered by those who
knew him and respected his great abilities. His
service to the Association was exemplary and his
continuing support after retirement an inspiration
to all.
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than
Our
That's because our terminals
are really mini - processors. Which makes
them not only smarter but faster, simpler,
and actually capable of not only entering
data but validating and editing it as well.
Our smarter terminals are the
heart of the Singer 1500 Intelligent
Terminal System. With our system you
don't have to put all your computer
power in one place, instead you can
disperse computer power to the places
where your company needs it most.
For example, a remote data source:
Because our terminals are so
smart, your operators can't make costly

smarter
mistakes. Our terminal automatically
prevents data from being ignored or
entered incorrectly. There's a read- afterwrite feature to assure the accuracy of
data before it is entered on the
convenient cassette used for both
programming and storage.
Since our terminal is smart
enough to validate its own data, you
know your data is free from errors
before it is transmitted to a central
processor.
Our terminals can be easily
programmed —in plain English —to do a
variety of important processing jobs.
Prnrf minn valuahla infnrmatinn rinht

when and where you need it most.
Smarter terminals are only the
beginning of a complete line of proven
hardware and software. All compatible
with System Ten' computer by Singer,
as well as most other computers. All
designed to give you exactly the
computer power you need exactly
where you need it most. All backed by a
world -wide service organization, with
145 service centers in the U.S. alone.
For complete information, call
your nearest Singer Business Machines
representative. Or write: The Singer
Company, Business Machines Division,
Thirtv Rockefeller Plaza N Y. N.Y. 10020.
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Job stability. It's important to your progress as a professional in accounting.
Job stability is important to us, too. Every successful
placement improves our image as a specialist.
For more than a quarter of a century, Robert Half has been
successful in placing people exclusively in financial and data
processing positions. That's why today, Robert Half is the leader in
these specialized fields.
So, if you're looking for a position as an accountant, controller,
bookkeeper —or any financial position in accounting —Robert Half
will put you where you'll stay put.

ACCOUNTING, FINANCIAL, BANKING & EDP PERSONNEL SPECIALISTS.
ALBUQUERQUE
2201 San Pedro N.E.
(505) 266 -5557

COLUMBUS, OHIO
88 East Broad Street
(614) 221 -9300

AL E XAN DR I A
5001 Seminary Rd.
(703) 931 3600

DALLAS
2001 Bryan Tower
(214) 742 -9171

ALLENTOWN
1401 Cedar Crest Blvd.
12151 4391506

DENVER
2 Park Central
( 303) 6291010

A TL A N TA
3379 Peachtree Rd., N.E.
(404) 233.2416
BA LTIM OR E
The Quadrangle —Cross Keys
(301) 323 -7770
BOSTON
140 Federal St.
(617) 423 -6440
BUFF ALO
1310 Liberty Bank Bldg.
(716) 842 -0801
CHA RL OTTE
4801 E. Independence Blvd.
(704) 535 -3370
CHICAGO
333 N. Michigan Ave.
(312) 762 -6930
CINCI NNATI
606 Terrace Hilton
(513) 621 -7711
CLEVELAND
1367 E. 6th St.
(216) 621 -0670

LONG ISLAND
420 J ericho Turnpike
Jericho
(516) 822 -8080
LOS ANGELES
3600 W ilshire Blvd.
(213) 386 -6805

OMA HA
7101 Mercy Rd.
(402) 3978107

SAN FRANCISCO
1 11 Pine St.
(415) 434.1900

ORANGE, CA.
500 South Main St.
(714) 835 -4103

SAN JOSE
675 North Firs t St.
(408)29 3.9040

LOU IS VIL LE
680 South 4th St.
(502) 589 -6657

PHILADELPHIA
2 Penn Center Plaza
(2151 568 -4580

SCRANTON
Connell Building
( 717) 961 5821

DET RO IT
670 Honeywell Center
Southfield
(313) 559 -1212

MEMPHIS
12 South Main St.
(901) 523 -8950

PHOENIX
1517 Del Webb TowneHouse
(602) 279 -1688

SEATTLE
1215 Fourth Ave.
1206) 624 -9000

HART FO RD
111 Pearl St.
(203) 278 -7170

MI AM I
1190 N.E. 163 St.
North Miami Beach
(305) 947.0684

PITTSBURGH
Gateway Towers
(412) 471 -5946

STAMFO RD, CT.
11 1 Prospect St.
(203) 325 -4158

HOUSTON
1200 Central Nat'l. Bank Bldg.
(713) 228 -0056

MILW AUKEE
777 East W isconsin Ave.
(414) 271 -9380

PO R T LAN D ,O R .
610 S. W . Alder St.
(503) 222 -9778

IND IA NAP OL IS
921 East 86 St.
(317) 253 -5545

MINNEAPOLIS
BO South 8th St.
(612) 336 -8636

TAMPA
1311 N. W estshore Blvd.
(813) 876.4191
WASHINGTON, D.C.
7316 W isconsin Ave. N.W .
(301)652- 1960

KANSAS CITY, MO
127 W est 1Oth St.
(816) 4744583

NEWARK
1180 Raymond Blvd.
(201) 623 -3661

ST. LOUIS
7733 Fors yth Blvd.
Clayton
(314) 727 -1535

LANCASTER
8 North Queen St.
(717) 299 -5621

NEW YORK
330 Madison Ave.
(212) 986.1300

SAN DIEGO
525 "B" Street
(714) 239 -9001

ROBERT

PROVIDENCE
400 Turks Head Bldg.
(401) 274 -8700

ELF

PEaSONNEL AGENCIES
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WILM ING TON
1102 West St.
(302) 652 -3244
LONDON E C 2, England
17 Finsbury Square
01- 683-4394
TORONTO, Canada
15 Toronto St.
(416) 868 -1314
VANCOUVER, Canada
535 Thurlow St.
(604) 688 -7726

